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How would an economist go about comparing the standards of living in the UK, the 
Russian Federation and B angladesh? [12 marks] 
 
Standard of living is m ost often thought of econom ically by the national incom e of the 
econom y. To com pare the standards of living in a country an econom ist com pares the relative 
national incom e of each individual in a country.  
 
To do this you use the gross dom estic product, the GDP of the three countries. This figure 
dem onstrates the value of the goods and services produced w ithin the econom y, and so the 
am ount of goods and services available to consum ers. A s the value of goods and services is 
equal to the spending on them  GDP also represents the incom e of consum ers in the econom y, 
and so is an indicator of the standard of living. GDP dem onstrates the value of goods and 
services available to the consum er, and an individual living in an econom y w ith a higher GDP 
is generally seen as having a better standard of living. 
 
H ow ever to com pare countries it is necessary to use the GNP, the gross national product 
instead of GDP, the gross dom estic product. GDP m easures grow th w ithin the econom y, but 
to com pare internationally the net incom e flow  from  foreign ow nership of assets m ust be 
excluded. This is w hat GNP is. GNP is used for international com parisons as assets w here the 
profits are sent abroad do not help contribute to our econom y and so do not count tow ards 
our standard of living. 
 
Yet this value can still be deceptive as it includes inflation. A n increase in GNP can be due to 
either an increase in the am ount of goods and services produced or in the value of the goods 
and services produced. A n increase in the value could increase GNP and m ask an underlying 
decrease. Therefore a ‘base year’ m ust be chosen and every years GNP valued at that years 
prices. 
 
GNP before this year m ust be inflated to be valued at that years prices and subsequent years 
deflated to dem onstrate the real increase in GNP not a superficial increase w hich could have 
been caused by inflation giving the appearance of GNP increasing w hen it actually decreased. 
 
A nother factor that m ust be taken in to account is the population of a country. A  very high 
GNP can deceptively suggest a high standard of living as if the country has a very high 
population, this m ay be a very low  output per individual. This m ust therefore be taken into 
account, and so the GNP m ust be divided betw een the population of the country to give GNP 
per capita. 
 
H ow ever, the single largest problem  w ith com paring the GNP per capita of different countries 
is the w ay m easurem ents from  different countries are displayed. Each country values goods 
and services produced w ithin its econom y using its ow n currency. Russia w ill m easure it’s 
currency in term s of the Rouble, the U K in term s of Pounds Sterling and Bangladesh in term s of 
the Taka. 
 
W hen w e usually convert currency, for exam ple to go on holiday w e use m arket exchange 
rates. These how ever can fluctuate a great deal on a m onthly basis and the Russian Rouble is 
notoriously volatile. The standard of living in a country does not fluctuate like m arket 
exchange rates and often w e also find that a higher standard of living can be found abroad at 
a low er cost. This is, for exam ple an experience m any tourists have to less econom ically 
developed countries that their pound gives them  m ore spending pow er abroad. 
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To com pare the GNP per capita of countries it is therefore necessary to convert to a com m on 
currency. By tradition this currency is the Am erican Dollar. Yet, as w e have established m arket 
exchange rates are not suitable as they fluctuate regularly and do not dem onstrate the 
purchasing pow er a unit of the currency has. 
 
The concept of PPP, ‘Purchasing Pow er Parity’ com pares the cost of a basket of sim ple goods, 
required for subsistence to give a m ore realistic com parison of the w orth of a currency. 
 
This final figure, GNP per capita m easured at PPP rates gives an average figure for the 
com parative w ealth of individuals w ithin an econom y and is generally view ed as a good 
indicator of the standard of living. 
 
D iscuss the problems an economist would face in making this comparison using G N P 
figures alone. [13 marks] 
 
W hen com paring these figures how ever there are num erous flaw s in using the single figure of 
GNP per capita at PPP rates. 
 
The m onetary value only accounts for goods and services exchanged in the m arket econom y 
and that the governm ent chooses to record. For exam ple, in Japan the activities of the m afia 
are recorded as they pay tax, w hereas in the U K this is part of the ‘hidden econom y’ that does 
not count tow ards GNP figures. The hidden econom y is w orth ~7%  of U K GDP. Econom ically 
this m eans that the GNP figures underestim ate the standard of living yet it can be argued that 
goods such as drugs from  the hidden econom y can decrease the quality of life. 
 
