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1. Abstract

The attempt of this research paper is to have secltwok at the world of unconventional
indexes. In particular, its objective is to offan analysis of two such indexes, the well-
established Big Mac Index and the new and innoeatitiggle Room Index, both developed
by the British-based magazifidhe EconomistPossible ways of applications of the indexes
will be addressed and evaluated just like theorgjrand weak points. As a framing, a global
economic overview and a brief description Tdie Economists provided. Furthermore, a
sound comparison of the indexes is offered alongh wa conclusion resuming the

investigation carried out in this paper.

El presente trabajo pretende dar una vision prafuted mundo de indices no convencionales.
Particularmente, su objetivo es ofrecer un analgibre dos de estos indices, el ya
consolidadaBig Mac Indexy el nuevo e innovaddiiggle Rooom Indexambos elaborados
por la revista britanicdhe EconomistLas posibilidades de aplicar estos indices stadas

y evaluadas asi como sus puntos fuertes y déltilesio contexto, se aporta una vision
conjunta de la economia global y una breve desénpde The Economisy su sentido como
fuente economica para nuestro tiempo. Ademas, eeefuna sdolida comparacion de los

indices junto con una conclusion que resume lasimyacion llevada a cabo.



2. Introduction

Ever since the first publication of the so called Blac Index in 1986 The Economista
prestigious British weekly newsmagazine, has besy well known for the creation of rather
simple, but yet meaningful and sound indexes. Tumpgse of this paper is to have a closer
look at two of those indexes by means of compatimgm. My choice fell on the Big Mac
Index (henceforth abbreviated BMI) itself, and thther recent and new Wiggle Room Index
(henceforth abbreviated WRI). The initial plan tompare three European economies, namely
Spain, the Netherlands and Germany through the &idithe WRI was an idea that had to be
rejected since the BMI only displays data about Elneopean Currency Union as a whole.
Moreover, the WRI is only applicable for emerginguntries. Upon reflection on that, the
present study takes a slightly different approacti the decision was thus to have a closer
look at the indexes themselves. Rarely can a deelysas of indexes be found; countries and
different economic systems seem to be a prevailogic for studies. The two above-
mentioned indexes, hence, shall be analysed angarech with regard to their applications
and usages. An important weight, though, lies @ir tthisadvantages and shortcomings. | will

seek to demonstrate that the indexes differ imhgrity of respects, but also share a few.

As one will see later, there are other unconveatiomdexes that could be used for a
study like this one, but the BMI can be consideasdone of the best-known ones and the
WRI as one of the most innovative ones. Moreovéhiwthe scope of this study, | decided
to only make use of those two indexes rather thantuding several ones. Yet, a brief

overview on some of them will be provided.

Nowadays, in a very closely intertwined world ecmyp things tend to be
complicated and not always easily comprehensibde. tRat reason, we recently find new
methods and trends trying to explain high-complexcsures in a rather simple way, mainly
for people that are not so much into business ssdué also for experts and people who want
to have a different view on these topics. Thereftme means of explaining and critically
analysing the aforementioned indexes, | will tryfiture out up to what extend these indexes
are usable and trustworthy for carrying out rekaldsearch and if investors can reckon on
them. Thus, my aim is to work out their ways of laggtions and in addition their possible

disadvantages.



The focus of this primarily descriptive work liesndoubtedly on the indexes.
Nonetheless, | consider it indispensable to firgtlye a solid overview on what is going on in
the world economy in 2012. As to that, | shall med stepwise. Therefore, the structure of
this paper will be as follows: First of all, | shglve a brief review about the state of affairs
concerning the world economy in 2012. | will deberhow things are respecting the current
situation all over the world. A focus will not sblelie on Europe, although it might be
standing to reason. Au contraire, emerging econ®mie incorporated as well since the WRI
refers exclusively to them. We additionally willveaa look at topics that currently keep the
economies in suspense. In a next stée Economiswill be introduced since it is necessary
for the reader to know where the main informat®netrieved from before | come to the main
part of this paper consisting of an outline of umagntional indexes and the two indexes in
detail. Here, | will show in what way the indexesde applied and what their intentions are.
Graphics shall widely support their descriptionid&sfrom that, a focus shall lie on possible
drawbacks and weak points that the indexes have. fiffal step consists of a sound
comparison of differences and similarities of thdIBand the WRI. Finally, a short recap of

my findings together with ideas for future reseashhll conclude the paper.



3. Global Economic Overview

To begin with, in a study of this scope it can amty be considered fruitful to provide first of
all an overview on what is actually going on in therld economy of 2012 in order to get a
better understanding of the situation in its enfireThis part shall be regarded as a
complement of the main part, taking into accouat the indexes introduced later on have a

worldwide scope and thus consider a variety of teemfrom every single continent.

The idea of giving an in-depth description of evemgle country appearing in the
indexes has been discarded taking into accountthigatocus shall undoubtedly lie on the
indexes itself. In preference to doing that, theislen made was to provide a short but yet
detailed overview on the state of affairs, but wattslightly higher focus on countries or
zones, respectively, that seem to be dominatingldwtrade activities, and in due
consideration of the growing interdependence otcthentries’ economies. The reason for that
lies obviously in the fact that some highly indigdized zones, mainly Europe and North
America, are having a more important and considgrblgger role in world trade whilst

African countries for instance clearly lack behind|y having a very low global trade share.

Since it is not easy to find literature on the veegent situation, | made use of
economic research institutes’ publications andrjals published by economic institutions

such as the International Monetary Fund (IMF) drelteutsche Bundesbank

To locate the present situation within a more gainewsntext, | would like to dedicate
a few words to the general economic behaviour lthattaken place in the new millennium.
Within the last decade, the world economy has segious changes and novelties in the
course of an increasingly rapid intertwining andbgllization process. The rise of emerging
countries such as China and India belongs to th& mdstanding happenings since their new
strength has several consequences, partly alseriienous increase in energy prices. Yet,
the USA remain the economic leader of the world, iteuposition seems to be in danger in
the near future. The terror attacks from Septeniit contributed to an early but light
recession; and turmoil on the stock exchange mautt@tame commonplace, with its climax
being the bursting of the dotcom bubble in 20000wars on Afghanistan and Iraq is what
the world has seen and what is still costing thé W#lions of dollars. Financial speculation

with high-risk bonds and finally the bursting oktldS housing bubble and its repercussions



led to most probably the biggest financial crisisce the Great Depression of the 1930s. One
of the most anticipated changes was the introdaatiothe common currency, the euro, in
many European Union states at the beginning ofddeade. In the meantime, the euro has
become the second most-traded and thus most inmparterency in the world. However,
nowadays there are more doubts about the euroetemnbefore. Another remarkable fact is
the importance of the internet, which has takeeawehbpment that was to be expected, and its

significance keeps growing in every respect.

As regards the current state of the economic wdrlthn clearly be said that there are
some major themes that are right now talked abithis is mainly due to the financial crisis
of 2008/2009, whose repercussions are still caysioglems for a lot of developed countries
and thus also for the rest of the heavily intergdnvorld economy. According to de Freytas-
Tamura, Germany, China and Brazil were the dridnognomies that kept the world economy
going in the aftermath of the crisis. Yet, one cay that in the course of 2012 growth is
expected to remain below potential all over theleva@nd that a certain enlivenment of the
world economy remains fragile. An outlook in terofsgrowth is provided by the following

figure.



Weakening, but uncertain, outlook for the global economy
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Figure 1: Outlook for world gross product. Worlddaomic Situation and Prospects. United Nations2201
Web. 05. Sep. 2012.

< http://www.un.org/en/development/desa/policy/wessw _current/2012wesp_es_en.pdf>.

By far the biggest issue to solve remains the enids and the question of how to
provide stability for the heavily indebted membtatas, mainly Greece. One can easily say
that the euro zone debt crisis remains the mogjatans threat to the world economy these
days and that an escalation of the crisis can Hasxeeaching repercussions (cf. World
Economic Situation and Prospects, Update as of20i®: 11). Another factor that always
plays a role is the condition of the world’s largesonomy, the United States of America.
Moreover, the development of the oil price in tleanfuture and developments in the Asian
area as well as that of the BRIC (Brazil, Russidjd and China) states will determine world
economic trade. In the following, we shall have reefblook at all those aforementioned
influences and we will decide in how far the worddrecovering from the recent crises and

what factors still display a risk for the economies

Beginning with the current situation in Europe, @& say that there is a “tale of two
halves” (de Freytas-Tamura) consisting of the ned&it stable north and the suffering south.
While northern states are affected to a lessemextg the crisis, the main focus lies on how



the situation in Ireland and the south developsieHwe mainly have to mention Greece,
Spain, Portugal and since very recently also Itdilye case of Greece, yet, is a special one
because it is the most serious and alarming adradl beyond that, opinions on how to solve
the euro zone crisis differ a lot (cf. de Freytas¥ilira). Up to the present day, Greece is still
creating a lot of uncertainty on the financial netgkand the widespread estimation is that
Greece leaving the euro zone is supposed to ber@dbleoscenario with far-reaching
consequences. Yet, right now that possibility isoption that has been brought into play by
the German vice-chancellor Philipp Résler; tru¢h® motto that it is better to make a painful

break than draw out the agony (“Rosler erwartedigah Euro-Austritt Athens*).

Also Spain is in serious trouble, and several aitgtmeasures and spending cuts are
required to bring the country back on a healthyhphtut what is basically happening is the
squeezing out of an “already squeezed out econdde/Freytas-Tamura). For that reason,
the developments in Spain are being observed wattdwith a high interest. Yet, austerity
measures seem to be the prevailing solution fottithe being when it comes to strengthen
the competitiveness of the southern European desntrut many regard it as a vicious circle
since austerity is actually deterring any growttalyl is not in an emergency situation
comparable to that of Spain and Greece, but stilacing severe problems and it is obvious

that a country of the size of Italy cannot be sufgzbfinancially by the EU bailout funds.

The only country that remained almost unaffectedvhgt is going on is the so called
European engine Germany. Unemployment is low anth@ey’'s economy is the most stable
one. Therefore, its role in solving the euro zorisix is a decisive one and the eyes are on
what is happening in Europe’s strongest economyvévyer, even “the most solid ship can
capsize in a rough thunderstorm” (de Freytas-Tajramd Germany has to take its decisions
with care. The European Central Bank (ECB) also @asucial role since the measures it
takes are important for the future developmentsteliadiscussed steps are buying
government bonds from indebted states and loweghagdnterest rate even further. However,
these measures are looked at with scepticism.dmdnth there is a lack of trust in southern
states, which also makes decision taking ratherptoated. Nevertheless, the ECB very
recently promised to save the euro, which is anitmals promise that is actually primarily
supposed to bring some stability back to the firdnmarkets. The main aims according to

the German government should be to achieve a rieduict government debt, a stabilization



of the financial markets and a strengthening in petmiveness (Jahreswirtschaftsbericht
2012: 18).

When having a look at the states belonging to theofiean Union but not to the
common currency union, we can say that the Unitedy#om (UK) is neither very stable nor
is it in deep trouble. However, in the course ofl20British economy has shown signs of
weakness (cf. Cornellisen and Doeswijk 3) and ¢enfaan unpredictable future like so many
other countries (Stewart 24). Therefore, the UKfgrarance in 2012 is expected to be

somewhat mediocre.

The new member states of the European Union thatotldoelong to the euro either
are nevertheless suffering from the problems thgit heighbours have to deal with. This can
be shown in a rather low growth, a slow recovenyams pre-crisis level, weak labour
markets, a big indebtedness and thus increasimmgl fisghtening (cf. World Economic
Situation and Prospects, Update as of mid-2012tn8fact, most of south-eastern European
countries are experiencing economic stagnationatizreeven is facing a possible recession
phase and the outlook for 2013 is rather modesiNoild Economic Situation and Prospects,
Update as of mid-2012: 7-8).

Looking at the very east of Europe, we mainly foomssome former Soviet states,
now united in the Commonwealth of Independent Stad@d its by far strongest member
Russia. Just like Kazakhstan, Russia is mainlyigomgffrom energy exports and an elevated
oil and gas price; something that keeps their exoe® going comparatively well (cf. World
Economic Situation and Prospects, Update as of20i#: 7). However, Russia’s economy
seems to depend quite a lot on the oil exportsgchvhiake up more than 60 % of all exports
(cf. Kalish, “Russia:” 34). A decline in oil pricesn have severe consequences, but since the
energy prices are predicted to remain relativeghhRussia has a stable foundation for the
future. Also, political uncertainty has been dishmed after the presidential elections of
March 2012 and the victory of Vladimir Putin.

Summing up, the situation in Europe will remaireimde and difficult and the outlook
for 2013 is rather sombre due to ongoing fiscditeging, a lack of confidence, high energy
prices, deleveraging and austerity. Yet, moderabavilp prospects for the year 2013 can be

expected should the crisis not worsen and GreedeSaain be able to turn the corner. In



order for that to happen, the primary tasks willtbeestructure Greek private debt and to
reform the Spanish banking sector.

Unemployment is another big issue, not only in erdOn account of the crisis it is a
worldwide problem. Also in the USA, whose unempl@yrrate currently lies beyond the 8
% border. This is a sign for the states’ “persiste@akness in the labour market” (de Freytas-
Tamura). The current development on the US job etaskdeceptive because there is a trend
of job growth only in lower-paying jobs and tempgrgobs. A further big and already
permanent problem of the USA is their total natlatebt, which amounts to almost 100 % of
GDP. What is even more the problem here is thatam®unt of total debt “is being
accumulated faster than GDP is growing” (Steidtmd). Regardless of that, GDP is
expected to grow by 2 % in 2012, which is the lvedtie for all of the developed economies
(cf. de Freytas-Tamura) so that there is some wlogtimism in the economic world. In spite
of that, the uncertainties are clearly prevailinhis is mainly due to the upcoming
presidential elections in November and thus a teuasafeness as regards the fiscal policy
outlook (cf. World Economic Situation and Prospgetipdate as of mid-2012: 6). However,
the private housing market, a very important onehewUSA, “is showing signs of strength”
(Cornellisen and Doeswijk 2) but nevertheless resa child of sorrow. There are also

improvements noticeable in the credit market ancbimsumptive and inventory investment.

In spite of the currently decent economic situatidalish does not see a sustainable
recovery (cf. “Global Economic Outlook Q2 2012” Zpn the contrary, the oil price
development and further geopolitical uncertainaes risks may pull the USA into another
downturn (cf. Kalish, “Global Economic Outlook QRI2” 2). Steidtmann even asks: “Why
the euphoria?”(12). But opinions on the statesurfeitseem to differ; not only tHeeutsche
Bundesbanisees a solid expansion and growth potential, lyptiat there might be a certain
dynamic from the US economy that may spill overttie rest of the world (cf. "Robuste

deutsche Wirtschaft in schwierigem europaischendlih’).

It is also vital to have a look at the developmentthe Asian-Pacific market, mainly
at China, Japan and India, which are due to thed and strength the dominating economies
there. China, “the Asian powerhouse” (de Freytasilia), has taken a remarkable
development within the last years, displaying amuah growth potential unseen before. Many

experts feared a possible overheating of Chinads@my. Yet, its economy was also affected



by the financial crisis and is therefore facingngo annual growth in the future, also due to a
decline in exports. Cornellisen and Doeswijk noaktss expect a hard landing of the giant to
be unlikely (cf. 4). Kalish also sees a “soft largihow, [but] uncertainty later” (“China” 20).
Even so, China is generally seen to have a lotope “to implement expansionary policy”
(Cornellisen and Doeswijk 2). The main issue thsia/ biggest economy has to solve is the
question of how to make growth sustainable and twokeep up with the former years, also

taking into account its growing dependence on atestbroad (cf. Kalish, “China” 20-21).

