* n .
il Council of the European Union
i General Secretariat

19 May 2021

4

4r29 ky9.7602
TSI,

Issues paper

BEYOND GDP: MEASURING WHAT MATTERS

GDP has long been the standard way of measuring and comparing the economic performance of countries,
but it cannot on its own give a complete picture of the well-being of a community. That requires the use of
additional indicators that go beyond the purely economic. With the digital and green transitions set to
shape our future, and as we emerge from the COVID-19 pandemic, we have an opportunity to develop the
phrase ‘beyond GDP’ from a well-intentioned slogan to a tool that can help inform a more structured debate
on social and environmental issues. However, as this paper shows, this requires addressing at least two key

issues. The first of these is the selection and endorsement of indicators. This is important since the value of
this exercise will depend on the extent to which indicators win political acceptance both within and beyond
the EU. The second issue is how such indicators are to be used - will they be used for communication
purposes, or as input to the policy-making process, or both? Unless there is clarity on these issues, ‘beyond

GDP’ risks remaining an empty shell.
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In the West, the basic standard by which to measure the
nation state has long been the size of its economy. The
wealth of nations - first introduced by Adam Smith in 1776 -
was the starting point. The economist Diane Coyle
describes how the rapid economic growth resulting from
the industrial revolution sparked increased interest in how
to measure economic growth, and led to national income
accounting gaining widespread acceptance'. Over the
same period, statistics as a discipline developed and
matured. Modern GDP took shape during the 20th century
as a result of a combination of political and economic
forces?. Thanks to the System of National Accounts (SNA),
internationally agreed and revised from time to time (most
recently in 2008), national accounts statistics have become
virtually the only reliable and universal indicator to measure
and compare the performance of over 200 nations and
territories®. The SNA also sets the standard for measuring
GDP, which is intended to be a comprehensive measure of
the total gross value added produced by all resident
institutional units in a country*.

Thanks to the regularity with which data can be compiled,
the fact that it is a composite indicator, and its
comprehensive nature, the value of GDP as a basis for
macroeconomic policy is largely unchallenged. In the words
of Coyle: ‘GDP, for all its flaws, is still a bright light shining
through the mist’>. There are, however, also clear limits to
the use of GDP - which follow on from the fact that it was
never developed as a universal benchmark. By
concentrating on an economic metric, it cannot offer an
assessment of the well-being of a society in the broader

Thinking about welfare began to change in the 1970s with
the report from the Club of Rome on The Limits to Growth
(1972)°. The end of the Cold War and the growth of the
global economy prompted a fresh look at some of the
fundamentals of what is required to create a flourishing
society. This coincided with increased awareness generally
of the importance to society of non-economic factors such
as the environment and the provision of healthcare. It also
became clear subsequently that ultra-liberal economic
policies were leading to greater inequality, which tended to
undermine the cohesiveness of societies.

Over recent decades, there have been a significant number
of initiatives to try to encapsulate the concept of well-being
in a more structured way'°. These have gone under a wide

sense of the word. It ignores social and environmental
aspects, does not reflect the distribution of overall wealth
across a society, and lacks a forward-looking perspective. By
way of example, extracting all the natural gas in the
Netherlands' Groningen gas field would lead to a sharp rise
in GDP from the sales of gas, but come at the cost of further
earthquakes in the region. By its nature, GDP disregards
economically unproductive yet socially beneficial activities
(such as unpaid home care), with the result that it defines
economic growth in a very limited way. Furthermore, as
shown by the OECD in its 2020 How's Life report, ‘while
some well-being gains since 2010 have gone hand-in-hand
with recent GDP growth, this is far from guaranteed in all
cases - especially with regard to health, inequalities and the
environment’®.

