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What is the Purchasing Power Parities?
—Elucidating its characteristics using OECD data—
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This paper aims to provide a theoretical and intuitive understanding of the meaning and aims of purchasing power
parity (PPP). Specifically, we refer to the Eurostat-OECD manual for purchasing power parity (PPP) and explain
the definition and calculation method of PPP. PPPs are defined as “currency converters and spatial price
deflators.” Specifically, PPP is a kind of ideal currency converter that integrates the price ratios of various goods
and services between a country and the U.S. (in local currency/ dollar) to the GDP level. In fact, since PPP is the
product of the “relative price levels” (ratio of general prices between the country and the U.S., unit=1) and the
“market exchange rate”, the value of “relative price levels” is calculated by dividing PPP by the market exchange
rate. Therefore, converting national income, etc., into dollars using PPP means that the PPP is converted into
dollars with the exchange rate and then adjusted by the ratio of prices. This means that prices of each country are
corrected so that real, quantitative economic size and standard of living can be compared in units of the common
currency, the dollar. To aid further understanding, we have processed and graphed the data published by the
OECD to compare the differences between exchange rate conversion and PPP conversion, as well as the
differences in trends among various countries. The PPP-equivalent national income tends to be larger than the
exchange-rate-equivalent national income in low-income countries where prices are lower. This indicates that the
PPP-equivalent values are closer to the actual living conditions. The interesting consistency between the relative
price levels and the real effective exchange rate (REER) is also discussed, providing material for further
discussion.
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Key Words : Purchasing Power Parity (PPP), Relative Price Levels,
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