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Chapter 2

Comparative  
Economic 
Development
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2.1 Defining the Developing World

• World Bank Scheme- ranks countries on 
GNP/capita in 2018
– Low-income countries (LIC)<$996
– Lower-middle-income countries (LMC)<$3895
   Upper-middle-income countries (UMC)<$12055
– High-income countries>$12055
(see Table 2.1)
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Table 2.1  Classification of Economies by Region and 
Income, 2018
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Table 2.1  Classification of Economies by Region and Income, 
2018 (continued)
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Table 2.1  Classification of Economies by Region and Income, 
2018 (continued)
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• World Bank Scheme- ranks countries on 
GNP/capita in 2024

To keep income classification thresholds fixed in real terms, they are adjusted 
annually for inflation using the Special Drawing Rights (SDR) deflator, a weighted 
average of the GDP deflators of China, Japan, the United Kingdom, the United 
States, and the Euro Area.
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2.2 Basic Indicators of Development: Real 
Income, Health, and Education

• Gross National Income (GNI)
– It is calculated as the total domestic and 

foreign value added (附加价值) claimed by a 
country’s residents without making deductions 
for depreciation of the domestic capital stock. 

• Gross Domestic Product (GDP)
– It measures the total value for final use of 

output produced by an economy, by both 
residents and nonresidents. 
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The Expenditure Approach to GDP
• The national income accounting identity

states:

• Where
Y = GDP (in dollars)
C = consumption
I = investment
G = government purchases
NX = net exports = exports – imports
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Measuring Changes over Time

• Nominal GDP 
– A measure of GDP when prices and 

quantities have not been separated.
• Real GDP

– Actual quantity of goods and services.
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2.2 Basic Indicators of Development: Real 
Income, Health, and Education

• PPP method instead of exchange rates as 
conversion factors (see Figure 2.2)
– Purchasing power parity (PPP, 购买力平价) is 

calculated using a common set of international 
prices for all goods and services.

– PPP is defined as the number of units of a 
foreign country’s currency required to purchase 
the identical quantity of goods and services in 
the local developing country market as $1 
would buy in the U.S.
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2.3 Holistic Measures of Living Levels and 
Capabilities

• Human Development Index (HDI) as a holistic 
measure of living levels 

• Rank countries on a scale of 0 to 1
• Low human development (0.0 to 0.499)
• Medium human development (0.50 to 0.799)
• High human development (0.80 to 0.90)
• Very high human development (0.90 to 1.0)

• HDI can be calculated for groups and regions in a 
country
– HDI varies among groups within countries
– HDI varies across regions in a country 
– HDI varies between rural and urban areas
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HDI Example: Bangladesh in 2007
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Discussion of HDI

• Advantage: A country can do much better 
than might be expected at a low level of 
income and that substantial income gains 
can still accomplish relatively little in 
human development.

• Drawbacks:
– Gross enrollment overstates the amount of 

schooling
– Equal weight
– No attention to the role of quality
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2.3 Holistic Measures of Living Levels and 
Capabilities

• The New Human Development Index
• Introduced by UNDP in November 2010
• Now able to identify not only whether a 

country is developing but also whether 
various significant groups within that 
country are participating in that 
development. 
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What is new in the New HDI? 
1. Calculating with a geometric mean

• Probably most consequential: The index is now computed 
with a geometric mean, instead of an arithmetic mean

• A geometric mean is also used to build up the overall 
education index from its two components

• Traditional HDI added the three components and divided by 
3

• New HDI takes the cube root of the product of the three 
component indexes

• The traditional HDI calculation assumed one component 
traded off against another as perfect substitutes, a strong 
assumption

• The reformulation now allows for imperfect substitutability
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What is new in the New HDI? 
2. Other key changes: 

• Gross national income per capita replaces gross 
domestic product per capita

• Revised education components: now using the 
average actual educational attainment of the 
whole population, and the expected attainment of 
today’s children

• The maximum values in each dimension have 
been increased to the observed maximum rather 
than given a predefined cutoff

• The lower goalpost for income has been reduced 
due to new evidence on lower possible income 
levels
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NHDI Example: China in 2010



