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A Short History of GDP: Moving Towards Better
Measures of Human Well-being
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For over a half century, the most widely accepted measure of a country’s economic condition has been Gross Domestic Product (GDP).

There has been a long overdue
flurry of recent activity in devel-
oping better indicators of national
progress, prosperity, well-being, and
happiness. This activity has arisen
from the growing recognition of

the inappropriate misuse of Gross
Domestic Product (GDP) as a proxy for
these goals. This article reviews the
history of GDP and what we can learn
from that history in creating new and

better indicators of societal well-being.

For over a half century, the most
widely accepted measure of a coun-
try’s economic condition has been
Gross Domestic Product (GDP)." GDP
is an estimate of market throughput,
adding together all final goods and
services that are produced and traded
for money within a given period
of time. It is typically measured by
adding together a nation’s personal
consumption expenditures (payments
by households for goods and services),
government expenditures (public
spending on the provision of goods
and services, infrastructure, debt

payments, etc.), net exports (the value
of a country’s exports minus the value
of imports), and net capital formation
(the increase in value of a nation’s total
stock of monetized capital goods).
Since its creation, economists who
are familiar with GDP have emphasized
that GDP is a measure of economic
activity, not economic or social well-
being. In 1934, Simon Kuznets, the chief
architect of the United States national
accounting system and GDP, cautioned
against equating GDP growth with
economic or social well-being. The US
Bureau of Economic Analysis’ descrip-
tion of GDP states that the purpose of
measuring GDP is to answer questions
such as ‘how fast is the economy grow-
ing,’ ‘what is the pattern of spending
on goods and services, ‘what percent
of the increase in production is due to
inflation,” and ‘how much of the income
produced is being used for consumption
as opposed to investment or savings.’
To understand how GDP continues to
be misused as a scorecard for national
well-being, it is important to consider

history and how the current national
accounting system has evolved.

When GDP was initially developed
in the US* in the 1930s and 1940s, the
world was in the midst of major social
and economic upheaval from two
global wars and the Great Depression.
President Roosevelt’s government
used the statistics to justify policies
and budgets aimed at bringing the US
out of the depression. As it became
more likely that the US would become
involved in World War II (WWII),
there was a concern about whether
this would jeopardize the standard
of living of US citizens who were just
beginning to recover from the depres-
sion. GDP estimates were used to
show that the economy could provide
sufficient supplies for fighting WWII
while maintaining adequate produc-
tion of consumer goods and services.?

The use of GDP as a measure
of economic progress was further
strengthened as a result of the Bretton
Woods Conference. A key factor in
the outbreak of WWII was economic
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instability in a number of countries
caused by unstable currency exchange
rates and discriminatory trade prac-
tices that discouraged international
trade. In 1944, in order to avoid a
recurrence, leaders of the 44 allied
nations gathered in Bretton Woods,
New Hampshire, to create a process for
international cooperation on trade and
currency exchange. The intent of the
meeting was to “speed economic prog-
ress everywhere, aid political stability
and foster peace”.* International trade
would create jobs in all countries.
Those jobs would provide income,
allowing people everywhere to obtain
adequate food, housing, medical
care, and other amenities. Improving
economic well-being was thus key to
creating lasting world peace. Growing
the economy was seen as the path to
economic well-being.

The key outcomes of the meet-
ing were the establishment of the
International Monetary Fund (IMF)
and the International Bank for
Reconstruction and Development
(IBRD—now part of the World Bank).
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GDP does not accurately measure sustainable improvements to human well-being and quality of life,
the authors contend. A young woman in Boston enjoys the sunrise.

The IMF was created as a forum for
collaborative management of inter-
national monetary exchange and for
stabilization of the exchange rates of
countries’ currencies. The World Bank
was established to provide investment
funds for infrastructure reconstruction
and development in war-torn areas
and less developed nations. In theory,
the governing structures of these insti-
tutions were supposed to provide an
equal voice to all member countries.
In practice, because of its political and
economic strength following WWII,
the US dominated both institutions for
the first quarter century. As a result,
the US dollar, economy, and economic
policies became the de facto standards
against which other countries were
compared. In addition, the work done
by the US and UK Treasuries develop-
ing GDP methodologies for analyzing
economic activity informed much of
the discussion at the Bretton Woods
meeting. As a result, GDP came to be
used by the IMF and the World Bank
as the primary measure of economic
progress in the ensuing 6o years. With
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the restructuring of these institutions
in the 1970s, the US has a less domi-
nant position within the World Bank
and the IMF, however, GDP remains
the most widely cited measure of
economic progress.

