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1  This text was presented in French at the 13th Conference of the “Association de Comptabilité nationale” (2-4 June
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Introduction

A heated debate over an imaginary GDP

The Commission’$ aim was to ascertain the limits of Gross DomeBtinduct (GDP) as
an indicator of economic performance and socialgmaes, and to propose more appropriate
indicators.

Within a short period of time, a considerable amtaefrwork was generated and a very
interesting report was produced. This documentexeyithe main ideas and proposals which have
been put forward and discussed during the lasy fpeiars in relation to problems such as the
measurement of growth, development, well-being, amdronment. They also concern, in more
recent formulations, sustainable development aedjémeral progress of society.

As might have been expected, no new world-shagerdea was presented by the
Commission. It mainly attempted to organize thespné materials and to identify tools that are
available or can be developed according to theewdifft goals that are pursued. By assessing their

relevance, the Commission could issue recommendata paths to be primarily followed so as to

2. Following a request by the President of the FneRepublic, Nicholas Sarkozy, the Commission wasated in
February 2008 and its Report was issued in Septe@®@9. It was mostly composed of economists, dmed 25
members included Joseph Stiglitz (Chair), Amartga $Advisor to the Chair) and Jean Paul Fitoussiof@inator).
Other members were: Bina Agarwal, Kenneth J. Arréwthony B. Atkinson, Frangois Bourguignon, Jeaiiipbe

Cotis, Angus S. Deaton, Kemal Dervis, Marc Fleughadancy Folbre, Jean Gadrey, Enrico Giovanninigéto
Guesnerie, James J. Heckman, Geoffrey Heal, Cleletiey, Daniel Kahneman, Alan B. Krueger, Andrevd3wald,
Robert D. Putnam, Nick Stern, Cass Sunstein, Ri@li/eil. In addition, a group of Rapporteurs fradSEE, OFCE
and OECD assisted the Commission, with Jean-Eti€@iagpron (INSEE) as General Rapporteur. The Réppxisted

on www.stiglitz-sen-fitoussi.fr.




improve our general knowledge. In so doing, marefulsclarifications have been achieved, even if
the clarification effort was not always sufficientmy opinion.

The Report’s structure is rather complex and cazlguthe reader. As a matter of fact, it
is divided into three main sections with a potdrdigerlap of content:

e Executive Summary,

e Part I. Short Narrative on the content of the Repot, which contains 3
chapters: 1.Classical GDP Issues; 2.Quality of;L3f&ustainable Development
and Environment.

» Part Il. Substantial Arguments presented in the Reprt, with a division into
the same 3 chapters as in Part I, with identi¢i@sti although their substance is
much more developed.

Moreover, another text with enigmatic status i® gested on the website of the Commission: “The
Measurement of Economic Performance and Socialr®ssdRevisited. Reflections and Overview”.
It is signed only by the Chair, the Advisor and @®ordinator, and its length is about the same as
Part One of the Report. This additional documentuthes formulations which are not fully in
harmony with the Report itself, in particular fesues treated in Chapters 1, and is not actuatty pa
of the Report Therefore, | will concentrate my personal remastaictly on the analysis of the
Report itself.

It is not easy for someone who has been involvedhtdf a century in the different
activities and discussions concerning National Actimg (NA), and who published a substantial

work entitled “History of National Accounting” (HCR002} at the beginning of the 21st Century,

% The reader may sometimes be confused about thalanessage of the Commission. Interestingly enptiig new
text altogether combined with a different preseatabf the Report has been published by a Frendtigher (Odile
Jacob) in November 2009!

* André Vanoli : « Une histoire de la comptabilitétionale » La Découverte, juin 2002 (English tratish: « A

History of National Accounting » 10S Press, 2005).



to give his own views on this Report. The diffigulies in the way the issues discussed have been
taken in the public debate in the last decadesexXaessive focus was brought upon a single tool,
that is an instrument for measuring production, elgnGDP, within an atmosphere of collective
self-sustaining psychodrama. This context was @obudrable to a reasonable, dispassionate
analysis of the questions concerned. Consequenslgs of misunderstanding arise at every
moment.

The very passionate characteristic of this delthtmygh worthy of lengthy exploration,
prompts me to address it at least briefly.

National and international systems of national aot® explain that the aggregates they
define and calculate are measuring notably the@oanproduction, within a given definition of its
field and with some conventions as usual, as veetha final consumption and, more generally, the
different uses (consumption, fixed capital formatietc..) for goods and services that have been
generated by production activities. National actants have always clearly stressed the point that
these aggregates were not meant to measure walfdréhat their changes in volume (at constant
prices) could not be interpreted as changes inanelbf the society as a whole. Although Simon
Kuznets’ position was that National Income shoukddabmeasure of economic welfare, his view
was not retained when National Accounting startedrherge in the Forties and Fifties of thd'20
Century. The latter notably appeared with the résadae contribution of Richard Stone and James
Meade in the United Kingdom and the work of the D&partment of Commerce’s new team
(Milton Gilbert, etc...), from which Kuznets startemldepart, for that reason among others.

This stance on the part of National accountantsjustgied to a large extent by the debate
that John Hicks initiated in 1940 in Economica,nglavith numerous economists until late in the
Fifties, concerning the possible interpretationchinges in Real National Income as changes in
terms of social welfare. Although dealing with tlegecific aggregate, the debate could also be

applied to changes in volume in the aggregate fodyxction, soon to become the main aggregate



of emerging national accounts. This theoretical atieb developed within the neo-classical
framework, has demonstrated the reasons why, evea pure market economy and without
externalities, the National Income/Product anatanges could never be interpreted that way.

However, much ink and saliva have been expandegr&vious decades so as to
“demonstrate” that GDP was not a relevant tool &asure welfare/well-being. This is quite easy to
demonstrate actually because this aggregate, wikiaheither a measure nor an indicator of
welfare/well-being, could obviously not be a relevane.

In fact, what critics were questioning was the plagiven to economic growth and
consumption in our contemporary societies’ conceasswell as the damaging consequences that
could result for natural environment and peoplegdlbeing.

For reasons which have probably more to do witheraporary forms of communications
and the media, the debate has been transferredafraiticism of society’s goals to a debate on the
measuring tool of the production aggregate. Sudhnaasfer hadn’t occurred, as far as | can
remember, when growth was questioned at the etiteddixties and the beginning of the seventies,
and the notion of development, considered thereta tmore relevant concept, was favored.

It seems noteworthy to mention the titles of sorheéhe work completed at that time
which were related to the substance of the mdtieigrowth obsolete?” by Nordhaus and Tobin,
and the famous Report by the Club of Rémetitled “The limits to growth”. In a similar waghe
movement of social indicators did not question itieasure of production but proposed relevant
sets of indicators to represent the fields not oeddy the production index.

Broadly speaking, we could say that in a few desade went from the question “Is

growth obsolete?” to the slogan, title of a foruaper published in Le Monde in 2002: “Down with

® Also known as the Meadows Report



the GDP dictatorship? Paradoxically, this movement took place withie #ame period of time
when the use of growth rate figures as objectimaadicative planning started to decline in several
western countries, including France. One couldesmilthe provocative title of Le Monde’s article
if one ignored the fact that in the last 10 or &arg a similar central role had been given to GEOP a
the alleged chief instrument for our societies’ remnic governance, or even for their pure
governancé

A similar criticism, though less radical, is oftéormulated against what would be the
GDP outstanding position in our information systerftere again we should not get things
confused. Indeed, the setting up of the systemcoh@mic information and its development has
been given priority, especially until the beginniafjthe seventies. Nevertheless, the corpus of
social statistics expanded tremendously in the¥dghg years, peculiarly in the wake of the social
indicators movement, whereas a growing emphasisth&s put on environmental information,
although after some undeniable delay. Large gaiisegist in all domains, especially as the
complexity of phenomena to observe increases. Hewyet/is obvious that the basic underlying
guestion is that there is presently no statistmaehsurement system in social and environmental
fields comparable to what exists in the econonetdfivith the monetary aggregates from national
accounts. It does explain the understandable barndd-to-fail temptation to expand the definition
of these economic aggregates, whether they are GD®tional Income or
Consumption/Expenditure to a much larger field lnémpomena.

Even in the economic domain, one can easily obstateGDP is far from being such a
preferential indicator. The short or middle term nit@ring of economic activity requires a

considerable amount of information, where a largege of indicators play an important part:

® Jean Gadrey « A bas la dictature du PIB ! », Lewtn23rd January 2002. | hope Jean Gadrey forgieefor using
the title of his provocative paper, about whichexehanged messages at the time.

’ See articles on the theme “Our compass is def&cind so on.....



unemployment rate, consumer price index, househctmissumption as well as their disposable
income and their saving or debt ratio, foreign ¢rathd exchange rates, public deficit and debt.....
This list may also include stock market indices,icluhare often overwhelmingly dominant in
certain media, or of course the industrial producindex which shouldn’t be forgotten even if it
plays a minor part today. One may ask: “why noteaegal index of production?” That is precisely
the main function of GDP, though it encompassem@el purpose. As a short-term indicator it is
generally calculated quarterly, and it has beenetiones asked to be calculated monthly.

Far from questioning this role given to GDP, créins were sometimes made on the fact
that in some presentations of an economy’s maiicatokrs GDP or per-capita GDP was almost
always listed side by side with population, lifepegtancy and also frequently the ranking of the
country according to HDI (Human Development Indarll some other selected information. No
need to be astonished by that. GDP offers a prindeg of an economy’s magnitude and a
reference to be compared to other figures suchubBcpdeficit or debt, balance of foreign trade,
expenditures on education or health, etc..... Ndiyrale could also use for the same purpose
aggregates like GNI (Gross National Income) or esemetimes NNI (Net National Inconig)
which would often be preferable. However, GDP, &bl GNE (Gross National Expenditure) are
calculated according to the same conceptual deloreaf the economy.

Whatever be the matter, in the psychodrama comtexteferred to earlier voices have
been heard, asking drastically for the end of takeuation of GDP and its replacement by a
measure of well-being or social progress or a simmbtion instead. Would the same voices have
asked for abandoning the calculation of productidhey had been conscious that it was precisely

what GDP was measuring? Other voices were more ratdand proposed that GDP, actually

8 In the European Union, th& €ommunity resource is presently calculated orbtss of GNI.
° In the 1993 SNA/1995 ESA, the term GNI (grossaral income) took the place of the former wordingR5(gross
national product). However the content is the saBmme economists and journalists apparently hatebaen

informed of that, for lack of an adequate commuidcaby national accountants.



NDP (Net Domestic Product), should be modified sot@ take into account the relationship
between the economy and the natural environmem fosustainable development perspective.

Some others kept wishing only to complement GDm wiher indicators.



Much needed clarifications

The “Main Conclusions Block”

The Commission has brought fundamental clarificegtion the questions discussed here,
even though some ambiguities may subsist to whieiti Hraw attentior’.
| will formulate in the following fashion what | tahe “Main Conclusions Block™:

1. The Commission does not propose to give up délmulation of GDP, but possibly
to adjust it or complement it.

2. The Commission shows how difficult it is to rendhe complexity of the concept
of quality of life (in chapters 2, both terms gtylof life and well-being are used
indifferently). It cannot be derived from GDP thgtuadditions and deductions.
Different approaches are possible: subjective Weihg, capabilities, fair
allocations, etc.... Questions of metrics, of linlfvileen domains or dimensions,
of aggregation are complex. Needs for additional new information are
considerable. Ethical choices cannot be avoidefici@fstatistical offices have to
develop the necessary systems of information afigwio build different scalar

indices. On the other hand, it is not their dutgotually design such indicatdts

19| do not intend to sum up the Report, or to folgnaresent the Commission’s recommendations whiehvary
clearly stated at the end of each chapter.

' An important precision has to be brought up hsmemne official statistical offices play a doubleerobbservation and
production of statistical information primarily, bilhey may also conduct analysis or research &gtivinderstand that
here the Commission considered only their rolebsfeovation and production of statistical informati®ther activities
are not excluded but should not be confused withenlation activity. Although sometimes elusive vere puzzling

for the public at large, this distinction is essalrfor official statistical offices.
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3. The Commission proposes in chapters 3 to opareddical distinction between the
research of strictly defined sustainable develognrasficators, on one hand, and
the work on measurement of current quality of difeobservation/ measurement of
interrelations between economy and environmentihenother. The prospective
dimension of sustainable development implies exétgroomplex modelling work,
and once more unavoidable normative choices thgthage considerable impact.
This work and those choices don't belong to obdenastatisticians. Proposals for
adjustment of national accounts that have been nmatle framework of research
on integrated environmental and economic accountagnot lead to true
sustainability indicators. In that context, adjastggregates cannot be considered
as sustainable.