India is also performing weaker as compared to grescrisis period. The annual
growth rate in 2012 is predicted to be 5.3 %, whighthe slowest in nine years (cf. de
Freytas-Tamura). Moreover, there is a decline uestments and a trade deficit caused by a
weak demand from westemarkets (cf. Ramalingam 28). The biggest difficuityat India
currently has to come to terms with is, yet, a rms€onsumer prices and thus a rather big
inflation of 7.5 % (cf. Cornellisen and Doeswijk, 4yhich strictly speaking is the highest
inflation of all BRIC nations. Furthermore, Indiacks an account and budget deficit, which
gives the government very low wiggle room, to speakconomisterms. The central bank is
taking measures to fight those problems, but erntessira dilemma: The mixture of high
inflation and declining growth (cf. Ramalingam 2&& Freytas-Tamura). The question will be

how India can control inflation and maintain grovetithe same time.

According to de Freytas-Tamura, Thailand and thelifpines are performing
surprisingly well because labour costs are low #r@dcountries are therefore luring a lot of
foreign companies and thus foreign investment def.Freytas-Tamura). Also Indonesia is
unlocking its potential, having grown faster thamerebefore in 2011 (cf. Burli 36). Indonesia
belongs to the most populated countries in thedvarld it is generally seen to be one of the
promising future markets. Some characteristics thstinguish its economy are a low debt
profile, a small budget deficit, fiscal prudencedasconomic growth (cf. Burli 38).
Nevertheless, a weak global macroeconomic envirotraad a lack of sufficiently good

infrastructure are in a certain way slowing dowa dlevelopment.

Japan’s economy can be regarded as somewhat stitdehe earthquake, tsunami
and the thus following nuclear crisis in Fukushirfdmam which Japan is still recuperating. Its
economic growth for 2012 is expected to be 2.2 %ortng to the Bank of Japan, mainly

due to a “reconstruction-related demand” (de Fseyjitiamura), government-spending and

10



investments. Yet, Japan is slipping into a trade laudget deficit in spite of being one of the
world top exporters. This is caused by a relativattpng Yen and the enormous rise in fuel
imports as aftermath of the nuclear crisis. (forld Economic Situation and Prospects,
Update as of mid-2012: 6). Its debt is said to ghér than 200 % of GDP (cf. Kalish,

“Japan” 30; Cornelissen and Doeswijk 3). Kalishputh, does not consider Japan’s
government debt to be a big problem and is casefull moderately optimistic as regards the

future developments there (cf. “Japan” 30).

Australia, one of the strongest countries in theifiRaregion, seems to be unaffected
by the economic turmoil and is performing compaedsi well. In the course of 2012 its
economy has grown faster than expected and alsthéofuture the outlook is positive (cf.
“Australia's economy grows by more than expectedNgvertheless, there is a growing
dependence on developments in China and shouldaGh&gonomy show signs of weakness
then this might affect Australia as well (cf. Cdisgen and Doeswijk 4).

When throwing the spotlight on Latin America, weasfiy have to mention the
continent’s biggest and overwhelming economy Bra&ithin the last couple of years, Brazil
has taken a development comparable to that of Cliltlaough not as rapidly growing as
Asia’s flagship. Yet, a lot of government spendargl successful exports due to an activist
policy have made the country rise to the world’p #conomies. Regardless of that, the
aftermaths of the financial crisis are also stitticeable and recently Brazil has been the
worst performer among the BRIC states (cf. de Re\ftamura). Furthermore, Brazil is
facing a high inflation, declining exports and #fere an account deficit (cf. Kalish, “Brazil”
32). Lately there has been no growth, but the oltis to some degree positive and for this
year a growth of 2 % is expected (cf. de Freytaswlia). For Argentina, the outlook is not as
positive as for Brazil. After having grown very fas recent years, the UN expects a severe
slowdown for 2012 with a decrease in agricultureddoiction and domestic demand (cf.
World Economic Situation and Prospects, Updatefasid-2012: 10). As regards Mexico,
the country’s economy looks relatively stable. 1012, exports have risen, but in 2012
economic growth is expected to slow to 3.4 % (cbri Economic Situation and Prospects,
Update as of mid-2012: 10).

Africa should not go unmentioned here, althoughdts in world trade remains only a

marginal one. Still, there is potential on the a&m markets, but geopolitical risks and

11



uncertainties have always been present and keepstorg away. On top of that,
infrastructural deficits, mainly in regard to engigeneration and refining capacity (cf. World
Economic Situation and Prospects, Update as ofa@ikf: 8), are braking bigger growth and
development possibilities. However, the UN alsontd®s some strengths, which can be
summarized like that: a strong service sector (aiclg Nigeria and Ghana), a strengthening
in domestic consumption demand, a growing publid private investment in the natural
resource sector and a higher production capacity orld Economic Situation and
Prospects, Update as of mid-2012: 8). Though, prablremain regrettably high. Amongst
them, one finds very high inflation rates mainlysub-Saharan Africa, especially in Ethiopia,
Uganda, Nigeria and Tanzania; and the ever-prepessibility of droughts and food-
shortages (cf. World Economic Situation and Prospddpdate as of mid-2012: 8), as one
could recently see in the Sahel region. Africa’sféy biggest economy South Africa is not
facing this sort of problems and performs reasonall, although also affected by the

ongoing crisis.

| would now like to turn briefly to some of the comon topics that keep the world
economy in suspense. These are, amongst othersiltipgice and mainly its trend and
volatility. Moreover, a global problem remains théigh unemployment and
underemployment, the so far unsolved euro zonescrsgh governmental debt and the
impact that the still struggling developed courgrieave on the developing countries. One
must of course not forget the situation on therfmal markets. It is needless to mention here
that all those factors in one way or another depmneéach other and a worsening of one of

them may have serious consequences for the woolibety.

The major weaknesses currently prevailing worldwédeidentified by the UN are
continued deleveraging by banks, firms and housishdiigh unemployment rates, fiscal
austerity measures, the fragile banking sectorwbak aggregate demand, policy paralysis
and bank exposure to sovereign debts (cf. Worlch&euc Situation and Prospects, Update
as of mid-2012: 1; World Economic Situation anddpects 2012: 9). Moreover, Cornellisen
and Doeswijk ad “the ongoing euro crisis and latkdlitical decisiveness” (4) as the main
challenges and problems that have to be tacklétkitime to come.

Casting a glance at the olil price, it is imposstolgredict which way it will go. This

is mainly due to geopolitical uncertainties suchtlas developments in Syria and Iran. In

12



2012, the Brent oil price increased further thapeeted due to bans that the EU and USA
imposed on oil imports from the aforementioned d¢oes Syria and Iran (cf. World
Economic Situation and Prospects, Update as of20i®: 4). Furthermore, speculation is
what keeps the oil price high and what makes ihdess predictable.

US$ per barrel; real price = nominal price deflated by the United States consumer price index
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Figure 2: Brent oil price: January 1980-January2®¥orld Economic Situation and Prospects, Updatefa
mid-2012. United Nations. 2012. Web. 05. Sep. 2012.

<http://www.un.org/en/development/desa/policy/wessp_archive/2012wespupdate.pdf>.

In spite of that, the UN says that the forecashat there will be no further rise in the
oil price should geopolitical tensions not incre&sgher (cf. World Economic Situation and
Prospects, Update as of mid-2012: 4). Cornelliseh@oeswijk even see a decline in the oil
price and the positive side effect of bringing Heedinflation down (cf. 1). Anyway, there is
undoubtedly a worldwide exposure to and dependeamtethe oil price development.

According to the IMF, an increase by about 50 % ldower the overall global output by
1.25 % (World Economic Outlook, April 2012: XVI).
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Simulated impact of a $50 increase in oil prices
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Figure 3: Consequences of an oil price increas&b®. Global Economic Prospects. The World Bank.2201
Web. 05. Sep. 2012.
<http://siteresources.worldbank.org/INTPROSPECTSéReces/334934-1322593305595/8287139-
1339427993716/GEPJune2012_Full_Report.pdf>.

Another current problem that has to be raised iseffee ongoing job crisis. According
to the UN, by the end of 2011 48 million jobs weexjuired and the employment-to-
population ratios remained below pre-crisis levebasically all major economies apart from
China, Germany and Brazil (cf. World Economic Slima and Prospects, Update as of mid-
2012: 1). Especially Europe is affected by thatbppm and in 2012 we are facing a
historically high average unemployment rate of 1@9within the euro area, with only
Germany and Austria performing still quite well itegard to that (cf. World Economic
Situation and Prospects, Update as of mid-2012T1%3. situation is yet alarming in the euro
zone's most affected crisis countries Spain, GreBogtugal and Ireland. Concerning youth
unemployment, Spain is currently experiencing @ohis all-time high with a number that
surpasses the 50 % border. This is a developmantSpain has to put a stop to, but the

question remains: How?

Also, North Africa, Western Asia, Latin America atiek Caribbean have to cope with
increasing youth unemployment (cf. World Economita&ion and Prospects 2012: 5). Apart
form that, long-term unemployment remains one @f $keverest issues and it increased in
many developed countries in the course of thes;nmsainly in the UK, the USA and the debt-
distressed European countries (cf. World EconomigaSon and Prospects, Update as of
mid-2012: 3).
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As mentioned already, not only unemployment, bsit ainderemployment is a global
problem. Developing economies are facing challemggarding this, too. By the end of 2011
a high number of countries in South Asia, WestesiaAAfrica and Latin America have
suffered from large job deficits; but not only thalso vulnerable employment, bad job
conditions, low wages and the inexistence of aatagafety net are problems in a lot of
emerging countries (cf. World Economic Situationd &rospects, Update as of mid-2012: 4).

I Unemployment rate Youth— — Other
o, WY December 2007 ﬁmﬁmﬁinie
WY Latest L4 i
[.:I 5 10 15 20 25
Spain ‘ -39
Greece L -174
Partugal ‘ =5.1
Ireland L -11.6
Latvia L <15.9
Hungary . =46
Euro areqa - =2.1
Paland - 10.7
France - =0.3
Italy - =5.3
United States ‘ 0.8
Britain ‘ 53
Sweden | 21
Iceland -1.9
Czech Republic l -1.2
Germany ' 0.5
Hetherlands l =1.8

Figure 4. Unemployment before and after the finalnciisis. The Economist online. 01.05. 2012. W@h. Sep.
2012. <http://www.economist.com/blogs/graphicd&2ail2/05/daily-chart-0>.

The financial markets react with sensibility to ibaly everything that is happening.

In spite of gradual up and down movements, Bleeitsche Bundesbardees some easing
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tendency on the markets but makes everything depenon how the euro zone crisis
develops (cf. "Robuste deutsche Wirtschaft in sehgem europdischen Umfeld“ 6).
Regardless of what is happening now, one can witaoy doubt say that reforms on the

financial markets are more than necessary but eseagent on that is more than unlikely.

In view of what is to come later in this papernsiglso important to have a look at the
currency markets and global exchange rate stabiighin the last decade there has been a
lot of volatility on the exchange markets causinigtaof exchange rate instability (cf. World
Economic Situation and Prospects 2012: 11). Théad&und fierce competition with the
introduction of the euro but maintained its rolenagst important reserve currency and also
most traded currency in the world. Neverthelesgieldluctuations and a downward pressure
on the dollar against most major currencies hakentgplace since 2002, which makes
confidence in the dollar more and more subjectdatiity (cf. World Economic Situation
and Prospects 2012: 11). However, recently the ésiraveakening as well due to the
European debt crisis. In 2012, the major currenhege so far traded in relatively narrow
ranges (cf. World Economic Situation and Prospddigjate as of mid-2012: 5). A primary
issue remains the seemingly government-led undextiah of the Chinese renminbi. Many
experts demand an appreciation of the currencyChina, with good reason, sees a cheap

currency as obviously the best way to boost exports

A further interesting fact is that in recent yealsyeloping countries have caught up a
lot and their importance in world trade has riseareously according to the UN, stating that
their share in world trade has gone from 28.5% ®951lto 41.2 % in 2010 (cf. World
Economic Situation and Prospects 2012: 6). Anotivservation is that developing countries
are more resilient to the crisis and seem to racbe&ier and much faster than most of the
developed economies; a certain heterogeneity i€reéile here (cf. World Economic
Outlook, April 2012: xiii) so that one may arriveé the view that growth is not evenly
distributed between developing countries and theeldped world. Also theDeutsche
Bundesbanlsees a higher dynamic in developing countries amglg a continuance in a
shift as regards future growth potential (cf. "Refeudeutsche Wirtschaft in schwierigem
europaischen Umfeld” 6). Nonetheless, one canneoly ddat the stagnation and even
contraction of activity in developed economies havespill-over effect to developing
economies and economies in transition through tracle financial relations (cf. World

Economic Situation and Prospects, Update as of20i#: 15). Consequences are, amongst
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others, volatile capital flows, a weakening extéemand and thus a notable output growth
moderation and lower export growth (cf. World Ecomo Situation and Prospects, Update as
of mid-2012: 1). Also, due to the currently exigtwolatility of international capital flows and

differences in economic growth, developing econan@gperience both capital inflows and
also withdrawals alike by developed countries {&brld Economic Situation and Prospects,
Update as of mid-2012: 5). This is primarily caussdthe fact that the more industrialized
and developed countries have to devote more fiahmesources to cope with their own

unhealthy conditions.
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Source: World Bank staff estimates based on data from
central banks. Note: Countries include Brazil, Bulgaria,
Chile, China, India, Indonesia, Kazakhstan, Malaysia,
Mexico, Pakistan, Romania, Russia, Serbia, Thailand,
Turkey, Ukraine and Venezuela.

Figure 5: FDI Inflows in selected developing coigdr Global Economic Prospects. The World Bank.2201
Web. 05 Sep. 2012.

<http://siteresources.worldbank.org/INTPROSPECT Séireces/334934-1322593305595/8287139-
1339427993716/GEPJune2012_Full_Report.pdf>.

Yet, as in the case of India, developing and emegrgiconomies are more and more facing
difficulties in keeping inflation low, but recentlgould bring some stability back to their

inflation ranges as one can see in the followiggre.

17



20

—_
'\.._\ '__'f
Developing Countries, Total Inflation

5' V\/" |
/

T —
Jan ‘06 Jan ‘08 Jan 10 Jan"12

Figure 6: Food and overall inflation in developioguntries. Global Economic Prospects. The WorldkBan
2012. Web. 05. Sep. 2012.

<http://siteresources.worldbank.org/INTPROSPECT S#ireces/334934-1322593305595/8287139-
1339427993716/GEPJune2012_Full_Report.pdf>.

To sum it up with the words of the UN, “the devetgpcountries remain vulnerable to
downturns in the developed economies” (cf. Worl@iitomic Situation and Prospects 2012:
2) since their ties have intensified and theirndépendence is gradually growing. Still, there
is supposed to be sufficient policy room in deveigpcountries in order to sustain solid
growth (cf. World Economic Outlook, April 2012: Rii

Taking all the aforementioned developments ancestat affairs into account, the

current picture of the world trade activity candubsumed perfectly by the World Bank:
The world economy remains fragile, and risks to ttwmwvnside remain.
Renewed deterioration of conditions in Europe, rital flows volatility due
to very loose monetary policy in high income coig®trand the risk of higher
oil prices, on account of geo-political tensionsd asupply disruptions are
among the most important of these downside riskd tould stall global
growth. (Global Economic Prospects 2012: 35)

The following figure sums up some of the aforenmmed facts and serves as additional and

detailed information in concrete numbers.
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Maotes: PPP = purchasing power parity; & = estimate; f = forecast.

. Canada, France, Germany, ltaly, Japan, the UK, and the United Siates.

In local currency, aggregated using 2005 GDP Weights.

Simple average of Dubxai, Brent and West Texas Intermediate.

. Unit value index of manufactured exports from major economies, expressed in USD.

Aggregate growth rates calculated using constant 2005 dollars GDP weights.

. Calculated using 2005 PPP weights.

In keeping with national practice, data for Egypt, India, Pakistan and Bangladesh are reported on a fiscal year basis in Table 1.1.

Aggregates that depend on these countries, however, are calculated using data compiled on a calendar year hasis.