Economists have warned since its
introduction that GDP is a specialized
tool, and treating it as an indicator of
general well-being is inaccurate and
dangerous. However, over the last 70
years economic growth—measured
by GDP—has become the sine qua
non for economic progress. Per capita
GDP is frequently used to compare
quality of life in different countries.
Governments often use changes in
GDP as an indicator of the success of
economic and fiscal policies. In the
US, GDP is “one of the most compre-
hensive and closely watched economic
statistics: It is used by the White
House and Congress to prepare the
Federal budget, by the Federal Reserve
to formulate monetary policy, by Wall
Street as an indicator of economic
activity, and by the business commu-
nity to prepare forecasts of economic
performance that provide the basis for
production, investment, and employ-
ment planning”’ Internationally, the
IMF and the World Bank both use the
changesin a country’s GDP to guide
policies and determine how and which
projects are funded around the world.

Today, GDP in particular, and eco-
nomic growth in general, is regularly
referred to by leading economists,
politicians, top-level decision-makers,
and the media as though it represents
overall progress. In fact, a report
released by the World Bank indicates
that only long-term high rates of GDP
growth (specifically a doubling of GDP
each decade) can solve the world’s
poverty problem.® Essentially, this is
like measuring a building’s energy use
and saying that the more electricity
used, the better the quality of life of
the building’s inhabitants. Although



electricity powers some of life’s ameni-
ties, a higher electric bill, as many
people are beginning to find out, does
not equate to a better life.

In presenting GDP to Congress in
1934, Simon Kuznets discussed its uses
and limits. After presenting an item-
ized list of the things measured by the
GDP, Kuznets noted, “The boundaries
of a ‘nation’ in ‘national’ income are
still to be defined; and a number of
other services, in addition to those
listed above, might also be considered
a proper part of the national econo-
my’s end-product.” He went on to list
“services of housewives and other
members of the family,” “relief and
charity,” “services of owned durable
goods,” “earnings from odd jobs,” and
“earnings from illegal pursuits” among
others.” His stated reasons for exclud-
ing these things from the GDP largely
boil down to his intent that GDP be a
precise and above all a specialized tool,
designed to measure only a narrow
segment of society’s activity. This is
reflected in his fear that the simplicity
of the GDP makes it prone to misuse:

“The valuable capacity of the
human mind to simplify a
complex situation in a compact
characterization becomes
dangerous when not controlled
in terms of definitely stated
criteria. With quantitative
measurements especially,

the definiteness of the result
suggests, often misleadingly, a
precision and simplicity in the
outlines of the object measured.
Measurements of national
income are subject to this type
of illusion and resulting abuse,
especially since they deal with
matters that are the center

of conflict of opposing social
groups where the effectiveness
of an argument is often contin-
gent upon oversimplification.”®

Because GDP measures only
monetary transactions related to the
production of goods and services, it
is based on an incomplete picture of
the system within which the human
economy operates. As a result, GDP
not only fails to measure key aspects
of quality of life; in many ways, it
encourages activities that are counter
to long-term community well-being.

Of particular concern is that GDP
measurement encourages the depletion
of natural resources faster than they can
renew themselves. Another concern
is that current economic activity is
degrading ecosystems thereby reducing
the services that, until now, have been
provided to humans virtually for free.
In 1997, research by Costanza and
colleagues estimated that the world’s
ecosystem provides benefits valued at
an average of US$33 trillion per year.
This is nearly double the total global
economic GDP at the time as measured
by NIPA.? One example is that in GDP
terms, clear-cutting a forest for lumber
is valued more than the ecosystem ser-
vices that forest provides if left uncut.
These services—including biodiversity
habitat, reducing flooding from severe
storms, filtration to improve water
quality in rivers and lakes, and the
sequestration of carbon dioxide and
manufacture of oxygen—are not part of
the market economy and as a result are
not counted in GDP. As Herman Daly,
formerly the senior economist at the
World Bank, once commented, “the cur-
rent national accounting system treats
the earth as a business in liquidation”."