4. The Commission considers that in all the conegrdomains measurement and
analysis of distribution, and thus of inequalityjnparily between categories of
households or individuals, is essential. This reo@mdation is fundamental since
the study of distribution, although frequent intistécal work related to income and
consumption of individuals, is almost always abgesh macroeconomic national
accounts themselves. The lack of connection betweaiero and macroeconomic

levels is a serious limitation to the potentialtfuness of analyses.

11



On quality of life /well-being

GDP in the domain of means, not of results

My comments will especially concern these main agions and their relationship. | start
with quality of life /well-being. For the last yesaror even decades, the term “well-being” has been
increasingly used (in English) to convey a rathdfecent meaning than the traditional term
“welfare” in Economics. Well-being is used in resgawork that does not try to propose an
aggregated measure of well-being in monetary téhmosigh modifications and complements to the
national accounts income or rather consumption exggge. On the contrary, the term “welfare”
seems mostly used in research work which keeps anchbjective in the framework of neo-
classical economic theory. Thus, Nordhaus and Talare working on “a measure of economic
welfare” in monetary terms, whereas Osberg and gghproposed an “index of economic well-
being” that i$? a composite index combining monetary and non naogetements.

The fundamental starting point of chapters 2 isdiséinction between the resources, i.e.
the goods and services available for people andethdts in terms of “quality of life /well-being”
which derive from their use. Resources (of goods services) are means. Their transformation
into “well-being” varies according to individualsloreover, many resources are not marketed and
numerous determinants of human well-being are aspefcpeople’s lives circumstances which

cannot be described as resources with imputabbegreven if people do make trade-offs among

2 There is a specific terminological difficulty iméhch because both well-being and welfare are dftslated by the
same term “bien-étre”.In order to avoid such a gsiuh, in the French original of these commentsgft the word
“well-being” without translating it and spoke sysigtically in terms of “qualité de vie/well-being’h&n dealing with
chapters 2 of the Report. By so doing | was cohendthh an earlier proposal which | made of transigt‘'well-being”

precisely by “qualité de vie”. People interestedhis semantic discussion are referred to p.7 ®@FRtench original.

12



them. | notably recommend reading 8 65 of ChapterRart | of the Report and pages 143-145 of
the corresponding Chapter 2 in Part Il, and espg@ax 2.1 entitled: “Is command over resources
an adequate metric to assess human well-being?”.

This conclusion of the Commission implies that G{aggregated set of economic goods
and services) belongs to the domain of means ahdfmesults. As a consequence GDP cannot be
transformed so as to become a measure in monetams tof “quality of life/well-being”. A
sentence in Box 2.1 is worth being quoted: “Quatityife approaches regard income or wealth
[i.e. in “monetary terms], even when extended though imputations of addliidtems, as an
inadequate proxy of human well-being....” If | maga# it'®, | have been unsuccessfully trying for
years to convey the same idea about attemptsemnet GDP in welfare terms.

Chapters 2 of the Report approach the issue frarogiposite side. They try to respond,
by taking into account all its complexity, to tr@léwing question: “What is quality of life?*

This question evokes the old philosophical debatevbat constitutes the “Good life” or
“A good life” (see page 143). The Commission didnytto give a consensual answer, but rather to

identify areas where credible measures could labksed.

31n HCN 2005, | emphasized the distinction meardgeh...all products described as final by Nationad@unting are
means to comply with certain ends..... Productiomsoonption and the effects of the use of the pradsicduld not be
confused...” (p. 290). Again, in a presentation abaference on Services (14 October 2005): “I carsid.that the
distinction between means that have been put t& aod the results from their use or the ends pdr&iundamental.
The production of goods and services, their actijoiisby users are part of the domain of means,@R& would in no
way, whatever be the kind of correction, constitutel indicator of the result of the effective u§ga@ods and services
(individual or collective) by the beneficiary (oorsetimes by the victims). It could never be an dattr of well-
being”. (« Les services dans la Comptabilité natienet la statistique. Rétrospective et problémetsiets »,
unpublished p. 17).

4 The Commission has systematically avoided tredtirgquestion in terms of “happiness"”.

13



The Commission started first to analyse the mamceptual approaches for this purpose:
subjective well-being, the notion of capabilitieadaeconomic notions derived from welfare
economics and from fair allocations theory.

Then, it reviewed the objective features that dtutst quality of life: health, education,
personal activities, political voice and governgneecial connections, environmental conditions,
personal insecurity and economic insecdrity

Finally, its attention was focused on cross-cutisgyes: inequalities and their cumulative
impact on quality of life, estimation of links beden the various dimensions in quality of life, and
the search for aggregation methods of measuresaditbsrent dimensions of quality of life.

One can safely say that throughout the chaptdne £Zommission never took the easy way
What is presented here is as remote as possibie the hurried people’s expression “you only
have to”.

The large developments of Chapter 2 in Part Il #ratdedicated to the objective features
of quality of life (from health to economic inseityy will remind people who have known it of the
social indicators movement that was born in theesges®. They also reflect the considerable
progress accomplished since then in social siistnd in studies or research on the social field
(see notably what is relating to health, educatma social relations). At the same time, the

problem of aggregation across all dimensions, upbich Richard Stone’s attempt to build a

15 One could expect to find working life amongst thajor characteristics of quality of life. It wastrforgotten. The
guestion has been discussed in some of the parttedeto the main features, especially among petsactivities

(notion of “decent work” from ILO), social conneatis (with workmates or through labour market neksprand

economic insecurity (unemployment). However, thegon part of human activities is rather understatexce.

1 From a statistical point of view, the culminatipgint of this movement was the impressive propaisaRichard

Stone of the creation of a system of social andadgaphic statistics (see the UN Final Report “Talsaa System of
Social and Demographic Statistics” published in@l,9¥hich is briefly summarized in HCN 2005, Box hges 199-

200).

14



System of social and demographic statistics dravimsgiration from national accountitighad
stumbled, seems to be still unresolved. In page #&@/ Report is quite clear on this point: “The
search for an aggregate measure of Quality of thi@ combines information across all its
dimensions is often perceived as the “Holy Graif’ al efforts to go beyond conventional
economic measures. This perspective is, howeveh looited and deceptive. Limited, because
establishing a comprehensive measurement syste@uaility of life that is capable of producing
high-quality information in its various fields istask which is more difficult and longer-term than
that of combining the availableéd. partial information in a single summary measure. Deceptiv
as aggregating the various aspects of Quality fef dannot be accomplished without value
judgments that are necessarily controversial ...”

The Report nevertheless recognizes that there reah challenge to bring a more
condensed depiction of quality of life than the ®sapplied by series of non monetary indicators.

In fact, one may wonder if there isn't a possibdedidate for the role of numéraire for
quality of life/well-being in the approach of sutjee well-being which has been developed for a
few decades in relation to psychology. It cannatceon the measurement of satisfaction with life
as a whole (overall judgment of a person on hisiifeerat a given moment). Such a measure may
be of an utmost interest by itself and can be coatpavith various objective characteristics from
that person. Yet, its very nature of global judgim®at makes all its interest is at the same time a
limitation to the methodological possibilities, evié it's only measured for some specific aspects
(life at work...).

Conversely, the more analytical aspects of a stibsgeevell-being approach (presence of

positive feelings or affect, absence of negativelifgs or affect, on a period of time) aim at

Y This system was based on an integrated strucfuseaial and demographic statistics through thesistency of
concepts, definitions and classifications and theppsal of sets of indicators by domain. Howevear, common

numéraire could have been identified.
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measuring, through complex surveys of course, tsitipe or negative flows of emotions recorded
in the course of time in the different types ofiaties of daily life. 1 do not intend to get deepe
into the used or proposed methods and the arisinigigms (see Report Chapter 2, Part Il, p. 146
and sq). | rather wish to underline the fact thabjsctive well-being methodology can be
interpreted as an attempt to perceive and meabkerguality of life of individuals from a direct
study of their psychological reactions. Those msswlepend on the combination of means,
determinants and characteristics on the base afhathe psychological reactions are generated. In
the future, are brain specialists going to devetopthods that can some day record the
electrochemical phenomena which are associatdeese tpsychological reactions?

The preceding reflectiof’ intend mainly to underline a very important aspett
subjective well-being approaches. They can be sserelying on a radical distinction between
observation of “means/resources” and observatidnulity of life”. Starting with this perspective
would open and extend the field of analyses betweeitwo domains.

Subjective well-being types of approaches howewverraise fundamental questions:
interpersonal comparability of emotions, consisyeattheir evolution in time, possible existence
of thresholds and maxima (is the maximum emoti@aglacity evolving with time?), and finally,
last but not least, “What is utility?” We might agll ask: “What is happiness?” which has been
increasingly assimilated to life satisfaction immerous research works conducted in the last years.
Fortunately, the Commission has avoided enteriegdiscussion on this question. Briefly (Part II,
Chapter 2, p. 145-146), it expresses a clear ismiof the current assumption that all dimensions
of subjective well-being can somehow be reduced tsingle concept of “happiness”. These
guestions finally demonstrate that the problem ofueméraire unit is also applicable to the

subjective well-being approach.

18t is obviously neither a proposal by the Comnaiasinor by the author in this regard.
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In fact, the question of numéraire as | presenteid previous pages is not explicitly
brought up in the Report. It shows slightly up e fimited development dedicated to aggregation
across dimensions. The Report is very criticalhvaitftew nuances (see Box 2.2, p. 154), of the use
of total willingness-to-pay in the line of welfaeeonomics. It is less critical of the fair allocats
theory and especially the “equivalence approactih whe notion of equivalent income that has
been the object of many studies in the last ydardy, through reading those paragraphs devoted
to the equivalent income notion one cannot easdyvch global conclusion on its potential interest.
It is noted (p. 155) that this approach makes #sfigle to use a monetary metric for measuring non
market aspect of quality of life. However, it is@alnoted (p. 214) that the equivalent income should
not be interpreted as giving a special value to egoover other aspects of life. This only means
that a non monetary unit of measurement is notirequo integrate the non monetary aspects of
quality of life. But overall it seems difficult tassess the possible extensions of the methodtso as
cover the whole population, whereas it is useddmmare groups of individuals. Although the
global opinion in the Report about this approachaiter positive, its main weaknesses are the
necessity to get information on individual preferes (as well as in the willingness-to-pay method)
and to be able to make difficult ethical choicesdetermining reference values for the non
monetary dimensions of quality of life.

On the whole, the Commission’s opinion in chapt2rseems quite clear. There is no
method that would allow for an unequivocal aggredaheasure of Quality of life (no prospect of a
Holy Grail). On the basis of deeper analyses, thaill mention later, normative choices are
unavoidable, first to choose the components (thters) to be retained in order to determine the
quality of life, and second to connect the varigimensions and possibly build one or a small
number of composite indicators which represent th€he necessity to make normative choices
leads to think that official statistical officescaiid not take the role of constructing themselueshs

composite indicators. Conversely, they ought toetltgy the necessary statistical investigations,
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especially the household time surveys and satiefacsurveys, and other aspects of public
information systems.

The Report's “key messages and recommendationstitatefinitions and measures of
quality of life/well being may appear both eclectind selective. However, they are not totally
eclectic since they obviously exclude the routesadered unrealistic, of the search for a single
indicator (whether monetary or composite), whichuldocover the whole domain of phenomena
and factors that are shaping the quality of lifélveeing. The notion of limits to measurement in
monetary terms is explicitly formulated. The Comsiog selects the more promising approaches
and suggests combining their use for either subataor instrumental purposes. For reasons that
may be due to the diversity of opinions among iesnhers, or more probably because of an acute
conscience of the world complexity, the Commissilmes not provide much information on the
type of final multipolar realistic scheme that wduhaybe allow to reconcile the following two
constraints: on one hand, answering imperativesarofunbiased (i.e. avoiding all excessive
simplification) representation of the world, and the other hand, fulfilling the wish to obtain
results that can be mastered by large groups @fend. Indicators cannot replace a thorough
analysis. To which extent can we consider thatahgin analyses may produce representative semi-
synthetic composite indicators? To this questibat ivas one of the initial points of its mandate,
the Commission does not bring any ready-made anfvegipulate for clarity that in my eyes it is
not a criticism but a compliment). Thus, regardihg capabilities approach, which was developed
by Amartya Sen whose strong influence is reflectethe philosophy of chapters 2, one can feel
the vast potentialities it brings to the requirbdrough analyses, although it is difficult for the
reader of those chapters to fully perceive how tbay contribute to the decanting of an array of

indicators meeting the conditions expressed aove

19 See pages 151-153 of the Report. This approaadbas the notion of “capabilities” conceives a pers life as a

combination of various “doings and beings” whick &unctionings”, i.e. activities and situationckéevements) that
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The recommendations are a strong incentive fordiénelopment of both a rich set of
information and statistics and a thorough reseaantivity. They are well into the movement which
for forty years has set forth the systems of sctiiistics, various types of analyses and research
and the published synthesis on the state of sesiatider several forms of periodical reports.

