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THE ECONOMIC THEORY BEHIND THE INDEX

Purchasing Power and the Standard of Living

At the core of The Coca Cola Index is one of the most basic ideas in economics: purchasing power. Purchasing power describes how many goods and services a unit of money can buy. When economists compare living standards across nations, they face a straightforward question: how much can a worker actually afford with their earnings?

Traditional economic measures, such as GDP per capita or nominal wage comparisons, often fail to capture this reality. A worker earning 3,000 units of currency in one country may, in practice, enjoy a far lower standard of living than a worker earning 1,500 units in another country — simply because local prices differ. This is the problem that The Coca Cola Index is designed to solve.

By anchoring the comparison to a single, universally available product — Coca-Cola — the index bypasses the need for complex currency conversions or multi-item consumption baskets. It answers a direct question: how many hours must a minimum-wage worker labor to afford a liter of one of the world’s most standardized consumer goods? The answer reveals, with surprising clarity, the real gap between nations.
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The Problem with Exchange Rates

A common mistake in cross-country comparisons is to convert all wages and prices into a single currency — usually the U.S. dollar — using market exchange rates. While this approach is straightforward, it is deeply misleading. Exchange rates reflect international demand for currencies, capital flows, trade balances, and speculative activity. They do not reflect what a currency can actually buy within its home country.

Consider a country where wages appear low when measured in U.S. dollars, but where rent, food, and transportation are also extremely inexpensive. Workers in that country may, in practice, be living comfortably relative to their needs. Conversely, a country with seemingly high dollar-denominated wages may have sky-high local prices that erode real purchasing power. The Coca Cola Index deliberately avoids this distortion by keeping all calculations within each country’s own currency.

This methodology aligns with the economic concept known as Purchasing Power Parity (PPP), which holds that goods and services should, over time, cost the same amount when expressed in a common currency — if markets are fully efficient and trade is frictionless. The Coca Cola Index draws on the same underlying insight: that real purchasing power, not nominal income, is what determines quality of life.

A BRIEF HISTORY OF PURCHASING POWER INDICES

Early Attempts to Measure Living Standards

The idea of comparing living standards across nations is not new. As far back as the late eighteenth century, economists and philosophers debated what it meant to live well, and how one might measure the prosperity of a nation. Early thinkers such as Adam Smith and David Ricardo laid the groundwork for understanding wages, prices, and the value of labor. Yet for most of economic history, meaningful cross-country comparisons remained elusive, limited by the absence of reliable data and the complexity of currency conversions.

It was not until the twentieth century that international organizations began developing systematic frameworks for such comparisons. The International Labour Organization (ILO), founded in 1919, began collecting wage data across member states. The post-World War II era saw the creation of the World Bank and the International Monetary Fund, both of which developed more rigorous methods for comparing national incomes. Yet these institutions relied heavily on exchange rates — a methodology later recognized as deeply flawed for measuring real living standards.

THE HISTORY OF COCA-COLA: FROM PHARMACY TO GLOBAL SYMBOL

1886: A Recipe Born in Atlanta

The story of Coca-Cola begins on May 8, 1886, in a small pharmacy in Atlanta, Georgia, United States. Dr. John Stith Pemberton, a pharmacist and Civil War veteran, was experimenting with a new syrup that he believed could serve as a remedy for headaches and fatigue. He mixed a combination of coca leaf extract and kola nut — both sources of stimulants — with other ingredients, producing a thick, dark syrup. When carbonated water was accidentally added to Jacobs’ Pharmacy, the result was an unexpectedly refreshing drink.

Pemberton’s bookkeeper, Frank M. Robinson, gave the new drink its name by combining the two main ingredients: “Coca-Cola.” Robinson also designed the now-famous flowing script logo, which has remained virtually unchanged for over 135 years. In its first year, Coca-Cola sold an average of just nine drinks per day at the pharmacy soda fountain, at five cents a glass. Pemberton, struggling financially, sold portions of his formula to various partners before he died in 1888.

The Candler Era: Building a Business Empire

In 1888, businessman Asa Griggs Candler acquired full ownership of the Coca-Cola formula for approximately $2,300. Candler was a visionary marketer. He distributed free drink coupons, placed the Coca-Cola name on clocks, calendars, and urns, and aggressively expanded distribution across the American South. By 1895, Coca-Cola was being sold in every state of the United States. Candler formally incorporated The Coca-Cola Company in 1892, and within a decade had transformed a pharmacy curiosity into a nationally recognized brand.