Another concern about GDP as a
measure of progress is what is known as
the ‘threshold effect.” As GDP increases,
overall quality of life increases, but
only up to a threshold point. Beyond
this point, increases in GDP often
result in no further increases or even
decreases in well-being. This is due to
the fact that the benefits provided by
the increase in expenditures are offset

“Our Gross National Product...counts air
pollution and cigarette advertising, and
ambulances to clear our highways of
carnage. It counts special locks for our
doors and the jails for the people who
break them. It counts the destruction of
the redwood and the loss of our natural
wonder in chaotic sprawl. It counts
napalm and counts nuclear warheads and
armored cars for the police to fight the
riots in our cities..., and the television
programs which glorify violence in order
to sell toys to our children. Yet the gross
national product does not allow for the
health of our children, the quality of their
education or the joy of their play. It does
not include the beauty of our poetry or the
strength of our marriages, the intelligence
of our public debate or the integrity of our
public officials. [t measures neither our wit
nor our courage, neither our wisdom nor
our learning, neither our compassion nor
our devotion to our country, it measures
everything, in short, except that which
makes life worthwhile. And it can tell us
everything about America except why we
are proud that we are Americans.”
—Robert F. Kennedy, speech at the
University of Kansas, March 18, 1968."

by the costs associated with income
inequality, loss of leisure time, and
natural capital depletion.”***** In fact,
an increasingly large and robust body of
research confirms that beyond a certain
threshold, further increases in material
well-being are poor substitutes for
community cohesion, healthy relation-
ships, knowledge, wisdom, a sense of
purpose, connection with nature and
other dimensions of human happi-
ness.” A strikingly consistent global
trend suggests that as material affluence
increases, these critical components of
psychic income often decline amidst
rising rates of alcoholism, suicide,
depression, poor health, crime, divorce,
and other social pathologies.™
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In addition, GDP also conceals a
growing disparity between the haves
and have-nots. Income disparity
has been linked to poorer overall
health in a country, decreased worker
productivity, and increased social
unrest.”””® “A highly unequal distribu-
tion of income can be detrimental
to economic welfare by increasing
crime, reducing worker productivity,
and reducing investment. Moreover,
when growth is concentrated in the
wealthiest income brackets it counts
less towards improving overall
economic welfare because the social
benefits of increases in conspicuous
consumption by the wealthy are less
beneficial than increases in spending
by those least well off”.”

The Way Forward

At the time it was conceived, GDP

was a useful signpost on the path toa
better world: a path where increased
economic activity provided jobs,
income, and basic amenities to reduce
worldwide social conflict and prevent
a third world war. That economic
activity has created a world very dif-
ferent from the one faced by the world
leaders who convened at Bretton
Woods in 1944. We are now living in

a world overflowing with people and
manmade capital, where the emphasis
on growing GDP and economic activ-
ity is leading the world back towards
increasing conflict and environmental
degradation. As Herman Daly said
recently:

“Economists have focused too
much on the economy’s circula-
tory system and have neglected
to study its digestive tract.
Throughput growth means
pushing more of the same food
through an ever larger digestive
tract; development means eating
better food and digesting it more
thoroughly.”*

Now, the world is in need of new
goals, goals with a broader view of
interconnectedness of long-term,
sustainable economic, social, and
ecological well-being. We also need
new ways to measure progress towards
those goals. There is a need for a global
dialogue on these issues.

In any new context, we first have
to remember that the goal of an
economy is to sustainably improve
human well-being and quality of life.
Material consumption and GDP are
merely means to that end, not ends in
themselves. We have to recognize, as
both ancient wisdom and new psycho-
logical research tell us, that material
consumption beyond real need can
actually reduce overall well-being.
Such a reorientation leads to specific
tasks. We have to identify what really
does contribute to human well-
being, and recognize and gauge the
substantial contributions of natural
and social capital, both of which are
coming under increasing stress. We
have to be able to distinguish between
real poverty in terms of low quality
of life versus merely low monetary
income. Ultimately we have to create
anew vision of what the economy is
and what it is for, and a new model of
development that acknowledges the
new full-world context.”

