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Common characteristics of developing countries

• These features in common are on average and with great 
diversity, in comparison with developed countries:

– Lower levels of living and productivity
– Lower levels of human capital
– Higher levels of inequality and absolute poverty
– Higher population growth rates
– Greater social fractionalization
– Larger rural population - rapid migration to cities
– Lower levels of industrialization and manufactured exports
– Adverse geography
– Underdeveloped financial and other markets
– Colonial Legacies - poor institutions etc. 
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Extreme Contrasts

• The most striking feature of the global 
economy is its extreme contrasts. 

• Output per worker in the United States is 
about 10 times higher than it is in India 
and more than 50 times higher than in the 
Democratic Republic of Congo (DRC). 

• How did such wide disparities come about?

• Why have some developing countries made 
so much progress in closing these gaps 
while others have made so little?
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Data 

Democratic 
Republic of 
Congo (DRC)

IndiaU.S. Indicator

$280$2,930$48,430GDP per capita 

466578Life expectancy

75%22%2.5% Undernourishm
ent

56%51%All Women 
Literacy 

$0.56 worth of 
goods and 
services per 
hour (50 times 
lower than the 
U.S.) 

$2.8 worth of 
goods and 
services per 
hour (10 times 
lower than the 
U.S.)

$28 worth of 
goods and 
services per 
hour

Output
per worker
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Table 2.1  Classification of Economies by Region and 
Income, 2010



Copyright © 2012 Pearson Addison-Wesley. All rights reserved.     
2-7

Table 2.1  Classification of Economies by Region and Income, 
2010 (continued)
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Table 2.1  Classification of Economies by Region and Income, 
2010 (continued)
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Figure 2.1  Nations of the World, Classified by 
GNI Per Capita

Source: Data from Atlas of Global Development, 2nd ed., pp. 10–11. © Collins Bartholomew 
Ltd., 2010.
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2.2 Basic Indicators of Development: Real 
Income, Health, and Education

• Gross National Income (GNI)

• Gross Domestic Product (GDP)

• PPP method instead of exchange rates as 
conversion factors (see Figure 2.2)
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Gross domestic product 
(GDP) per capita 

Gross national income (GNI) 
per capita

Measures value added by 
residents and foreigners who live 
within the country 

Measures value added by 
residents who live within the 
country and those who live 
abroad (all residents) 

Deduction for capital is not 
considered 

Deduction for capital is 
considered 

Used in Macroeconomics Used in Development Economics 

Large nonresident population
playing a major role in the 
domestic economy (such as 
foreign companies)

Large nonresident population
(foreigners) has no role in the 
domestic economy
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Purchasing Power Parity (PPP)

Purchasing power parity (PPP) Calculation of GNI using 
a common set of international prices for all goods and 
services, to provide more accurate comparisons of 
living standards.

In a simple version, purchasing power parity 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 United States. Generally, prices of 
nontraded services are much lower in developing 
countries because wages are so much lower. 



Copyright © 2012 Pearson Addison-Wesley. All rights reserved.     
2-13

PPP cont. 

• Purchasing power parity (PPP) is a popular 
metric used by macroeconomic analysts 
that compares different countries' 
currencies through a "basket of goods" 
approach.
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Calculating Purchasing Power Parity

• The relative version of PPP is calculated with 
the following formula:

•
PPP=P1/P2

• where:

• PPP= Exchange rate of currency 1 to currenc
y 2P1= Cost of good X in currency 1P2= Cost
of good X in currency 2

https://www.investopedia.com/terms/r/relativeppp.asp
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PPP Example:

• To better understand how GDP paired with 
purchase power parity works, suppose it 
costs $10 to buy a shirt in the U.S., and it 
costs €8.00 to buy an identical shirt in 
Germany. To make an apples-to-apples 
comparison, we must first convert the 
€8.00 into U.S. dollars. If the exchange 
rate was such that the shirt in Germany 
costs $15.00, the PPP would, therefore, be 
15/10, or 1.5.
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What Is the Big Mac Index?