W hen an individual provides a good or service for them selves, w ashing their ow n clothes 
instead of using a laundrette, doing your ow n plum bing or cooking are not recorded as 
econom ic activity in the U K, w hereas in the U SA  an estim ate is m ade of the value of these 
goods and services and this figure included in GNP. In the three countries being com pared 
above this is not likely to have a proportionally large affect on the U K GNP but for countries 
such as Bangladesh w here hom e produced goods and services are com m on due to extended 
fam ilies and trade w ithin the m arket econom y being less w ell organised. 
 
These are goods and services som eone else could potentially have provided for you yet do not 
count tow ards GDP. This m eans that GDP is underestim ated, w hich m eans that GNP is 
underestim ated and so the GNP per capita is underestim ated. Particuarly in Bangladesh w here 
people are ‘m oney poor’ and ‘tim e rich’ this is an issue. In the U K w e are, generally, ‘tim e poor’ 
and ‘m oney rich’ so GNP per capita m ore accurately represents the standard of living in the U K. 
 
There are further problem s w ith the actual value calculated as the GNP per capita. For m any 
countries, particularly in parts of the U SSR and Bangladesh there are rural com m unities and to 
record data here w ould be very costly. Therefore m uch of the data is estim ated.  
 
W hen collecting such large am ounts of data statistical errors are likely to arise, and different 
countries deal w ith these errors in different w ays. Som e countries w ill discard the data entirely 
w hilst others w ill estim ate the figure.  
 
The figures calculated for GNP are therefore not alw ays accurate and depending on the 
country m ay be hard to com pare as different countries include and exclude different 
econom ic activity in their calculations for GNP. 
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Even a high GDP does not necessarily im ply high living standards, sim ply high value output. 
During the ‘80s the U SSR during the cold w ar produced prim arily m ilitary goods and w hilst 
these created a high GNP people had to queue to obtain sim ple goods necessary for 
sustenance such as a loaf of bread. So here the GNP w ould have been deceptively high 
suggesting a m uch higher standard of living than the Russians experienced.  
 
A  high GNP now  could be due to large investm ent in capital goods, w hich w ill lead to larger 
grow th later. Japan invested heavily in the 1950s and experienced large grow th in the 1960s, 
and yet w hilst this m ay have im proved the GNP per capita during this period students w ere 
under m ore pressure to pass exam s and w orkers had to put in extra hours. 
 
Furtherm ore if a high GNP w ere caused by extensive production of consum er goods then 
w hilst the country m ay experience a very high standard of living now  this is not sustainable 
and over the long run the standard of living w ill fall. This is not represented in GNP per capita 
w hich only states the current standard of living. 
 
Yet supposing the GNP did represent the actual national incom e, and that it consisted of a 
suitable balance of capital and consum er goods the GNP per capita only suggests an average 
incom e per person. In the U K in 1986 40%  of the national incom e w ent to the top 20%  of the 
population. In Bangladesh in 1992 the situation is sim ilar, yet in the Russian Federation in 1996 
50%  of the national incom e w ent to the top 20% . (A nderton: p162) This suggests that there 
are m any people in poverty. 
 
This leads to another issue, w hen com paring data betw een countries not only do countries 
differ in their m ethods of collection but also the tim e at w hich they collect. Com paring just the 
three countries above uses data ranging from  a decade apart. This w ill seriously distort the 
com parison as large changes are likely to have happened since the data w as collected now  
over 15 years ago. 
 
A  low er GNP could be caused by governm ent investm ent, w hich is generally view ed as less 
efficient than investm ent by private individuals. This led to the privatisation of m any industries 
during the 1980s in the U K. H ow ever in the U K w e still have the NH S, postal service and the 
Education system . These are services that im prove our standard of living yet are m ore 
inefficient than privatised services and so cause an underestim ation in our standard of living 
by low ering the GNP. 
 
Perhaps then, the incom e of an individual does not necessarily reflect their standard of living. 
There are four key other factors that affect our standards of living. 
 
Firstly safety from  natural hazards such as floods and earthquakes but also from  w ars and fear 
of attack. In the U K after the terrorist attacks in the U SA  and bom bings in Ireland the standard 
of living m ay have dropped for m any people. 
 
