
Burgernomics to go 
 
Using McDonald’s to compare international productivity trends 
 
A McDonald’s Big Mac contains 29 grams of fat and a surprisingly large quantity of useful 
economic information. Since 1986 The Economist has used the ubiquitous sandwich in serving 
up the Big Mac index, a lighthearted look at currency valuations. 
  
The burgernomics craze is spreading. In a new working paper for the National Bureau of 
Economics Research, Orley Ashenfelter of Princeton University and Stepan Jurajda of the 
Charles University in Prague use Big Mac production as a simple but powerful tool for 
examining productivity and welfare gaps in different economies. 
  
Their work, like The Economist’s Big Mac index, grapples with the tricky business of 
international price and wage comparisons. At its heart is the theory of purchasing-power parity 
(PPP). Economists reckon the price of a good should not vary much across efficient markets. 
Otherwise people would buy in cheap markets and sell in dear ones until prices equalised. PPP 
generalises this “law of one price”. Over the long run, it suggests, exchange rates should 
adjust so a basket of goods costs the same in different countries. If that basket is whimsically 
taken to contain only a Big Mac, then burger prices may be used for back-of-the-napkin 
currency valuations. In January a Swiss Big Mac cost $6.81, compared with $4.20 in America 
and just $2.44 in China, hinting at an overvalued franc relative to the dollar and an 
undervalued yuan. 
 
Economists use PPP to provide better comparisons of welfare across countries than can be 
gleaned from simply converting wages at market exchange rates. Exchange rates should 
adjust so that workers making traded goods are paid according to their productivity. But firms 
that sell non-traded goods and services must compete with firms in the tradable-goods sector 
for labour. So a country with high-productivity exporting firms will have high wages across all 
sectors—including those, like hair-cutting, where productivity differences between rich and 
poor countries are small. As a result, the cost of living is higher in rich countries, and simple 
exchange-rate adjustments overstate real welfare differences. On an exchange-rate basis, the 
average American is 35 times richer than the average Indian. On a PPP basis, however, taking 
account of the lower cost of living in India, American income is just 13 times higher. (The 
World Bank maintains a PPP database for some 180 countries.) 
  
Unfortunately, PPP adjustments are hard to calculate. Residents of different countries buy 
different combinations of goods and services, or similar items with subtle variations in quality. 
To get around such problems Messrs Ashenfelter and Jurajda focus on a single company. All 
McDonald’s employees turn similar ingredients into Big Macs, which are more or less identical 
everywhere (although India’s Maharaja Mac is made from chicken, not beef). Sandwiches are 
produced according to a rigidly uniform process detailed in a 600-page manual. The company’s 
reputation depends on its ability to deliver identical burgers in every city: an ideal environment 
for global productivity comparisons. 
  
To make such comparisons, the authors gather data on McDonald’s wage rates (the McWage) 
and Big Mac prices. Their efforts began in 1998 in 13 mostly rich countries but have since 
expanded to include more than 60. Data have been collected annually since 2007, and will be 
available publicly in future, according to Mr Ashenfelter. Prices and wages are collected from 
two or more stores in the capital city of smaller countries and from multiple cities in larger 
ones, including China. 
  
Supersizing pay rates 
 
Converting McWages into a common currency generates a surprisingly good picture of 
international differences in the cost of labour for simple, well-defined tasks. McWages are 
roughly comparable across the rich world (see chart, left panel), though rigid minimum-wage 
laws in western Europe make it a bit of an outlier. Among emerging economies, wages vary 
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from 32% of the American level in Russia to about 6% in India, enormous gaps for functionally 
identical work. 
  
Dividing the McWage by the local price of a Big Mac gives what the authors call Big Macs per 
hour (or BMPH). This statistic represents an alternative, PPP-like calculation of the real wage, 
taking account of the local cost of goods. Labour costs represent more than half the price of a 
Big Mac. 
  
Workers in less productive economies earn lower wages, but their Big Macs cost less to 
produce. The gap in worker welfare between rich and poor countries is therefore smaller than 
exchange rates suggest. In China, for instance, the exchange-rate-adjusted McWage is 11% of 
that in America. The BMPH real wage shows a much smaller gap. BMPH also erases the 
seeming advantage conferred on workers by western Europe’s minimum wages. 
  
Both versions of the real wage show large gaps in pay for similar work across economies. 
These are due, the authors reckon, to variation in “total factor productivity” (TFP) or the 
efficiency with which an economy transforms raw inputs into final goods. An estimate of TFP 
derived from their McWage analysis closely matches economists’ estimates by more traditional 
means. 
  
A quick look at fast-food wages can shed light on the globe’s vast gulfs in productivity and 
welfare. Those gaps are shrinking, and not simply as a result of rapid emerging-market 
growth. 
  
Between 2000 and 2007 America’s McWage rose by 13% while the Big Mac price jumped by 
21%, resulting in a net tumble in the BMPH real wage of 7% (see chart, right panel). 
Meanwhile, the BRICs advanced as McWages grew faster than Big Mac prices. The BMPH 
jumped by 53% in India, 60% in China and 152% in a Russian economy recovering from 
financial crisis in 1998. The going has been slower since then. Russia and China managed 
gains from 2007 to 2011. Most others did not, as food prices rose faster than McWages. Data 
gathered this summer for the 2012 calculations may show a further slowdown. Bad news for 
an emerging world still hungry for better living standards. 
 

 
 
Fonte: The Economist, London, v. 403, n. 8788, p. 83, 9-15 Jun. 2012. 
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