











Indicators of well-being based on objective data, such as the Human Development Index, are cur-
rently used by some national governments.*> Other measures focus on subjective well-being—the
positive and negative emotions that people experience, or the level of self-reported satisfaction that
people have about features of their lives. Accounts of subjective well-being, especially those connected
to time-use surveys, can supplement objective measures, helping in the focus and design of policies
with a strong positive impact in people’s lives.

FIGURE 2. THE MANY ELEMENTS OF HAPPINESS AND WELL BEING
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SIGNIFICANT DETERMINANTS OF WELL-BEING EXIST BEYOND THE NARROW SCOPE OF WHAT GDP MEASURES.
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Objective Indicators of Social Well-being

Since the 1990s, the United Nations has published a Human Development Index (HDI) designed to
measure and compare the well-being of nations. With an emphasis on promoting individuals’ capa-
bilities, the index uses objective data in three areas relevant to human development: access to a decent
standard of living (national income per capita), good health (life expectancy at birth), and educa-
tion and knowledge (years of schooling and school enrollment). The HDI and associated Human
Development Reports have been used as a government framework for resource allocation, mostly in
developing nations.* International policies that deal with trade, foreign aid and development assis-
tance, and immigration and cross-boundary mobility could benefit from the information provided by
the HDI, especially in situations where objective well-being data needs to be compared among several
countries.

An initiative in Canada offers an example of a national government tracking objective measures of
well-being. The department of Human Resources and Skills Development uses data collected by
Statistics Canada to report on indicators of well-being in the domains of work, learning, financial se-
curity, family life, housing, social participation, leisure, health, security, and environment. The Indica-
tors of Well-Being in Canada website presents data organized into three different kinds of indicators:
status indicators that show conditions of progress; life events indicators that refer to major events that
impact well-being; and key influences indicators that reflect individual and societal resources. The
ability to see how the well-being of Canadians changes over time enables broad evaluation of whether
public policies are creating a better society.” The database can be used to construct national trends,
dis-aggregate information by province, and compare some indicators with OECD countries in order
to provide policy guidance on different levels. Another approach is illustrated by the long-running
Index of Social Health of the United States (See Fig. 3), a composite indicator combining data on in-

FIGURE 3. INDEX OF SOCIAL HEALTH IN THE UNITED STATES, 1970-2008

100
75
50 r
0 L
o N NS 0o o o N < 0 © o ~N < O g o ~N < 0 o
~ ~ ~ ~ ~ 0 0 © 0 [ o o o o o o o o o o
o} @ > O o [ o [ o [o o [ o [} o o o o o o
= - - - & - < - - - - - - - S & S & &

T Source: Institute for Innovation in Social Policy

US SOCIAL HEALTH DECLINED SHARPLY IN THE LATE 1970S. THE MID-TO-LATE 1990S SAW
SIGNIFICANT GAINS, BUT US SOCIAL HEALTH REMAINED SIGNIFICANTLY LOWER IN 2008 THAN
ITHAD BEEN IN THE EARLY 1970S;




fant mortality, child abuse, child poverty, teenage suicide, teenage drug abuse, high school dropouts,
unemployment, weekly wages, health insurance coverage, poverty among the elderly, food insecurity,
affordable housing, and several other categories of social concern.

Accounts based on objective indicators of well-being can be powerful measures of progress in terms
of international development. So long as data are available, they can offer insight into how countries
compare with one another and how certain policies might impact well-being. However, objective
indicators still miss important parts of societal well-being; thus, accounting for well-being has evolved
to include subjective measures as well, capturing how people evaluate their own quality of life.

Subjective Indicators of Well-Being

Both objective and subjective data are needed to accurately measure the many factors that contrib-
ute to quality of life, such as health, education, social and natural environments, and personal and
economic security. The Stiglitz Commission, among other bodies, has recommended that statistical
agencies supplement measures of objective well-being with subjective data.* One of the most notice-
able trends in survey research on subjective well-being in advanced countries is that levels of happi-
ness have not increased with economic growth or rising per capita income (See Fig. 4).