One may think that it would be preferable in a dophke France to build an institutional
device that could federate (not centralize) andmumte the work aiming at improving the
knowledge of quality of life/well being (Towards“system for observation and measurement of
quality of life”?). This knowledge depends notably the choice of components to be retained in
the definition of this concept but also on the metblogy to develop, so as to build a limited range
of representative indicators, which probably woodd be exhaustive. Taking into consideration the
complexity of this notion, it should represent ast@antly problematic process. One would always

get close to the objective without reaching it, areler be in a position to define it strictly

people recognize to be important. Some of theseeaeiments can be elementary or complex. As peaptifierent
places and times have different values and expmrgnthe choice of the most relevant functioningpethds on
circumstances and on the purpose of the exerctsewEll-being of a person is then a summary indeth® person’s
functionings. But the capabilities approach goegohd. It considers the full range of opportunitigsen to people. It
estimates the quality of life in terms of freedamn & person to choose among the various functiotdmgbinations.
Then, the text presents the intellectual foundatiohthe capability approach (focus on human erglsrtion of the
economic model of individuals acting to maximizeithself-interest; emphasis on the complementariietween the
various capabilities for the same person; and tiejrendence on the characteristics of others antieoanvironment
where people live; lastly, the role played by marahsiderations and ethical principles, and itsreérconcern with
justice).

Finally, it describes the three steps for the peattimplementation of this approach: choosing agion
dimensions/capabilities; getting information ondealthough the text considers that it is lesdae on the range of
possible choices than on the functionings; andityithe valuation of the different capabilitiesepented in partial
rankings or orderings whose intersection may reflee “minimum that could safely be said while resjing both the

incompleteness and conflicts of people’s valuatibfs 153).
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beforehand, whereas it would always be questionethe same movement by the social debate

itself.
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On sustainability in a strict sense

Although the last sentence of previous paragraph Ibeaconsidered a little pompous, it
was intentional, and it will form a transition tomda the chapters 3 of the Report that are
concerning sustainable development and environniém. third sub-group of the Commission
focused on the “sustainability” component of susihie development. It made a distinction
between the two notions of current “well-being” aissed in chapters 2 and its sustainability,
whereas the Report notes that the notion of suie@ndevelopment has become an extensive
concept covering each dimension of present anaegidaonomic, social and environmental “well-
being”.

The direct connection between chapters 2 and Jhefréport, in terms of quality of
life/well being, is problematic for the present &#mbserver of current well-being. Chapter 3 of
Part | brings up the question of durability in fbdowing fashion: “assuming we have been able to
assess what is the current level of well-being,gbestion is whether the continuation of present
trends does or does not allow it to be maintain€gl.168). This kind of reasoning is familiar to
economists and cannot be criticised in itself. His ttase however, where the complexity of the
notion of quality of life/well being and the measonent difficulties as analysed in chapters 2 have
to be taken into account, it can be interpreted/tasther it is possible to maintain durably into the
future something that we cannot fully grasp and suea in the present, and that maybe (or
probably?) we shall never estimate in a suffickentinsensual and convincing way.

Whatever be the judgment, we have to approve than@ssion for this net distinction
between the two notions (current/durable) and dousing in chapters 3 on the sustainability issue.
By doing so, it underlined the fact that the latlet not belong to the domain of observation (ex-
post accounting) but to the one of modelling thaure in a peculiarly ambitious way. In an

extended approach of the notion of wealth (the C@sion uses both terms of wealth or capital
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which are currently uséd, if this extension is covering whatever is a seufor quality of
life/well-being, the variation in such an extendegalth becomes then a global indicator of
durability?*.

However, as underlined by the Commission (seeIPanapter 3, 8179), the measurement
of durability by the mean of a single index of exted wealth variation can work only on two
strong assumptions:

1. Future eco-environmental developments can bdigiesl perfectly,
2. There is perfect knowledge about how these dewednts are going to affect well-
being.

The Commission stresses that these two assumpdi@nslearly at odds with our real
world situation.

The first assumption faces uncertainty about th|ugn of behaviours and techniques.

Uncertainty is fundamental. Estimating prices dfedent types of assets by taking into account the

20| noted with interest that the Commission was cimss of the terminology problem. In chapter 3 aftRl, pages
265-266, the recommendation 2 specifies: “we misi gecall that phrasing the issue of sustaingbitit terms of
preservation of some “capital” goods does not nteahone consider that these goods must be maragealded as
ordinary capital goods....... To avoid such a misurtdexding, we have tried here to retain the moreraétgrm of

wealth as much as possible.” | use myself in Frahehterm “patrimoine”, which is less connotated bhas no simple
equivalent in English.

2 |1n Box 2 from chapter 3 of Part Il (pages 251-268jitled: “Sustainability, wealth and intertempoapproaches to
well-being”, the Commission explains why it put emphasis on an intertemporal long-term approachedifbeing.

Long ago, Samuelson (1961) had shown that suchspeetive contained so many potential futures rgelamount of
“futurity”) that all estimation of social well-begnbecame practically impossible. Hence the chojcthb Commission
of the narrower approach of durability where theuésis whether society will be able in the futuehaive a current

level of well-being at least as high as the onelispose of today.
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future® is thus extremely difficult, the more so when ddagations of non-substitutability between

them arise, and when the value of critical envirental assets should be set at extreme levels. The

It is not quite easy to “concretely” portray whiaé modelling process referred to needs and implies whole. For
the benefit of readers, who are like me not so liamiith the underlying economic literature, it ynlae useful to quote
lengthily a very enlightening extract from a recarticle by Didier Blanchet who was one of the Rapgurs of the
Commission (“La mesure de la soutenabilité:; leppsitions de la Commission Stiglitz”. La Revue d@@D, “Les
indicateurs du du développement durable”, Janw@di02p.15-19): “The objective is to assign relevaatative prices
to the different changes in stocks that enter tidex....... In the case of environmental goods, mavkiees are either
inexistent or strongly biased. Imputation beconfentcompletely unavoidable. On which basis showdoperate?
Strictly speaking, the value to be given todayharges in stocks of a certain asset, whatevey itust correspond to
its contribution, positive or negative, to the emtpath of future well-being. This brings us wedlybnd classical
imputation problems such as for instance the cuwaluation of non-market services. What is reqlinere is no less
than a complete projection of future economic andirenmental conditions, and of their impact on Ivding of
future generations. One needs not only to modehayn interactions between economy and environnieritalso to
predict how the evolution of the preference systaiifisveight tomorrow those two categories of compaots of well-
being. It is only at the end of such a calculatizat one can give positive or negative “valuestiorent accumulation
or degradation of the different assets.i§ here assumed that we can estimate the cucbkanges in volume of the
various types of assets composing the extendedthweah\]. For instance, the “value” of a given decrease in
biodiversity should be measured by its cumulatimpact on the entire path of future well-being. Taguirements of
such an exercise are obviously extremely high.iffgtance, the tapping of a natural asset can deeiigastock until it
reaches a critical threshold, below which consegegmn future well-being become dramatic. One heas to impute
to this natural asset an extremely high impliciicerif the market does not send any price signathig kind.
Determination of this price requires the use of adeh that can explicit the predictable consequermfesuch an
“excess”. There may also be consequences for dssetdich the market sends a price signal genehsidered as
more acceptable. The accumulation of a physicaltalagood may for instance be the initiator of amportant
environmental externality which has not been takém account in market prices. In order to inclubis externality,
the observed price of this asset should be replagedcorrected price which could possibly be negat

Models of integrated eco-environmental projectioredist and allow for this kind of valuation; sugtmodel has been

used for instance as a basis for the Stern repattthe use of this kind of instrument goes muchobd standard
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second assumption faces on its part two major olesta anticipation of future generations
preferences, and considerations on distributioe. [&tter ones are already occurring in the possible
aggregated measures of current quality of lifeAlmelhg. Although often left aside, they are a part
of the definition of sustainability retained by tHg&rundland Report. Moreover, the global
(worldwide) dimension of sustainability is an aduliial source of complexity. | could also add for
instance that it shows how the questions of egbéiween successive generations, in a given
economy where sustainability models are focusing,equity within the same generation, which is
usually neglected by these models, cannot be deparfdaturally, the Commission underlines this
fact, but emphasizes maybe not sufficiently theeei$al relationship between these two forms of
equity. As it puts it, uncertainty is also normativ

In front of these obstacles, perhaps impossibleveercome, the Commission proposes a
hybrid approach and a pragmatic compromise.

The starting point of its recommendations, as ersigkd again, is the separation of the
issue of sustainability from the current quality lb&/well being one or from current economic
performance. Approaches that neglect this aspedtparticularly those who seek to combine these
two dimensions into a single indicator, lead tofasimg messages (8 193). It is unlikely that this
point of view, based on a rigorous approach, wdddaccepted by everyone. It actually fully
strikes at the heart of numerous currents of thgughich for a few decades have been aiming
precisely at estimating a single indicator, mostemfin monetary terms, for sustainable
development in its various dimensions. The Commissimessage does not go in the direction, for
example, of indicators such as ISEW (Index of Snatde Economic Welfare) or GPI (Genuine

Progress Indicator). The Commission also shows itinditators of the type of Net Domestic

statistical production. It is a work that requirasltiple expert assessments and it is unlikelyetdIto a single figure.
These long-term projections are submitted to a highree of uncertainty, and the results of cal@mnawill thus

depend on the assumptions and on the model chosendjection.” (Blanchet, 2010, p. 17)
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Product adjusted for the environment (e.a.NDP) ftbenSystem of Integrated Environmental and
Economic Accounting (SEEA) do not constitute sumdhility indicators. They are in fact
indicators of an imbalance in the relation betweeonomy and nature, but they do not tell us how
far we are from the threshold of non-durabilitysoistainability objectives. It is worth stopping and
reflecting a moment on these indicators of theN®b&. type. | remember that when the preparation
of the SEEA 1993 did start, at the turn of the &3'previous century, one of the first proposed
tables in a working document of the UN was labgllithe aggregate that it measured as
"sustainable”. But it was easy to see that thisegge was not only partial but actually represnte
a corrected ex-post measure, which was not basednoexploration of the future. Hence the
immediate decision to abandon the expression ofawable Product or Income to the benefit of
the more modest notion of Adjusted Product or Ineom

Indeed, the ambiguity that we just pointed out wapart linked to the reference which
became dominant in the 80's to the concept of ircbynHicks (i.e. income is very schematically
defined as the maximum amount that one can consutheut being impoverished). Hence a shift
occurred towards the idea that the income thaonakiaccounts measured should be, in order to be
conceptually correct, the sustainable income. Coatpto the (net) income effectively measured
by NA, which is a largely empirical notion takingtd account the consumption of economic fixed
capital, income would have to become implicitlyeamplicitly the maximum amount that one could
consume without being impoverish&d no way. | return later on to the difficulties that this
approach involved, even though it was renamed adprg for the environment, and the
ambiguities that it entailed.

By clearly distinguishing between current measund aeasure of sustainability, the
Commission does not therefore retain the ideatttgatorrect current measure (of product, income)
should be the sustainable one itself. But, it dagssay by the same token, and this can be a source

of difficulty, how we should interpret the curremteasure. One could attempt to interpret the
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approach of the Commission by saying that it is lioify based on the existence of an
“epistemological break” between the observationsSueament of the current economic
performance and the observation/measurement ofqgtiadity of life on one hand, and the
projections of distant complex futures on the atkeom the results of the latter ones, we could not
infer a measure that would be considered as "tbg'ect measure for the present time, let alone
because of the plurality and the expansion of ptesditures when the time horizon extefids
Within a possible line of thinking of this type, @eould support the idea that the income concept
of Hicks can either be applied to the present timeeference to a near future (Hicks initial
formulation in Value and Capital, 1939, retained time horizon... of the week), or be applied to
some distant future, but one could not use thepgrspectives at the same time. There would be no
ex ante continuum between the present time andip@dstures. Those reflections may be calling
for deeper thoughts formulated by more scholarfyeets than myself.