There is not enough space in this
short article to discuss all the various
alternatives to GDP that have been
proposed and that are being actively
developed. Table 1 is a short summary
with references to more information
about each. However, a key element
that these efforts lack and that GDP
had is a broad consensus about the
measures.

To solve this problem, the time
is right to embark on a new round
of consensus-building that will re-
envision what was institutionalized
over the last 65 years. The consensus
is already clear about the need for
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(1) new goals with a broader view

of interconnectedness among long-
term, sustainable economic, social,
and ecological well-being; (2) better
ways to measure progress towards
international goals; (3) and an invigo-
rated campaign for the realization of
this evolved economic system. What
is missing is a “New Bretton Woods.”
This series of meetings would func-
tion somewhat like the original
Bretton Woods meetings in that they
would set the goals, institutions, and
measures for progress at multiple
scales, from communities to states,
countries and the whole world. There
would be major differences with the
original Bretton Woods meetings,
however. The new meetings would
have additional clarity of purpose:

to create solutions to today’s global
challenges, with care to bring
onboard all the new thinking about
what progress is and how to measure
it. The goal of such a series of meet-
ings would be broad consensus, with
broad participation, high-level input,
and transparent discussion and
incorporation of the various complex
measurement issues.

One method of building consensus
is to create a global shared vision that
is both desirable to the vast majority
of humanity and ecologically sustain-
able.”*** Envisioning can also be seen
as a key, but often missing, element in
a true democracy. Democracy is about
much more than simply voting for
representatives. It is about building
consensus around the kind of world
we really want. The New England
town meeting is a good example of
real democracy. It is a gathering where
an entire town sits down, once a year,
to discuss where they are, where they
want to go, and how to get there. Can
we scale up this process? In order to do
that, we need an ongoing discussion
about how that world might look.
Global communications made possible



by the Internet might make sharing
visions and scaling up real democracy
possible.

As ecological, economic, and
social crises deepen, we desperately
need new visions of a sustainable and
desirable world and ways to measure
progress toward those visions. Isolated
initiatives will not form an adequate
response to our interconnected
plights. Envisioning must also be seen
as an ongoing process in which com-
munity members collectively identify
shared values, describe the future they
seek, and develop a plan to achieve
common goals. Meeting these goals
will require ways to measure progress
that have as broad a consensus and
are therefore as influential as GDP has
been in the past.

Only after such a broad consensus
isachieved about alternative indica-
tors will it be possible to move beyond
GDP to measures of what we really
want and to achieve these goals. @
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AREA TEMPORAL
INDICATOR TYPE UNITS DOMAINS INDICATORS COVERAGE COVERAGE
Index of Sustainable Economic 17 countries,
Welfare (ISEW) and Genuine GDP modification $ 4 26 several states 1950-various
Progress Indicator (GPI) and regions
| t
Genuine Savings neome accounts $ 3 5 140 countries  1970-2008
modification
. Capital accounts )
Inclusive Wealth Index L $ 4 8 20 countries 1990-2008
modification
ﬁzs;:allan Sl Survey-based index  Index # 14 14 Australia 2001-present
llup-Health II-Bei
ﬁzelj(p ealthways Well-Being Survey-based index  Index # 6 39 50 states in US 2008-present
Gross National Happiness Survey-based index  Index # 9 33 Bhutan 2010
(H:g:;’:\n DISYE RIS e/ Composit Index Index # 3 4 177 countries 1980-present
Happy Planet Index Composit Index Index # 3 3 153 countries 3 yrs
Canadian Index of Well-Being  Composit Index Index # 8 80 Canada 1994 -present
National Well-Being Index Composit Index Index # 5 5 56 countries 1yr
OECD Better Life Index Composit Index Index # n 25 36 OEF:D 1yr
countries
Well-Being of Nations Composit Index Index # 20 63 180 countries  1990-2000
Sustainable Society Index Composit Index Index # 5 22 150 countries 2 yrs

Table 1. Some alternative National Indicators of Welfare and Well-Being.
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