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CHAPTER 5 

Economic growth and Economic development 

Economic growth :- reflects an increase in that country's gross domestic product, or GDP. ...  

Economic growth refers to an increase over time in a country`s real output of goods and services (GNP) or 

real output per capita income. ... 

Economic growth is an increase in the capacity of an economy to produce goods and services, compared 

from one period of time to another. It can be measured in nominal or real terms, the latter of which is 

adjusted for inflation. 

Economic development :- on the other hand, is a broader term. It indicates an increase in citizens' quality of 

life and is often measured using the Human Development 

Economic development is more relevant to measure progress and quality of life in developing nations. 

Economic growth is a more relevant metric for progress in developed countries. 

Economic development generally is the betterment of:-  

Average life expectancy, i.e., how long people people's lifespans are. 

Education standards. 

Literacy rates, i.e., what percentage of the population can read. 

Environmental standards. 

Availability of housing, plus the quality of housing. 

Access to healthcare. ... 

Income per capita. 

 

 



INDICATORS OF ECONOMIC DEVELOPMENT 

GDP Measures Economic Output 

The gross domestic product is the economic value of a country's output of goods and services and indicates 

the strength of its economy. A higher GDP per capita is a sign of a more sophisticated stage of economic 

development. 

According to data from the Central Intelligence Agency, the nations with the highest GDP per capita are 

Liechtenstein, Qatar, Monaco, Macau and Luxembourg. The countries with the lowest GDP per capita are 

Malawi, Niger, Mozambique, Tokelau, Democratic Republic of the Congo, Burundi and the Central African 

Republic. 

Poverty Level Per Capita GDP 

As a country's GDP per capita grows the poverty rate declines. People earn more money, become more 

prosperous and begin to accumulate wealth. 

Poverty rates for countries with low GDP per capita also have a higher proportion of people living in 

poverty. For example, according to figures from the Central Intelligence Agency, the Democratic Republic 

of the Congo has 63 percent of its population living in poverty. Yemen, South Sudan and Mozambique all 

have close to 50 percent of their people living below the poverty line. These figures are in stark contrast to a 

high GDP country like Switzerland, which has only 6.6 percent of its population living below the poverty 

line. 

Higher Incomes and Life Expectancy 

As a country develops, its people move out of poverty, and their life expectancy increases. They earn more 

money and can afford better medical care. 

At the top of the list is Monaco, with a life expectancy of 89 years. Residents of Japan and Singapore can 

expect to live an average of 85 years. Liechtenstein, Norway, Sweden and Switzerland have life 

expectancies above 82 years. 

Poorer countries with lower GDPs and higher poverty rates, such as Chad, Zambia, Somalia, Central 

African Republic and Mozambique have life expectancies barely above 50 years. 

Levels of Economic Development 

Countries that have most of their population employed in agriculture are considered less developed. 

Countries with more urban areas and cities are considered better developed. Consequently, one of the 

indicators of economic growth is the percentage of people employed in agriculture. For example, only 1.3 

percent of the population in the United Kingdom is employed in agriculture, while Zambia has 85 percent of 

its people working on farms. 

 

 

 



The Human Development Index 

The Human Development Index (HDI) is a composite metric created by the United Nations Development 

Programme to measure the levels of economic development of a country in three areas: education, health 

and per capita income. 

As examples, countries with the highest HDI are Norway, Australia, Switzerland, Denmark and the 

Netherlands. The countries with the lowest HDI are Niger, Eritrea, Gambia, Ethiopia and Afghanistan. 

Current status of Ethiopia 

Ethiopia’s location gives it strategic dominance as a jumping off point in the Horn of Africa, close to the 

Middle East and its markets. Bordering Eritrea, Somalia, Kenya, South Sudan, and Sudan, Ethiopia 

is landlocked, and has been using neighboring Djibouti's main port for the last two decades. However, with 

the recent peace with Eritrea, Ethiopia is set to resume accessing the Eritrean ports of Assab and Massawa 

for its international trade. 

With about 109 million people (2018), Ethiopia is the second most populous nation in Africa 

after Nigeria, and the fastest growing economy in the region. However, it is also one of the poorest, with a 

per capita income of $790. Ethiopia aims to reach lower-middle-income status by 2025. 

Ethiopia’s economy experienced strong, broad-based growth averaging 9.9% a year from 2007/08 to 

2017/18, compared to a regional average of 5.4%. Ethiopia’s real gross domestic product (GDP) growth 

decelerated to 7.7% in 2017/18. Industry, mainly construction, and services accounted for most of the 

growth. Agriculture and manufacturing made lower contribution to growth in 207/18 compared to the 

previous year.  Private consumption and public investment explain demand-side growth, the latter assuming 

an increasingly important role. 

Higher economic growth brought with it positive trends in poverty reduction in both urban and rural areas. 

The share of the population living below the national poverty line decreased from 30% in 2011 to 24% in 

2016. The government is implementing the second phase of its Growth and Transformation Plan (GTP II) 

which will run to 2019/20. GTP II aims to continue expanding physical infrastructure through public 

investments and to transform the country into a manufacturing hub. GTP II targets an average of 11% GDP 

growth annually, and in line with the manufacturing strategy, the industrial sector is set to expand by 20% 

on average, creating more jobs. 

Development Challenges 

Ethiopia’s main challenges are sustaining its positive economic growth and accelerating poverty reduction, 

which both require significant progress in job creation as well as improved governance. The government is 

devoting a high share of its budget to pro-poor programs and investments. Large scale donor support will 

continue to provide a vital contribution in the near-term to finance the cost of pro-poor programs. Key 

challenges are related to: 

Limited competitiveness, which constrains the development of manufacturing, the creation of jobs and the 

increase of exports. 



An underdeveloped private sector, which would limit the country’s trade competitiveness and resilience to 

shocks. The government aims to expand the role of the private sector through foreign investment and 

industrial parks to make Ethiopia’s growth momentum more sustainable. 

Political disruption, associated with social unrest, could negatively impact growth through lower foreign 

direct investment, tourism and exports. 

WORKSHEET 3 

1. What explains the concept of aggregate GDP? 

2. Is it possible for an economy to continue growing forever solely by accumulating more capital? 

3. How does an increase in the saving rate affect economic growth? 

4. How does an increase in the population growth rate affect economic growth? 

5. Why do countries like the United States, Germany, and Japan all seem to be converging to the same 

level of per capita GDP? 

6. Why don’t all countries converge to the same level of per capita GDP as the United States, 

Germany, and Japan? 

7. Economic development is often measured using the: 

A. Life expectancy ratios  C. Mortality indices 

B. Infant mortality rates D. Human development index E. Human development report 

8. A country's economic growth is best reflected by: 

A. The value of that country's output 

  B. The value of that country's untapped natural resources 

  C. The citizens' quality of life 

  D. The amount of aid received from other countries 

  E. The number of citizens enrolled in schools 

9. Explain the current status of economic development of Ethiopia. i.e condition of agriculture, industry, 

living standard… 

10. Why Ethiopia is one of the poorly developed nations in the world? List the challenges of development. 