In addition, the dominance of GDP as a point of reference
for measuring societies is sometimes considered to have
nefarious consequences in that it can lead to an
exaggerated focus on economic growth to the detriment of
social and environmental goals. Pooran Desai, CEO of
OnePlanet.com, reminds us that ‘wealth creation is not just
the creation and accumulation of financial capital - it is also
the creation of environmental and social capital”’.
Economist Mariano Mazzucato, who agrees with Coyle that
GDP is ‘inherently flawed’, goes as far as saying that GDP “is
used to justify excessive inequalities of income and wealth
while trying to turn value extraction into value creation’®.
Following that line of thought, the pursuit of an ever higher
GDP (and, more generally, the pursuit of ‘growth’ as an end
in itself) looks unsustainable in the longer term.

range of headings of which ‘beyond GDP’ is only one. In
2008, French President Sarkozy set up a commission on the
measurement of economic performance and social
progress led by Joseph Stiglitz, Amartya Sen and Jean-Paul
Fitoussi. Its aim was to identify the limits of GDP as an
indicator of economic performance and social progress, to
assess the feasibility of alternative measurement tools, and
to discuss how to present the statistical information in an
appropriate way''. The resulting report prompted a
resurgence of interest in the issue and led to a number of
initiatives both in Europe'? and beyond. These initiatives
generally do not aim at replacing GDP by creating an
alternative, but rather complementing it with a broader set
of indicators that, at least partly, address aspects that GDP
does not capture.
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Beyond GDP Key Events Timeline
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Why is the issue on the agenda now? Periods of
economic decline or uncertainty have sparked renewed
interest in ways to measure well-being and incorporate it
in the policy debate in a more structured way. Crises of
different sorts can prompt economists to reflect on the
limits of GDP, and encourage those in other disciplines to
question the traditional monopoly by economists over
how we measure our lives. Crises are an occasion for
wider reflection on the nature of our societies, and can

SHOULD THE EU TAKE UP THIS ISSUE?

Europe has traditionally taken a broader view of what is
important for a society to flourish, linking economic and
social progress. The European model of society includes
an unparalleled level of social protection, a lower level of
inequality than, for example, the US", and relatively
affordable rental housing'®. However, although the social
dimension is generally regarded as a key element in
supporting and sustaining the EU’s social market
economy, it has suffered from the EU’s limited
competences in this area. This has led to relatively limited
importance being attached to social objectives
compared to internal market, macroeconomic and fiscal
objectives'’. The result is a somewhat distorted message
about what the European model of society is, and what is
considered to be important.

Although EU policies already take into account a range of
indicators other than GDP, these differ depending on the
issue and policy area, and there is no systematic or
consolidated assessment of key aspects related to well-
being. Over the past decade, there have been a number
of initiatives to try to redress this imbalance'®. These
include the Charter of Fundamental Rights of the EU
(adopted in 2000 and legally binding as from 2009) and
the European Pillar of Social Rights (launched 2017)'° and
its corresponding Action Plan (March 2021)%. The Europe

create opportunities to ‘build back better’. The COVID-19
pandemic has had far-reaching impact on our collective
and individual well-being, and in some cases has
accelerated long-term socio-economic trends, for
example in the area of work™. As a result, some consider
the response to the crisis as an opportunity to re-think
some of the fundamentals of how we organise our
societies, to re-define what is important, and to look at
how different metrics could help us do this.

2020 targets - with five headline targets that reflect a
broader view of how Europeans assess a prosperous
society - have been key to building up a statistical
capacity for measuring living standards and developing
the Social Scoreboard. As regards environmental aspects
of well-being, the challenge of climate change has come
centre-stage, witnessed by the rise of green parties
across Europe?', and environmental concerns have been
drawn into the heart of policy-making, with climate
targets influencing a wide range of EU legislative
proposals. Nevertheless, despite these various initiatives,
a systematic and comprehensive consideration of social
or environmental indicators does not exist at EU-level.

The commitment to take into account a broader set of
criteria is key to a strong and social Europe that is fair,
inclusive and full of opportunity, where quantity (of
economic growth) is matched by quality (of life). This has
become even more relevant in the context of the EU's
response to the COVID-19 pandemic as well as to the
challenges presented by the digital and green transitions.
A more structured, visible and comprehensible role for a
broader set of well-being indicators could serve the
purpose of demonstrating that, whilst the EU is not a
world leader when it comes to GDP growth, its
performance is much more impressive if indicators
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focussing on social development are taken into account.
But if the phrase ‘beyond GDP' is to become more than

HOW TO SELECT AND DEFINE
INDICATORS?

