
A measure remodelled 

Growth indicators With more economists denouncing GDP as 'a mirage' that ignores 
the social worth of an activity, the search is on for other yardsticks - but each will have its 
snags. 
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Standard measures of economic performance are 
suddenly producing terrible results for most 
countries. The UK learnt last week that its 
economy had shrunk by a real 1.5 per cent in the 
fourth quarter, the fastest rate of decline since 
1980. Germany reported an even sharper fall, 
while Singapore - an open economy seen as a 
bellwether for global trade - expects negative 
growth of as much as 5 per cent this year. 

Maybe it is time to rethink the metrics. Most 
experts agree that the most commonly used 
indicator, gross domestic product, is an imperfect 
yardstick of economic activity. The trouble is, no 
one has yet invented a better one.  

But wait: a 24-member commission of prominent 
economists led by Joseph Stiglitz and Amartya 
Sen, both Nobel prize winners, is due to report in 
April on ways of improving our economic bookkeeping. The aim is to render economic 
data more comprehensive, more intelligible to the public and more relevant for 
policymakers by taking into account such factors as environmental degradation and 
quality of life. 

In changing the way we calculate economic activity, some commission members hope, 
we might also be able to change our political priorities and build happier, greener 
societies. 

This ambitious initiative was launched last year by Nicolas Sarkozy, France's president, 
who had grown concerned about popular distrust of economic statistics. All too often, he 
argued, official data seemed to conflict with personal experience, creating a dissonance 
between politics and ordinary life. The threat of catastrophic climate change should also 
force policymakers to recalibrate the broader environmental impact of economic growth, 
he said. 

Mr Stiglitz, a professor at New York's Columbia University, says that as an indicator of 
the market value of all goods and services produced in an economy, GDP has always 
been a flawed measure of economic performance, let alone social progress. He argues 
that the current global economic turmoil has made its deficiencies even more glaring. 



"This crisis has shown that the GDP numbers for the US were totally erroneous. Growth 
was based on a mirage," he says. 

"Many people looked at US GDP growth in the 2000s and said: 'How fast you are 
growing - we must imitate you.' But it was not sustainable or equitable growth. Even 
before the crash, most people were worse off than they were in 2000. It was a decade of 
decline for most Americans." 

Over the past year, the Stiglitz-Sen commission has been reviewing a vast array of 
alternative economic indicators while debating three main issues: how to improve 
standard GDP; how to incorporate new measures of economic, social, and 
environmental sustainability into the data; and how to devise fresh indicators for 
assessing quality of life. The commission may not invent a single measure to replace 
GDP but it could suggest a "dashboard" of indicators aiming to 
stimulate broader debate about the use - and abuse - of 
economic statistics. 

Mr Sen, professor of economics at Harvard 
University, says people are perfectly capable of getting to 
grips with more than one economic number and would 
probably welcome different perspectives. "Indicators are ways 
of generating public discussion," he says. "Once they are out 
there I hope there will be a lot of focus on these indicators 
and that will affect policy." 

Although many statisticians are dissatisfied with GDP, it 
still has virtues, not least being that it is clear about what it 
includes and excludes, is based on objective prices thrown 
up by free markets and is comparable across countries. 
The Organisation for Economic Co-operation and 
Development concluded in 2006 that GDP remained crucial for 
any assessment of economic well-being, even if other 
complementary measures were needed to fill out the picture.  

But GDP is a quantitative measure, not a qualitative one. It 
takes no account of the distribution of income and includes 
no moral judgments about the worth of the activity 
performed (other than excluding illegal activities such as the 
trade in illicit drugs). So, for example, government spending 
on prisons counts the same as government spending on 
universities. Cleaning up a nuclear accident would add to 
GDP in the same way as the production of solar power. 
When oil is extracted from the ground and sold to 
consumers, this is counted as an addition to a nation's 
wealth rather than a depletion of its resources. 



In testimony last year to the US Senate, Jonathan Rowe, a Californian writer, highlighted 
some of the absurdities of mechanically measuring the economy by counting how much 
it produces. Measuring healthcare by inputs rather than outputs - the sale of medical 
services and drugs rather than the number of (healthy) people - can lead to particularly 
perverse perspectives. In this view, the economic "hero" of GDP statistics would be a 
terminally ill cancer patient going through expensive medication and a costly divorce. 

"Next we will hear about the 'disease-led recovery'," Mr Rowe scoffed. "To stimulate the 
economy we will have to encourage people to be sick so that the economy can be well." 

Jean-Philippe Cotis, the head of Insee, France's statistics agency, and a commission 
member, says the big task is to try to narrow the gaps between objective measures of 
economic production and subjective perceptions of well-being. 

"GDP was originally intended as a measure of production and economic activity. It was 
never meant to measure well-being. That is beyond the statistician's remit," he says. 
"But there are now so many things that affect well-being above and beyond GDP that it 
is worthwhile to try to improve GDP." 

