Explain ways in which economic activity can be measured as means of determining the level of economic development of a country.

Also discuss the three classifications of economic development of a country  (15 marks)

There are three ways of measuring economic growth:

1. Gross national Income –GNI or Gross National Product -GNP and Gross Domestic Product- GDP are accepted as broad-based measure of a country’s overall economic output and activity during a specific period, usually a year.GNP is the market value of goods and services newly produced by domestic factors of production. GNI is the sum of value added by all resident producers plus any product taxes (less subsidies). GDP is the market value of production that occurs within the national borders of a country without regard to whether the factors of production are domestic or foreign/GNP and GDP are very similar for most countries.

If GDP increases from 1 year to the next but quantity of output remains the same. The high the GDP value is attributed to general price increase.

2. To accommodate the shortcomings of GNP and GDP per capita, Purchasing Power Parity is introduced. PPP is the value of goods and services that can be purchased with 1 unit of the country’s currency. It is the relative ability of 2 countries currencies to buy the same basket of goods in those two countries.
3. The Balance of Payment (BOP) is a systematic record of all transactions between the residents of a country and the rest of the world during a given period, usually a year. BOP is divided onto the following 2 accounts:

1) The current account – merchandise trade balance = measure of country’s trade deficit or trade surplus.

· deficit = imports exceeds exports

· surplus = exports exceed imports

2) The Financial account – reflects all transactions in real assets or financial assets such as investment in shares.

Three classifications of economic development of a country are classified as:

1. Developed countries such as France, Germany, Japan, US, UK and are characterized by political stability, high educated and literal people, high standard of living, sophisticated social system and have well developed financial institutions.
2. Developing countries such as Hong Kong, Singapore and RSA and are characterized by relative political stability, improving educational systems, literacy and work skill levels, higher quality of life than before, improved social conditions, expanding industrial sector and a rapidly developing financial sector.

3. Less – developed country such as Ethiopia, Nigeria, Bangladesh and are characterized by low income, political instability, inadequate education, healthcare and housing, government inefficiency, low standard of living, shortage of investment capital, general poor health, conditions and food shortages, high rate of illiteracy, low levels of employment skills, low levels of industrial technology, low developed infrastructure, low levels of economic wealth, abundance of natural resources but lack in processing and beneficiation of resources, low levels of involvement in international business, relative high infant mortality rates, life expectancy lower than in developed countries and under developed financial institution.

