The Economist
Some of our readers find the Big Mac index hard to swallow. Not only does the theory of purchasing-power parity hold only for the very long run, but hamburgers are a flawed (srpski rečeno, defektna)measure of PPP. Local prices may be distorted by trade barriers on beef, sales taxes, or big differences in the cost of property rents. Nevertheless, some academic studies of the Big Mac index have concluded that betting on the most undervalued of the main currencies each year is a profitable strategy, The Economst, 19. april 2001
Gregoy Mankiw, The Big Mac Around the World, Macroeconomics 5e

The doctrine of purchasing-power parity says that after we adjust for exchange rates,we should find that goods sell for the same price everywhere. Conversely, it says that the exchange rate between two currencies should depend on the price levels in the two countries. To see how well this doctrine works, The Economist, an international newsmagazine, regularly collects data on the price of a good sold in many countries: the McDonald’s Big Mac hamburger. According to purchasing-power parity, the

price of a Big Mac should be closely related to the country’s nominal exchange rate.The higher the price of a Big Mac in the local currency, the higher the exchange rate (measured in units of local currency per U.S. dollar) should be. Table 5-2 presents the international prices in 2000, when a Big Mac sold for $2.51 in the United States.With these data we can use the doctrine of purchasingpower

parity to predict nominal exchange rates. For example, because a Big Mac cost 294 yen in Japan,we would predict that the exchange rate between the dollar and the yen was 294/2.51, or 117, yen per dollar.At this exchange rate, a Big Mac would have cost the same in Japan and the United States... 

Table 5-2 shows the predicted and actual exchange rates for 30 countries, ranked by the predicted exchange rate.You can see that the evidence on purchasing-power parity is mixed. As the last two columns show, the actual and predicted exchange rate are usually in the same ballpark. Our theory predicts, for instance, that a U.S. dollar should buy the greatest number of Indonesian rupiahs and

fewest British pounds, and this turns out to be true. In the case of Japan, the predicted exchange rate of 117 yen per dollar is close to the actual exchange rate of 106.Yet the theory’s predictions are far from exact and, in many cases, are off by 30 percent or more. Hence, although the theory of purchasing-power parity provides a rough guide to the level of exchange rates, it does not explain exchange

rates completely... 
How to read this table:
In this case, the goods is the Big Mac. For example, if a BigMac costs £1.90 in Britain and costs $2.43 in US, then the PPP exchange rate would be 1.90/2.43 = 0.7819.
If the actual exchange rate is lower (for example, 0.6349 for this case), then the BigMac theory says that you should expect the value of the British Pound to go up until it reaches the PPP exchange rate. 

The Over/Under valuation against the dollar is calculated as: 

(PPP - Exchange Rate)         
----------------------------------     x 100
Exchange Rate      

Burda, Wyplosz, Makroekonomija – evropski udžbenik, 3e 

... U praksi je utvrđeno da je zakon jedne cene grubo narušen. U Tabeli 8.6 dat je primer, gde se koriste cene jednog standardizovanog proizvoda (ogledala) koje ista firma, IKEA, prodaje na različitim tržištima u svetu. Još nekoliko primera i neka objašnjenja ovog rezultata prikazali smo u Poglavlju 7. Pa ipak, na dugi rok, ako zemlje imaju pristup sličnim tehnologijama, i ako konvergiraju sličnom nivou bogatstva, propozicija apsolutnih pariteta kupovne moći postaje mnogo prihvatljivija — ne baš u slučaju svakog pojedinačnog dobra, već kada posmatramo nešto šire korpe dobara. Upravo time bi se mogla objasniti konvergencija nivoa cena u Evropi...
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