• The Big Mac index is 
a survey created 
by The 
Economist magazine 
in 1986 to measure 
purchasing power 
parity (PPP) between 
nations, using the 
price of a McDonald's 
Big Mac as the 
benchmark.
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PPP using Big Mac Index :

USA

• GDP = $16

• Big Mac = $2

• Basket of Goods=8

• GDP= $16
(PPP)

Japan

• GDP = $18

• Big Mac = $6

• Basket of Goods=3

• GDP = $6
(PPP)
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For example, China’s 2008 GNI per capita was only 6% of 
that of the United States using the exchange-rate 
conversion  but rises to 13% when estimated by the PPP 
method of conversion. Income gaps between rich and poor 
nations thus tend to be less when PPP is used.
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Figure 2.2  Income Per Capita in Selected Countries 
(2008)
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Table 2.2  A Comparison of Per Capita GNI, 2008
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2.3 Holistic Measures of Living Levels and 
Capabilities

• Health

• Life Expectancy

• Education 

• HDI as a holistic measure of living levels

•

• 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



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

Human Development Index (HDI)

The HDI attempts to rank all countries on a scale of 0 (lowest human development) 
to 1 (highest human development) based on three goals or end products of 
development: 

longevity as measured by life expectancy at birth. 

knowledge as measured by a weighted average of adult literacy (two-thirds) and 
gross school enrollment ratio (one third).

standard of living as measured by real per capita gross domestic product adjusted 
for the differing purchasing power parity of each country’s currency to reflect cost of 
living. 

http://hdr.undp.org/en/2016-report

http://hdr.undp.org/en/content/address-hdro-director-selim-jahan-economy-4th-industrial-revolution-
world-knowledge-summit

http://hdr.undp.org/en/2016-report
http://hdr.undp.org/en/content/address-hdro-director-selim-jahan-economy-4th-industrial-revolution-world-knowledge-summit


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



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

Table 2.3  Commonality and Diversity: Some 
Basic Indicators
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Table 2.4  2009 Human Development Index 
for 24 Selected Countries (2007 Data) 
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Table 2.5  2009 Human Development Index 
Variations for Similar Incomes (2007 Data) 
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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
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Figure 2.4  Shares of Global Income, 2008



Copyright © 2012 Pearson Addison-Wesley. All rights reserved.     
2-30

Table 2.7  The 12 Most and Least Populated Countries 
and Their Per Capita Income, 2008
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Figure 2.5  Under-5 Mortality Rates, 1990 and 2005
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Table 2.8  Primary School Enrollment and Pupil-
Teacher Ratios, 2010
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Figure 2.6  Correlation between Under-5 Mortality 
and Mother’s Education
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Figure 2.7  Number of People Living in 
Poverty by Region, 1981–2005
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2.4 Characteristics of the Developing World:  
Diversity within Commonality

5. Greater Social Fractionalization

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

7. Lower Levels of Industrialization and 
Manufactured Exports

8. Adverse Geography

– Resource endowments
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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. Colonial Legacy and External 
Dependence

– Institutions

– Private property

– Personal taxation

– Taxes in cash rather than in kind
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2.6 Are Living Standards of Developing 
and Devolved Nations Converging?

• Evidence of unconditional convergence is 
hard to find

• But there is increasing evidence of “per 
capita income convergence,” weighting 
changes in per capita income by 
population size
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2.7 Long-Run Causes of Comparative 
Development

• Schematic Representation

– Geography

– Institutional quality- colonial and post-colonial

– Colonial legacy- pre colonial comparative 
advantage

– Evolution and timing of European development

– Inequality- human capital 

– Type of colonial regime
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Nature and Role of Economic 
Institutions

• Institutions provide “rules of the game” of economic life 

• Provide underpinning of a market economy

• Include property rights; contract enforcement

• Can work for improving coordination, 

• Restricting coercive, fraudulent and anti-competitive behavior 

• Providing access to opportunities for the broad population-

• Constraining the power of elites, and managing conflict 

• Provision of social insurance 

• Provision of predictable macroeconomic stability 