The key question, and arguably one of the major
obstacles, in looking ‘beyond GDP’in a more structured
way is the selection of indicators. Even though the
limitations of using GDP alone as an indicator are widely
acknowledged, it is very difficult to see how it could be
expanded in a way that would be universally useful. At
the root of this issue is a very basic (and somewhat
philosophical) question about how we define well-being
or happiness. This is a highly subjective issue, where
different cultural backgrounds and traditions play a role.
In Africa, well-being is often referred to by using the term
‘Ubuntu’ (1 am because we are’), laying emphasis on the
community aspect of well-being, while in Ecuador and
Bolivia the notion of ‘buen vivir' (which stresses the
importance of development in harmony with nature) is
enshrined in the constitution and government policies®.
Even within the EU, with a relatively harmonised set of
values, different Member States are likely to have
different views on what is meant by ‘well-being’ or
'happiness’, and as a result even more varied ideas of
how to achieve it.

Aside from the philosophical question, there are a
number of questions related to methodology which
have so far prevented real progress being made in
establishing a single ‘beyond GDP'-framework. A key
issue is whether to opt for a dashboard of indicators, or
one overarching composite index — each offers different
advantages and presents different challenges®. Further
considerations include the balance between objective
indicators that are believed to influence well-being
(education, life expectancy, material living conditions)
against subjective indicators (a perception that society is
just; happiness levels, life satisfaction) and the level of
measuring (national, regional, etc...). Their intended use
will influence the type of indicators selected (advocacy-
driven versus knowledge-driven motivation) as well as
the most appropriate process of selection (bottom-up

HOW MIGHT A BROADER SET OF
INDICATORS BE USED?

A broader set of indicators could be established for
different purposes. Generally speaking, those can be
summed up under two headings: as a communication
tool or to inform policy-making.

just a well-intentioned slogan, clarity is needed over the
definition and purpose of such exercise.

versus top-down)?. Since it is not possible to do justice
to the extensive research carried out in this field, this
paper addresses only a few of the more basic political
questions related to the choice of indicators.

If well-being measures are to be used and - more
importantly - are to be useful, a discussion on their
selection cannot be avoided. A selection exercise even at
EU-level would inevitably expose very different positions
on the relative importance of indicators. The potential
benefits of establishing a new measure of well-being has
therefore to be set against the political capital that would
be required to reach an agreement. The process itself
could be fraught, and even if there is a positive outcome,
it risks being at the level of the lowest common
denominator.

To avoid the process of selecting a completely new set of
indicators, one option could be to use an existing and
broadly accepted set, such as the OECD Better Life Index,
as a starting point, or to give a much higher profile to the
Quality of Life indicators published by Eurostat. At the
same time, those might not be considered sufficiently
comprehensive: in its conclusions of 24 October 2019 on
the Economy of Wellbeing®, the Council took the view
that a very wide range of issues is relevant to well-being.

Since the selection of indicators is a highly political
decision, the extent to which society as a whole takes
them seriously will depend on its confidence in the
political institutions making that selection, as well as on
the level of trust in the data presented. Even if indicators
were based on a solid statistical base, it is difficult to see
them gaining the same degree of confidence as GDP,
which despite its shortcomings, has over many decades,
even centuries, enjoyed widespread acceptance and
credibility.

‘Beyond GDP'-indicators as a communication tool
At its simplest, communication on well-being indicators
is no more than a way of showing citizens that
policymakers are sensitive to a range of issues which
impact on their daily lives. One of the advantages of
using GDP as a measure is that it seems to be simple
enough to be understood (crudely: up is good, down is
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bad). A set of indicators on well-being would be difficult
to present as a neat single digit, and would therefore be
more of a challenge to communicate. Nevertheless, well-
being indicators can be singled out to highlight
problems, identify responses, and perhaps draw
attention to a policy success?. Depending on the aim of
the exercise, they can also be used to compare the EU
with other global powers (US and China are obvious
examples), or to make comparisons between individual
Member States.

