International Income
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KTIEINT?}TH\TE Lectures in Macroeconomics- Charles W. Upton
Who has the Larger GDP
[ us | Japan
Per Capita Consumption of
Hamburgers (pounds) 200 2
Rice (pounds) 20 304
Price of Hamburger (per pound) $5 1804
Price of Rice (per pound) $4 130d|
Valuated in Yen $166,000] ¥106,000)
Valued in Dollars $1080 $1300
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Who has the Larger GDP

—

Purchasing Power

Per Capita C Equivalent: compute both |
%9— m countries GDP u.sing one % 35
Price of Ham country’s prices. 5| 130
Price of Rice (per pound) $4 130
\Valuated in Yen ¥166,000] #106,004|
\Valued in Dollars $1080 $130q
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International Comparisons
I [ us | Japan
Per Capita Consumption of
Hamburgers (pounds) 200 20
Rice (pounds) 20 300
Price of Hamburger (per pound) g ¥80Q
Price of Rice (per pound) 4 $300Q
KENTSTATE e
Who has the Larger GDP
[ ¥106,000
' Japan 12 $848
. - S = 78%
. US $1080 $1080
Price of Hamburger (per pound) | $5 O
Price of Rice (per pound) | $4 1300]|
Valuated in Yen . - 166,000 ¥106,000||
Valued in Dollar LIS 15 the answer  S&ioey $1303

if you convert at
the exchange rate
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Who has the Larger GDP

I_ | S | hm
Por capia Japan _ ¥106,000
Hamburgers - - 2
Rice (pounc US ¥166aOOO 30 |
Price of Hamburger (per pound) $5 180
Price of Rice (per pound) $4 130d|
Valuated in Yen 5 166,000 ¥106,000)|
Valued in Dollar 1116 ANSWer if you Zg3500 $13oa

apply purchasing
power using Yen

Comparisons
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Who has the Larger GDP
C Japan  $1,300
US  $1,080 )

Price of Hamburger (per pound) $5| 30

Price of Rice (per pound) $4 1300
alued in Dollar |16 ANSWeT if you =000

apply purchasing
power using
Dollars

—120%4
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The True Answer

* While most comparisons are based on
method (c), using US prices, this method is
flawed.

e The true answer is

Japan
Us

(b)< <(c)
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The Idea

* Compute the Cost of a single common
traded good in all countries.

* Convert to dollars using the exchange rate.

* The ratio would give a measure of
differential living costs.
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A Quick Exam

* Per Capita GDP in Japan is
~(a) 78%
— (b) 64%
—(c) 120%

of that in the United States
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The Big Mac Index
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An Example

* Big Mac costs $1.50 in US
* Big Mac costs £1.00 in UK
» Exchange rate is £ = $1.65
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An Example

* Big Mac costs $1.50 in US
* Big Mac costs £1.00 in UK
+ Exchange rate is £ = $1.65

£1.00(£1.65/9)
$1.50

=110%
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A decade of burgernomics
Local currency under (-1 fover [+ valustion against the dollar, %
1989 1990 1991 1932 1993 1994 1995 1396 1997 1998

Australia B -200 4 A1 25 25 22 A7 200 32
Bel, 14 27 28 47 a7 35 BE a8 28 12
Britain g 5 32 03® 23 15 14 22 19
Canada A1 -4 -0 B -4 -0 14 11 4 23
Denmark 68 82 85 a7 86 67 12 87 63 32
France 38 43 42 43 52 3/ BE 45 2/ M

Germany 13 16 14 25 25 17 &0 37 18 5

Hong Kong -52 50 48 47 49 48 47 46 47 48
Italy 18 44 28 52 30 0 14 23 13 -3
Japan 38 & 25 & 1 B4 100 14 -3 -18
Hetherlands 15 27 24 33 35 24 52 36 17 3

Singapore -9 37 30 -4 e AT -8 5 14 23
SouthKorea 73 35 289 35 27 24 29 25 B -3

Russia® mfa 183 155 73 500 29 30 18 21 -
Spain 19 26 30 4 25 a 2323 T -6
Sweden B2 79 91 96 S0 39 53 B4 3/ 17

Source: McDonald's

*Soniet Linion up to 1801
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A decade of burgernomics
Local currency under (-1 Fover (+1 valustion aoainst the dollar, %
1989 1990 1991 1992 1993 1394 1995 1996 1397 1996

Australia A6 -20 14 A1 23 25 .22 A7 20 3D
Belgium 14 27 28 47 47 35 BB 48 28 12
Britain 3 g 32 3® 23 15 14 22 19

A1 A4 40 B 4 A0 A4 -1 -4
B8 a2 85 a7 86 B7 112 87 B3
38 43 42 48 52 3B/ 66 45

Germany 13 16 14 25 23 17 &0 37 18 5

Hong Kong 52 50 48 4T 49 48 47 46 47 48
Itahy 18 44 28 52 30 2 14 23 13 -3
Japan 38 B 25 3 bl B4 100 14 -3 418
Hetherlands 15 27 24 33 35 24 52 36 7 3

Singapore 28 .37 30 -4 nfa A7 -8 -4 14 23
SouthKorea 78 35 28 35 27 24 29 25 B -3

Russia* mia 183 155 73 50 29 30 18 21 -
Spain 19 26 50 4 25 a 23 23 7 -G
Sweden B2 T 9 96 S0 39 53 B4 30 7

Source: McDonald's

*Zoniet Lhion up to 1991
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A decade of burgernomics
Local currency under (=) § aver (+) valustion sgainst the dollar, %

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

Australia -6 -20 14 11 23 25 22 A7 20 32
Belgium 14 27 28 47 47 3 BE 45 28 12
Britain 3 Bl 32 39 23 15 el 14 22 19
-1 14 0 B 4 -0 14 11 14
B8 82 85 97 86 & 112 & 63 @
38 43 42 49 52 38 BB a6 26
Germany 13 1R 14 2 9R  17 &A1 A7 1R A

Hongkona Tyanich per capita GDP,

Italy
aen - adjusted at the current

Hetherlands

smampore oy change rate is 22% higher

South Korea
et than that of the US. But
sweden prices are 32% higher, so

Source: McD

s miensy 1DANES are worse off.
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