Mr Cotis suggests that one of the most practical services statisticians can perform is to 
examine the components of GDP in more detail, to gain a clearer picture of what is 
happening. Insee has been studying the budgets of French families between 2001 and 
2006, distinguishing between their fixed costs - such as housing, taxes and utility bills - 
and discretionary spending. "Basically, the 'free cash flow' of the lowest quintile was 45 
per cent of income in 2001 - but five years later it was down to 25 per cent, mostly 
because of an increase in housing costs," Mr Cotis says. 

French households in this income group therefore had good reason to believe their 
standard of living had been squeezed even if GDP numbers suggested that the country's 
overall wealth was increasing. Such knowledge could help politicians devise better 
policies targeting the most affected people. "Perceptions may be biased but truth is 
sometimes on the side of perception," Mr Cotis says. "Feeling poor is already being poor 
in a philosophical sense." 

Focusing on median rather than average income could help illuminate who is - and who 
is not - benefiting from economic growth, Mr Cotis suggests. Attributing a value to 
nonmarket activities - such as leisure time and childcare - could also highlight the trade-
offs between economic growth and social well-being. Raising children or looking after 
sick parents may not add to GDP but such activities are of value to families and 
societies. 

Over the past 20 years, economists have devoted time and effort to inventing ways of 
measuring environmental degradation and economic sustainability. It is far easier to 
calculate such measures when resources, such as oil, have a market value; it is a lot 
trickier when common goods, such as air and water, are regarded as free. To what 
extent should GDP take account of some of the "bads" produced by indiscriminate 



economic growth, such as pollution? What value should be ascribed to other factors 
such as noise levels, the availability of space or the attractiveness of the landscape? 

Similar subjective judgments come in when trying to assess the quality of life. The 
United Nations has developed its own Human Development Index, which attempts to 
measure social factors such as mortality rates, literacy and standards of living. Mr Sen, 
who was instrumental in developing the HDI, has long stressed the importance of 
educational opportunity and social justice in formulating economic policy. 

Kemal Dervis, head of the UN Development Programme that runs the HDI, says such 
indices are invaluable in highlighting social problems that are ignored by GDP. They 
have also acted as a spur to policymakers by highlighting cross-country comparisons. 
But such composite indices will always be somewhat arbitrary because they depend on 
the relative weighting of different components and can never substitute for GDP, he 
adds. 

Perhaps the most controversial issue the commission is examining is whether to create 
some kind of "happiness index" based on surveys of people's attitudes. 

Utilitarians would argue that the ambition of government should be to help provide the 
most good to the most people and this can best be achieved by asking people how 
satisfied they are. But critics argue that such studies are of little practical use because 
they are too subjective. Indeed, they may even be counterproductive, inciting 
governments to meddle excessively in the economy in pursuit of social goals. 

But Mr Sen insists that economists and psychologists should try harder to understand 
what people think and how they act in real life, rather than just imputing rational 
motivations to them. "Economists usually focus on the rationality of market behaviour. 
We think that economic actors are strong, silent, rational men and you can sneak up on 
them and see what their preferences are. Instead, we are going to ask them questions," 
he says. 

For the moment, as the financial crisis batters the global economy, voters are likely to 
answer that they simply want to preserve their jobs and incomes. But the debate about 
what kind of growth is socially desirable and environmentally sustainable in the post-
crisis world is already raging. 

 



Statistics in history 

From Domesday to Depression  

Ever since the 11th century, when the Normans set out to make an inventory of the 
wealth of England in the Domesday book, rulers have found such surveys useful for the 
purposes of taxation, confiscation and the mobilisation of resources during times of war. 
The word "statistics" is derived from "state", betraying its origin. 

Oliver Cromwell, the English republican leader, conducted a similar exercise in Ireland in 
the 1650s with the aim of redistributing the island's wealth to his troops. Gregory King, 
known as the "first great economic statistician" for his work conducted 300 years ago, 
tried to bring together disparate population and product data together in a framework. 
But, until recently, the world made do with simple counts of people, taxes paid, crops 
produced and goods manufactured. 

The first recognisable form of gross domestic product was developed as a policy tool in 
the US during the Great Depression. In 1932 Congress asked Simon Kuznets, an 
economics professor from New York, to produce a set of figures to provide a better 
picture of what was happening in the economy. Using a multitude of sources, he built a 
model that aimed to include all recorded expenditures of money in the economy. The 
first full national accounts were produced in the aftermath of the second world war. 

However, Kuznets was at pains to stress the limitations of his data. They excluded all 
non-monetised activities - such as housework and family care - that might have a high 
social value. They also took no account of the depletion of economic and human 
resources. "The welfare of a nation can, therefore, scarcely be inferred from a 
measurement of national income as defined above," he concluded in his report. Yet all 
too often Kuznets' warning has been ignored and GDP has been seen in the west as a 
proxy for economic welfare. 
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