The Commission feels some sympathy for the conaepdjusted Saving from the World
Bank (adjusted net saving or ANS), and reverencehi® Ecological Footprint. It does so for the
first one, which belongs to an all-monetary apphpdiecause it is attractive to many economists
for the reason that it moves within an explicitaretical framework. The second one belongs on

the contrary to an entirely non-monetary appro#ct,is using a physical kind of numeéraire (the

% The formulation of my last two sentences is prdypabt appropriate. It expresses an already oldstiping | have
on long-term sustainability models, notably on timelerlying model used for calculation of the ngtiatéd saving of
the World Bank. The Bank’s ambition is to lead tatender assumed ideal conditions, to such a siegienate of
extended wealth whose variation would become aajlotdlicator of sustainability. But the plurality possible non-
probabilistic futures leads to doubt the possipitif arriving at a single figure faoday'sextended wealth which would
suit the objective. At the end of the text alreadpted above from Didier Blanchet, he writes -dalkit - "This is a
work that requires multiple expert assessments,itasdunlikely to lead to a single figure" (seet@@1 above). From
the point of view of a national accountant, one wamder if this type of model does not promise miian they can

deliver (which does not mean that they are notulsef
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global hectare) as an equivalent of the biologpralductivity (biocapacity) of the planet on one
hand and of consumption on the other hand. Theasitéor the latter derives from the fact that its
message is striking and provides a large commuaigat efficiency. However, the Commission
recommends as such neither one nor the other. rbagth of the ANS, i.e. its theoretical
framework based on the concept of extended weediistitutes also its weakness and vulnerable
point when looking at the Commission's analysithefstrong unrealistic assumptions that this type
of model supposes. Its coverage is partial, magtetes when they exist are not generally
representative in terms of sustainability, andhairt absence one should have recourse for their
estimation to long-term modelling, whose complexatd fragility has been rightly underlined by
the Commission. Finally, since it is calculatedeaonational basis, it misses the global character of
sustainability.

The Commission, like generally speaking economigtgls obviously uneasy when
dealing with the Ecological Footprint. This indicgs results are striking (8 162), its pedagogical
gualities are certain (p. 245). Its weaknessed, dha similar to those of the ANS but for very
different reasons, have been criticised from varisides (limitation to the nature; no integratién o
technical progress; absence of coverage of extraci fossil resources, of biodiversity, and of the
quality of water; lack of meaning of a purely natdb comparison between footprint and
biocapacity®). For a more complete review of the question, Grmenmission has referred to the
recent report by the French Economic, Social andirenmental Council (P. Le Clézio:
“L'empreinte écologique et les indicateurs du déppement durable” Avis du Consell
économique, social et environnemeng4l09).

Finally, the chapters 3 of the Report, althoughrisb with analyses and clarifications,

present us with only modest and limited suggestibngding within the global dashboard that the

24 This criticism has led promoters of the methogresent instead national footprints as countriggritiutions to the

global unsustainability.
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Commission recommends a sub-dashboard devotedstairsability in a strict sense, and whose
components would provide information on changethé "stocks" (the quote marks are from the
Report) that are underpinning the human qualityifefwell-being; it should include a monetary
sustainability index that would essentially be tedi at the current stage of knowledge to economic
aspects of sustainability, and could determine kdretor not countries are consuming their
economic wealtf>; the environmental aspects of sustainability stidae treated separately with

the help of a good set of physical indicators (8)20

% This partial monetary sustainability index incledeuman capital to which the Commission devotesein? of
Chapter 3 in part Il of the report. It recommendtablishing satellite accounts for human capitakgtilar intervals of
time. This recommendation should be approved aiglat pity that this has not yet been put into ficac However,
some comments can be formulated at this point. Hucagital is generally understood today as thengitde capital
for education. It may be noted that in the worklolfin Kendrick (The Formation and Stocks of Totghi@d 1976), in
terms of costs, a part of health expenditures aodility costs were taken into account. The coneeqs wider. New
reflections on the concept itself are desirableti@aarly in the context of the analysis of qualdf life. The work of
Kendrick was based on the accumulation of investragpenditures. The theoretical approach of "dire@asurement
(the quote marks are from the report itself) byghesent value of future income has since becoma@rdmt. With this
in mind, a satellite account for education shouistiiguish between input (costs) and output (p.-278). This
corresponds to a distinction between investmenteediure and effective formation of capital whidh, real
economies, may differ. However, when the reporsshgt "the value of produced educational senik@seasured as"
"the increase in human capital through educatipn2{5), it runs the risk of creating ambiguity.ugdtional services
are means. Human capital increase is a resultedf tise, combined with other factors. The outpwt (roduction of
services) /outcome (results of their use, etc..s)imttion is still necessary. The report shows, tf@tvarious reasons
mentioned in these pages, the interpretation démtihces between the input side and the outputvaherobably not
be simple. The report does not evoke the quesfionaintenance expenditures of human capital, whiahk the object
of fairly lively discussions in the past. Kendriglas hesitating. He had estimated them as a comptanyework, in
order to calculate the respective remuneratiorsratdhuman and non-human capital in a consistegt Rartly for that
reason, it is well known that the possible inclasad human capital within the central frameworkNoA has always

seemed very problematic to national accountants.
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Concerning these physical indicators of environmlestistainability, the Commission is
proposing to retain primarily, rather than the Bgital Footprint which raises many reservations,
a simpler indicator that can generate more dirgorimation on the issue of climate change, i.e. the
carbon footprint (which is also recommended byRhench Economic, Social and Environmental
Council). For other indicators the Commission cdass, after mentioning a few important physical
ones (8 202), that at this stage of the debat&yasts have no special qualification to suggest th
best choice. It belongs to specialists from othscidlines to fulfil this task (see Box 3, 8§ 204 or
p. 267-268).

Although they are formulated "in the current sw@ift&nowledge”, the recommendations of
the Commission raise the question of the limitshaf theoretical economic models based on the
notion of extended capital/ wealth like the Adjustdet Saving. Beyond their eminent role for
economists’ analysis and communication, it is diwlb ever build from them projections of
uncertain futures which would produce an integratgtthetic monetary indicator capable to send a
warning signal. The more likely, as in the caselwhate change, is that warning signals will come
from observations related to physical phenomenadeUrthis assumption, the contribution of
economists, which is not negligible, would be lecaidownstream of the routes followed for
detection of partial non-durability (which may rm# that “small”, as shown in the climate case),
but not upstream in order to detect global nonanability. In all cases, the question of
substitutability between the various forms of weflapital arises, especially for the one called

“critical natural capital" (see climate issue).

Those who followed the preparation of the 2008 StAw that in the future - and for the first timace the
national accounts exist - acquisitions of destugctnilitary durable goods (weapons, launchers) etitl be included
in the GFCF and therefore in the "economic wealthgersonally consider that this decision has beenistake. It
takes a peculiar savour when one considers thee is$uthe measure of sustainability and the disonssion

substitutability between the various forms of eqoiwassets and others.
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Through the proposal of a small dashboard for swedity in the strict sense, anchored
in the extended stocks of assets approach, theagessf the Commission is not devoid of
ambiguity. On one hand, it provides a useful deaifon on the general tendency to use the word
“sustainable” too widely. On the other hand, asaimnot push this approach until its end, though
not stating clearly that it will probably never pessible to do it, it thus leaves in suspense the
general issue of sustainability indicators, sucthay are proposed within strategies for sustaabl
development (national, European, or global) andsequently those strategies themselves are also
in suspense. Should we exclude from them any elep@taining to the governance of societies, to
parity between genders, or to elimination of disdnations on the grounds that we do not see
which fairly representative notion of stock(s) abuorrespond to the (not so appropriate in my
opinion) concept of "social capital"? Should weoakxclude any element pertaining to intra-
generational equity or to combined intra-/inter-g@tional equity at world scale under the pretext
that theoretical models are only comfortable atdhag the inter-generational equity (minimum
guality of legacy passed to the future generatioire generally, should we refuse to include any
element which is not, or is not intended to beriatssustainability indicator?

Fundamentally, the role of sustainable developnstrdategies is to allow people to
envision the long-term and medium/long term perioalsd thus to place the observation and
interpretation of present time in the perspectihey design or periodically redesigned, away from
the pressure of circumstances. It is desirablevtodatoo large a number of indicators, to arrange
them as much as possible in relation to the variiasks of assets when it is relevnand to
prioritize them in various ways. Reducing theirerolo the measurement or detection of
durability/non durability in a strict sense woultbpably be counter-productive. It is unlikely that

the Commission had such a proposal in mind, bugjtiestion is worth being clarified.

% This is not always the case, and it would be #ficil way to overdo a presentation so as to gheimpression that

we are still within an orthodox approach of extehdealth.
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On the economy/nature relationship in current Natiomal Accounting

Chapters 3 of the Report are entitled "Sustainatdgelopment and environment".
However they have been centred on the issue adisasility and have not addressed the problem
of the relations between economy and nature ineatienvironmental accounting. They have not
been dealt with either in chapters 1 (Classical GBdes). The Report mentions them only
incidentally. Finally, none of the formulated reamendations concern them directly. This gap is
probably due to the Commission’s composition. Ithiswever surprising since the issue of
integration of the environment into NA has beenyvpresent all along the debates in the last
decades. Some external observers of the Commitisight that, because of its emphasis on net
rather than gross economic aggregates, especiallthe case of net national income (more
precisely on the net national disposable incomtejyaduld be (or was) led to propose that the
consumption of fixed capital of national accouriteldd be extended to the consumption of natural
assets, which is resulting from their extractiorirom their degradation due to economic activities.
According to many proposals, particularly the idwotion of a net domestic product adjusted for
the environment which is included in the Systemimdegrated Environmental and Economic
Accounting (SEEA 1993) of the United Nations, thigension should result into an adjustment
that decreases the nominal value of the net dooesiduct (or the net national income).

Chapters 1 brought up briefly two issues. The fms¢ concerns the depletion of market
non-renewable natural resources. The two possibktnents of this question are very clearly
presented. One could first deduct the value (meashy the rent) of the extracted resources from
the value of the output in concerned economic digts/ and thus from the GDP (this is the
position mainly supported by the author of the emtsreflections). Alternatively, one could

increase the depreciation (a term that economsislly employ instead of the NA concept of
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Fixed Capital Consumption), and thus reduce thedoetestic product without touching the GDP
(it is the majority’s opinion with many variant8ut the Commission did not discuss these options
and therefore made no choice (see part I, chapt&rl® or part I, chapter 1, § 27). The second
issue concerns the degradation of the quality ef ghon-market) natural environment. The
Commission evoked without much precision the variatiempts at estimating it. However, it said,
they had not much success (see part |, chapterl®; Some more considerations can be found on
depletion and degradation issues in part Il, chrdtg 26-30).

Chapters 3 have to some extent developed the patieenof environmental adjustment
proposals to GDP/NDP, especially those from SEEB32(&ee Part I, chapter 3, § 141 -150; Part
Il, chapter 3, pp 239-241). Despite their interdstse pages do not reach a conclusion, except on a
truly essential point that we already encountenedie of the proposed measures, such as indices of
sustainable welfare or environmentally adjusted GMWPP, characterize sustainability per se (Part
I, chapter 3, 8 150; Part Il, chapter 3, p. 241).