A pivotal moment came in 1899, when two lawyers from Chattanooga, Tennessee — Benjamin Thomas and Joseph Whitehead — convinced Candler to grant them the rights to bottle Coca-Cola across most of the United States for just one dollar. Candler, who believed the future lay in fountain sales, agreed. This decision proved to be one of the most consequential in business history: bottling allowed Coca-Cola to reach consumers wherever they lived, worked, or traveled, laying the foundation for global distribution.

The Iconic Bottle and the Birth of a Global Identity

In 1915, faced with a flood of imitators, the Coca-Cola Company held a design contest for a bottle so distinctive that it could be recognized even in the dark, or when shattered on the ground. The Root Glass Company of Terre Haute, Indiana, won the competition with a contoured bottle inspired by the shape of a cocoa pod. This “hobbleskirt” bottle became one of the most recognizable objects in the world — a symbol not just of a drink, but of an entire way of life.

The interwar years saw Coca-Cola cement its place in American culture. Aggressive advertising campaigns placed the drink at the center of leisure, happiness, and social life. Then came World War II — a turning point that would transform Coca-Cola from an American icon into a truly global one. General Dwight D. Eisenhower himself requested that Coca-Cola bottling plants be set up near military bases around the world. Over the course of the war, more than five billion bottles of Coca-Cola were consumed by U.S. troops stationed in Europe, the Pacific, and beyond. Wherever American soldiers went, Coca-Cola followed.

The Post-War Expansion: Coca-Cola Goes Global

After the war, Coca-Cola’s international infrastructure was already in place. The company rapidly expanded its bottling network across Europe, Latin America, and Asia. By the 1960s, Coca-Cola was available in over 100 countries. By the 1980s, it had become one of the most widely distributed consumer products in human history. Today, Coca-Cola is sold in more than 200 countries and territories — a reach that exceeds that of the United Nations.

This extraordinary global ubiquity is precisely what makes Coca-Cola the ideal reference product for an economic index. Unlike luxury goods, which are available only to the wealthy, or staple foods, whose prices are often controlled by governments, Coca-Cola occupies a unique middle ground. It is a standardized, privately priced, universally accessible consumer good. Its price in any given country reflects the interplay of local costs — labor, raw materials, distribution, taxation, and retail margins — without minimal state interventions.

Why Coca-Cola Is the Perfect Measuring Stick

Coca-Cola satisfies a rare set of criteria that few other products can match. First, it is genuinely global: available in virtually every country on earth, from the largest cities to remote rural markets. Second, it is standardized: the same product, with the same formula, sold in recognizable packaging. Third, it is a discretionary consumer good: its price is set by market forces, not governments. Fourth, it is affordable: it is not a luxury item, but nor is it a basic necessity like bread or water, whose prices are often heavily regulated.

These characteristics make Coca-Cola an almost perfect “anchor” for purchasing power comparisons. When we ask how many bottles of Coca-Cola a minimum-wage worker can buy in a given month, we are not simply asking about a soft drink. We are asking a much deeper question: how far does the lowest wage in this country actually go? The answer, expressed in bottles of one of the world’s most recognizable products, is both immediately understandable and genuinely illuminating. This is the enduring power of The Coca Cola Index.

THE COCA COLA INDEX

If the prices of goods and services are affordable, the quality of life of the people living in that country is high. When purchasing power increases, both the variety of products and their consumption also increase.

The Coca Cola Index is used to compare the living standards of people in different countries. There is no need for complex economic explanations or detailed graphs. It is based on a simple calculation. The living standards of people who work the same amount of time can easily be compared.

With this index, people can see their real purchasing power on a global scale. There is no need to create a large basket of goods and services. A single product—Coca-Cola—can be used as a standardized reference in the calculation.

Coca-Cola is a unique product.

The Coca Cola Index is calculated as follows:

The monthly minimum wage in a country (in local currency) is divided by the lowest retail price of one liter of Coca-Cola in that country.

This formula shows how many one-liter bottles of Coca-Cola a minimum-wage worker can buy in one month. The results for each country are then listed and compared.

If the calculation were made by converting the price of one liter of Coca-Cola into U.S. dollars using exchange rates, the results could be misleading. For this reason, exchange rates are not used in The Coca Cola Index. Each country’s local currency is used instead.

This list reflects the real purchasing power of minimum-wage earners and provides an alternative means of observing differences in living standards.

The index results can be surprising.

––––––––
[image: ]


For example, consider four countries: A, B, C, and D.

Country A
Local currency: A
Monthly minimum wage: 2500 A
Retail price of 1 liter of Coca-Cola: 1 A
2500 ÷ 1 = 2500
A minimum-wage worker can buy 2500 bottles of one-liter Coca-Cola per month.

Country B
Local currency: B
Monthly minimum wage: 2000 B
Retail price




	Country A

	Country D

	Country B

	Country C
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