Research on the use of well-being-indicators has shown
that by using them to help communicate on a political
agenda, they can actually increase the chances of
actually being used as an integral part of that agenda?,
although it is more challenging to use them in order to
influence policy decisions. But messaging on well-being
which is detached from policy-making risks being
criticised for being more about good intentions than
substance.

‘Beyond GDP’-indicators to inform policy-making
National experiences of using well-being indicators as an
input to policy-making have led to a number of positive
lessons learnt (see Annex I). Indicators can also be used
to measure policy output - possibly even in the form of
binding targets - which makes their use arguably even
more impactful.

As mentioned earlier, a wide range of indicators beyond
GDP already informs and steers specific EU (and national)
policies. Some of those are input indicators, such as the
Eurostat Quality of Life statistics. Others can be
considered as indicators of output, such as the 2030
climate and energy targets, the European Pillar of Social
Rights Action Plan (for which the Commission has
proposed headline targets for 2030 in the areas of
employment, skills, and social protection), and the
internationally agreed Sustainable Development Goals
(SDGs). The (non-binding) SDGs represent perhaps the
most consensual view at the global level of what
constitutes a prosperous society.

Nevertheless, well-being at EU-level is normally
considered on an ad hoc and largely informal basis.
Recognising in a more formal and coherent way the use
of a wider set of indicators in the policy formulation
process would help provide a more structured debate on
social issues by improving transparency, accountability
and the reliability of public policies?. Stiglitz, Fitoussi and
Durand argue that 'to deliver better policies for better lives,
well-being metrics should be used to inform decisions at
all stages of the policy process, from identifying priorities
for action and aligning programme objectives to
investigating the benefits and costs of different policy
options; from making budgeting and financing decisions
to monitoring policies, programme implementation and
evaluation'”.

The main indicators of economic and social development under China's 14th Five-Year Plan include not only
GDP and labour productivity growth, but also non-economic indicators (some of which include binding
targets), such as the number of years of education received by the working-age population, basic old-age
insurance coverage, the number of nursery school places, and grain and energy production capacity*. In the
case of China, looking beyond GDP is also a way of taking steps towards achieving greater strategic autonomy.
And as such, the indicators are used not only to inform and measure policy, but also as a communication tool,

both domestically and to the outside world.

The US Census bureau is a federal statistical agency which collects well-being statistics®'. Unlike China, no
binding targets exist at federal level, but well-being has found a place in policy-making at the level of certain
states and cities. One example is the California Women’s Well-Being Index which measures data on women state-
wide (58 California counties). This index is used to promote equality and justice for all women and girls by
advocating on their behalf with the Governor, the Legislature and other public policymakers32. A local example
is the New York City's ‘OneNYC 2050’ strategy. First released on 22 April 2019, the strategy outlines eight goals
and 30 related initiatives that align with the SDGs, and is accompanied by an action plan and ten indicators to

track progress on implementation.
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Lessons learnt from national experiences

Institute for Sustainable Development and International Relations (IDDRI) Report

p

Beyond-GDP
indicators
complement
rather than
replace GDP

Associating
indicators with a
political agenda

increases the
chances of them
being used
effectively

3

Support from the
executive
significantly helps
to get the initiative
off the ground and
ensure backing
from statistics
institutes

6

A consultation
process with civil
society increases

the symbolic
power of Beyond-

GDP indicators,
strengthens their
legitimacy and
visibility

Source: Institute du développement durable et des relations internationales (2014)3*

HOW COULD A BROADER SET OF
INDICATORS BE PUT INTO PRACTICE
IN THE EU?