However, there is an ambiguous passage a littliadurin chapter 3, part Il, which is
dedicated to estimation issues of assets in mgnetalue. This segment inclines towards a
downward adjustment of GDP or NDP in nominal vallieevokes the costs for avoiding the
degradation of natural assets as a result of ecenactivity (costs of facilities intended to avoid
emissions of pollutants into the atmosphere; presgdor maintaining the level of emissions or the
degradation of environment below some objectiveghsas in the case of valuation of CO2
emissions. It considers that this solution, whghniappropriate for measuring sustainability, may

be suitable for the Green GDP type indfée$The Green GDP measures what we would be able to

"It is unfortunate that the Commission uses thent&reen GDP" without criticizing this terminologsg which |
personally have always been opposed. Whateverebedly the GDP of a “dirty” economy would be corestex post,
it would always be the GDP of a dirty economy.dtid only be acceptable to use the term "Green GDP"greened

GDP", for a GDP resulting of the ex ante simulatiohan economy that would have to comply with derta
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produce without deterioration of the environmemt: such a perspective, it is an appropriate
strategy to subtract from standard GDP or NDP thtergial costs that we would have to incur in
order to maintain the environment in its curremtest (pp 253-254). This suggestion, which was
formulated as an incidental remark, has not begeraged in the Commission’s recommendations.
| would add, in my view, "fortunately". | will be ane specific on this in the following two points.

Firstly, | believe it is incorrect to say that "Tk&een GDP measures what we would be
able to produce without deterioration of the envment”. There is no clear reason why this should
be measured by the difference between what wetefe produce (with deterioration) and the
potential avoidance costs (imputed maintenancesénghe SEEA terminology). This hyper static
hypothesis has in my opinion no real meaning. Meeeol also find the position formulated in
pp 253-254 contradictory with a more correct analylsat can be found p. 240, in the last § of the
same chapter. It deals with the question "how mwciuld it cost to prevent environmental
degradation?" which is the same as that of p. B&lntenance costs (of which avoidance costs
constitute a form) are supposed in p. 240 to berred and internalised in market prices. The text
then correctly argues that the resulting increagmices would presumably modify the behaviours,
the level of demand as well as the level of prodacand the choice of production technologies.
This brief analysis concludes implicitly that thatge adjustment of aggregates for the amount of
these costs is unfounded (my wording is more diteant that of the text).

Secondly, | address a more radical critique to lang of proposals that aim, in ex post
accounts of the economy, at reducing the nominklevaf GDP or NDP by the cost amount that

would have allowed to prevent or repair the detation of natural asséts These potential

environmental standards (incidentally, it may b&eddhat such exercises are different from thegut@ns of possible
futures within an analysis of strict sustainabjlity

Byet, it seems justified (see previous note) to sleom modelling approach of an economy that airestiahating what
would be the level of its GDP/NDP if producers ammhsumers had to comply with certain environmestahdards

(see the upper part of p. 241 which contains aedosmulation).
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maintenance costs are an estimate of the valueeoddnsumption of the fraction of natural assets
that is degraded because of the economic actiwfiasgiven period.

By definition, since they are potential/imputed tspghey have not been paid and the
economy did not have to support them. Thus, thewmption/deterioration of a fraction of natural
assets is a kind of involuntary capital transfenfrNature towards the Economy. The correct way
to take into account this phenomenon, and thesaidrgosts, is to increase the value of the final
demand by the very amount of those costs. The fiealand is then estimated at total cOstdore
precisely, it is the value of Resident or NatiofR@&hal Demand (RFD/NFD) which is the most
interesting item for the analysis and implementaid environmental policy. The value at total
costs of RFD/NFD should include unpaid costs onartgp (capital transfer from the Nature of
supplying countries towards the National Economay)] of course not to include unpaid costs on
exports (capital transfer from our Nature to themamies of other countries). We can immediately
see that among other measurement complexitiest(eydare very significant) the above proposal
requires the construction of a kind of matrix afeimational trade for unpaid costs. One can easily
understand that such a matrix is implicit in margbaes concerning climate change policies.
However, it may have more general potential uses.

The principle of the above proposal was formulatetio95 (André Vanoli: Reflections on
Environmental Accounting Issues, The Review of mecand Wealth, June 1995, p.113-137), and
developed by the same author in two working docusenth limited circulation in 2007-2008 and

in 2009°. It is based on an accounting framework which iteTs Nature as a separate entity from

% |n a different context, Jean-Louis Weber suggaisis to estimate the final demand at total costs.
30 “Quelques remarques sur le (et & propos du) pasidiAgence européenne de I'environnement [Accimgntully
for ecosystem services and human well-being, EEAt@uution to the “Beyond the GDP” Conference]” (YKimg

paper, 6 December 2007, revised 28 March 2008ya#t then followed by “Complément a la note des €edwbre

2007 et 28 mars 2008” (Working paper 22 avril 200%jese two documents have just been merged istiogée note,

34



the Economy (and not as a part of the “Economy’ictvlis an assumption generally used in the
works on economic/environmental accounting). Themiework also introduces a super entity
called “The Planet”, which covers both Economy &tadiure.

If the RFD/NFD accounts at total costs were acyuaitablished, the ratio of paid (or
unpaid) costs to total costs would constitute aballandicator for the relations between the
Economy and Nature. It would not be a measureriat Stustainability in the sense of chapters 3 of
the report, but in any case it would be a globdiaator of balance/imbalance in the relationship
between Economy and Nature. Its actual positioandigg sustainability in a broader sense would
depend on its estimation methodology, notably ® ¢ltent that the reference to environmental
standards could play an important role in the fatte

In this perspective, the current value of productiand income aggregates of the
economy’s national accounts are not changed ai fiayothe inclusion of the imputed maintenance
costs of non-mark&t natural assets. Neither GDP/NDP nor Income offthenomy is changed.
The higher value of RFD/NFD at total costs lealls,level of economic income being constant, to
a negative amount of saving counter-balanced bgpéat transfer from Nature. The accumulation
of these transfers from Nature to Economy constttite environmental debt of the Economy. The
possible restoration of non-market natural assgtthe action of the Economy may give rise to
transfers from Economy to Nature and thus to a agoln of the environmental debt of the
Economy.

In the accounting framework Economy/Nature/Planst @oposed, the respective
contributions of Economy and Nature to the productof the Planet should be taken into

consideration. An alternative concept of produtyivichange in the various economic

still work-in-progress: "Towards the estimation fafal demand at total costs (paid economic cgsts unpaid
ecological costs)" (in French for the time being).
31 However, these nominal values should be modifiasdmsubtracting from GDP and/or NDP the rent drérem the

extraction of (non-renewable) market natural reseswr
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industries/branches could be introduced as a caonwiéary device. The output in volume (at
constant prices), as it is measured in the econagtounts, would be attributed to the Planet and
allocated between the Economy and Nature in prapodf costs paid (economic costs) and costs
unpaid to Nature (ecological costs). Thereforeargdr Economy/Nature imbalance would lead to
allocating to the Economy a lower share of the &l@autput and, for given economic costs, would
lead to a lower productivity level of the consideronomic activity. Conversely, a decrease in the
Economy/Nature imbalance would lead to allocatimghte Economy a larger share of the Planet
output and, for given economic costs, would leadrtancrease in the productivity of the concerned
economic activity. At equilibrium in Economy/Naturelationship (no ecological costs, no unpaid
costs), the whole change in the volume of outputhef Planet is allocated to the Economy.
Between two periods of equilibrium, the change iodpctivity of the economic activity is the
same as the one which appears today in econonou@aisc Presently, this idea is still a mere dratft.
If it were to become fruitful, it would then meet atuition that some national accountants had in
the past. According to this insight, the issueadiby the consumption of non-market natural assets
would not involve a change in nominal value of GRBP, but would rather deal with a change in
its volume.

The proposed treatment that has just been presbetedn its main lines does not cover
all the questions raised by environmental accogntinonly concerns what could find its place in
the central conceptual framework of NA itself, nfeti by a specific arrangement for the
representation of the Economy/Nature relationsbu, it remains in the valuation system of
Central NA. As a matter of fact, the estimate gbaid environmental costs (potential maintenance

costs) must be carried out at "transaction priceivadents ". These unpaid costs can then be
aggregated with paid costs (market/transaction epyjc which allows us to make then a

measurement at total costs.
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In contrast, the possibility of estimating the \eabf final services rendered free of charge
by Nature to the population, or the value of certatermediate services rendered free of charge by
Nature to the producers, answers a different queskor example, what value can be attributed by
the population to final services rendered by fardst hikers, waterways or seashores to bathers,
etc.? Alternatively, what is the value to assigpadiination services rendered by bees?

Numerous research projects strive to answer suektigms. Their relevance seems mainly
microeconomic or micro local. As long as it is resay to choose between various projects of
protection/development of the environment, sindeofithem cannot be done at the same time, it
seems legitimate to compare the potential mainmaosts, or the restoration costs, of certain
endangered or degraded natural assets with the adbuted to the services rendered by those
assets. We must however realize that not all vi@ogitin question are homogeneous, i.e. they
cannot all of them be interpreted as transactiaonepequivalents. What may be marginally
acceptable (for specific projects) is not necebsad if we are trying to estimate the total

aggregated value of these very services.
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Transition

Let's see where we are at this stage. Some peaplkedaat conceiving GDP, or a close
aggregate from national accounts, as a measures anaindicator of welfare/well-being in
monetary terms. Chapters 2 of the Report that evetdd to quality of life/well-being showed that
this purpose was vain, and strove to explore tmeptexity of the concept of quality of life/well-
being and the difficulties of its representatioesplte its necessity. Others requested GDP, or a
close aggregate from NA, to become a meaningfubswability indicator. Chapters 3 of the Report
showed that the analysis of development sustaihallas calling for a particularly complex
modelling of the future. They carefully distinguezhthis type of modelling from current statistical
observation of development. The lessons of the Rego@ not a surprise for any experienced
national accountant. GDP (or any close aggregata MA) cannot be transformed so as to become
representative of quality of life or sustainabiligyfortiori of both at the same time. Furthermatre,
cannot be replaced by another type of single syiotlséatistical entity that would accomplish all
these performances.

After such clarification¥, the Report had still in chapters 1 to revisit thiassical GDP
issues” taking stock of debates and developmentiational Accounting during the last fifty years
or so, in order to open or reopen tracks for pregré slight simplification would consist in saying
that these chapters focused on the standardsinf) l{the Report specifies “material”), which are
based on measures of income, consumption, or wegjiltally expressed in monetary terms as

stated in 8 6 of chapter 1, Part Il. This paragragts: “These [the standards of living] are best

32 Of course, things did not happen chronologicallis tway in the work of the Commission. Its thredgoups
operated in parallel. My reading of the CommisssoReport identifies what appears to be ex postafieal leading

thread of its reflections.
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understood as one of the determinants of overall-beeng of people or of their "human
capabilities".®*

These specifications do place the issue of GDP sdaddards of living on the side of
resources. These are multi dimensional, and peapieert them in various manners in a “good
life”, in the wording of the introduction of chapt2 of Part Il (p. 143). However, | will show

further that there still remains in my opinion soambiguity on this point in the Report.

I will not summarize this very rich chapter, buigbly comment on its main messages.

3 Interestingly enough, we note in passing thatribiéon of standard of living, which is widely usedthe statistical
system, has not suffered from the disgrace thatofelthe unfortunate GDP whereas it is quite cdesiswith the

measures of economic accounts.
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Making better use of modern NA potentialities and heir development

The first message is to take better advantageeoh framework as it presently exists.

Firstly, the fact that there are other aggregahes tGDP in NA must be underlined:
specifically aggregates net of fixed capital conptiam, the net product or, more in line with the
Commission’s perspective of standards of livingg thet income and notably the net national
disposable income, which is a standard variableatibnal accounts (chapter 1, Part Il, 8 32), and
the real net national disposable income which tak&saccount the changes in the terms of trade
(France does not calculate it). Changes in the denintrade are measured by the difference
between the balance of foreign trade deflated tyrdxy a price index chosen for this purpose
(index of import or exports prices or a combinatainboth, or a general price index not derived
from foreign trade) and the external balance, dated as in usual GDP calculation, by the
difference between exports and imports at congtaces calculated with their respective price
indices. On this theme, very widely discussed aliterature, see the 88. 16.148 to 16.161 of SNA
1993 (Section K of chapter 16: «Measurement ofireame for the total economy ").

Regardless of the diversity of opinions on the ingoace of such-and-such aggregate (for
example, productivity analysts prefer the grossipob to the net one), the emphasis placed by the
Commission on this diversity of aggregates in thesent national accounts must be approved. In
fact, even some national accountants do not seednat that the three aggregates (among others)
of Domestic Product (GDP or NDP), National Incon@&N( or NNI) and National Expenditure
(GNE) are measures of three different conceptsn efvéhey are closely related, and not three
different approaches for measuring GDP. This leglaogn a now distant past, when one only
sought to estimate the National Income, has theaddentage of apparently giving too much
importance to the Production aggregate.