Measures of subjective well-being generally fall into two basic categories: life satisfaction evaluation,
often based on “ladder of life” scales, and positive and negative emotions associated with activities of
daily life. Levels of life satisfaction better represent broad, consistent aspects of people’s lives, while
emotions fluctuate as immediate circumstances change. A large volume of research continues to
investigate the types of questions most useful for collecting relevant data on subjective well-being.*’
As public interest in creating improved measures of overall well-being grows, the benefits of focusing

FIGURE 4. UK LIFE SATISFACTION AND GDP, 1973-2002
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ACCORDING TO THE NEW ECONOMICS FOUNDATION, THE CLEAR PATTERN IN THE UNITED
KINGDOM SINCE THE EARLY 1970S IS ESSENTIALLY NO CHANGE IN LIFE SATISFACTION DESPITE
NEARLY CONTINUOUS ECONOMIC GROWTH
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public policy on quality of life are increasingly clear. For example, measures of subjective well-being
can be utilized to estimate the value of public goods in people’s lives, helping to refine national priori-
ties for public provision.

Ed Diener, a leading psychologist in the field of happiness studies, has worked to develop policy
analysis based on well-being measures.* In economic analysis, well-being measures can be utilized to
gauge the human costs of externalities. For example, in a case where government decisions unevenly
affect citizens, such as choosing locations to build airports, the effects on well-being can be used to
help determine fair compensation or mitigation strategies. A study of life satisfaction reported by
Amsterdam residents who experienced varying levels of aircraft noise was able to provide policymak-
ers with information about amounts of reasonable compensation for individuals whose well-being was
affected, as well as estimated costs for noise insulation as a form of compensation. In other situations
that result in welfare losses, such as the Gulf of Mexico oil spill in 2010, well-being accounts could
help to determine damages, identify those most affected, and set appropriate levels of fines. In the
legal profession, the question of how subjective well-being measures can help set damages in tort cases
is another area of active research.” Other challenging policy problems, for example tradeoffs between
economic development and social problems, can be illuminated by subjective well-being measures.
For example, subjective measures can help policymakers more comprehensively assess whether the
economic benefits of commercial gambling outweigh the social costs.

Recent studies examining the effects of unemployment on subjective well-being show profound and
lasting negative impacts on social trust and community involvement, suggesting the need for a more
comprehensive “social cost” analysis of unemployment, as well as relief approaches that deal not only
with economic needs but with psychological needs.”® Tax policy is also an important arena for subjec-
tive measures. Generally, well-being research supports a policy of progressive taxation.”® Further work
in this area could help determine tax structures that contribute to higher overall life-satisfaction across
society even as different income groups are taxed at difference rates.

National Accounts of Time Use and Well-being

National time accounting differs slightly from other measures of well-being in that it combines objec-
tive and subjective elements—it tracks objective data about the amount of time an individual spends
doing different activities combined with assessments of their own emotional experiences during those
activities. Proponents of “evaluated time use” envision a system of national time accounts that can be
used for “measuring, comparing, and analyzing the way people spend their time across countries, over
historical time, or between groups of people within a country at a given time.”>* A central summary
statistic, the U-index, measures the percentage of time that an individual spends in an unpleasant
emotional state. While this approach to tracking well-being holds promise, conceptual details would
need to be resolved and it would require significant new investments in data collection.

Nonetheless, a national time accounting framework could reflect important dimensions of well-being
entirely missed by conventional economic statistics, and thus could discourage misuse of economic
measures as well-being indicators. One of the main policy uses would be as a tool for evaluating
progress, so that policymakers and the public could gauge whether individuals or certain groups feel
they are spending more time in pleasant activities today than they did at some time in the past. Infor-
mation about the relative frequency of misery experienced in certain settings and by various groups
could help guide policies, for example, on restricting overtime in the workplace or on commuting,
which consistently rank as highly unpleasant activities.



AGGREGATE SUSTAINABLE ECONOMIC WELFARE

The two measures of sustainable economic welfare described here contain elements of all the other ac-
counting frameworks. Their purpose as macro composites is broader, providing a picture of national-
level welfare and a powerful window on the nation’s future. These measures can be decomposed in
various dimensions (environmental, non-market, etc.) to allow for assessment of specific sources of
change and need. But the core principle and strength of this approach lies in the idea that national
income and savings, as conventionally measured, must be netted for welfare gains and losses in order
to provide a realistic and responsible understanding of the state of the nation and the direction it is

heading.