Well-being-indicators could be used to start a broader
political debate about the different objectives of any
particular EU policy. They can also help demonstrate
more clearly to a wider audience that the EU does reflect
aspects of well-being across a range of policies, not least
those needed for the EU to recover from the pandemic.
The Porto Declaration following the Social Summit of 8
May 2021 was used as an opportunity to send a message
to Europe’s public that, following the disruptive impact
of COVID-19, there is renewed recognition by leaders of
the importance of well-being and that policies need
properly take this into account. However, despite the
many ways in which well-being is already being
considered in EU policy-making, until now there has
been no over-arching or formal process that incorporates
a range of indicators into all aspects of EU policy-making.
Nevertheless, if the political will exist, there are numerous
ways in which it could be put into practice. The following
are a few examples.

The European Semester framework already includes
social, environmental and health aspects, and there has
been a steady if limited expansion of social aspects in the
Annual Growth Survey and Country Specific
Recommendations®. Currently, the response by national

governments to the implementation of country specific

recommendations remains very patchy, and the focus of
the Semester's implementation is still very much the
economic dimension, particularly at the political leve
However, a political commitment at the highest level
could change that.

|36

The Regulation establishing the Recovery and Resilience
Facility stipulates that the Commission, when assessing
the national Recovery and Resilience Plans, shall take into
account, among many other things, whether they
contribute to the implementation of the principles of the
European Pillar of Social Rights and to improving the
levels of the indicators of its Social Scoreboard.®” While
this provides a certain degree of conditionality, however,
there is no guarantee that the output of the plans will
reflect those intentions.

Indicators could also be used by the Commission to
expand the impact assessments that already accompany
proposals that are expected to have significant
economic, social or environmental impacts®®. They could
in future include a systematic assessment of the proposal
against a number of predefined criteria in the areas of
social, economic or environmental development.

May 2021 | EN | Issues Paper 6



Incorporating well-being-indicators in EU
communication and/or policy-making would pose
challenges at various levels. First of all, the question arises
if all Member States - which retain competence in policy
areas such as the labour market, education and health
care - would be ready to sign up to a comprehensive
assessment of well-being indicators at EU-level, even if
their use were limited to communication, monitoring or
agenda-setting purposes (ie with no direct link to policy-
making). Aside from the very real difficulties likely to be
confronted when trying to agree on a set of indicators,
using broader indicators as a comparative
communication tool at EU level is not without risk. Like
GDP, well-being indicators will inevitably expose
differences - sometimes very significant - between the
performances of Member States, effectively pinpointing
laggards as well as highlighting success stories. A wide
range of indicators would give individual Member States
more scope to draw attention to specific areas where
they have a successful track record, but could also
amount to a watering down of the credibility of the
exercise. On the upside, well-being indicators have the
potential to act as an incentive to Member States to step
up their efforts in areas where they are lagging behind.
There would however need to be a conscious effort to
maintain awareness of the indicators if the political
commitment were to be sustained.

At the global level, well-being indicators could be used
alongside GDP to widen the scope for assessing and
comparing the performance of the EU and that of global
powers. There would probably be a very mixed reaction
to such an initiative, which could be seen as a cynical
move by the EU to deflect attention from its own more
modest GDP performance. Sympathetic countries would
probably not carry much weight in a global debate on
the issue.

Even in the unlikely event of an acceptance in principle,
at global level, that well-being deserves a place
alongside GDP, the very different models of society, not
least between the EU, US, and China, would make it
politically very difficult, if not impossible, to agree on any
standard list of indicators. Securing a global agreement
looks nigh on impossible. Countries will inevitably focus
on those indicators that show them in a good light. The
recent high-level meeting between the US and China in
Alaska in March gave some indication of the likely
difficulties. In addition to criticising the state of US
democracy, China’s top diplomat Yang Jiechi told US
Secretary of State Anthony Blinken that whilst ‘China’s
per capita GDP is only one-fifth that of the US, we have
managed to end absolute poverty for all people in China.
And we hope that other countries, especially the
advanced countries, will make similar efforts in this

139

regard’™”.

Article 3 of the Treaty on the European Union tells us that
‘the Union'’s aim is to promote peace, its values and the
well-being of its peoples’. As this paper has shown, there
are many challenges to developing and using
measurements of well-being. But as Stiglitz, Fitoussi and
Durand point out, ‘what we measure affects what we
do. If we measure the wrong thing, we will do the
wrong thing. If we don’t measure something, it
becomes neglected, as if the problem didn't exist'*°.