We must also stress the need to understand thatalNAot be reduced to the calculation of

some aggregates. The accounting framework as aewhamnportant, including the balance sheets
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that are presently existing only in a few countriasd whose significance the Commission has
stressed. In the third quarter of the 20th centagtional accountants used to explain that the
essential feature was the balanced and integratet@ns of accounts, and that the aggregates
calculated meanwhile were somehow obtained as dii@thl benefit. Later on the trend was
reversed. The attention was then more and moreséocon the main aggregates only, whereas
national accounting as a global construct tendelgetonderestimated, or even denigrated. Things
began to change with the growing emphasis, paatiguin Europe, on public deficit. People found
out then that the NA framework allowed defining andasuring the deficit in a harmonised way
(misuse of the recommendations is a different isgusourse). More generally, the crucial step of
harmonization of NA at the world level and the afii and binding nature of the system of
accounts for the European Union in the 90’s haveedmw "rehabilitated” NA as a discipline.

The Commission’s Report goes in that direction wihecommending focusing on the
household perspective. Therefore it recommendsamehting many elements of modern NA that
many countries neglect to establish.

Thus the attention is brought not only on the déside income of households, which has
been a widely known concept for a long time, bsbabn the actual disposable income and the
actual final consumption, two new concepts intratli the SNA 1993/ESA 1995. Essentially,
these concepts extend households’ income/consumpticas to integrate social transfers in kind
received primarily from Government. They allow atée representation of standards of living,
which is significant for internal comparisons witha country and even more for international
comparisons, and a better respect of the prin@plevariance (to institutional changes) of NA
when the public/private frontier shifts, like farstance in the case of education and health service
This leads the Commission to emphasise the efidnish have been exerted for some time to give

a better measure of the evolution in volume ofaéhamn-market services.
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In the same perspective, the Commission strongiedimes the importance to be attached
to the measures of the distribution of income amasamption, so as to better assess the standards
of living of the population. Those considerations distribution, inequality and equity are also a
recurring theme in chapters 2 on quality of life.

If indeed calculating measures of distribution @nenon practice in statistical activities,
the macroeconomic results of NA deal traditionallyh the population as a whole or, at most, with
some of its major subcategories. They allow theuwation of means, without the possibility to
characterize the distributions. On the other sgiatistical surveys on households include micro
data allowing for distributional analyses, but thglobal results are often different and less
exhaustive than those of national accounts thabased on a variety of information sources. Hence
the idea that prevailed until recently that it wast possible, or at least extremely difficult, to
calculate a median or other distribution charasties that would be compatible with the means of
national accounts (see Box 7 p.114 of the Report).

The road to success goes through reconciling @edriating micro data and macro results.
INSEE began a few years ago a very ambitious watlk thie participation of national accountants
and households surveys specialists. The resultseference year 2003 have been published in
2009. This work went much further than the housghaicounts broken down by large socio-
professional categories that the national accoesiiablished in France from the late fifties to the
middle of the 1980's. Through the use of macroeounoaccounts and five major household
surveys, it partitioned the disposable income dmel ¢consumption expenditure from national
accounts according to different socioeconomic katestandard of living (disposable income
adjusted per consumption unit according to an edence scale), household composition, age,
socio-professional category of the reference perslaniseholds are distributed into five quintiles,
each one representing 20% of the population, anldeda by increasing living standard. Social

transfers in kind (education, health, etc.) thanegrimarily from Government, have been taken
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into account and thus also the actual final congiompThis achievement represents an exceptional
enrichment of the statistical information systenwbich we have been dreaming for half a century.
We cannot however ignore the fact that this typevofk is extremely burdensome and
delicate. This is why the wish expressed by the @@sion (see § 92 of chapter 1, p. 118-119) to
have a standard practice of complementing the geeraeasures of income, consumption and
wealth with measures that reflect their distribntiwhen annual national accounts figures are
published, seems extremely ambitious. Moreover, @menmission’s wish is formulated in a
somewhat ambiguous way when it continues: «ldesillgh distributional measures should be
conceptually compatible with average measures tteemational accounts”. If these distributional
measures are somehow exogenous to the nationalrdgecaverages, their variations may be
difficult to interpret. If they are to be more stty based on reconciliation between micro data and
macro results, the burden of the exercise wheratageit every year may prove incompatible with
the available labour force in statistical officksoreover, because of the complexity of the exercise
combined with changes in institutions and informatsources, it is also likely that short-term
variations in measures of distribution would alsodifficult to interpret. Thus, it would probably
be more realistic to program such an exercise foreayear period, or at most on a three-year one.
Finally, in order to keep emphasizing the househp&tspective, the Commission
recommends using satellite accounts to extend #esure of living standards to the non-market
economic activities of households. It has in mihd project to resume and systematize the work
that has been done in the past in a sporadic maiiier Report does not bring forward new
proposals about this issue. Its suggestion to estitlhe households’ production of services for own
use did not call in the past for any objection froational accountants as a matter of principle, as
long as these services are rendered to other menolbeéhe concerned households (principle of
potential exchange). It would be worthy to procesgllarly to such an estimate, for example every

five years. Considering the numerous methodologisalmptions that are required, the sensitivity
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of results to the latter and the magnitude of thecerned amounts (which often represent about
30 % to 35 % of GDP), the Commission does not pgepo introduce these services in the central
aggregates of NA.

Assigning a monetary value to leisure, estimatingnd including it in the income (and
thus implicitly in the production) as well as irethouseholds’ actual final consumption is a much
more delicate question even for a satellite accoQlgarly, the national accountants’ principle of
potential exchange is not verified. The Report §8€.28-129 of chapter 1 of Part Il) argues that
leisure time is an element of well-being of indwvadls, which is hardly questionable. On the other
hand, is it a resource to which could be assignemaetary value to be included in the estimation
of income/living standards? The Commission answestively in this chapter by following the
economists who treat leisure time as a consumed gdwse price is the value of the marginal
income which would have been earned by working mibiie not the place here to enter into detalil
about this debate. | only note that Chapter 2 at Hais more than reluctant to the idea of
estimating a monetary value for leisure. See atdpeof p. 212 ".... attempts to value leisure time
in GDP reflect only the marginal valuation of lasuime, while major changes in society that
influence the amount and use of leisure time cahaatalued in this perspective." This formulation
of chapter 2, Part Il means that the determinatideisure time does not essentially depend on free
individual choices made at a given time as a t@fti®etween work and leisure, but on collective
structural choices of societies. The United Statesnple, in contrast with European countries, is a
good illustration of a difference of choice betwegetting more goods and services for
consumption and having more leisure time (see 8of28e Report). Incidentally, we may be led to
think that one of the main ways to ensure susténaévelopment at the world level would be that
in the future the American society chooses to weds, and to slow down or even reduce its
consumption of goods and services, and thus bevfefiiore leisure time. One can argue of course

that giving a monetary value to leisure could shpeople in the United States that their
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income/consumption would not decrease becausesstiuctural change. | strongly doubt of the
persuasive nature of such reasoning in terms anebetd income/consumption. In fact, what we
should strive to demonstrate is that a collectiveice in favour of a lower consumption of goods
and services and an increase in leisure time weualthnce the quality of life/well-being of US
inhabitants. But this belongs to the problematsués of chapters 2 of the Report devoted to the
quality of life/well-being. Leisure time is a resoa, whose contribution to quality of life depends
on many factors. Its estimate in monetary valuagsrinothing from this point of view to the data
on leisure time and the uses which are made of.themparadoxical to try to include in the value
of production and consumption what is somehow glpdt the non-production.

The possible inclusion of leisure among monetarerd@nants of quality of life/well-
being is indeed part of a theoretical context inclwithe monetary values (prices) are directly
interpreted in terms of welfare. It relates to @g@hes which, after the Measure of economic
welfare by Nordhaus and Tobin, aim at building ggragated monetary measure of welfare. This

is a totally different approach from the ones ddjufiers 2 in the Report.
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The relationship between market prices and welfareyell-being

An insufficient clarification by the Commission

From this point of view, | am not sure that chaptér have sufficiently clarified the
guestion of the relationship between market primed welfare/well-being. Thus, the conceptual
impossibility to interpret changes in GDP or in idaal Income in terms of changes in the global
welfare/well-being of a society may not be cleaplgrceived by readers of the Report. | was
surprised, | should say, not to find any refereimcthe Report to the discussion in Economica that
was initiated by John Hicks in 1940, which speaillic focused on this issue. | strove to summarize
very briefly this debate in “A History of Nationa@ccounting” (I0OS Press 2005) p. 276-279,
p. 296-297 and 299. | quote: "From this attentpe [one by HicHsand from the long discussion
that followed, it is only possible to conclude thaless assuming very peculiar conditions that do
not realistically reflect the states of the econpinis not possible to translate the observed ghan
in sets of goods and services, even strictly lichite market ones, as a measure of welfare,
understood as a change in satisfaction or utility dociety as a whole" (p. 296-297). My last
reading on this very complex subject is Amartya’Seauticle "The Welfare Basis of Real Income
Comparisons: A Survey" (Journal of Economic Litaraf March 1979, p. 1-45). What | mentioned
above of my conclusion on this theme did not seemrmé in contradiction with Amartya Sen’s
analyses. Differences in initial allocations (inafiiies) and in preferences of individuals, and the
aggregation issues they raise, are at the origiheoéncountered difficulties.

In the same book, | wrote at the beginning of Caiajgt devoted to "National accounting
and welfare": “[n the framework of neoclassical thepBrices are related both to marginal utilities
and marginal costghrough marginal rates of substitution. But, within a perstive of
macroeconomic measurement, costs and utility arennequivalent positions. "Costs" are finally

expressed in terms of factors income and of taxeproduction. ... In contrast, prices, although
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they reflect marginal utility, do not measure thverage utility of products "(p. 274). | should have
written "total" rather than "average" and emphasigere that, whereas income and taxes can be
observed, considerations on utility result onlynfrtheoretical analysis.

Now, | have the distinct feeling that in the lastddes a kind of accepted dogma tended to
dominate in practice, according to which, at laastlicitly, the aggregation of prices of various
products was interpreted as an aggregation ofiesiliOf course, no sign of this can be found in
chapters 2 (quality of life/well-being) which giaelarge importance to inequality issues, to the
guestion of differences in preferences and to e@lbility to transform available resources into
quality of life. Chapters 1 however present on thugstion some ambiguous formulations. It is in
particular the case on the role of market pricdsere it is said (Il, 1, 8 8) " When markets are
competitive and in the absence of externalitiewtike@ prices of goods and services mirror the
relative values that individuals puts on these catitres. So, in principle, weighting products with
their prices implies weighting them with their valdior each individual in society.” Is not the
wording "value for each individual® ambiguous? tfis marginal utility as it seems (which is
explicit in 8 4 or 8 61), and assuming that eachvidual actually allocates his purchases in order
to equalize the marginal utility of the various gwets he acquired so as to maximise his total
utility, this does not tell us anything about tlwgat utility that he gains from it. His consumer
surplus normally varies according to the produétgaries. In addition, not all individuals have the

same preferenc&s Further on in this chapter, on the question a€epiindices, and notably

3 All this can be explained by way of an exampleké for instance the case of aspirin. Let’s suppbaeat a given
time, because of a differential technical improvamés production cost declines and, in the absariaent, it is also
the case for its supply price. Now, let's suppasa given economy that demand for aspirin is cotapjlénelastic in

relation to its price. When aspirin price decreagiesmarginal utility for consumers decreases careg to the one of
other products. But this does not mean that "itaevéor each individual in society" went down. Timest probable is
that the incorporated differential technical impgment has increased the consumer surplus on alhased quantities

of this product that are acquired at a lower prineour assumption of price inelasticity of demdadaspirin the total
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regarding the one known as «cost-of-living inde&",98 specifies incidentally: «A point of
particular relevance from a welfare perspectivethie question aboutwhose’ price index is
evaluated. Often, conceptual discussions about jimitices are conducted as if there were a single
representative consumer.” However, later on thregraph brings up only the fact that different
people buy different baskets of products, and thasked differentials in price changes for various
products may lead to different prices indices fdfedent people. This paragraph does not say
anything about differences between consumer pretese Nevertheless, when interpreting the
relationship between market prices and their viamabn one hand, and welfare/utility and its
change on the other hand, differences in prefeeemadter.