8 Real GDP at market prices. GDP growth rates calculated using real GDP at factor cost, which are customarily reported in India, can
vary significantly from these growth rates and have historically tended to be higher than market price GDP growth rates. Growth rates
stated on this basis, starting with FY2010-11 are 6.4, 6.5, 6.9, 7.2, and 7 4 percent — see Table SAR Z in the regional annex.
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Figure 7: The global outlook in summary. The WdBank, Global Economic Prospects 2012. Web. 05. Sep.
2012,

<http://siteresources.worldbank.org/INTPROSPECTSéReces/334934-1322593305595/8287139-
1339427993716/GEPJune2012_Full_Report.pdf>.
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Furthermore, the following chart displays the tgpibat were the most relevant
trending topics within the month of July 2012. Itopides an overview on whathe
Economistreported about within that time-frame. One can Hed a lot of the topics
mentioned above have found their way into this th@ine terms Germany, Europe, US,
China and Russia seem to be the most relevant tmgsalso the terms unemployment,
bailout and budget deficit are findable. Yet, od @lso see that some topics are missing,

always having in mind that the overview is suppdsede a superficial one.
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Figure 8: Topics most commented Bime Economign July 2012 The Economist online 2012. Web. 06. Aug.
2012.
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4. The Economist

The intention of this part of the present papdboigive a brief description ofhe Economist
since it is the magazine that created the indemdgsathus the main source of the information
used for this study. In respect thereof, it is useéd outline the magazine’s history, its
characteristics and most importantly its reliapilifo begin with, it is interesting to know that
The Economistiescribes itself as a newspaper. This is duestofiical reasons, since
in addition to offering analysis and opinion, ies in each issue to cover the
main events—business and political—of the week.gdies to press on
Thursdays and, printed simultaneously in six caoasfris available in most of
the world's main cities the following day or sodtea(“About us”)*
Yet, it does not appear daily but only once a wé&ekthermore, the general conception of its
readers is that it is a magazine rather than a pegves. This can also be emphasized by the
name of its YouTube channdiconomistMagazine Therefore, in this paper | have decided
to also regardirhe Economists a magazine rather than a newspaper or, moteahea

publication.

Apart from being available as a print edition, @a® also read the magazine online
and, as already seen, one can access its YouTabbealh | tried to make use of each of the
media | had at disposal, but finally the onlinesien logically proved to be easier accessible
and always at hand when | needed it. For that reag® wide majority of the primary
information used for this paper was obtained fram dnline versiof. The good and
comfortable fact is that they

publish all articles fromlhe Economisprint edition (including those printed
only in British copies) and maintain a searchalniéne archive that dates back
June 1997. [They] also offer a variety of web-onbntent, including blogs,

debates and audio/video programmes. (“About us”)

When turning to the magazines history, one cantlsatyThe Economistvas founded
in 1843 by the Scotsman James Wilson, an advodafee® trade. The main reason for
establishing the magazine was, as Cheryl SchonBaitty points out, “a dramatic context”.
The magazine was supposed to support Wilson irstnigygle against the so called Corn

! Please note that all the quotations labelled d®tA us" are taken froffhe Economistfficial online presence
http://www.economist.com/help/about-us#About_Theorieenist

2 Cf. http://www.youtube.com/user/EconomistMagazine

3 Cf. http://www.economist.com/
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Laws; a truly protectionist law. The historical kgoound was that “the early 1840s were a
time of protests, turmoil and agitation through@®uitain as the Conservative government
under Sir Robert Peel staunchly refused to consiie@nging decades of protection for

agriculture” (Schonhardt-Bailey).

This was certainly not good for Britain, takingardaccount the rise in prices for bread
caused by higher import tariffs. And indeed, in @8the Corn Laws were abolished.
Nonetheless, the magazine lived on, until the w#ay dedicated to “international news,
politics, business, finance, science and techndldffbout us”). What is even more
important is that throughout the almost 170 yedngsoexistence and regardless of its so far
16 editors, the magazine has remained true tabisal ideas, firstly represented by Wilson
himself. Therefore, down to the present deye Economiss a supporter of liberalism. Some
of the values and characteristics that the magazpremotes are, amongst others,
globalization and thus free trade and free markéte immigration, gun control, gay
marriage, environmental friendliness and even ¢lallzation of drugé Besides, it supported
the Americans in the war against Vietham and alsingd the Iraq war and the still ongoing
mission in Afghanistan. The magazine sees itselira$enemy of privilege, pomposity and
predictability” (“About us”).

What, apart from that, makes the magazine spexiéd mnonymity. Virtually none of
its articles carries a byline and thence it is eatent for the reader who the editor of an
article is. 1 would like to mention the reason tbat in the words of he Economistwhere it
says that, first of all, “it speaks with a colleetivoice”, and secondly, “what is written is

more important than who writes it” (“About us”).

The Economisis read all over the world and nowadays has ailation of over 1.4
million magazines, appearing in over 200 countrieseresting is the fact that America
accounts for almost 50 % of the whole circulatiith only one fifth being in the UK. A big
circulation is also sold in continental Europe, the US clients are undoubtedly the primary
readers (cf. “About us”). Althougffhe Economisitself considers its circulation of 1.4
million a rather small number, taking into accoutst long existence, we also have to

* As regards the truly delicate topic of drugs a@melwayThe Economisteports on that please confer
http://www.drogasedemocracia.org/Arquivos/the-eeniso. pdf
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incorporate its online readers, though, which gauld make up another million. However,
there is no statistic available on that.

A question that may arise now is certainly: Whoually readsThe Economist
According to Frank Landfitt, the magazine has “aile demographics”. A study carried out
claims that two out of three readersTdfe Economisin the states earn more than $100,000 a
year. For that reason, one might absolutely chagsié magazine as high-class and even
elitist. Paul Rossi, publisher of the magazine ortN America, states:

We are one of the most thumbed magazines on AceFOne. We've reached
CEOs and politicians and financiers around the dvofind that is, in some
sense, an aspiration that we promote in our acvegti So, one of our tag lines
is: It's lonely at the top, but at least therelmsthing to read. (Landfitt)
Also, John Jungclaussen describes the magazineeinfchis articles for the Germ&eitas a
paper for the global élite. This certainly undegBnits seriousness, credibility and thus its

reliability.

In the course of its existence, the magazine tbhezehas acquired a prestigious
reputation. This becomes evident in the quotatiohsome very famous readers which |

would like to cite here basically definingrhe Economisbased on the people who read it:

“The magazine | spend most of my days readinichiss Economist
Bill Gates, Chairman & Founder, Microsoft

"The Economisis almost the only publication that | know thatt$ewith issues conceptually
and at the same time practically... It is one offéve publications that | read regularly.”

Henry Kissinger, former US Defence Secretary

“l used to think. Now, | just reatlhe Economist
Larry Ellison, CEO, Oracle Corp.

"We were receiving he Economisand reading the news we hungered for."
Nelson Mandela, former President of South Africa

® Please note that all quotations are taken from
http://web.archive.org/web/20060907230415/httpiripnediakit.economist.com/Reader_reviews.40.0.html
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"How did The Economigput it?"
Ronald Reagan, former US President

"The Economighas an extensive knowledge of economies, markets@mpanies around
the world, and a very good reputation for indepengedgement.”

Frederick Walsh, former President, Morgan Stanlepital International

"There are several reasons why | ré&ae Economistnumber one, it appears only once a
week and nevertheless gives you a good overviemhat has happened in the economic
world and a little bit also in the political worl8nd | really mean the world, not just Britain,
or not just Europe."

Helmut Schmidt, former Chancellor, West Germany

These words speak for themselves. Moreover, oneotdyut mention a sentence by
Lord Granville, a British foreign secretary, whddsaven back then in the $@entury “that
whenever he felt uncertain, he liked to wait to st the next issue dthe Economishad
to say” (“About us”). To bring it back to Helmut Swidt’'s words, it has indeed been a very
striking characteristic of the magazine from theyveeginning to not only represent British

interests, but to see “the world as an inter-rel@t@itical and economic whole” (Emmott: ix).
Last but not leasiThe Economisis very well known for the creation of humorous ye

serious indexes such as the BMI and the WRI whircil e covered in the following main

part of this paper.
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5. Thelndexes

The main part of this paper shall deal with theexes itself. Here, | will explain their history,
functions, applications and also their advantagessdvantages and thus objective criticism. |
will begin with a short description of existing wmventional indexes in the world of
economics in order to provide a framing. After e BMI and WRI will be introduced and
compared with regard to their differences and siriiés. It will contain both a descriptive
and also a normative part. This is because we pityrdescribe the indexes, but will also try

to assess which one is more useful and trustalleeiend.

5.1 Unconventional Indexes

Within the last 20 years there has been a widetgntable trend to make economic problems
and issues easily understandable for people irsideoutside professional economic circles.
This is due to problems and theories becoming noamaplicated and more difficult to
understand in a more and more intertwined woflde Economistvas the magazine that
made the trend of inventing unconventional indep@sular through the creation of the BMI,
which is nowadays widely considered to have givieth bo the term “Burgernomics”. Apart
from that, The Economistreated further humorous but yet interesting iedethat are not
necessarily meant to be taken seriously. Amongsnttone can find for instance the “Tall
Latte Index”, also called “Starbucks Index”. Thisechas not risen to fame comparable to that
of the BMI although it basically had the same psmocomparing exchange rate over-/
undervaluation through the price of a big milk eeffsold at Starbucks. Yet, it was published
only once as an alternative to the BMI and its ltsstonfirmed to some extent the findings of

the BMI (cf. “Burgers or beans?°).

Adapting the initial idea of the BMI and the “Tdlhtte Index”, the world has seen
many similar attempts to compare prices of a sipgtaluct in order to have a look at the
accuracy of exchange rates. Amongst these attengptmd the “iPod index” and the “iTunes
index”, but also the “Billy index”. The “Billy ind€’ compares the prices of the famous IKEA
bookshelf called Billy in all 38 countries where ig sold. The idea comes from the

Bloomberg journalist Kristian Siedenburg (cf. Rgisen 2009, the Billy bookshelf was

® A table comparing the results of the BMI and tfal Tatte Index is provided in the annex.
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cheapest in the United Arab Emirate and most expens Israel. The iPod and iTunes
indexes work the same way by comparing the pridesnoiPod and of iTunes in several

countries in order to check the correctness of @axgh rates relative to the dollar.

Moreover,The Economistreated a sensation in 1997 through the publicatiothe
“Coca Cola Map”, a world map showing where in ouorld the consumption of the
trademark beverage is highest. The conclusions rdfaythe magazine are that there is a
correlation between cola consumption and wealthreldeer it can be seen as an indicator of
general life quality and even of how well democr&going since “consumption rises with
political freedom” (“Next year, the french-fry ind®. Funnily enough, the article finishes
with “Have a cola, North Korea” (“Next year, theefich-fry index”). RegrettablyThe
Economistpublished the Coca Cola Map only once and nowattasi® is no such map for
2012!

Another Index created bihe Economisis a more serious one. Yet its title is clearly
missing that seriousness as it is called “Shoe wérs Index”. It was composed in 2011 and
is supposed to show the level and probability akahin the Arab world. The title obviously
is an allusion to the shoe-throw-attack of an Ir@girnalist during a press conference in
Baghdad with former US president Bush. Back thka,ihdex comes to the conclusion that
the most unstable Arab countries are Yemen andal.ilihereas unrest is least probable in
Qatar and Kuwait (cf. “The Shoe-Thrower's indek”).

In addition, The Economistreated an index giving the cost of making pansake
around the world. It was created this year in horafuShrove Tuesday, also called Pancake
Tuesday. The tradition requires participants to peaicakes that very day so the magazine
complied a comparison of how much it would cost y@unake a pancake party with roughly
130 pancakes in terms of ingredients (milk, whiioeif, butter and eggs). The party would be

most expensive in Japan and cheapest in fhdia.

A further very humorous index is definitely the ‘fiBma Equivalent Dose” (BED).
The index measures the amount of radiation in teom®ananas. Sounds funny, but is

" The Coca Cola Map is provided in the annex.
® The Shoe Thrower's Index is provided in the annex.
° The Pancake Index is provided in the annex.
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intended to be serious. This is due to bananag l@tnatural source of radioactive isotopes”
(Blastland). However, the amount in one bananmjislittle. One banana can be taken as the
basic unit and one can thus convert other radiadiquosures to the amount of equivalent
bananas (cf. Blastland). By way of example, a fdtale of radiation would be if someone ate
80 million bananas at a time. Yet, it goes evens&oHaving eaten 500 million bananas in a
row would be equivalent to the amount of radiatiten minutes next to Chernobyl reactor

core after explosion and meltdown” (Blastlan®).

The “Golden arches theory of conflict preventioa”another interesting tool, though
not really an index. The golden arches in this cager to the big yellow “M” that one can
find above any big McDonald’s restaurant in the ldiolt has been mentioned by the author
Thomas L. Friedman that no countries having a Media restaurant have ever been at war
against each other since each has a McDonald'& &adically shows the effect globalization
has on foreign policy* The theory is true to a certain degree, but itdlss been disproved
by several conflicts. To give just one example loé theory being untrue is the conflict
between Russia and Georgia with regard to Soutlet@s®8oth countries have McDonald’s

restaurants within their frontiers.

Further funny and surprising economic indexes iteJuamongst others, the “crane
index”, the “Lipstick index”, the “R-word index” @hthe “men’s underwear index”. The
“crane index” displays the amount of cranes thatwasible from a certain point in a city (cf.
“Fast food for thought”) whereas the “Lipstick indeclaims that in economically hard times,
women buy more lipsticks since cosmetics remaiardéble. It has been brought forward by
Leonard Lauder, chairman of Estée Lauder, wheridipsales increased by 11 % during the
2001 recession in Ameri¢a The “R-word index” is another informal index thmeasures the
“number of newspaper articles that use the wordession” in a quarter” (“Up means down”)
in order to asses the economic health of the ward in order to forecast a possible
recessiort® Last but not least there is the “men’s underwemtex”, which has become
famous due to a popular follower: Alan Greenspannér chairman of the Federal Reserve
of the USA. In normal economic times, sales of malisieed such as men’s underwear are
steady. Yet, in an economic crisis there is a chamgdemand and the buying of these

9 The Banana Equivalent Dose chart is provided ératinex.

1 For more information about the theory see: Thomd&iedman. “The Lexus and the Olive Tree”, 1999.
12 The Lipstick index is provided in the annex.

13 The R-word index is provided in the annex.
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products is postponed so that sales “drop in remessvhen men replace them less often”
(“Fast food for thought”). Thus, the index is suppd to reflect less consumption spending

during economically tough times.

Notwithstanding the fact that the indexes mentiomedthis part can easily be
considered funny and humorous, one can clearlytlsaly the majority of indexes created
nowadays are meant to be serious. Also, | woule 1k point out that in spite of having an
amusing and to some degree non-serious flavourathiementioned indexes nevertheless

address very serious economic issues and topics.
5.2 The Big Mac Index: Explanations and Applications

The BMI has been introduced for the first time B8& by Pam Woodall, a journalist dhe
Economist Initially it was created in order to check possibver- or under-valuations of the
dollar itself, but later was adapted to calculatere or under-valuations of the included
currencies against the dollar in order to disprtheethesis of an existing equilibrium on the
international exchange rate markets. It was by pama intended to be serious but was rather
thought to be a funny way to “make exchange rasorh more digestible” (“Beefed-up
burgernomics”) for the reader, providing a “lighggrted look at currency valuations”
(“Burgernomics to go”) without having to use a teotk. In spite of that, it has become the
“best-known regular feature ifthe Economist(“Ten years of the Big Mac index”) and up to
the present day has not lost any of its popula@tythe contrary, it is considered the “nucleus
of burgernomics” (Haidar 3) and “a mature produ&fements et al. 3). The idea is simple:
By making use of the theory of purchasing poweritpathe magazine compares the prices of
a single item, the famous McDonald’s hamburgerecaBig Mac, in several countries around
the world. The purpose is to check whether a cayres over- or undervalued relative to a
reference currency, which is the American dollgr (6 the course of this part, | will make
use of Big Mac datd from 2011 and 2012 alike in order to provide a enaccurate picture,
since the 2011 index has been analysed more ddaptyermoreThe Economistipdates its
index in a rather irregular rhythm, but tries tobfsh at least one version every year.
However, the magazine itself claims the BMI to becompiled a few times a year to keep

“The Economishumorously refers to that as “McData” (“Calorieslaurrencies”).
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this vital economic indicator up to date” (“Pledsdp us compile the Big Mac index”). In the

following, | will show its uses and applications.

