Running head: LIMITATIONS OF GDP AS A MEASUREMENT TOOL	2
LIMITATIONS OF GDP AS A MEASUREMENT TOOL	2






Discussion: Limitations of GDP as a Measurement Tool
Student’s Name
Institutional Affiliations


Discussion: Limitations of GDP as a Measurement Tool
Limitations of GDP
GDP refers to the total economic output achieved by a country over a period of time (Hirata, 2017). One limitation of GDP is the exclusion of externalities. GDP does not incorporate the negative or positive externalities that may be existing. Externalities are important factors and thus the fact that the GDP seems to ignore this fact limits its use as a good measurement tool. GDP does not include the underground economy which accounts for a significant percentage of a country’s economic output. The underground economy supports most of the illegal trade and thus the output derived from it is not captured in the GDP of a nation. Another limitation is the increase in product quality (Hirata, 2017). Producers are able to offer better products over time for the same amount of money. The consumers experience higher utility from the consumption of these goods. This is something that is not captured by GDP. Non-market production is also another limitation. Some products are manufactured for private consumption and thus are not captured when measuring the GDP of a country.
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