From this point of view, the continuation of theeady quoted paragraph 8 increases the
risk of ambiguity. It refers to the theoretical é®pment by Weitzman 1976 ("On the Welfare
Significance of National Product in a Dynamic Ecany, The Quarterly Journal of Economics 90:
156-162). Under some very restrictive conditiortsgstablishes that changes in net domestic
product are a good gauge of changes in economicbe®lg. And the paragraph continues by
stating: «This establishes — albeit under restectonditions — a direct link between NDP and
economic well-being." It should be noted that oh¢he restrictive conditions of Weitzman model

that the paragraph does not stress is the assumgitia representative consumer maximizing his

utility of aspirin for consumers does not changbereas its marginal utility, which is supposed ¢onfeasured by its
price, decreases. In addition, aspirin consumerg slightly increase their demand for other produatsl thus the
utility that is provided to them by the consumptatrthe latter ones, etc...

My presentation of the price/utility relationshgsimilar to the one that is described in chaptfrthe 1993
SNA. This text specifies (§ 1.76): "... changeshi@ volume of consumption, for example, are notséume as changes
in welfare. The distinction between the quantitysofme good or service and the utility derived froonsuming it is
clear enough at the level of an individual goodenvice. For example, the quantity of sugar consuimyehouseholds
is measured in physical units. It is measured guoidependently of any utility that the householdsymor may not,

derive from consuming it." (I did not draft chaptBr
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intertemporal utility. With this “deus ex machinall the problems discussed in the Economica
debate disappear, but it is an illusion. This isywhmy opinion it would have been necessary to
revisit the discussions of Economica and, if tottagir conclusions are not anymore considered
relevant, to explicit for what reasons. Short asthhere or in other circumstances - economists
might maintain a theoretical ambiguity on the relatbetween GDP/NDP or GNI/NNI and the
measurement of welfare/well-being, even if it wgmalified of "economic®. One should at least
have explained that these restrictive conditionsluding the one of the representative consumer,
and their unrealistic character when trying to espnt ex post the real world, exclude the
theoretical possibility to suppose, in real ecoresniadirect link between the changes in these
national accounts aggregates and changes in qoélifg/well-being. The absence of a direct link
is precisely what appears to be one of the stapgoigts of the developments devoted in chapters 2
of the Report to the exploration of the conceptudlity of life/well being (see for instance p. 143
144). In the perspective of these chapters, tler®isuch thing as a separate notion of economic
well-being® that other dimensions would somehow complete. ERecutive Summary places

material living standards (income, consumption aedlth) among the key dimensions to be taken

% In my view this theoretical ambiguity is a sourifeot the main source of the confusion maintaiivechany debates
of the last fifty years on the interpretation of BDr NDP or final consumption as an alleged meastisacial well-
being, and thus of the criticisms on its shortcagaiim this role. | would go so far as to say thad the conceptual root
of all attempts to adjust such an aggregate bytiaddor subtraction of items that are expecteddd ar subtract
elements to welfare, i.e. increase or decrease take utility, supposedly measured by the aggregatof
market/transaction values.

% In order to avoid perhaps any misunderstandirghould add some qualification to the sentence tevrd/hat a
number of people call “economic well-being”, aftadjusting final household consumption to take iat@ount for
instance non-market activities of households amdasdransfers in kind, is generally an expandecsuee of living
standards. The latter remains in the domain of sleesources. However, proposed measures of “ecanweli-
being” sometimes combine some components that a@nsnand others that are results, which of couasebe

confusing in the perspective of chapters 2 of thpdrt.
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into account, while specifying "At least in prin@pthese dimensiondidted in the summary and
developed later in the chapjeshould be considered simultaneously”. In thistert) one may refer

to the remarks | formulated earlier, when commenon chapters 3, on the sharp distinction they
carry out between the estimate of current qualtyfe'well-being and the question of development
sustainability, as well as on the conceptual intgiion problem that this gap brings.

There seems to be no doubt that the above conBaeyaaise a substantive question
which the observer of the real economy should eepkseeing avoided: "What is intended to cover
the concept of utility (welfare)? What is a consuraepected to take into account when making a
spending choice: the effects of an immediate satigfn? the more or less delayed effects on his
future satisfactions, through for instance the fpgsior negative impact of certain consumptions on
his health? the indirect effects on satisfaction athers? Which boundary between the

utility/internality and the externalities? »
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The Commission pays a surprising reverence to

the concept of "defensive expenditures”

Another ambiguity in chapters 1 of the Report - eithl do not know actually where to
logically place it in the sketch of this viewpointcomes from the treatment of the so-called
"defensive expenditures”. | was surprised to notlee Commission considering with a lot of
reverence an issue, which in the opinion of natiacaountants was poorly stated and essentially
intended to conceive the product/income or consiom@ggregate as a measure of welfare. The
Report discusses this point in Chapter 1 of Pagt 25-27, and in Chapter 1 of Part Il. 8§ 48-54.
Surprisingly enough, it does not question the r@hee of the concept of defensive expenditures per
se, but only the empirical difficulties in its ingphentation.

Broadly speaking, we can say that two versions hi$ toncept were successively
elaborated upon time. The first version, which dmt use the term “defensive expenditures”,
considered that in order to transform the natiomadme, and later on the national product/ income,
into a measure of welfare, the final expenditutesugd not include the acquisition of goods and
services which are not per se a direct sourceildtfyiwelfare for individuals. These expenses were
to be regarded as intermediate and not final. Weet Kuznets’ point of view, and it was shared
after him by authors like Nordhaus and Tobin, Eismed others whose proposals for adjusting
national accounts aggregates did not take plaaa integrated framework of NA.

The emerging NA in the forties did not adopt Kuzahetiew that the objective of the
national income/product was to measure welfare indariation. From this point of view, NA
intended to be more neutral. In addition, it isaclthat in an integrated framework there cannot be

intermediate expenditures which would somehow I#paoded "in the air'. Intermediate uses of
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goods and services are always included in the ptamuof other goods and ServiceésFinal uses
therefore cross the boundary of the production dondus, it is for basic conceptual reasons that
NA rejected this first form of the doctrine of "@eisive expenditures”.

Commuting to work expenses can be linked to this frersion of the concept. As they
consist in practice of purchases of goods and sesvby households and as the corresponding
resources come from compensation of employees, Matst them as final consumption
expenditure. There was much discussion about thenseventies, and it was concluded that this
treatment had not conceptual justification (evemukstions were raised about what employees
could possibly do during their transportation tina@d that it should be considered preferable in
principle to regard them as intermediate consumptibemployers, and not as part of the value
added. But the final conclusion was that the pecatilisadvantages of a change in their treatment
were significant and that, all things considerédyould be better to decide by convention to keep
the former practice after clearly explaining itsieentional nature.

The Report re-opens the issue and proposes (8 rd9in8ent) to extend the limit of
households’ production in order to include a prdaucof (road) transportation services provided
to the employers and recorded as an intermediatsuoaption of the latter. This treatment would
certainly present the advantage of not having toluele the corresponding expenditure from
household accounts but would only require reclgsgif them between final consumption and
intermediate consumption expenditure.

In contrast, there would be several disadvantagest, as the suggestion is probably to
implement this treatment permanently and not ordynftime to time for illustration purposes, it

seems hardly possible to have thus a partial extenst the boundary of production (notably

3" The Report recalls effectively this rule at thgibaing of § 50 of Part II, but oddly enough it tegs to do it when
introducing in § 48 the notion of defensive expéumdis, just before addressing in the following & itmplementation

issues.
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through valuation of time spent in driving) wherefas the general question of production for own
final use in household, the Report proposes anrexatt in satellite accounts and not as part of NA
central framework itself. Secondly, road transganvices are not only produced with labour and
equipment (a car). Other inputs such as fuel, reaarice, repairs, insurance, etc.... are needed.
Therefore, the corresponding production accourttaafseholds would be rather difficult to build
and the calculation of their final consumption wbwlso be complicated. Finally, commuting
expenses should also include the purchase of sidkettrain, bus, subway, etc... And what the
Report proposes to do with them is not at all cl@alude them both as input and output in this
extended production account? Take also into accilntime spent? Or what else?). In addition,
the Report suggests to balance the employers as;ooot as one could have expected it by
reducing the wages they pay in due proportion, lputfinancing this additional intermediate
consumption by.... a transfer from households to pceds. Then, how can we reduce the value-
added of the latter, as it is assumed in the coatian of the text? In fact, if we want to decredise
we should compensate the increase in intermedatsuenption by a reduction in wages paid and
not through a transfer from households to the eygok) which additionally would be purely
arbitrary (from which sub-account to which sub-aou@®).

The solution which has been primarily consideredhie seventies was simpler in its
principle: estimating the break-down by productdte actual commuting expenditures (without
building a household production account for thisrpmse), deducting them from the final
consumption of households, including them in thérmediate consumption of employers,
reducing in due proportion the wages paid and thesvalue-added of these employers and GDP.
The practical difficulties and the impact of sudfarges on the link with the wages statistics and
possibly on the working time and income statistissvell, notably when broken down by category

of households, have led to the wise decision taimghe convention presented earlier. Having in

53



mind that commuting expenses to do not represen¢caral fraction of wages, that they vary
depending on the distance and the means of transged, is enough to be urged to caution.

The second version of the concept was mainly pregbos discussions relating to the
environment, especially the natural one, but dieosbcial one. It does not seek to demonstrate that
the concerned expenditures have to be exclugedature from national product/income. It
considers on the contrary that they should be eeclion the ground that their positive effects on
utility/welfare are only offsetting earlier losse$ welfare. Therefore these expenditures do not
increase the welfare of individuals and societf®éach expenditures would cover for example
expenses that remedy any deterioration to the aa¢mvironment (it is thus proposed to exclude
the environmental protection expenditures from pobihcome) or expenses resulting from
deterioration of social environment (e.g. secuexpenditures).

Incidentally, it should be noted that there isrgéadifference between the two versions of
"defensive expenditures" presented here. When Ksezreposes not to include in national income
expenses related to the complexity of modern wiréshk charges or some professional obligations
as club membership for example), his argument a$ these do not constitute direct sources of
welfare for individuals and not that they would st earlier losses of welfare (except if we were
adopting a perspective like the fall from earthbramise or at least a reference to the "good old
days"). From this point of view, the retrospectesdension to Kuznets of the notion of "defensive
expenditures” is not strictly corré&tOn the other hand, this expression is actuabifiad in the
second version, since the concerned expenditueedusr to previous losses/damages to sources of
welfare.

National accountants did not respond more positit@lrequests from proponents of the
second version than to proponents of the firstigarsTheir reasons are fundamental. First, they

remind us that NA, in its integrated and concepyuadnsistent central framework, does not seek to

|t does not seem to me that Kuznets himself had this expression, but | may be wrong.
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measure welfare. Thus, the criticism that they Waudt correctly measure it is simply mistaking
its target. Then, they explain that, as in the cdsetermediate expenditures suspended "in tHe air
of Kuznets and others, there is no room in thaegrated framework for "non final expenditures
that would remedy previous losses of welfare orcsesiof welfare" which then would also be “in

the air". Goods and services originating from thedpction processes of the NA central
framework are resources which will be later on sfarmed into quality of life/well-being (see the

beginning of chapters 2 of the Report).

However, the question is more subtle, because stotlassets are involved. We should
distinguish stocks of economic assets in the sehBEA (machinery, buildings, etc.) and stocks of
assets that NA do consider as economic assets gplrare, rain forest, etc....). If the "defensive
expenditures” in question remedy previous (or cantant) degradation of economic assets (those
which are included in the balance sheets of NAgythhould not increase the concerned stocks
above the levels reached until such degradatiourcet. That is what NA recommends in
principle for the establishment of the account®@dnomic assets. For example, if an earthquake
destroys buildings, the estimated amount of destmushould be subtracted from the value of the
stock of buildings before this natural disasterusced (whether it is done in practice is another
guestion, of course). Then the value of the relwilldings will increase this stock. But we have to
examine carefully how NA proceeds. At the time e§uuction it will not deduct the value of the
destroyed buildings from the GDP, NDP or Incomettu# period. It is recorded neither as a
negative output nor as an additional consumptiofixaefd capital, but the loss is registered in a
special accumulation account (called “other changegolume of assets"). Thus indeed neither
GDP nor NDP are affected, since it is not a flolated to the production/consumption process, but

the value of the stock of buildings is actuallyueed in principle. At the time of reconstructiome t
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production of the construction industry will thea bffset by a GFCF in building’s Actually this
case advocates not against the way GDP is caldulate in favour of the actual establishment of
complete balance sheets and accumulation accounts.

| emphasized this case for some length becausgeifwish to understand certain
discussions, it is important to bear in mind theaeptual framework of NAn its entirety and in
particular the fact that the relationship betweecome and change in net worth/wealth is often
more complex than what implies a simplistic apphoatthe income/capital relationship, either in
economic theory or even in business accounting.