This perhaps serves as a warning, that, despite all the
difficulties, we should be giving serious consideration to
broadening the way in which we measure and assess our
quality of life, and to acknowledge that GDP on its own is
no longer a satisfactory metric against which our
societies should be judged.
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Annex |

Beyond GDP initiatives:

6 Country Experiences

Australia

“Measuring Australia’s
progress”

What?

A dashboardform with 26 themes
divided into 4 areas: society, economy,
environment and governance since 2002.

For each theme, yearly changes are
published based on three classifications:
progress, regress or no great change

Used a Reference Group composed of
stakeholders to define which indicators,
what form and how to calculate them

By Who?

Australian Bureau of Statistics (ABS) chief
statistician, Dennis Trewin

Trewin teamed up with collaborators and
engaged a dialogue with three groups of
stakeholders: statisticians, politicians and
civil society.

Main Audience?

General public but political and academic
communities were also interested

Why?
Growing interest of civil society,
governments and the international
community

What?
Launched in November 2010

Includes more than thirty indicators
grouped under ten dimensions: Personal
well-being, Our relationships, Health, What
we do, Where we live, Personal finance,
Economy, Education and skills, Governance
and Natural environment.

The dashboard can be consulted online
and is presented in an interactive version
was based on surveys

By Who?

Prime Minister David Cameron and the UK
Office of National Statistics (ONS).

A Wellbeing unit was set up within the
Cabinet Office.

Main Audience?
Indicators are widely used by policy-makers

Why?
To develop an accepted and trusted set
of National Statistics that people can refer
to as a primary source to assess the UK's
wellbeing.

France

“Stiglitz Commission”

What?

INSEE  published a dashboard of
sustainable development indicators
based on Stiglitz Commission’s work
2009

comprising a set of 20 indicators that
can be grouped into 6 dimensions:
health, demographics, economy, social,
environment and governance..

By Who?

President Nicolas Sarkozy,

a commission with some forty
members and led by three economists
(two of them Nobel prize winners.

Main Audience?

For civil society, Policy-makers and
Politicians

Why?
In the context of the financial crisis,
the French president has criticised
GDP on several occasions for its
inability to reflect the progress of
society

Germany

“W3 Indicators “

What?

In 2013, W3 indicators include nine
indicators that complement GDP

3 dimensions: the economy, ecology
and wellbeing. For each of these three
areas, in addition to the 10 indicators
(GDP + 9 complementary indicators),
there are nine “warning lights” to show
whether critical limits have been
exceeded in given areas.

By Who?

Initiated by the “Study Commission on
growth, wealth and quality of life” set
up by the Bundestag

Main Audience?

Initially for both the public and
politicians

Why?
To put into perspective GDP and
open it to public debate .

the “complementary

indicators” Act

What?
Initiated in 2014 it sets the goal of
developing indicators to

complement GDP

“to measure quality of life, human
development, social progress and the
sustainability of our economy. The set
of indicators should be narrowed to
as small of a number as possible.

By Who?

Belgian Senate and was voted in by
the Chamber, following the Senate's
vote.

Main Audience?

To structure debate between the
general public and politicians.

Also used by public institutions such
as the Banque Nationale de Belgique

Why?
With the rise of the ecologist party,
the need to shift policy focus by
introducing new indicators

Sources: Institute du développement durable et des relations internationales (2014) *', Social Progress Imperative*> and New Zealand Treasury*

What?
Launched in 2019

New Zealand has combined wellbeing
measurement with an approach to
budget allocation.

the first-ever national budget to
specifically emphasize wellbeing and
explicitly focus government spending
on social issues.

By Who?

Prime Minister
Labour government

Jacinda Ardern’s

Main Audience?
General public and Policy-makers

Why?
aims to achieve concrete change in
areas of real importance for New
Zealanders, including better support
for disadvantaged

Maori and Pacific Islander
communities, better mental health
outcomes, reductions in child poverty,
and a transition to a low-carbon
economy.
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