Political freedom s that w e take for granted in the U K w ere not the case during com m unist rule 
in the U SSR. The freedom s to visit fam ily and voice an opinion w ithout fear. 
 
The environm ent in w hich people w ork and for how  long they have to w ork in that 
environm ent. In the U K 100 or 150 years ago during the industrial revolution typically hours 
w ould have been longer and the w orking area m uch m ore dangerous, so it can be argued that 
the standard of living has increased as w e have to w ork few er hours in m uch safer conditions. 
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Finally the social environm ent of a country, the accom panying cultural traditions and freedom  
to practise them . In the U K this involves going to m useum s and socialising. 
 
To m any people these factors m ay be m uch m ore im portant to the standard of living than 
changes in incom e. H ow ever, these can be very hard to m easure. 
 
GNP w ould rise as divorce rates rise as m ore goods and services are required to sort out legal 
m atters, yet the standard of living for the fam ily w ould have decreased. A lso if a good or 
service is produced in an environm entally unfriendly m anner then m ore people m ust be 
em ployed to tidy up the dam age caused. This w ould cause a rise in GNP as m ore goods and 
services w ould be available, but people w ill probably have experienced a decrease in the 
standard of living due to the pollution. 
 
Living in a cram ped urban environm ent like 95%  of the Japanese do w ould not be seen as a 
high standard of living, yet can m ake the w orkers m ore productive as they do not need to 
com m ute as far to w ork and can participate in secondary and tertiary sectors of production 
m ore easily. 
 
In the U K there are m any fam ilies w here tw o parents w ork, w hilst this increases GNP it m ay 
have a detrim ental affect on fam ily relations w ith children. In Bangladesh the opposite is true 
w ith m any fam ilies having only the m an educated and w orking for the fam ily. W hilst the 
w om an does not w ork she is at hom e for the children and can produce goods at hom e. H ere 
again a higher GNP per capita in the U K m ay be deceptive, as instead of needing to buy ready 
prepared m eals for the fam ily, for exam ple, in Bangladesh the w om an at hom e can prepare 
them . 
 
So, w hat alternatives are there to GNP per capita for m easuring the standard of living? H ealth, 
happiness and leisure are as im portant to m ost people as incom e yet GNP per capita focuses 
solely on incom e.  
 
The H um an Developm ent index uses three factors to w ork out a com parative hum an 
developm ent. Firstly, the GNP per capita to represent standard of living as previously 
m entioned. 
 
H ealthy living is m easured by life expectancy of a baby at birth. In 1997 in the U K this w as 77, 
yet in countries like Sierra Leone in 1997 this w as as low  as 37 (Econom ics Today: January 
1996). 
 
Know ledge m easured by the adult literacy rate, in the U K in 1997 this w as 99%  yet again in 
1997 in Sierra Leone only 33%  (Econom ics Today: January 1996). 
 
O ne of the problem s w ith using the H um an Developm ent Index (H DI) is that each year the 
criteria has changed slightly and so com parisons cannot be m ade betw een countries, and 
different organisations w ork out slightly different values so to m ake any realistic com parison 
the data m ust be from  the sam e source for the sam e tim e period. 
 
A  further suitable substitute to m easure standard of living is the W orld Bank’s m easure of 
econom ic w ealth. This involves looking at the four categories of w ealth, and unlike GNP takes 
into account the unsustainable nature of exploiting lim ited natural resources. The resources of 
a country fit into one of the follow ing categories. 
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The ‘natural resources’ of a country, the land, coal, oil, gas and tim ber. The ‘Produced assets’ 
referring to any m an m ade m achinery goods, buses planes and TV’s. The ‘H um an resources’ 
determ ined by their education and health and ‘Social capital,’ the value of relationships and 
happiness. 
 
No m easure of ‘Social capital’ has yet been devised and so current values of econom ic w ealth 
based on the W orld Bank’s guidelines are m easured using the first three categories. 
 
W hilst other m ethods exist GNP per capita is still the m ost w idely accepted econom ic indicator 
of the standard of living. This is because the data is readily available, governm ents collect it for 
their ow n purposes and the cost of collecting m ore specific data has to be w eighted up to 
how  useful this data w ould actually be. Furtherm ore in m any areas GNP per capita over 
estim ates, and in others under estim ates, so to a degree these factors can cancel. 
 
W ords: 2,404 