Genuine Progress Indicator/Index of Sustainable Economic Welfare

The Index of Sustainable Economic Welfare was first proposed by Herman Daly and John Cobb in
their 1989 book For the Common Good. The index built upon earlier work by William Nordhaus and
James Tobin, who advanced the principle that GDP should be adjusted for various aspect of welfare
that impact people's lives or threaten significant social costs in the future. Independent and aca-
demic researchers have developed the accounting framework further and recently re-branded it as the
Genuine Progress Indicator (GPI) in order to identify it as a better indicator of national progress than

FIGURE 5. TWENTY-SIX INDICATORS ARE USED TO CALCULATE THE MARYLAND GENUINE PROGRESS INDICATOR
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GDP. GPI and related frameworks had been used to recalculate economic growth for many countries,
including the United States, Australia, Canada, and Germany.”

GPI is a monetary-based index that adjusts GDP for various positive and negative contributions to
welfare. The adjustments add positive values such as household and volunteer labor, education, and
the services of highways and streets, and subtract negative costs such as inequality in the distribution
of income, crime, family breakdown and divorce, unemployment, loss of leisure time, environmental
degradation, and the depreciation of natural capital. The 25 or 30 different adjustments (See Fig. 5)
involve compiling and computing extensive time-series data sets based mostly on available informa-
tion. The GPI is an attempt to directly improve conventional GDP in order to account for social,
environmental, and economic costs and benefits. The results of GPI studies (See Fig. 6) typically show
a growing divergence between GPI and GDP, suggesting that continual GDP growth does not neces-
sarily increase well-being. In contrast to rising GDP per capita, GPI per capita in the United States
has leveled off since the 1970s, meaning that further GDP growth may be generating as many costs as
benefits.

FIGURE 6. GROSS DOMESTIC PRODUCT VERSUS GENUINE PROGRESS
INDICATOR 1950-2002, PER CAPITA (IN 2000 DOLLARS)
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OVER SIX DECADES, US GPI REMAINS RELATIVELY FLAT WHILE GDP STEADILY RISES,
SUGGESTING THAT GROWTH IS BEING OFFSET BY SIGNIFICANT WELFARE COSTS THAT ARE
NOT CAPTURED BY GDP.

The broadest policy application of GPI is to gauge whether economic growth, and policies focused on
promoting growth, translate effectively into improvements in well-being. As a performance monitor-
ing tool, this indicator could be used to illustrate the impacts of unsustainable GDP growth and to
determine how accumulating environmental and social costs can lead to "uneconomic" growth.
Existing growth studies for policy development could be revisited with GPI substituted for GDD,

in order to explore the effects of policy changes through a broader lens on economic welfare. Cost-
benefit or other economic analysis that uses GPI instead of GDP could bring more public support for
policies that support non-market activities, human capital creation, and environmental benefits.



Regional and Local GPI Applications

GPI was originally designed as a national level tool, but it has been applied in sub-national settings

as well in the United States, England, Italy, and China.** At the sub-national level, GPI has proven
valuable for comparing performance across regions and making decisions based on regional variation
in economic, environmental, and social progress. Regional estimates can complement national figures
by highlighting which areas are experiencing more or less progress, perhaps at the expense of neighbor-
ing areas. A primary impact of sub-national GPI studies is to encourage debate about what constitutes
sustainable economic welfare and how communities can achieve it.%’

U.S. estimates at the city and state level encounter more data availability issues than national esti-
mates, but the results are still useful. Many of the factors influencing regional GPI are most effectively
dealt with through national-level policies; at the same time, local estimates can inform discussions in
national settings and further demonstrate GDP’s limitations. GPI can also be used as a basis for for-
mulating state budgets, and as a lens for viewing the potential impacts of local policy decisions. This
is happening in Maryland, where, in 2010, the state government began officially reporting GPI as an
index for sustainable prosperity.”® Departments are now considering how quality of life and economic
development can be pursued without negatively impacting Maryland’s natural capital or non-market
value-flows.

