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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] 
 

• U sing GD P 
o W hy does this dem onstrate the standard of living? 

• GNP 
o W hat is it? 
o W hy is it best for international com parison? 

• ‘Real’ GNP 
o W hat is it, and w hy is it m ore useful? 

• GNP per capita (per head) 
o W hy is this m ore useful to com pare countries? 

• Convert to a com m on currency 
o M arket exchange rates are not stable and fluctuate on a daily basis, unlike 

standard of living w hich changes m ore gradually over a period of tim e 
o M easured using PPP – ‘Purchasing pow er parity rate’ 

� W hat is this, and w hy is it m ore accurate 
 
D iscuss the problems an economist would face in making this comparison using G N P 
figures alone. [13 marks] 
 

• D ifferent countries collect data in different w ays 
• Countries include different data in their GNP. For exam ple, in Japan the activities of 

the m afia are recorded, w hereas in the U K this is part of the ‘hidden econom y,’ 
• In rem ote rural areas collecting data can be costly and hard to obtain accurate figures 

for. Estim ates are often used, w hich m ay not be accurate. This w ill be m ore of a 
problem  in Bangladesh and in Russia than in the U K. 

• Countries deal w ith statistical errors in different w ays. Som e countries w ill estim ate the 
figure, w hilst others w ill discard the data. 

• U nrecorded activities w ithin the econom y can m ake som e individuals better off than 
the recorded GNP per head. A n exam ple of this is drug trade. This m ight m ake you 
richer, but not necessarily happier, and so not necessarily increase your standard of 
living. D ifferent countries define the hidden econom y differently (as already 
m entioned Japan includes the m afia, but the U K does not). This hidden econom y 
accounts for ~7%  of U K GD P. 

• H om e produced goods and services im prove the standard of living for individuals but 
do not count tow ards GD P. They are tasks that another individual could have provided 
as a good or service, baking, cleaning and grow ing your ow n food. H ad these been 
perform ed by som eone else The GD P w ould have increased, so the GNP w ould have 
increased m eaning that the GNP per capita w ould also have increased. Therefore 
particularly in Bangladesh GNP per capita m ay underestim ate the standard of living. 

• This is due to extended fam ilies, a relative m ay w ork for free and only charge the costs 
of m aterials. H ere trade is less organised so it is harder to m onitor. The U K has the 
longest w orking hour econom y in Europe so this is less of an issue in the U K as w e 
have m any goods im ported. W e are ‘cash rich’ and ‘tim e poor’ w hereas people in 
countries like Bangladesh are ‘tim e rich’ and ‘cash poor.’ 

• Incom e distribution not accounted for in GNP per capita. D oes not tell you how  the 
average person is living as w ealth is not evenly distributed. 

• To com pare sim ilar data often requires com paring data from  different periods as data 
is collected and published at different tim es. 

• H igh GNP per capita does not im ply a good standard of living. The goods and services 
being produced could be capital goods, m ilitary goods for exam ple like in the U SSR 
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pre-1989 in the cold w ar period. If few  consum er goods are being produced the 
standard of living is not increased. 

• H igh GNP now  due to investm ent in capital goods w ill probably lead large grow th 
later. This w as true of Japan in the 1950’s, and in the 1960’s there w as large grow th as 
m ore goods and services w ere available. 

• Governm ent investm ent m ay be m ore inefficient than private investm ent, so lead to a 
low er GNP but provide vital services to all, so increasing the standard of living. In the 
U K exam ples include the health service and education. 

• In Bangladesh in m any fam ilies only m en are educated, w hich can lead to only a single 
w orker in the fam ily. This decreases GD P, and leads to m ore hom e produced goods, 
but also a parent at hom e w hich m ay increase the standard of living. 

• In the U K m any 2 parent w orking fam ilies exist. This m eans m ore goods and services 
are produced yet can lead to stress and a decrease in the standard of living. 

• In Japan 95%  of the country live in a cram ped urban environm ent. M ore goods and 
services doesn’t necessarily m ake people happier. 

• H um an developm ent index (http://w w w .undp.org/hdr2003/) 
o This is an evolving system  so you cannot use results from  different sources 

from  different years to com pare standards of living. 
o M easures standard of living using three w ays to m easure three parts of life: 

� H ealthy living – m easured by life expectancy at birth 
� Know ledge – m easured by adult literacy rate and the proportional 

take-up of prim ary, secondary and tertiary education. 
� Standard of living – m easured using GNP per capita, in U S$. 

• So, if GD P is so inefficient w hy do w e use it? 
o Lots of contributing +ve and –ve factors cancel 
o D ata collected for other purposes so readily available 
o Cost of collecting m ore specific data and how  useful the data w ould actually 

be 
 
See A lain A nderton’s ‘Econom ics for A S Level’ (ISBN: 1873929374) page 162/163 for useful 
figures. 