The theory of purchasing power parity is one of iiest controversial theories when
it comes to the determination of exchange rates@cig 1-2). It says that exchange rates
eventually adapt to make the price of a basketoofdg the same in each country, basically
assuming “that price levels in any two countrieswdti be identical after converting prices
into a common currency” (Pakko and Pollard 9) stidhlere be free market opportunities
between those countries. Simply put, accordingheéotheory one US dollar should buy the
same amount in all countries (cf. “Ten years of Big Mac index”), also known as “Law of
one price”. By way of example, we can assume thahe exchange rate market, one dollar is
worth ten Argentinean Pesos. In the USA, a New Y¥dnkees jersey sells for $50. In
Argentina it is sold for 300 Pesos. Taking intoagtt the exchange rate of 1 $ = 10 Pesos,
the jersey would cost you only $30 when buyingnitArgentina as compared to $50 you
would have to pay in the states. Logically, a ctesasumer would buy it in Argentina rather
than in the USA. The theoretical scenario wouldtheet Americans change their dollars to
Pesos in order to buy the jersey in Argentina. Thasequence would be that the Peso
becomes more valuable in relation to the dollag,damand for New York Yankee jerseys in
the US market decreases and the demand in Argenttn@ases, which will finally result in
the exchange rates and prices to adapt so thatawe purchasing power parity. Of course,
this would only happen if all the commodities waaaled this way, but in principle this is the
theory that the BMI relies on. Yet, it is mentionadre than once in several articles published
ever since the first appearance of the BMI, thatsita rather “fun guide” (“Currency
Comparisons, to go”), “never intended as a pregasege of currency misalignment”
(“Beefed-up burgernomics”). Thus, many do not cdesiit to be “particularly serious”
(Reise).

In spite of these warnings, the BMI has become fasneorldwide. Several studies
about the index have been carried out and it has &een cited by American politicians
when demanding an appreciation of China’s curréhg@y. “Beefed-up burgernomics.”). Yet
at the same timelhe Economisstates that the BMI is “arguably the world’s masturate

financial indicator based on a fast-food item” g&be help us compile the Big Mac index”).

'3 A highly interesting approach and discussion ef@hinese-American “currency-war” can be found here
http://www.csc.iitm.ac.in/?q=node/141
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Therefore, one can say that many people do takeribusly and by now it has become a
global benchmark and one of the international stéstatistics supposed to make wealth and
purchasing power worldwide comparable. This maynhyabe due to its simplicity. Instead of
taking a collection of different goods, the BMIdalculated only based on the price of one
single product. The idea behind is that the Big Msalobally sold in more than 120
countries as a homogeneous product in basicallgdahee way, i.e. with the same ingredients.
These ingredients can be traded freely on thenatemal markets (cf. Pakko and Pollard 11).
Therefore, it might be seen to be the perfect pbdor carrying out exchange rate
investigation; Ong sees in it “the flavour of theefect universal commodity (xiii). Indeed,
The Economissays that “a Big Mac contains 29 g of fat and gsingly large quantity of

useful economic info” (“Burgernomics to go”). A BNMHble looks something like this:
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Table 1: BMI 201%

Big Mac Big Mac Implied  Actual Dollar Underd-JOver{+)
Currency Price in Local Prceln PPPof Exchange Rate wvaluation agamst

Country Code Currency Dollars  the Dollar March 27, 2012 the Dollar, %
Argenting ARS i T TR G 42 4 3500 45%
Australia ALID 478 5514 1,07 0,59300 16%
Brazil BRL 10,36 35,06 233 7100 6%
Great Britain =BP 249 53,96 056 0.6300 -11%
Canada CAD 537 3537 1,21 1,0000 21%
Colombia COP 8604 85 3485 193475 1773, 0000 5%
Czech Republic CIK 71,04 53 82 1har 18,6200 -14%
Dienmark CHEK, 2850 3515 G417 5 5300 16%
Egypt EGP 1520 3253 3,44 5,0400 -43%
Euro Area EUR 350 3473 0,79 0, 7400 6%
Hong Kong HED 15,41 51,90 3,45 7, 7500 -56%
Hungary HUF 780,54 23,61 175,50 216, 0400 -15%
Chile CGLP 1965571 34,08 439 73 479 16500 -8%
China CHY 1637 2260 3,88 16,3000 429
Indonesia DR 22280 66 2246 501191 0045 000 -45%
Israel ILS 1697 24 51 3,81 3.7600 19
Japan JPY 320,00 23.55 7195 81,0000 =119
Malaysia MYR 735 244 185 3,000 -45%
Mexico [ 3200 2243 719 12 0000 -449;
Mew Zealand NZD 520 24 34 147 1,2000 -3%
M oreay MNOK 4500 23,08 10,12 & 5700 2%
Pakistan PKR 200,12 2220 45,00 00, 0300 -51%
Peru PEM 10,00 23,73 225 26800 -16%
Philippines PHP 136,51 23,19 3065 42 3500 -28%
Poland PLM 397 22,60 202 3, 1100 -35%
Russia RUB 70,23 2271 17,81 29,2200 -30%
Saudi Arabia SAR 10,00 2267 225 3. 7600 -40%
Singapore SGD 460 2365 1,03 12600 -18%
South Africa ZAR 2053 2270 4 62 76000 -30%
South Korea KRW 4005 47 2358 005,33 1125, 26500 -20%
Sweden SEK 435 40 57,38 10,88 6, 5600 B6%
Switzerand CHE 650 722 1,48 10,9000 B82%
Taiwan TWD 75,00 2 AT 16,86 30,3300 -4495
Thailand THE 70,00 2235 15,74 20 6000 -AT%
Turkey TRY 70 %401 1,60 1, 770D -10%
Uirited Arab

Emirates AED 909 3245 204 3.6700 449
United States Ush 4,45 34,45 1,00 1, 0000 0%

Big Mac Index 2012. Web. 05. Sep. 2012. <http://wmaxi-pedia.com/Big+Mac+Index+2012>.

What one can see in this 2012 chart is the Big bfae in local currency, the actual dollar
exchange rate, the Big Mac price in dollars, thelied purchasing power of the dollar and
the local currencies over-/ undervaluation. In otdeshow how the table works, we can take
the Big Mac price of Argentina in local currencyhish is 28.57 Pesos. In order to get the Big
Mac price in dollars, we divide the 28.57 pesosh®y actual exchange rate, which is 4.35,
and we get the price of $6.57. However, if we wardssess the implied purchasing power of

!¢ please note that the American price is calculbjetiking the average prices of Atlanta, ChicagewN ork
and San Francisco.
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the dollar in this case, we have to divide the lecarency by the dollar price of a Big Mac in
the USA, which is $4.45. Thus, we get the impliedichasing power of 6.42. What is the
meaning of this result? Basically, it says thabtider for the Big Mac to cost the same in the
USA as in Argentina, the exchange rate should #2 Bistead of the actual 4.35. This would
be equivalent to purchasing power parity. Howeasrpne can see in this example, the Big
Mac is roughly two dollars more expensive in Argeat which leads to an overvaluation of
48% of the Argentinean Peso according to the BMiasneements’ In line with this
procedure, the results are calculated for everynitgluconsidered in the index in order to
compare the Big Mac prices around the world wighAmerican average price of $4.45 in
March 2012.

Important to know here is that there is no datailabi@ for each single country
forming part of the European currency union. Indteme has taken the average price of Big
Macs sold in the countries making up the currenaypm and thus listed it under the term
"euro area”. On the one hand, this makes sensaibedhis a single currency; moreover you
spare work in creating the index. On the other handay not display an honest picture since
even in the euro zone Big Mac prices usually diffeite a lot. Speaking from experience, a
Big Mac in Germany sells much more expensive thBigaMac in Portugal. The data itself is
collected very easily. The normal procedure caroiedis to ask local McDonald’s restaurants
for the price of a single Big Mac. Yet, it is inésting to know that in 201The Economist
took a rather different approach by asking its eeadrom all over the world to report the
prices online. Thus, its readers were actually dbngpthe index. (cf. “Please help us compile
the Big Mac index”).

When having a closer look at table 1 above, onepcamarily draw the inference that
the currencies of Switzerland, Sweden, Norway, Atiga and Brazil were heavily
overvalued in March 2012. In Norway, a Big Mac s@dd a converted $8.08, making the
Krone 82% overvalued relative to the dollar. At titber end of the spectrum, one can find
the currencies of Hong Kong, Pakistan, Thailandjoiresia, Malaysia and China. The
cheapest Big Mac could be bought in Hong Kong faoaverted $1.99, meaning that the
Hong Kong dollar is 55% undervalued relative to American dollar. The second cheapest
Big Mac can be bought in Pakistan for $2.20. Wisateally striking is the fact that the

" The over-/ undervaluation can be calculated adogri the following formula: (implied purchasingwer —
actual exchange rate) / actual exchange rate.tiihislates to (6.42-4.35)/4.35 = 48% in the cas&rgéntina.
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majority of emerging market currencies are undem@las one can see in the examples of
Hong Kong, China, Indonesia, Mexico, Poland andk&ur Yet, an undervalued and weak
currency does not necessarily have to be bad gimeakes exports attractive and cheap. It is
an open secret that precisely China is using tbictaf keeping their currency low for this

purpose.

As it is observable in all the examples, almosbulghout the BMI purchasing power
parity does not really exist. The only countriesevehthe exchange rate corresponds more or
less with the implied purchasing power of the daddlee Israel, New Zealand, Chile, Colombia
and the euro area. The question that remains soled is up to what extent the results are
reliable taking into account that we are just tadkabout the price of a Big Mac. | would like
to postpone the answer for a later stage of thiepwhen it comes to the disadvantages of
the BMI. The following table illustrates the resudtf the BMI as of July 2011.
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Table 2: BMI 2011

The hamburger standard Bndext®) lwree % raianticn
Actual dollar against the dollar, %
Big Mac prices Implied PPP! exchangerate  raw adjusted for

Country in local currency  indollars®  of the dollar July 25th index GODP per person
United States! $4.07 £.07 = = = =

e i S g TR s e
T PP T et S S T
PO TR S T PR e T
i o S S S S
Canada 5673 500 116 0.95 23 2%
S e e i aaaa s T
P R S e T e
B o So TR g e s
Czech Republic ~ Koruna69.3 407 171 170 . mt T w
TNNCREE NIRRT PR e SO S
Eg'_n,rpt .................... o S P
T g e s (s

Hong Kong

Singapore S§4.41 1.65 -10 -6
South Africa  Rand 10.45  2.87 478 677 29 24
South Korea ~ Won3,700 350 910 1086 14 21
R g L ppr—— e
i vt G e g e
e e G e
TR G T e s
Turke],l ................... v e s R

Currency Comparisons, to go. The Economist on8e07.2012. Web. 05. Sep. 2012.
<<http://www.economist.com/blogs/dailychart/2011)@-mac-index>.

18 please note here that India has been includettiédiirst time in 2011. However, in India the BicaMis not
sold due to religious reasons. Instead, it is ddilaharaja Mac and is made of chicken meat orgyshepe,
however, is the same. Y&the Economistlaims that meat makes up less than 10 % of thgelbsi total cost so
that the Maharaja Mac can be included here witd@iorting the results (cf. “Fast food for thought”
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I have included the 2011 version here mainly foo twwasons. First of all, even superficial
observation indicates several changes that haverreccto the Big Mac price and thus the
currencies even within one single year. The refmeprice of an American Big Mac has
increased from $4.07 to $4.45. Also, exchange iaa®s adapted just like the prices of local
Big Macs. Thus, the converted dollar prices hawmnged. For instance, in 2011 the euro was
21 % overvalued against the dollar, while in 20 ionly 6 % overvalued according to the
indexes. | will not discuss this matter further éhebut shall return to a comparison of
occurring changes later on. The second reasorméointlusion of the 2011 data is clearly an
improvement introduced as “gourmet version” (“Hastd for thought”) byThe Economidior

the first time here in honour of the BMI's 2&nniversary. As it can be seen in the 2011 table
above, the over-/ undervaluation measurement puweelas been divided into a raw index
and a so called value adjusted for GDP per perEo@.latter one is intended to make results
more accurate and reliable, since it takes theofaGDP (Gross Domestic Product) into

account and not merely the Big Mac price alone. fblewing chart provides an explanation.

Our new improved recipe

Big Mac prices v GDP per person,
July 2011

a

Brazil

ey ; .
iy el
g @ "f;:ﬁa o
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China
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Figure 9: Big Mac prices and GDP per person. ThenBmist online. 28.07.2011. Web. 05. Sep. 2012.
<http://www.economist.com/blogs/dailychart/2011Hg/mac-index>.

The chart shows the Big Mac price in relation toR5Rer person. The underlying assumption
here is that the higher GDP per person is, the igotehave to pay for a Big Mac in the
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corresponding country. And indeed, one can recegthat these two factors are in a way
positively correlated. The procedure can be expthis follows:
PPP signals where exchange rates should move lorigeun. To estimate the
current fair value of a currency we use the “lifiéest fit” between Big Mac
prices and GDP per person. The difference betwkenptice predicted for
each country, given its average income, and itaahqbrice offers a better
guide to currency under- and overvaluation than“the/” index (“Currency
Comparisons, to go”).
The red line visible in the chart is the aforemaméid line of best fit, displaying the predicted
Big Mac prices for the countries by using GDP datee biggest discrepancy provided by this
“alternative recipe” (“Fast food for thought”) idearly observable in Brazil, where the Big
Mac price is disproportionally high relative to GIpBr person, making the Brazilian real the
“most overvalued currency in the world” (Geromet) 2011. The results are to a certain
degree different from the raw index. The euro isrenovervalued than the raw index
suggests. In China we see a good fit of a low GBdPalow Big Mac price. This is why the
Chinese Yuan is not as undervalued as supposedathdr close to its fair value as it is

illustrated by the following figure displaying tineajor currencies.

Big Mac index, local currency under(-) fover(+)
valuation against the dollar, %

O Raw index O Adjusted for GOP per person
60 30-0+ 30 &0 90 120 150

Brazil Ck ) [6.16 |
Argentina —_——————3 4.84

Sweden ——™ | 7.64 |
Switzerland ——) B.06

Euro area —0 4.931

Canada —{} 5.00 |
South Korea =0 [3.50]
Mexico O——+0 [2.74]
Australia A0 | 4.94 |
Russia o ? :- [2.70]
Britain | 3.89 |
Japan [ 408
China [2.27]
United States | Big Mac l [4.074]
India% price™, 5 o189

Figure 10: Comparison of raw index and value adplisor GDP per person. The Economist online. 22@I71.
Web. 05. Sep 2012. <http://www.economist.com/bldaitychart/2011/07/big-mac-index>.
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A cheap burger does not necessarily mean that mtrgtsicurrency is undervalued as
one can for instance see in the cases of Ching &l Russia. It is accurate to assume that
the average prices should be lower in poor cowimied emerging economies than in rich
ones because labour costs and wages are suppadsedawer; a point we will come back to
when discussing the disadvantages of the BMI. Hane,can easily arrive at the view that a
“quarter of a century after its first grilling, lmernomics is far from perfect, but it gets tastier
if adjusted for GDP per person” (“Fast food for ulgbt”).

For the sake of completeness and as a matteresesit the following figure displays
the 2011 index adjusted for GDP per person foryesegle currency that has been taken into

account, showing its over-/ undervaluation relativéhe dollar®

9 The 2011 raw index expressed in mere percentagesvided in the annex.
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Index adjusted for GDP per person

Lecal currency under(-)/ aver(+) valuation against the dollar, %

&0 40 20 - 0 + 20 40 60 80 100 120 140 160
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Chile
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Czech Republic
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New Zealand
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Mexico
Australia
Eqypt
Russia
Britain
Thailand
Japan
China
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Taiwan
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Hong Kong

Figure 11: 2011 Index adjusted for GDP per per$te. Economist online. 28.07.2011. Web. 05. Sep 2012
<http://www.economist.com/blogs/dailychart/2011Hig/mac-index>.
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What becomes very obvious in the improved 2011takahat 31 out of 37 currencies were
overvalued relative to the dollar. Apart from Chiredso Malaysia’'s and Saudi Arabia’s

currencies were close to their fair value.