Genuine Saving

National accounting is important for reviewing national investment policies and gauging whether
the country is accumulating wealth over time by increasing the value of its assets. Standard account-
ing practices, however, produce an unrealistic picture of the assets available to U.S. society by focus-
ing narrowly on human-made capital and its depreciation. Genuine Saving, also called Adjusted Net
Saving, takes a different approach, measuring the depreciation of natural capital, damage caused by
pollution, and invest-
ments in human capital
as components of the

FIGURE 7. BOLIVIA’S GENUINE SAVINGS RATE, WITH ADJUSTMENTS FOR
EDUCATION SPENDING AND NATURAL RESOURCE DEPLETION AND DAMAGES, WAS
APPROXIMATELY -3.8 PERCENT IN 2003, INDICATING THAT THE COUNTRY IS ON AN
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ates human capital for future welfare, and so should be treated not as a cost but as a form of savings)
and by subtracting natural capital losses and damages (mineral depletion, energy depletion, net forest
depletion, carbon dioxide damage, and other emissions damage). It then measures genuine saving as a
percentage of gross national income to calculate the genuine saving rate for a given country.

With this broader view of what constitutes valuable national assets, a country that appears to be a net
investor in future productivity may actually be found to have a negative Genuine Saving rate, indi-
cating that it is drawing down the value of its resources. The depletion of a nonrenewable resource
without investing a portion of the money generated into a renewable replacement decreases the value
of the resource stock and cannot continue indefinitely. In the same way, environmental degradation
that occurs as an impact of human activities decreases the value of natural resources. Genuine Saving
accounts for these changes and costs related to environmental assets, providing a clearer picture of
whether a country is getting richer or poorer as a result of its policies.

The primary policy application for Genuine Saving is in the area of sustainable economic develop-
ment. Investment and government spending policies based on the value of a broader scope of assets
could, for example, count expenditures on education as a form of savings rather than consumption.
The high-level information provided by Genuine Saving measures could help policymakers man-
age public and private assets to avoid resource shortages resulting from domestic over-consumption
or underinvestment. This approach is sometimes criticized, however for failing to capture the global
nature of sustainability and the unique issues facing resource-exporting countries in contrast with
developed countries.

Policies designed to increase Genuine Saving in the United States would involve more optimal,
prudent management of natural resources—extraction would take into account the potential for
exhausting a resource, and development of renewable resources would be increasingly viewed as an
investment in future productivity and well-being. Much more economically significant, however, is
the focus on human capital as a form of national wealth—human capital is by far the single largest
component of our total capital. Thus, robust education programs may create costs in the present, but
in expanding human capital and thereby the asset-base for future growth, these costs can be seen to be
relatively trivial in the long run; indeed they are not costs at all but investments. Conversely, declin-
ing investment in education leads to reductions in national wealth that undermine future growth and
well-being. In accounting for human capital investments, the Genuine Saving approach gives us a pic-
ture of net national wealth-creation in a given period—helping us see whether we are increasing our
wealth our spending it down. As of 2008, the Genuine Saving rate of the United States was less than

1 percent, putting us very near the threshold of net wealth decline.>®



CONCLUSION:
NEW MEASURES FOR A NEW ECONOMY

s Joseph Stiglitz stated upon release of the report of the Commis-

sion on the Measurement of Economic Performance and Social

Progress, “what you measure affects what you do,” and if “you
don’t measure the right thing, you don’t do the right thing.”>?

In 2012, we have reached an important turning point in this debate, as an emerging technical consen-
sus about the problems with GDP has captured the attention of political leaders and the media, and
government engagement with alternative measures has taken hold on many levels.

But all of this plays out, of course, in a political struggle over what governments support and who
benefits. Clearly, advancing national accounting reforms and other alternative measures, as outlined
here, is not simply a matter of technical changes that will fix things on their own. Rather, these
changes will be integral to transforming our politics—broadly, making it more and more difficult for
politicians, business leaders, and the media to hide behind GDP growth while ignoring deteriorating
household living standards and well-being, unsustainable environmental impacts, and the social disar-
ray caused by public disinvestment in non-market goods like parenting, education, health, and other
key sources of human and social well-being. As people begin to gauge their lives by the new mea-
sures of progress, policy and politics will have to answer to the public in new ways. That is certainly
the hope of the proponents of new indicators. Whether the hope becomes a reality depends on how
much progress we make in implementing and utilizing new measures in the key policy settings for
our families and communities.
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