Copyright © 2012 Pearson Addison-Wesley. All rights reserved.     2-22



Copyright © 2012 Pearson Addison-Wesley. All rights reserved.     2-23



Copyright © 2012 Pearson Addison-Wesley. All rights reserved.     2-24



Copyright © 2012 Pearson Addison-Wesley. All rights reserved.     2-25

1.Norway — .957
2.Ireland — .955 (tie)
3.Switzerland — .955 (tie)
4.Hong Kong (China) — .949 
(tie)
5.Iceland — .949 (tie)
6.Germany — .947
7.Sweden — .945
8.Australia — .944 (tie)
9.Netherlands — .944 (tie)
10.Denmark — .940

1.Niger - .394
2.Central African Republic -
.397
3.Chad - .398
4.Burundi - .433 (tie)
5.South Sudan - .433 (tie)
6.Mali - .434
7.Burkina Faso - .452 (tie)
8.Sierra Leone - .452 (tie)
9.Mozambique - .456
10.Eritrea - .459

World average in 2019 is 0.72.
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2.4 Characteristics of the Developing World:  
Diversity within Commonality

1. Lower levels of living and productivity
2. Lower levels of human capital (health, 

education, skills)
3. Higher Levels of Inequality and Absolute 

Poverty
–Absolute Poverty
–World Poverty

4. Higher Population Growth Rates
–Crude Birth rates: the annual number of live 

births per 1,000 population
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Figure 2.4  Shares of Global Income, 2008
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Table 2.6  The 12 Most and Least Populated Countries 
and Their Per Capita Income, 2017
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Figure 2.4  Under-5 Mortality Rates, 1990 and 2017
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Table 2.8  Primary School Enrollment and Pupil-
Teacher Ratios, 2017
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Figure 2.6  Correlation between Under-5 Mortality 
and Mother’s Education
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Table 2.8  Crude Birth Rates Around the 
World, 2018
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2.4 Characteristics of the Developing World:  
Diversity within Commonality

5. Greater Social Fractionalization
– Fractionalisation: significant ethnic 种族, linguistic 语言, 

and other social divisions within a country.

6. Larger Rural Populations but Rapid Rural-
to-Urban Migration

7. Lower Levels of Industrialization and 
Manufactured Exports

8. Adverse Geography
– Resource endowments：A nation’s supply of usable factors 

of production, including mineral deposits, raw materials, 
and labor.
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Table 2.10  The Urban Population in Developed 
Countries and Developing Regions
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Table 2.11  Share of the Population Employed in the 
Industrial Sector in Selected Countries, 2004-2008 (%)
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2.4 Characteristics of the Developing World:  
Diversity within Commonality

9. Underdeveloped Financial and Other 
markets

– Imperfect markets
– Incomplete information

10. Quality of Institution and External 
Dependence

– Colonial Legacy 
– External Dependence and Unequal 

International Relations
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2.5 How Low-Income Countries Today Differ 
from Developed Countries in Their Earlier Stages

• Eight differences 
– Physical and human resource endowments
– Per capita incomes and levels of GDP in relation to the 

rest of the world
– Climate
– Population size, distribution, and growth
– Historic role of international migration
– International trade benefits
– Basic scientific/technological research and development 

capabilities
– Efficacy of domestic institutions
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Basic Characteristics of China’s Economy

• Developing economy
– Low income per capita：2017GNIPC 8690 dollars
– Dual economy ：40% population in rural, 30% are 

engaged in agriculture.
– Incomplete process of industrialization: In 2016, the 

value-added shares of the primary, secondary, and 
tertiary industries were 8.6%, 39.9%, and 51.6%, 
respectively.

• Middle-income economy
– "Middle-Income Trap": Some middle-income countries in 

Latin America and East Asia experience prolonged economic 
stagnation and wandering at the upper-middle-income 
stage after entering it.
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• Big country economy
– Tremendous mutual impact on the world economy: total 

import and export volume ranks first in the world
– Significant development imbalance and enormous potential 

for growth
– The economies of scale effect is pronounced.

• Transition economy
• Socialist market economy

Basic Characteristics of China’s Economy (Con’t)