The BMI can easily be used for carrying out intengs burgernomics-research. In
2012, The Economishas established a chart comparing currency oweidérvaluation of
2007 and 2012, i.e. it compares the pre-crisis|lewth current rates and draws interesting

conclusions, as can be observed in the followirggtch

Big Macindex
Local currency under (-)/over {+) valuation against the dollar, %

July 2007 @ July 2012 i ci? iz

60 40 20 - 0 =+ 20 40 ] 20 100

Venezuela L 1.92
Norway r : : 4 : : 7.06
Switzerland ; : — 6.56
Brazil e 4.94
Australia 4 4,68
Evrp area™ F— 4.34
Britain B-— 4.16
Argentina . &.16
Japan EEEEESSS = 4.09
Kew Zealand — .00
Canada — 3.82
Hungary [ Se— - 148
Mexico B — 2.70
Indonesia =4 2.55
China 9 - ! 2.45
South Africa e 2.36
Russia L o T | 2.29
Hong Kong [ ! 2.13

Figure 12: Comparison of 2007 and 2012 under- f-gatuations. The Economist online. 26.07.2012. W35h
Sep. 2012. <http://www.economist.com/blogs/grapétiad/2012/07/daily-chart-17>.

The Economisasks in its article: “What does burgernomics réwamut today’s exchange

rates, and about the impact that five years ofebst from credit crunch to euro crisis, have
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had on currencies?” (“Calories and currencies”)viGlsly, there are enormous changes that
have occurred between 2007 and today. The by fagelt adjustment visible here is the
change from Venezuelan's currency that went frorbaaically perfect purchasing power
parity value to almost over 80 % overvalued, makanBig Mac cost $7.92. Contrariwise,
Norway’s Krone went from massively overvalued if©2Qo much less overvalued in 2012, a
change of 40%. Still, conclusions are to be dravith @ue care. It remains doubtful if these
changes are caused merely by the economic ctisssof course standing to reason, but yet it
is pure speculation. Much further research wouldeogiired to investigate such a hypothesis.
Especially in the case of Venezuela there are iogtather factors that led to a change as
drastic as this one, mainly the revaluation of temezuelarbolivar in 2007, following the
name change tbolivar fuerte However, also a high inflation, a currency peghwhe US
dollar and a subsequent trade imbalance with Armmemight have contributed a lot to a

change as drastic as this one (cf. MercoPress).

The Australian dollar has strengthened and wenh fumdervalued to overvalued (-

14% to +8 %). When the crisis was at its beginnfggtralian banks remained comparatively
stable, whereas lately the Australian dollar hasebted from increased commodity prices
and from strong export relations with China (cfat@ies and currencies”; Findlay). Those
factors may have been the driver of the changeignMBac exchange rate here. Interestingly
enough, the currencies of Canada, New Zealand aedt@ritain have taken exactly the
opposite development, going from overvalued in 2@dndervalued in 2011. Especially the
British pound is a “shadow of its former self” (“lBaes and currencies”). The depreciation
can be explained by a decline in British exporiaces the euro zone, its biggest export
market, is currently suffering a lot from the csisPeachy also underlines the economic ties
between UK’s economy and the euro zone, emphastbhmgurrent job situation of the UK

which might worsen in case the euro crisis doesosn,

With the aforementioned examples of applicationghaf BMI we have not at all
reached the final stage of possible usages ofnithexi On the contrary, it offers much more.
In 2011, by using the BMThe Economisthecked if officially reported inflation rates are
reliable or not. The magazine claims that many feefgar that governments may falsify their
inflation rate figures in order to decrease infiation the paper, and since there is a lot of
disagreement on how to perfectly measureThe Economistsuggests to make use of

burgernomics (cf. “Overcooked, undercooked”). Tdheai originates from Jonathan Andersen,
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an economist at UBS, relying on the fact that tigp Bac itself is a “handy consumer-price
basket, whose composition has hardly changed owee” t(“Lies, flame-grilled lies and
statistics”). The procedure, once more, seemsgsitfarward and uncomplicated: The prices
of the Big Mac by the end of 2010 were comparedh Wie prices ten years before in order to
check the price change and thus annual inflatidre fllowing figure provides a deeper
insight.

I Big Mac inflation minus official inflation rate
2000 to 2010 annual average, percentage points

8 6 4 2 = b + 2 4 B 8 10
Argentina _
Brasi  —
South Africa _
United States -
China -
Japan I-
Euro area -
Taiwan
Mexico
Britain
South Korea
Indonesia

Russia

Figure 13: Reliability of officially reported infteon rates. The Economist online. 28.01.2011. Wah. Sep
2012. <http://www.economist.com/blogs/dailychari2®1/big_mac_index>.

In order to figure out the differences or, respesi, the discrepancies between
officially reported inflation and Big Mac inflatigrthe chart subtracts the official rate from the
Big Mac rate and, not really surprisingly, theree aindeed several inconsistencies
recognizable. The case of Argentina is the moseaxt one. The officially reported inflation
rate in 2010 was 10.7 % while the burger inflateamounted to almost 19 %, displaying an
8.3 % gap here, making Argentina’s inflation raa# beyond the pale. When taking the Big
Mac price as a reliable measure, one could saythieafrgentinean government “deserves a
good grilling” (“Overcooked, undercooked”) takingtd account that “over the past decade,
Big Mac prices there have, on average, risen by oxadr ten percentage points more each

year than the official consumer-price index” (“Fésdd for thought”). We will come back to
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the case of Argentina later on when discussingltagrbacks of the BMI. The dollar and the
Chinese Yuan behave similarly. Although China’sorégd inflation rate was 2.3 %, the Big
Mac price comparison says it was 3.7 %. This nedfitilow number does not confirm claims
that China’s “government’s figures hugely undeesiatreases in the cost of living” (“Lies,
flame-grilled lies and statistics”; cf. Bradsheh}.the other end of the table, one can see that
Russia and Indonesia behave exactly opposite. iEhe bit astonishing, mainly for two
reasons. First of all, their governments must hawverestimated inflation. Secondly, “one
might expect burger inflation to exceed overallatibn because food prices have risen faster
than other prices” (“Lies, flame-grilled lies anthtsstics”), which obviously does not hold
true for the countries in the negative scale.

Another interesting expansion of the use of a Bigchds an economic tool has been
introduced by UBS Wealth Management. The idea ishieck how much time an average
worker in a given city must work in order to beald buy one Big Mac. Moreover, they
included the working time required for 1 Kg of bdeand 1 Kg of rice. And indeed, their
“comparison shows that very different amounts ofknare required around the world to earn
the equivalent of one of these three products’riFkt al. 11). The average working time
around the world that is sufficient to buy a Big dvia 35 minutes (cf. Flury et al. 11). The
least amount of time required is in Chicago andyboklO minutes). The longest time you
have to work for being able to purchase one Big Maalmost 160 minutes in Nairobi. The

following figure provides an overview on cities &ed worldwide.
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Working time needed to buy a Big Mac*
March 2009, minutes
0 C 60
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Source: UBS *For worker earming average net wage weighted across 14 professions

Figure 14: Working time needed to buy a Big Mace Htonomist online. 20.08.2009. Web. 05. Sep. 2012.
<http://www.economist.com/node/14288808>.

What many claim is that the BMI is also good foregicting future currency
movements if taking into account that undervaluedencies later might move closer to
purchasing power parity level. Overvalued curren@ikke are supposed to depreciate to get
closer to their fair value in the long run. The arging assumption is that “exchange rates
sooner or later return to the relative level ofghasing power parity despite all fluctuations
(Flury et al. 11). In this regard, one has to $eeBMI as a long-term measurement without
providing immediate results. Speculators, howewgght see a venture in taking the BMI
results for granted in order to speculate on a et@gtion or appreciation of a currency.
Indeed, Clements et al. found that undervaluedeagres tend to appreciate while overvalued
ones depreciate, but assign to these observatigmesriad of three to six years (cf. 23).
According toThe Economisttself, the BMI did a good job during the introdion of the

euro. While many experts were forecasting a ris&umope’s common currency, the BMI
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gave signals that the euro was already overvaltted its introduction, which finally proved
true (cf. “Mcparity”).

As it can be seen in the above-mentioned examglgmssible applications of the
BMI and burgernomics, the index offers a wide ranfi@ossible investigations that can be
carried out with it. By and large, one obtains rétable and interesting results on exchange
rates, purchasing power and also inflation. As ioeed before, the BMI enjoys a huge
popularity given its simplicity of exclusively talg the price of one item into account and
thus making exchange rate theory easily undersbd@dand pellucid. Yet, it remains to be
clarified up to what extent those results and eriees are reliable. Therefore, the following

part will shed light on that issue.

5.3 The Big Mac Index: Disadvantages and Criticism

In spite of an ongoing trend of burgernomics (&eturn of the Mac”), all is not gold that
glitters. EvenThe Economisitself claims that “bingeing on burgernomics canumhealthy”
(“Fast food for thought”). In the following, we Wisee if the informal and easily accessible
BMI is trustworthy or not by means of looking a disadvantages, downsides and limitations
and thus at its actual economic value. It will hewsn that the BMI “should be perceived with
caution” (Haidar 11) and that burgernomics is imbéeard to swallow” (“Fast food for
thought”).

First of all, The Economisthighlights that the Big Mac serves perfectly for a
comparison of purchasing power parity given that burger is sold world wide on all
continents in the same way, a standardized sizenathdthe same ingredients. That this is,

however, not necessarily the case is shown indh@fing illustration.
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Table 3: Differences in Big Mac Nutritional Contektcording to Country (% = % of Recommended Daily

Allowance)?

Country Energy Carbohydrates  Protein Fat {total)  Dietary fiber Sodium, Salt Weight
Argentina 495 keal 42q (14%) 249 (32%) 26g (47%) 2.50(10%) 1083 mg (45%) 202q
Australia 493 kcal 3519 (11%) 2519 (50%) 26.9g (38%) 958 mq [42%)

Austria 495 keal 40g (15%) 219 (36%) 250 (37%) 3g(12%) 2300 mg (46%) 219
Belgium 495 keal 40q (15%) 219 (36%) 250 (37%) 3g(12%) 1023 mg (43%), 2300 mg (46%)
Bosnia and Herz 495 kcal 40g 27g 259 3g 2300 mg

Brazil 504 keal 41g (14%) 250 (33%) 279 (49%) 3.50(14%) 1023 mg (43%)

Canada 540 keal 44q (15%) 24 299 (45%) 30(12%) 1020 mg (43%) 209
Chile 555 keal 579 27g 28g 1098 mg

Croatia 495 keal 40g (15%) 279 (36%) 259 (37%) 3g(12%) 2300 mg (46%) 219
Czech Republic 495 keal (25%)  40q (15%) 279 (36%) 259 (37%) 3g(12%) 2300 mg (46%) 2%
Denmark 497 keal 43q 271g 241g 219
Egypt 522 keal 28235  259M1g

Finland 495 keal 40q 21g 259 3 2300 mg 219
France 492 keal 3899 26.2g 258 4.2g 800 mg, 2300 mg

Germany 495 keal 40q 219 250 3 2300 mg 2219
Greece 490 keal 42 59 27g 24g 5g 2000 mg

Hong Kong 510 keal 3% 259 28g 870 mg

Hungary 495 keal [26%)  40g (15%) 219 (36%) 250 (37%) 39(12%) 2300 mg (46%)

Ireland 490 keal (25%) 419 (15%) 289(37%) 249(36%) 4q(16%) 2100 mg (42%)

ltaly 504 keal 43g 27g 259 dg

Japan 555 keal 454g 254q 30.2g 2g

Malaysia 484 keal 46q 260 23 730 mg 209
Mexico 600 keal 50g 259 33g 4g 1050 mg 219
Netherlands 495 keal 40q 21g 25g 3 2300 mg

New Zealand 491 keal (24%) 35.8g(12%)  26.3g(53%) 26.0 g (37%) 1080 mg (47%) 202 g
Norway 495 keal [25%)  40g (15%) 219(36%) 250 (37%) 3g(12%) 2300 mg (46%)

Poland 495 keal 40q 219 250 3 2300 mg

Romania 495 keal 40g 27g 259 3g 2300 mg

Russia 495 kcal 40g 27g 259 3g

Serbia 493 keal (25%)  40g (15%) 219 (36%) 250 (37%) 39(12%) 2300 mg (46%) 219
South Africa 559 keal 49.3g 21.7g 24.8% 4 bg 801.98 mg

South Korea 535 keal 46q (14%) 279 (45%) 2% (57%) 750 my (22%) 1%
Sweden 500 keal 42g 26g 26g 3g 2400 mg 219g
Switzerland 495 keal 40q 21g 259 3 2300 mg

Turkey 480 keal 43q 28g 229 840 mg

United Kingdom 490 keal (25%) 41 g (15%) 28q9(37%) 249(36%) 4q(16%) 2100 mg (42%)

United States 540 keal (27%) 45 g (15%) 26g(45%) 299(45%) 3q(13%) 1040 mg (43%) 214 g

Table taken over, reviewed and adapted from Wikiqethe free encyclopedia. Wikimedia Foundatiore. In
21.08.2012. Web. 10. Sep. 2012h#p://en.wikipedia.org/wiki/Big_Mac>.

As one can see, the Big Mac may look alike in ewemyntry, but its nutritional content may
vary. Although the differences are not enormousy o exist. To go into this in detail would
take us too far afield of course, but just one g¥anshould be illuminated here. Whereas a
Big Mac in Norway, Serbia, Hungary or Finland cam$a2300g of sodium, in Malaysia it is
only 730g and in Turkey 840g. Furthermore, as noeetil already in the 2011 index, the case

20 For more information on how healthy a Big Mac adljuis please confer
http://www.lowcosthealthinsurance.com/how-healtsyaibig-mac/.
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of India is a special one given that it is not @dlBig Mac and merely consists of chicken
meat. The reasons for these differences suppodidiyn governmental regulations and
controls. There are certainly other restrictionsl aagulations in the USA than in Asia or
Europe, which could mean that the quality and tbost of beef may be higher in several
countries, especially in the EU (cf. Haidar 5). Hoose reasons, one can say that there are
indeed nutritional differences recognizable withime Big Macs produced in different

countries.

Apart from that, there are a number of other factbat seem to make it difficult to
put your trust in the index. Big criticism comesangst others, from Haidar, who claims in
his paper that the BMI is “a misleading measurewfency evaluation for economies whose
markets are structurally different from the benchowirrency countries” (2). When having a
look at the methodological limitations, we havenmention the difference in demand for a
product like the Big Mac around the world. As Haigmints out, “the North American
relationship with the Big Mac is much more ingralneto culture than it is in Asian cultures”
(5). In the majority of countries it may be consele cheaper to buy national food instead of
going to McDonald’s. In line with this, one hasn@ntion local pricing or pricing to market.
Depending on product demand, the populations’ @stem fast food and also a country’s
prosperity level, companies are able to chargewdfit prices in different countries in order to
increase profits, which for McDonald’s is certairdyrational tool when it comes to profit
maximization. Further, there is a distinct percaptiand appreciation of McDonald’s
restaurants around the world. While in the US #aen as a rather cheap place to eat fast-food
at, in Europe it can certainly be regarded a faptgasant and enjoyable place to go to and to
hang out at, also with your family; and it is by feot as cheap as in the states (cf. Haidar 5).
This is due to offers such as a playground for lkaasl a stylistically modern interior.
Therefore, it can clearly be said that people “deoto frequent McDonald’s for more than
the burgers” (Pakko and Pollard 22). As a consegpi@f that, one can say that European
McDonald’s restaurants tend to have better locatenmd thus have to pay higher rents, which
of course somehow influences the higher prices.hevethermore, the price also varies
depending on the concrete location of a restaufrgsumably, the prices are higher at
highways, airports, or downtown in the centre dfity. Also, the intensity of competition
amongst different fast food restaurants within antoy and thus different advertising costs

and commercial strategies play undeniably a role.

46



These are, though, not all the reasons for pritferdnces. On the contrary, there are
more weighted factors that influence the price &ig Mac. Haidar argues that especially a
lot of developed economies subsidize basicallyaath products that make up the ingredients
of a burger; be it tomatoes, meat, bread, lettan@ns, pickles or eggs (cf. 5). Taking these
protectionist and mercantilist approaches into antoHaidar asks: “Thus, how can a Big
Mac be a comparable item?” (5) when bearing in ntinad the product is cheaper in countries
subsidizing the ingredients, which makes the BigcMather inappropriate for price

comparisons.

Apart from mere subsidies, one has to mention gétegal trade restrictions such as
tariffs and quotas that still exist in some cowggrand that can make the price of a Big Mac in
a given country higher than elsewhere. Though, daws that issue is not as common as it
used to be during the beginnings of the BMI inldte 1980s. The main ingredient, beef, has
been especially affected by import restrictionsKbrea and Japan one could see those kinds
of restrictions in the 1990s, but also the USA séistrict the amount of meet imported from
all countries apart from Canada and Mexico (cf.ddaiB). However, Pakko and Pollard even
claim that “nearly every country restricts the imption of agricultural goods through the use
of tariffs and / or quotas in order to protectdtanestic farm sector” (16).

An interesting anecdote with regard to import iestns is the case of the
McDonald’s restaurants in Island. All of the thredsting franchises had to close because
McDonald’s required the franchise holder to impalitthe necessary goods from Germany.
However, due to the fall in Island’s currency aedesal import tariffs the restaurants would
have had to increase its prices accordingly soiteatompetitors would have gained a huge
competitive advantage, taking into account thabne would have been willing to pay the

high burger prices at McDonald’s. As a consequetheerestaurants were shut dof¥n.

Not only subsidies and trade restrictions, but diffierent taxation systems can distort
the results of the BMI since the index includesueahdded taxes and possible sales taxes that
may exist. This, without any doubt, also providesaplanation for differences in purchasing
power parity. Different local tax rates of coursasé an impact on the conclusions that can be

drawn from the BMI. Thus, Haidar argues that higtaetes result in overvalued currencies

21 The full article regarding the closure of McDorialtestaurants in Island can be found here:
http://www.cbsnews.com/stories/2009/10/26/worldmbdi22511.shtml
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and that tax adjustments lead to shifts in BMI fg@si(cf. 9). As a concrete case in point one
can mention the 7% goods and services tax intralut&anada in 1991, which made the
price of a Big Mac rise and consequently made tlmmadian dollar go from 14 %

undervalued to only 9 % undervalued, which, howegtees not at all mean that Canada and

the USA suddenly were closer to purchasing powsatyp@f. Pakko and Pollard 17).

There are, regrettably, more shortcomings of thd.BMrchasing power parity holds
true if the product is freely tradable across thaleh A big Mac itself, of course, is not
tradable. Sending a prepared Big Mac from Russi@Hite would certainly be possible, but
the burger would not be edible anymore due to @sshable ingredients and a lack of
freshness; it would therefore “probably not arrinvea very appetizing form” (Pakko and
Pollard 16) . What can be traded, however, aresithgle ingredients that make up the burger.
Therefore, the Big Mac is considered an adequatdyat for comparing purchasing power
parity. Yet, the burger price is also a reflect@imon-tradable elements. These non-tradable
elements can be, for instance, wages, general datmsis, rent of the location (restaurant
space lease), electricity, heating, grills, coolinijities and cash registers, all of which
roughly make up 93% of the whole hamburger priéebields: xii). Those factors have of
course different prices and “there is no theorétieason why prices of non-tradable goods
and services should be equal in different couritrfelgidar 7), which basically shows why

market exchange rates differ from purchasing pqaeity.

Turning to wages, one has to admit that this iscéof having a rather large influence
on the prices of a product because it goes moréess hand in hand with the factor
productivity, since preparing the burger and seyvim customer is clearly a “service
component” (Pakko and Pollard 17). Wages are génes@en to be higher in high income
countries and countries with higher GDP per capite to higher productivity. In lower
income countries it is vice versa. Productivity dhds wages are both lower. Therefore, one
can assume that also price levels are differentimand poor economies. With regard to the
production of a Big Mac, it is not very likely “thahere are large differences in the
productivity of workers cooking burgers regardlesfs the country of location of the
McDonald’s” (Pakko and Pollak 18). The work of pogt basically the same ingredients in
every Big Mac can be seen to be identical. Yetdifference in wage costs can be enormous
depending on the country and thus is the pay fersiime work, which may certainly distort

results obtained from the BMI.
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What we must not forget either is the general ocbstansportation of the ingredients,
especially the perishable ones, but moreover &lsacost of oil, polish and the maintenance
in the restaurants. These procurement costs atardgrdifferent from location to location
and the cost of transport may thus “drive a wedggveen the prices of the same good in
different markets” (Pakko and Pollard 16).

That the BMI or the Big Mac, respectively, can exmnmisused for distorting and
manipulating economic data shows the case of AmggntAs could be seen before, the
inflation rate of Argentina as measured by commp®MI| data and official data is much
higher than officially reported by the Argentinegovernment. Following the results of those
discoveries, the Big Mac price in Argentina tookather strange development as compared to
other burgers. The price of a Big Mac decreasedewdrices of other meals remained high in
all of the Argentinean McDonald’s restaurants. Wisaeven more, the Big Mac no longer
was advertised. Instead, it was downplayed and t“kap from the lights” (Politi). This
behaviour is indeed remarkable and soon governrogtits accused the government of
actively intervening in companies’ decisions angtipg in order to “manipulate economic
statistics in its interest” (Politi). In the cont#eexample, the government tried to influence
Argentina’s performance on the BMI by keeping thig Blac price comparatively low with
the aim to make the Argentinean Peso appear lemvalued and to make inflation appear
lower. Soon after the media reported about thesaghena, the Big Mac price suddenly rose
by 26% and was close to its former price, whichidadly provided evidence that Argentina

intervened in this caé.

It goes without saying that here we have mainlestigated up to what extent the
BMI can be used for comparing purchasing powertparnong countries, but not what really
influences exchange rates mechanisms and valuatiBrehange rates are not only
established by the development of commodity prarethe flow of goods, but nowadays to a
much greater degree by differences in interessragtween the currency areas and also by

increasing foreign exchange speculation, econoneicds in general and political factors.

2 For more information on the Argentina case pleasssult the following links:
http://www.cronista.com/economiapolitica/Moreno+pie-la-batalla-el-Big-Mac-sale-del-freezer-y-aunae6-
su-precio-20120608-0012.html

http://latitude.blogs.nytimes.com/2011/11/24/argeag-big-mac-attack/
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This is why also the forecasting power of the BMIragards future exchange rate movements
Is rather poor. There are simply too many incalsl@ldactors that play a role. Haidar claims
that the raw index performs weak when it comes tedipting exchange rates, since

“undervalued currencies remain too cheap and olwegdacurrencies remain too expensive

(6).

Taking all the aforesaid facts and drawbacks itmant, it is definitely true that the
Big Mac is “not all about the ingredients” (Haidbkt-12) and that there is a huge number of
price-influencing factors that are not attributaltte local purchasing power and totally
unrelated to currency values. Amongst them onesfitrdde barriers, different taxation
systems, non-tradable goods, a difference in demiantbcal competition and sometimes
even in ingredients; and different commercial sig@s of McDonald’s. While a Big Mac
burger might look alike around the world in appear it is obviously not at all identical in
the cost of its inputs. Therefore, an objective sneament of the Big Mac pricing is hardly
possible and one can say that the BMI is to a lagend biased and “not foolproof”
(“Mcparity”). Even within a single country the pe®f one product such as the Big Mac may
differ according to the region. A Big Mac in Los @eles can sell more expensive than in a
rural area say in Texas, meaning that, in line \th#th BMI, “the value of a dollar, compared
to other countries, is not the same across twemifit areas in the United States” (Haidar 11),
which would even leave a layman with doubts becdlsewould be really hard to accept.
Clements et al. go so far to say that “the unded-@ver-valuations of currencies based on the
BMI published byThe Economistannot be accepted as a reliable measure of wirsgri
(16) and Haidar claims that “the BMI does poorly asvaluation tool” (11). A further
interesting point is made by Fujiki and Kitamurdjorconclude that the index is created with
data that have been collected at one specific itinaeyear, and “that time might coincide with
transitory exchange rate fluctuations that do edflect exchange rates throughout the year”
(10).

For these reasons, it can be said that the BMbtsreally a reliable index when it
comes to estimating a currency’s under- or oveuat#bn, but it serves perfectly for showing
and understanding why purchasing power parity do¢®xist, without taking its findings too
seriously. Yet, the fact that it is most probabbither reliable for carrying out solid and
authentic research nor for basing speculative exsson it does not take away any of its

popularity. It has developed into one Tfie Economistsstars and has made itself a name
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among its readers and economists alike. Still, might consider the index nowadays as a
mere marketing strategy in order to sell more c®pielhe Economistit may in spite of that
be reasonable to say that across the rich worlacayss economies that are basically in the
same stage of development with similar income ke\ef. “ Sandwiched”) a comparison
makes much more sense than a comparison throutitewtorld. Anyway, one could see the
index simply as “a beefy bundle of exchange rat€ {tiCalories and currencies”) without

necessarily taking its results for granted.

5.4 The Wiggle Room I ndex: Explanations and Applications

After having analysed the BMI with regard to itsage but also its drawbacks, | would now
like to turn the attention to a very recent indexeloped byr'he Economisin collaboration
with The Economist Intelligence Unit, Haver Anabgj the IMF and UBS. The so called
Wiggle Room Index has been elaborate in 2011 ansl fiwst published in January 2012.
Since the index is rather new, it has hardly unoleegany professional study heretofore.
Therefore, we will have a closer look at it in thegper by trying to assess its strong and weak

points.

The index looks at how much wiggle rothemerging markets have when it comes to
a worsening of the economic crisis, especiallyhef European debt crisis. As it can be seen in
the global economic overview, nowadays developaeteanerging economies are so heavily
intertwined that an economic downturn in developedntries is likely to also have severe
impacts on emerging countries. The biggest thraedsa possible deterioration of the euro
crisis and the unsteady US recovery which couldartakngs nastier for emerging economies
(cf. “Shake it all about”). Apart from China, theajarity of developing economies suffered a
decrease in average growth rate to less than 32014 (cf. “Shake it all about”). This, still,
is a value that most European countries for exaropléd only dream of. Yet, for emerging
markets it displays a clear cooling down of acyivitue to weaker exports, less indirect
investments and thus reduced capital inflows frarn but crisis-affected economies. For that
reason, the WRI has been elaborate in order to hawek at which emerging economies
could perform best in case the crisis worsens,which economies have possibilities for

monetary and fiscal easing in order to spur den@amtito get least affected by developments

3 The term wiggle room here stands for scope or maviing room.
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in the rich world. The Economistases its index on the fact that emerging ecoromie
performed reasonably well during the downturn dd&0@ue to “lots of room for manoeuvre”
(“Shake it all about”) Moreover, the magazine hdlgs view that while “most rich countries
have no room to cut interest rates or to increas#iqp borrowing, emerging markets as a
group still have lots of monetary and fiscal fireo” (“Shake it all about”). As can be seen
in the following chart, the WRI consists of sevdealtors that have been taken into account.

The wiggle-room index
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Figure 15: The Wiggle Room Index Overview. The Emoist online. 26.01.2012. Web. 05. Sep. 2012.
<http://www.economist.com/blogs/graphicdetail/2@iZHaily-chart-11>.

The chart provides a first interesting overvieweTdforementioned factors that have
been considered in order to assess a country’sleviggm are prices (inflation), real interest
rates, currency (exchange rates), current accalahbte, government budget balance, general
government gross debt and excess credit. Eacheddpearing countries has been evaluated
with respect to all the influencing factors witmdily adding the scores up to generate an
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“overall measure of monetary manoeuvrability” (“8&aat all about”). In the following, we

will have a look at each of these factors in detail

As it is visible in the chart above, 27 emergingioies have been considered and
subsequently have been assigned a colour accotdirige results. Red means that these
countries have the least room for stimulus, yelloeans a country is somewhere in between,
and green means there is a lot of room for fisoal monetary easing. The concept can be
compared with a traffic light, with red signallitigat the brakes need to stay on while green
countries are safe to let out the throttle (cf. &k it all about”). Without going already into
detail here, one can see in the chart that Egyplialand Poland have the least flexibility
while for instance Saudi Arabia and Indonesia,disb China get the green light, having a lot

of scope.
When having a look at the factors in particulare @an see the differences in a much

clearer way. The findings shall be described byib#ire. | would like to begin with consumer

prices and inflation.
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Figure 16: Consumer pricdsThe Economist online. 26.01.2012. Web. 05. Sef22
<http://www.economist.com/blogs/graphicdetail/2@ZAaily-chart-11>.

Venezuela, Argentina and Viethnam have experiencediggest increase in consumer
prices in 2011. Especially Venezuela and Argenéira striking insofar as we encountered
them also earlier when discussing the BMI. Whilendauela stroke the eye by a huge
currency overvaluation, Argentina did so by disarepes revealed with regard to the
difference in officially reported inflation rate dnburgernomics inflation rate. The chart
shows its officially reported rate lying under 10a#d its rate as estimated by experts and as
revealed by the BMI surpassing the 20 % borders Thione of the reasons why Argentina
later will be labelled with the overall red light.

In spite of a worldwide decrease in food pricesygidy half of the countries rank
above the 5 % border that can be seen to be al@dobal while the remaining countries do
not surpass this border, amongst them China. Tsepsforming countries here are the

Czech Republic and Taiwan. As mentioned in the esoa overview, India is facing a

24 please note that the T (Argentina) stands fooffieially reported rate.
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relatively high inflation rate, which is confirmday the chart. Together with India, there are
two more BRIC states that are facing problems, marReissia and Brazil. The following

chart displays the real interest rates.
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Figure 17: Real interest raf@sThe Economist online. 26.01.2012. Web. 05. S8h22
<http://www.economist.com/blogs/graphicdetail/2@2Haily-chart-11>.

The real interest rate basically comprises the nalinterest rate adjusted for price
changes and thus is closely linked with inflatidine rate shows how much an investor
expects to receive if subtracting the expectedaiitth rate. This shows especially how
monetary assets can be affected by inflation takitaccount that the value of a good may
rise or fall accordingly. The expected inflationesahowever, varies because it is not always
easy to anticipate future inflation rates, althougte might use the BMI when being a

venturesome and speculative investor.

Basically, all BRIC states display a positive valuere due to low inflation, high

nominal interest rates or a combination of bothe Tdhart itself provides no particular

“Please note that the * (Argentina) stands for “gsimerage private-sector estimate of inflation.”
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information about that, but when having a lookta inflation figures of the anterior chart
one can shed more light on that. Obviously, thedtworst performing countries with regard
to the development of consumer prices, Venezuetgeina and Vietnam, also perform
worst here since the high inflation numbers takayaalot of value of the assets. On the other
hand, Brazil, Hungary and China are performing weell. Especially Brazil sticks out here
despite a relative high inflation. Its nominal st rates must, logically, be very high in
order to compensate for that. Malaysia is the ardyntry displaying a nil value here,
meaning that the nominal interest rates are appgrielentical with expected inflation. Next,

I would like to turn to currencies and exchangesatgainst the dollar.

Exchange rates against the $
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Figure 18: Exchange rates against the dollar. Tdm&mist online. 26.01.2012. Web. 05. Sep. 2012.
<http://www.economist.com/blogs/graphicdetail/2@Zfaily-chart-11>.

The chart shows up to what extent the currenciesntérging market countries have
depreciated or appreciated in a period of half @ y@m June 2011 to January 2608 Zhe
observations that can be made are extremely inilggesshen comparing them with the

% please note here that these results have bedsiststd by using scientifically more trustworthy timeds than
the BMI.
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results of the BMI. As one can see, only four cacres have appreciated within half a year,
namely the ones of Peru, China, Hong Kong and TinéppPines. The question now is to
whether compare these results with the BMI raw xndethe GDP adjusted index. The raw
index has been used every single year whereasbfeadjusted index has been applied only
once in 2011, but is said to produce more accuesiglts. Therefore, we take the 2011 GDP
adjusted index as a standard of comparison He®aina’s slight appreciation is therefore not
further surprising bearing in mind that the curremcnot as undervalued as experts tend to
believe. Nevertheless, the economic world still deds an appreciation of the renminbi in
the near future. The case of Peru does not surpniseh either. PerusNuevo solis
overvalued by almost 65 % anyway and the chart sheWurther appreciation that has taken
place. This, interestingly enough, might give teasation that the BMI fails when it comes to
forecasting exchange rate adaption to purchasingep@arity in the short term. Saudi
Arabia’s Ryial and Venezuela'bolivar fuerte are the only currencies that have neither
appreciated nor depreciated. In the case of Veleztieis observation might be a bit
surprising taking into consideration its developm&om fair value in 2007 to over 80%
overvalued in 2012. However, as it was seen befbeereasons for a change like that have
been various and after the introduction of the mewency the exchange rate relative to the
dollar has normalized. Also, the currency has hmsgged with the dollar, which explains the

lack of movements.

22 out of 27 countries, though, have depreciatdw dases of Egypt, Vietham and
Colombia, for example, are not worrying. As one saR, there are several extreme cases at
the other end of the spectrum, such as HungargnéplSouth Africa, Czech Republic, but
also Brazil. This is very interesting because adiogy to the BMI index all these currencies
are to a certain degree overvalued. Hungary's fasirovervalued by almost 60 % and has
depreciated by almost over 20%. Likewise, Braziésal is 150% overvalued and has
depreciated by over 10%. The same developments edtdu most of the other currencies.
Singapore, Taiwan and India are the only countribese currencies depreciated in spite of
already being undervalued. When taking accountheté observations, one could indeed
claim that the BMI anticipates exchange rate moveméor the future, also in the short run.
This is striking in that it reverses what we foumd before, that is to say that the BMI may be

able to predict future exchange rate movementsidther in the long run.

" The 2011 GDP adjusted index can be found on page 3
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Unfortunately, The Economistgives no answer on how these developments are
incorporated when assessing the final and ovevaluation. Speculating though, one can say
that a depreciation of an overvalued currency makgeod impact on the results and vice
versa. On the other hand, a cheap currency boxgtste and therefore is not necessarily bad.
The drawback of that is, however, that a cheapeogy also makes imports much more
expensive and that may increase inflation ratesclwis already a problem in a lot of
emerging countries as could be seen earlier. Adlae needs to be taken when comparing
these results with the BMI mainly because of pdgdiifferent dates of data compilation. In
this case, however, there is a very good fit. TBP@djusted index dates from July"25011
and the chart above makes use of the June 201 &Ja2@12 timeframe. In the following, we

will have a brief look at the current account bakn
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Figure 19: Current account balance. The Economist@ 26.01.2012. Web. 05. Sep. 2012.
<http://www.economist.com/blogs/graphicdetail/2@Zfaily-chart-11>.

The current account balance belongs to the balahggyments and displays the

factor income, the balance of trade and cash ®amsft shows a country’s current account
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deficit or surplus. The most important measurenpamameters here are exports and imports.
Countries that export more goods than they impariikely to have an account surplus while
countries that import more than they export hava@mount deficit. Two famous examples of
the rich economies are Germany and the USA. Gerrbalongs to the world’s top exporting
countries with its exports surpassing its impodsat considerable degree. The USA, au

contraire, are known for having a huge accountdefi

As one can observe, 13 emerging economies havepluswhile 14 have a deficit.
There are three countries that have a large acgurptus, namely Singapore, Saudi Arabia
and Malaysia. Singapore and Saudi Arabia latetlgeoverall green light and their account
surpluses are one of the main reasons for thatrthdr observation is that while Indonesia
almost shows the perfect fit with only a slight@us, Turkey is in big trouble here, being the
most fragile country with a deficit of 9%. The pleim here is that in case of a tightening of
global financial conditions, “it would be harderftoance a large current-account deficit, and

so harder to cut interest rates” (“Shake it all@bo

Three more factors are left over to provide theralWeicture; mainly the general
government cyclically adjusted budget deficit ane general government gross debt, both of
which can be labelled as “fiscal-flexibility index*Shake it all about”). Firstly, we shall have

a look at the cyclically adjusted budget balance.
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General government cyclically-adjusted hudget-halance
% of GOF, 2011
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Figure 20: Cyclically adjusted budget balafic&@he Economist online. 26.01.2012. Web. 05. S8f22
<http://www.economist.com/blogs/graphicdetail/2@ZAaily-chart-11>.

The general government cyclically adjusted budgdtrice basically displays the
amount of government revenues such as tax redeip&dation to the amount of government
expenditures such as investments in infrastrudturéenstance. A cyclically balanced budget
over the economic cycle stands for a structuralgbdd The balance is an equal amount of
both revenues and expenditure and the usual belraisohaving a surplus during an
economic recovery and having a deficit during amneenic downturn. Again striking is that
South Arabia and Singapore are performing excéjlemére together with South Korea,
which is also labelled with the green light. Theneening 24 countries, though, have a deficit
and thus low wiggle room when it comes to boostegoment expenditures and thus the
economy. Either their revenues are too low or tegpenditures too big, but most probably it
is a combination of both which causes these badtseim the developing markets. Egypt and

India are performing worst. Especially India seaam®ecome more and more a matter of

%8 please note that the * stands for “not cyclicatljuated.”
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concern here, basically performing poorly in altledé single influencing economic indicators.
It is not for nothing that it is one of two BRICagts having the red light. Here, one can see
which countries behave the most spendthrift andigedly. Only Peru and Russia are close to
having a perfect balance. Still, emerging economer$orm much better than rich countries.
The average budget deficit of the emerging econsm@mmounts to roughly 2 % of GDP as it
can be seen in the chart, whereas the average tdelget of the G7 economies runs up to 8
% of GDP (cf. “Shake it all about”). Ultimately, weill have to discuss one of the weightiest

factors, namely general government gross debt,iwikidisplayed in the following figure.

General government gross debt
% of GOP. 2011
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Figure 21: General government gross fefithe Economist online. 26.01.2012. Web. 05. Sep22
<http://www.economist.com/blogs/graphicdetail/2@Zaily-chart-11>.

Nowadays, almost every country runs a governmesgsgdebt® This becomes also
very obvious when glancing a look at the emergiragkmats. Countries having a large debt are
in the majority of cases the countries that aresegbently assigned the red light, as in the
cases of Egypt, Hungary, Brazil, India, Pakistamtivam and Poland. Egypt and Hungary are

29 Please note that the * for Singapore means teatahue of its net debt is displayed rather thersgdebt.
% The Economisprovides the so called global public debt clockjalu gives information on every single
country. Please confer http://www.economist.comtientiglobal_debt_clock?fsrc=scn/fb/wl/bl/globaldebtk
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the outstanding countries with a government debbaghly 75% of GDP. With Brazil and
India we see again two BRIC states performing veoprly. A huge government debt
combined with a budget deficit is indeed an almiasuperable barrier when it comes to
responding to another global downturn (cf. “Shdladliabout”). China seemingly has a rather
low deficit with only 27% of GDP. According tdhe Economisthowever, this is a value
excluding bank landing to local governments, wigohld increase the debt to almost 60% if

it were taken into account (cf. “Shake it all abput

The deficits displayed here may at first sight sdange and alarming, but when
comparing them with some of the developed econothiesiaumbers become more relative.
By means of example, Germany runs a deficit of 88f%DP, Belgium of 101%, Italy of
119% and Japan of almost 200% of GDP. Whilst tlod ountries have an average
government debt of 119% of GDP, the emerging caesitaverage debt amounts to only
36% of GDP (cf. “Shake it all about”; Gray).

What catches the eye in the chart is Singaporeoaotg to the chart there is no
government debt at all. This, however, is causethbycircumstance that the value displayed
here is the net debt instead of the gross debtn€&hédebt is the gross debt minus all financial
assets and debt claims against other countriesng@dkis into account, the amount of net
debt is logically much lower. Its government graebt is of course much higher and even
approaches the 100 % boardeRegardless of that, Singapore’s government clagrisiot
have any external debt” (Singapore Government Bangs: An Overview 3). Therefore, one
can observe some lack of consistency in the in@mna and Russia perform very well,
though. So do Saudi Arabia and South Korea. Those dountries can be seen to have the

most fiscal flexibility when only considering govenent debt and structural budged balance.

Strangely enough, there is another factor thatoeas considered when compiling the
index. As mentioned in one dthe Economi& articles about the WRI, the factor excess
credit also plays a role in the overall assignihg ced, yellow or green light (cf. “Shake it all
about”). For this factor, however, the magazinesdoet provide any single chart but only a
tiny description of how well or bad some countrpesform. Excess credit here means “the
gap between the growth rate in bank credit and nahtDP over the past year” (“Shake it

%1 please consult http://www.gfmag.com/gdp-data-ayureports/181-singapore-gdp-country-
report.html#axzz24h4L.N48F in order to get more aaimiinformation on Singapore’s government gro$s.de
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all about”). To assess this, one has subtractedrtheth in nominal GDP from the growth in
bank lending. Without being able to provide a chidu¢ countries that come off badly are the
usual problematic cases Argentina, Brazil, Turkay, also Hong Kong, whereas China does
very well with GDP rising faster than bank lendirngaving briefly discussed the single

factors in detalil, it is worthwhile to have a loakthe overall chart again here.

I The wiggle-room index

Room to ease fiscal and monetary policy*
Minimum flexibility=100
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Figure 22: Overall Wiggle Room Index. The Econoroistine. 28.01.2012. Web. 05. Sep. 2012.
<http://www.economist.com/node/21543468>.

In the chart one can see all seven aforementicaedrs summed up in order to assess
the amount of wiggle room for each one in termsnofimum flexibility. Nine countries get
the red light, amongst them the two BRIC statesalrahd Brazil. Ten countries have been
labelled with the yellow light and the remaininglei obtained the green light, amongst others
the two BRIC states China and Russia. Thus, camthaving the biggest amount of
flexibility with regard to monetary and fiscal paks are Saudi Arabia, Indonesia and China.

This result does not surprise at all. Lots of Acalbintries have performed decently during the
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crisis mainly due to oil exports and a building boadrhis has provided Saudi Arabia with a
lot of financial flexibility and it becomes espétyavisible in its account budget surpluses.
Indonesia is not much of a surprise either. Asaswhown in the global economic overview,
the country does remarkably well and is seen asobriee promising future markets. China
meanwhile has become the world’s top exportergttgernment understands well to keep
inflation low and interest rates comparatively highnich provides China with enough scope
to ease policy. As one could see earlier, Chiramnomy is facing a soft rather than a hard
landing due to having quite a lot of wiggle roonr faking countermeasures, which is

confirmed by the findings of the WRI.

The yellow spectrum goes from relative flexibilby Hong Kong to South Africa,
which is close to getting the red light. The modt@me cases are, however, Egypt, India and
Poland, which have the least wiggle room of all epmg economies. This is due to
“excessive government borrowing, large current-antaleficits, and uncomfortably high
inflation” ("“Who has the most wiggle room?”). Brhis also suffering caused by a high
inflation combined with account and budget defiarsd large government debts. This is
basically consistent with what we could see befoithe economic overview. Brazil's central
bank is recently advocating a course of reducibgr@st rates in order to stimulate economic
growth, which is not necessarily bad, but may hidéneenegative side effect of increasing an
already relatively high inflation in the year tonge (cf. “Shake it all about”). Therefore, the
magazine claims that “desirable as it is to keepint ignoring red lights is risky” (“Shake
it all about”). Also, the second red-light BRIC t&talndia, experiences an imbalance between
a very high inflation and a big account and budigdtcit. Furthermore, growth has sharply
decreased as it was outlined already in the glelbahomic overview. The high inflation
certainly is the main reason for still not havirgluced its interest rates and as a consequence

of that India is very likely to remain in a veritalpredicament.

As a matter of facfThe Economistecognizes a mismatch in the findings (“Shakd it a
about”). There are some big countries in the rgtlzone whose growth has slowed down a
lot, as it is visible in the cases of India and&rdbut which also holds true for say Argentina
and Pakistan. These countries have much less mngnata fiscal room for easing than
countries like China and Indonesia, which do natllyehave the need to do so, i.e. to
stimulate growth (cf. “Shake it all about”). Thiadically confirms what was shown before in

the global economic overview. China and Indonesi@zamparatively well and are not hit by
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the crisis as toughly as other countries. Having bdefly considered how the WRI works, |
wish to turn to its shortcomings in the followingrp

5.5 The Wiggle Room Index: Disadvantages and Criticism

As it has been shown, the WRI is able to provideregsting insights into the current state of
health of emerging countries. This is due to theoiporation of several crucial economic
factors.The Economisitself sees the index as a “healthy aggregate m@tt{iShake it all
about”), but at the same time reduces its meaningés by saying it is just a “rough ranking”
(Shake it all about”). At first sight, an index dikhis is indeed of interest for the economic
world and especially for investors. After all, tirelex may be seen to be more trustworthy
than the BMI given the fact that it relies on m@@phisticated measurements. However,
similarly to the BMI, one has to interpret the féswvith care. The WRI is an index that has
been published for the first time this year andstlacks some professional investigation. This
may be due to two reasons. First of all, it isl $tib new and fresh. Secondly, no one has
encountered any bad points or has tried to doIsat this is, nevertheless, not the case will be

shown in the following as a first attempt to asdbsswveak points of the index.

If turning a bit strict and meticulous, one coudy shat the organization of the overall
chart is not really convenient. Ranking the worstf@rming countries on top and the best
ones lowest is confusing at first sight. Usuallgeonvould think about 100 being a perfect
number for an index. Yet, in the case of the WRE higher you rank, i.e. the more
percentage you get, the worse you perform. Thezefbmay be more coherent and easy to
understand if the chart was ordered the other wagd in order to show maximum flexibility

on top rather then minimum flexibility.

Along with this, there is a lack of appropriate kexmtion of how each of the seven
factors contributes to the overall chart. It iswerformative byThe Economisto provide
every single chart apart from excess credit, acowdd see before. Yet, the reader does not
know which factors had the biggest weight whenitiftex was compiled, i.e. which factor
can be seen to be the most important one. Is nergment debt maybe more important than
exchange rates against the dollar when trying tiomage a country’s wiggle room? And what
impact has the inflation rate on the overall chdirt?ould be desirable if the magazine shed

more light on that and it will for the time beingmain to be answered. Along with that, one
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might wonder why there is a chart available for gixhe seven factors but not for the factor
excess credit, which seems to fall into oblivionehe

Furthermore, many readers may ask themselves oh gubandsThe Economishas
chosen these 27 countries and, what is more, ot grbands are countries like Singapore,
South Korea or Hong Kong emerging economies? Hagg not already emerged? And are
there not much more countries that might be constlemerging ones? The analystSTbé
Economistare the only ones that label Singapore as an eéngeegonomy in spite of being
considered by a lot of experts and also by the tMBe an already emerged economy. Also,
the Czech Republic, Hong Kong and South Korea aem s advanced economies by the
IMF (cf. World Economic Outlook Update 2012: 3).€Fbfore, it is inappropriate to include
them in the index. On the other hand, there arentti@s that are missing. These are, for
instance, Bulgaria, Latvia, Lithuania, Romania &idaine, which are labelled as emerging
economies by the IMF (cf. World Economic Outlookdape 2012: 3). The FTSE group
additionally adds Colombia and Morocco, but makedistinction between advanced and
secondary emerging countries (cf. FTSE Global Fquitlex 2010: 2). Standard and Poor’s
also claim these two countries to be emerging doesS&P Global BMI Equity Indices
2011: 1). To show that there are a lot of incoesisies when it comes to assessing if an
economy is an emerging one or not shows the DowsJbist, which says that both the Czech
Republic and South Korea are emerging markets lansl totally contradicts the IMF claim
(cf. Dow Jones Total Stock Market Index 2011: R)réspect thereof, one certainly gets an
idea of how tricky it is to label a country accarglito its economic strength. Concluding here,
one might say that in spite of an overall disagrenon how to assess an emerging economy,
the WRI is not consistent in that it could have elé few more countries in its analysis.
Likewise, it was not necessarily needful to inclubde Czech Republic, Hong Kong, South

Korea and Singapore.

Some more inconsistencies are observable when dnaviook at the single charts in
detail. The data collection for Argentina is alwaysicky thing because its officially reported
data is generally seen to be not very trustworitherefore, the data used for inflation and
real interest rates are based on expert estimdtis the data for the rest of the countries are
based on government figures. When it comes to thmtdes’ cyclically adjusted budget
balance one can see that the data of some couistmes cyclically adjusted. This is the case

for Saudi Arabia, The Philippines, Mexico, Vietnaand Pakistan. In a way, that makes
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comparisons difficult and not perfectly feasibldheTsame applies for general government
gross debt. Here, the data for all but one couateyindeed gross debt. However, the data for
Singapore is based on the net debt, and thisdswke much lower than the gross debt as we
have seen before. According to estimates, Singagmss debt may amount to almost
100% of GDP. In line with that, it would have to & top of the corresponding chart and as a
consequence may not have been assigned the ogezali light but rather may have moved
over to the yellow one. We disregard the fact hbwed Singapore actually is an already
emerged economy. Still, there is no obvious redsoiaking the net debt only for Singapore
whereas the gross debt is used for the remainiogtdes. If the net debt were used for all of
the countries included in the chart, the resulty sertainly look different. What is far more
of an issue here is China, which is seen to haverakunrecorded loans (cf. Li) and thus
performs reasonably well on the government debttchi&e inclusion of these loans would
certainly increase its debt and thus deterioraescbre in the chart. Even so, China would
most probably receive the green light.

Another thing with regard to the charts is that saesults may be the way they are by
mere intention. Some countries particularly make afsthe interest rates, exchange rates and
inflation in order to cool down their economies.id s especially the case with China, which
can be seen as a paramount example. Its governsngaid to slow down growth in order to
avoid an overheating and to have reserves durirth timaes (cf. “Shake it all about”).
Therefore, some results may not necessarily displayie value. Interest rates can be kept
artificially high or low, and so can inflation anlde exchange rates against the dollar. This,
however, is too much nitpicking in detail. One citl believe that most of the results are

reliable.

Furthermore, the chart misses some important paints“should only be used with
other analysis” (Hogue). It is certainly true thabst of emerging countries have large
economic ties to the developed world. Yet, theeecmuntries that have been assigned the red
light but do not have very strong ties to euro zooentries. Brazil, for instance, has more ties
to other emerging markets and China than to the eane (cf. Hogue). Likewise, Hogue
argues that there is a continuance in resource mdsfaom countries like China or the USA,
“which will drive a strong export market for manf/tbe resource countries”. For that reason,

threats coming from the euro zone may not affeeizBior Venezuela in the same way as it
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may affect countries like Poland, Hungary or theceRepublic, whose ties to the euro zone
are much stronger. Hence, the index only displgyaraal picture of a more complex reality.

Speaking about resources, it would certainly beretdting to add a chart that gives
information on up to what extend the financial #&ssd the petroleum exporters would be
affected in case global demand drops. Here, ondéchaention mainly Saudi Arabia, Russia
and Venezuela. Although Saudi Arabia and Russiatlgetgreen light, there are definitely
other factors that are to be taken into considemadind it is likely that a drop in oil prices has
a big impact on these countries. So has an increasd demand, which may spur these
exporting countries’ economies. In respect thengas, obvious that the influencing factors as
established by{fhe Economisare appropriate, but not necessarily sufficierariaher to assign

green and red lights.

It would furthermore be very interesting to see hdeweloped countries would
perform on an index like that if taking the veryrgafactors as a basis. When permitting a bit
of intuitive speculation, surely 90% of them aieely to get the red light. Moreover, it would
doubtlessly be curious to include more African daes in the index as one can get the

feeling that this continent gets more and moredtiem regarding economic issues.
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5.6 Comparison of the Indexes

Now that we have assessed the possible ways oicapphs und functions of the indexes
together with their strong and weak points, we Ishave a comprised look at these findings
again in order to establish a reasonable compaasanin order to figure out which are the
main differences, which are the possible similasitand which of the indexes is more reliable.
In general, the BMI has been regarded as a ratlrapfous guide to exchange rates whereas
the WRI is meant to be taken in a more serious way.

Both published byrhe Economistthe two indexes do not have much in common at
first sight given their different applications. Shiof course, is true to a certain degree.
Nevertheless, a comparison between the two econamdiexes published by the same
magazine makes much more sense than for instamopacmg the BMI with the Lipstick
index or the WRI with the Shoe Thrower's index. Whihe BMI merely compares
exchange rates and thus purchasing power pargyWMRI has a much wider scope because it
takes much more factors such as the governmentodebé inflation rate into account, which
is one of the biggest differences here taking ounsideration that the BMI focuses on one
single factor while the WRI combines several onéBis, albeit, is not necessarily an
advantage since we have seen some inconsistenithes tie single charts, for example with
regard to the net and gross debt. The BMI is monsistent in that way, using the worldwide

price of a single item.

Their designs are fundamentally different. The Widk already been criticised for
ranking countries according to minimum flexibilignd not for maximum flexibility. The
BMI itself does not really offer a ranking but gsvemere over- and under-valuations
according to either a raw index or a GDP adjustegl d his does not include any warning or
advice as does the WRI by giving green, yellow egdllights. The traffic light system may
indeed be suitable also for the BMI in terms oufetBMI’'s to come in order to provide a
better initial assessment for the reader.

While the BMI is applicable for countries worldwidee. countries that have a
McDonald’s regardless of their current state ofalepment, the WRI can be exclusively used
for having a look at emerging markets. Emergingkatacountries, though, have found their

way into the BMI, whose amount of countries consdes subject to fluctuations as it was
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shown. The index does not include the same cosngérvery year. The 2011 BMI displayed
36 countries whereas the 2012 version include¥ &kveral countries appear in both the
BMI and the WRI and thus there is an overlappingifstance in the cases of Argentina,
Brazil, China, Egypt, Peru and Poland. It is thagpinteresting to have a look at the data of
the BMI and the WRI when it comes to exchange oa&r- / under-valuations. As could be
seen in the WRI chart with regard to exchange rati@s majority of currencies have
depreciated sharply within the time frame of JuB&12— January 2012. This, interestingly,
goes along with the findings of the GDP adjustedIBbt 2011 saying that almost any
investigated currency is in a way overvalued reétio the dollar, so that there is indeed
plenty of room for depreciations. In this respéleg two indexes compliment each other very
well. The same applies for inflation here, espégial the case of Argentina. However, the
WRI only looks at official data, whereas the BMIkea use of both official inflation rate and
Big Mac inflation rate. Yet, one can say that bioithexes make use of exchange rates, which
is, however, just a subcategory of the WRI wheng¢as the nucleus of the BMI. The
purchasing power parity is something that the WB&sdnot look at. What counts are the
mere facts of the either under- or over-valuatiohthe currencies. Here, the WRI makes use
of the officially assessed currency valuations Wwhace not as biased as the BMI ones with
factors like taxation, subsidies or competitionaflts, by the way, an interesting observation.
Apparently The Economisttself does not put much trust in its BMI becawtberwise it
could have easily taken that data for inclusiom itite WRI rather than looking for official

over- and under-valuation.

The BMI has been comparing exchange rates ag&iestdllar since 1986, publishing
every year new tables in order to keep it up te.déhe WRI has been published for the first
time in 2012 mainly due to the ongoing crisis.dimains doubtful whether the WRI will be
published again in the following years or not. BMI has been established for so long and
has found so many followers inside and outsidesttenomic world that its publication in the
following years is a certain thing. The WRI, howewean only have a future in case it finds
as much positive reception and popularity as thd.BRégardless of that, it would certainly
be curious ifThe Economiskept publishing the WRI in the following years,tkalso for
developed countries. That would help to have aebetteans of comparison and it would

mean to go on a more serious and sophisticatedggatbmpared to the BMI.

%2 please note that the euro zone counts as onergautite the USA have not been counted here dukeo
dollar being the currency of comparison.
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As we could see, the BMI can not exclusively beduse comparing exchange rates.
On the contrary, the economic use of a Big Maclmarexpanded to check inflation rates, to
investigate different economic time frames and &isbave a look at wages and productivity.
This is due to the availability of data for alm@sétyears, which offers room for different sorts
of comparative research. The WRI can not keep up thiat, given that its existence is fresh
and innovative. Yet, the WRI offers very differddihds of economic data and thus it also
offers a lot of investigative potential. Howevdrdoes not offer many controversies as does
the BMI, whose controversy, admittedly, nowadays bhacome a bit exhausted. The annual
publication of the BMI has, beyond that, been mesligy Argentina in order to manipulate it
for the country’s outward economic appearance. iBs®mething the WRI has been adjusted

for by not believing in government data but in exé experts.

The WRI makes use of official data whereas the BMkes use of the simple prices
of Big Macs. A lack of trustworthiness may be men&d here. Still, the BMI index method
looks a bit simpler than the WRI method, whose renfunctioning is not really well
explained byThe EconomistThe BMI can be reviewed more easily while the V¢B&éms to
be more complicated due to the inclusion of sewtofs. The complicity of data collection
for the creation of the indexes can be seen imtaee fact that for the BMThe Economist
simply asks McDonald’s restaurants worldwide foe tBig Mac prices. Sometimes the
magazine even asks its readers. The WRI, howeeguires some more elaborate data
collection. That is why the WRI has been develop&tth the assistance of other economic

analysts such as the Economist Intelligence UnidBS.

When digging deeper into the drawbacks of botteddmes clear that the indexes are
not perfect at all. As shown before, the BMI hasrany downsides that it can by no means
be taken seriously. Its popularity and simplichpwever, are so big and have been pushed to
being very interesting that many do so. And yetyas shown that it does not at all serve for
carrying out reliable and stable research, buteratbr producing interesting, curious and
thought-provoking results. As regards its foresiadg power, one can say that it exists to a
certain degree since overvalued currencies terdepoeciate and undervalued ones tend to
appreciate. It is, however, a matter of debate dredbne really needs a BMI for that or not,

since the finding is rather far from new.
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Also the WRI has its shortcomings. In spite of rw@ving been studied and
investigated as much as the BMI, some week poiat® lbeen found in the present work.
Hence, both indexes lack some more detailed mesasarbe totally sound and convincing
and there is indeed some room for improvement. Nlegkess, both indexes can be seen to
have a similar target group, although the BMI sslscientific. Readers ®he Economisand
investors alike can be regarded to be interestdabth indexes, just like scientists, as one
could see in the case of the BMI. Furthermore, liodiexes basically have the same purpose
and objective, namely to make complicated thingsemwoherent and comprehensible. In this
way, they both deserve the consideration of “intieeaindexes” since nothing comparable
existed before their first respective publicationThe EconomistHowever, we know now
that only the BMI has caused a stir in that it pasvoked much public attention until the

present day.

72



6. Conclusion

The objective of this study has been to providetaited overview on two unconventional but
important indexes published A@yhe EconomistWe have firstly seen that the magazine itself
is a very reliable source due to its history, ithiavements and not least its readership
worldwide. We have also discussed the current tsttmaf the economic world in 2012 and
found some important issues that have to be tackitd Nevertheless, the main focus of our
analysis has lied on the indexes. A number of ualusnd humorous yet in a way serious
indexes has been brought up as an appetizer. Ithvemsshown in what way the BMI and
WRI can be used and if they provide useful infoioratfor the reader. A more profound
analysis of the downsides of these indexes hasrghiogwever, that one has to interpret the

available results with the necessary caution ireotd avoid falling prey to their weak points.

Doubtlessly, the BMI is one of the most controvarsines given its unusual usage of
a McDonald’'s burger price for a topic as sensitaredl delicate as the purchasing power
parity. Still, that is exactly what makes it so faus throughout the economic world. In spite
of its fame, yet, we have not seen many advantégeimdex has apart from its simplicity. On
the contrary, one could assess a lot of weaknesmtslisadvantages which makes the index
almost inapplicable and takes away much of itsezallence, is should merely be considered
that its results can by no means claim to be reptasive in such a way as to allow drawing
trustworthy inferences. Astonishingly enough, thedex has been used not only to assess the
purchasing power parity, but its scope of applaai has expanded ever since its first
publication 26 years ago. This, indeed, is sumpgiswhen considering its lack of
trustworthiness. However, some positive evidence baen found when it comes to
foreshadowing a currency’s future development. ddwbts, even so, remain. So does the big

amount of counterevidence that has been provid#usmaper.

The WRI was the second index that has been analgsdt course of this research
paper. We had a look at each of the six charts myakp the index and tried to provide a short
analysis of each in order to try to assess theitridmution to the overall one. This, however,
was difficult becaus&he Economisitself withholds some information on that. Stdl,solid
insight to the working of the index was given. Wavé seen that the WRI is more complex
than the BMI, as it makes use of several contnigufactors. That is one of the points that

make it much more reliable than the BMI. Yet, theation of the WRI was due to a current
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economic problem and should the crisis not worges not very likely to see the index again
in the future in spite of being a very good attemopassess the strengths of emerging markets.
Though, we have seen that the index is not pedigleer and should never be used without
additional information. Some more research hasetedried out in order to obtain a clearer

picture.

In terms of future research it might be interestamgl certainly attractive to have a
closer scrutiny at other unconventional indexeswascould see before, there are quite a lot.
The present study has by no means exhausted tléleoapplications of these indexes. In
respect thereof, a truly reasonable idea couldob@evelop a Whopper or Big King index,
both burgers by Burger King, one of McDonald’s laggcompetitors. It would be of high
interest to look if comparing purchasing power fatirough one of the well-known Burger
King burgers arrived at similar results as thos&iolable from the BMI. In addition, one
could have a closer look at Big Mac prices withie European currency union in order to
assess up to what extent the euro displays diffesem purchasing power parity even within
a single currency room. That there are differenses open secret given that price levels in
the north of Europe show the tendency to be higtaar in the south. In order to offer another
fruitful avenue for future research one could takwther leading currency other than the
dollar and compare purchasing power parity this.v@&ypstituting the dollar with the pound
sterling or the euro in the BMI could in fact belvie and worthwhile. Given the research
carried out already, we might without any doubt dtiyesize that interesting results would

come up.

Coming one more time back to the two analysed iagdeg&ne can say that in general,
but by no means invariably, it is not recommenddbteinvestors to rely on these kinds of
indexes although they are developed and published Imagazine as prestigious &ke
Economist The indexes’ intentions are good, though, padity when it comes to making
difficult topics more intelligible for readers whawe not so much involved in economics. They
facilitate high-complex issues and are thus a wekdool. In spite of a lot of criticism, the
BMI has maintained its ground and has made its Wany do not consider it as unreliable as
it was shown throughout this paper; and that waih feason, because even experts’ opinions
are in conflict when it comes to identifying therfeet measurement of exchange rate
adequacy. The basic idea of the BMI, therefora,g®od one; also in trying to account for the

reasons that the purchasing power parity is diffit achieve. That this is, however, not
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enough, has been shown Bye Economisitself through the development of the GDP
adjusted measurement, which is clearly an improveémden it comes to obtaining more
accurate results. Here one can see that when engaaed developing the incorporating
factors of such an index, one is absolutely onritjet path to approaching a good means of
exchange rate measurement. The idea, as of todaydt yet been fully explored and there is
positive optimism that the BMI may become a verjalde method if adjusted for several
factors. In that way, the WRI could be seen as dehtor future BMI's. By making use of
several influencing variables, the index provideswch more accurate picture. This is what
the BMI should aspire to achieve. A further objeetiwould be to develop a BMI for
countries that have a similar level of developmbatause it has been mentioned that
comparisons are more feasible among countries withimilarly strong and developed

economy.
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8. Annex

2011 Raw Index
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Comparison of BMI and Tall Latte Index as of 2004
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The Shoe-Thrower’s Index as of 2010
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The Pancake Index
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The Banana Equivalent Dose
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The Lipstick Index
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