Let us now consider the case of degradation ofgemmomic natural assets (atmosphere,
sea). These assets are not included in the bakhremts of the NA. We must therefore adopt for
them a treatment of another type. | presentedegarithis viewpoint the solution that | consider

the most relevant to describe the relationship betwEconomy and Nature, in an accounting

% What has been explained in this § correspondbedreatment that was made explicit in the SNA 1882 1995
when balance sheets were introduced. Previousyindomplete accounting structure of the SNA wasatlowing for
a clear and complete presentation of that kinduafstjon. The rationale of the above treatment thaogined implicit.
However | would candidly say that this defect diot fustify in my opinion one of the best-known w@igms of
standard GDP, that the Commission reminds us @6p. of the Report, and according to which "viewsdaawell-
being indicator, it can send the aberrant mesdajeatnatural catastrophe is a blessing for thea@uog, because of the
additional economic activity generated by repaitstead in the 5 March 2010 edition of Le Mondetttiee recent
earthquake in Chile could require reconstructioste@quivalent to 15% of this country’s GDP. Thisreo need to be
a senior economist, nor a particularly experiencational accountant, to understand that reducingl®¥ the
aggregated value of Chile’s production in suchtaasion would be an "aberrant message". Indeedieibed| of p. 265
deals with GDP "viewed as a well-being indicatdBut, what arrogant superiority gave the right tost who
formulated such criticism in the past to ignore twhational accountants said, i.e. that GDP was @bail/ an
aggregated measure of production? And if they widfoeinterpret it as a measure of well-being, thostics were
mistaken. In other words, in the terms of the falifethe monkey who survived the storm mistakesaus for a man,

is this the fault of the Dolphin who rescued him?"
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framework which also includes the global PlaneitgniThe degradation of natural assets by an
economy is a consumption of natural assets. Theeval this consumption, at potential (unpaid)
maintenance costs, should dédedto the value of the final demand at paid costsasto obtain
final demand at total costs, and a capital trarfséen Nature to Economy should be registered.

This degradation/capital transfer accumulated t h#he accumulation of unpaid costs -
would appear in the balance sheets of the econ@rmgnanvironmental debt. In the accounts of
Nature would appear a, negative, value for this wamhaf accumulated degradation of natural
asset?. In such a treatment, it is not necessary to eséirthe total value of the stocks of natural
assets — a probably insurmountable task - but tr@yalue of accumulated degradation — a huge
task but of considerable interest for environmeptdicies.

The case of non-economic assets of societal tygRi(by, governance, etc.) raises much
more difficult questions. In the analysis of susadiility within an extended wealth approach, these
assets correspond approximately to what has bestensgitised for a few decades under the term of
"social capital". Some dimensions of quality okliexamined in chapters 2 refer to them (see
Political voice and governance, social connectiand relationships, insecurity). At present time,
one is encountering great difficulties to constiindicators that would be somehow representative.
The possibility of a monetary valuation of the sbaapital seems presently very dubious. Some
believe that this will never be possible. In angecave are infinitely far from being able to actyall
treat, for example, security costs as investmepemditures in social capital, as suggested in § 49
of the Report. The analysis and the possible measemt of levels of security/insecurity in various
situations which fall within the dimensions of guabf life in the sense of chapters 2 of the Répor

hardly seem to be able to meet an extended appuoddited capital formation.

0| will not recall here all the details of symmesi accounting entries in the case of a later retitotion of non-
economic natural assets by the Economy. This réitetien would lead to a capital transfer in kindm the Economy

to Nature, and a decreasing influence on unpaid@mwental costs and total costs of final demand.
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But then, some would say, should we resign oursdivenclude in the final expenditures
of the economy expenses like those from the fidldsexurity, which aim to compensate for
previous or potential degradation certain situaitrat are considered better than the present state
of security/insecurity? | must confess that thiegjion does not trouble me since for a long time
national accountants have pointed out that manguofactions, and among them our expenses,
aimed at preventing or repairing degradations aomag ourselves, our assets or our environment
in the broadest sense. The 1993 SNA developsla hiit this view in its § 1.76 to 1.81. In an
implicit reference to the concept of defensive exjiires it concludes: "Pushed to its logical
conclusion, scarcely any consumption improves welfa this line of argument.”(§ 1.81). The
essential flaw of the conglomerate of questionsiged under the term of "defensive expenditures"
is that they are part of an approach seeking &rpnet the change in GDP/NDP in terms of change
in welfare, which is precisely what this aggregddes not seek to do.

To be honest, what becomes of suggestions abouerslee expenditures” in the
messages from chapters 1 of the Commission’s Repordt entirely clear to me. We find these
developments in section 3 of chapter 1 of Pamvhich is devoted to the recommendation to focus
on other national accounts aggregates than GDP ekgwthey take rather the form of various
specific comments on GDP, just before section 4clwinecommends broadening the households’
perspective, and then no more is said on this issue

One can question more thoroughly the status ofaicetonsiderations on the extended
measurement of economic activity of households. tEkeof chapter 1 starts by presenting a series
of questions on which there is no theoretical disagent, such as the development of a satellite
account for recording the production of own-accaum-market services by households, followed

by others who are still highly controversial, likee monetary valuation of leisure. It ends with a

“1 See notably in “A History of National Accountingp. 282-283), Box 48 entitled "The relationshipvbetn GDP

and welfare measurement according to the SNA 93".
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short subsection 4.10 on the allocation of totabme, which is not explicitly defined, but which,
according to section 4.9 above, can include leisure contrast, the main messages and
recommendations which are located at the end of cthepter do not seem to go so far.
Recommendation 5 ("Broaden income measures to ravkanactivities") deals with changes in
living standards that can reflect the shift froman-market to a market provision of services that
households previously produced for themselves radtation that does not usually cover leisure
activities.

We perceive throughout chapters 1 some nostalgithéattempt by Nordhaus and Tobin.
If we remember that their aggregate of adjustedweomption was entitled "A Measure of Economic
Welfare", one might wonder if it is not this iddaat chapters 1 had in mind, although they do not
use this expression, rather than a strict extensidining standards measures to which in principle
these chapters are confined. Chapters 2 on quuliife/well-being seem to exclude, from the very
nature of their approach, a notion of economic aelhg that would be in a sense an intermediary
step towards the observation and measurement ajuhlgy of life. | have previously noted their
obvious lack of enthusiasm in the face of attenptsstimate leisure in monetary terms.

Keeping on questioning chapters 1 leads to wonbeutathe very mandate which has

been given to them, or at least the way they clmg#erpret this mandate.
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Back to the measurement of current economic perforance

According to the interpretation | proposed of tiire Report, we can say that chapters 1
had to deal with the measurement of current econ@aiformance but not with the measurement
of sustainable economic performance. It is quigaicindeed in chapters 3 that the current ex post
economic observation of NA could not aim at measuraggregates which could be called
"sustainable” (sustainable NDP or NNI in particula®n this point, chapters 1 and 3 are fully
consistent.

On the other hand, chapters 2 show that the cugwstity of life/well-being is the result
of the transformation of a set of resources (i.eans). Although these are not the only ones, they
include the economic goods and services, whosg firgly vary depending on the choices that have
been made. The current NA measures the latter metaoy value and these are expressed in terms
of living standards in household accounts.

From the point of view of chapters 2, the objectwfehapters 1 could only be to measure
the living standards and their variations, as veallpossible. One could thus define economic
performance by the evolution of standards of livilge object of chapters 1 would have been in
this perspective to define and measure economifonoeance in this sense. Such an approach
seems however too narrow since it would mean tosareaeconomic performance by total and/or
per head GDP or NNI possibly complemented, and thascorresponding living standards. The
measurement of economic performance through GDPéas rightly criticized for approximately
half a century. But the objective of some of théiaisms was to equate economic performance and
social welfare or well-being. Accordingly, eithemeoclaimed for the transformation of GDP/NDP
in this sense, or one rejected it as a measureaioenic performance (it could be kept as an

aggregated measure of production) and thereforthanaggregate was proposed to meet this end.
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The equivalence of economic performance and vanaif "economic welfare/well-being"
would have had however the major disadvantage tinteaa the confusion between the
resources/means and the results of their transtaymay people into quality of life/ wellbeing,
and therefore between the measures discussed ptechdl and those suggested in chapters 2.
Moreover, it would have taken the risk to leavedasbr to marginalize the considerations
concerning the relations between Economy and Naaxeept if one reasoned in a perspective of
sustainability analysis as defined in chapters Bgn@as the latter were based on a net distinction
between current measurement of quality of lifemMsgling and all attempts to quantify
sustainability.

So? Was the Commission’s Report inevitably leadioga dead-end as regards the
measurement of current economic performance? btlbelieve so. But the solution ("the way out"
could have said the Report) implied that the Corsrois after its analyses and recommendations
of chapters 2 and 3, would discuss explicitly inamters 1 the problem of definition and
measurement afurrent economic performandgéam following the logical order of my reading of
the Report).

The notion of performance requires a comparisowden results and means so as to take
into account the efficiency of the concerned econoResults, in the perspective of economic
performance, are living standards calculated frdotal or per head) GDP/NDP, including
periodically the own-account production of servibgshouseholds estimated in a satellite account.
Means are the stock of human resources and thke st@aconomic assets/capital that are available.
They can be taken into account by measures sutiheagpparent productivity of labour and the
apparent productivity of economic capital, compdetd least by the employment rate and the
unemployment rate of human resources.

Average economic standards of living are not sigfit to measure the economic

performance. We should also characterize theiribigton.
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However, in order to appreciate the economic efficy of a country, it is important to
characterize the general structure of people’stabie. To do so, one can for instance consider the
ratio between leisure time and the remaining tifber @leduction of the time required for essential
acts of existence (sleep, food, personal éardhis ratio should also be characterised by its
distribution.

Finally, economic performance cannot be assess#tbuti knowing if the variation of
living standards, etc..., has been accompaniedbby an imbalance in the relationship between
Economy and Nature, and how this imbalance hasdain order to measure this imbalance |
recommend in principle, as it was briefly outlinedrlier in this viewpoint, to estimate the
relationship between unpaid ecological costs aradttital of paid economic costs and unpaid
ecological costs. Failing to measure this ratio,icihrequires considerable developments of
information systems and analyses, one should usee guhysical indicators as significant as
possible of the change in major categories of mh@ssets (climate, water, biodiversity, etc..¢ du
to economic activities of production and consummpti&or now, we are mainly beginning to
measure the carbon footprint that the Commissioamenends rather than the ecological footprint.
On this point, it should be noted that my own eioplr conclusions are close to the ones of
chapters 3 of the Report, but with different inseriior the Commission, these indicators are meant
to be included as substitutes in a small sustdihaliashboard. For me, at this stage, they are
intended to be part of a small group of indicatoepresentative of the current economic
performance.

I will now summarize my suggestions on the defamtiand measurement of economic

current perform ance.

2 This remaining time is the sum of paid and unpaiking time (including commuting) and leisure timeis of

course possible to take the complementary ratiovdxt the total working time and the total remairtingg.
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One could define the current economic performarsdha current total and per head
economic growth (GDP/NDP, GNI/NNI, living standaydsking into account the efficiency of the
social process of economic productidrhis efficiency can be estimated in a synthetanner by
considering human resources brought into play, pheductivity of labour and capital, the
distribution of living standards, the general stuwe of people’s use of time and finally the
balance/imbalance in the relations between EcoramayNature.

With such a definition, the current economic perfance cannot quite probably be
measured by a single monetary aggregate or a gtoinaposite index. We need to express it by a
set of indicators, which should be as narrow asiptes The above paragraphs suggest building

some kind of indicative dashboard of the followtgge:

Dashboard for current economic performance

* Indicator (s) of current total and per head ecomogrowth (e.g.. GDP/NDP, GNI/NNI,
living standards),
* Indicators of the efficiency of the social proce$gconomic production.
= . General structure of people’s use of time (eatio between working time and
remaining time after deduction of time requiredvdal basic needs)
= . Human resources used (e.g.: rate of employmesttipfoyment)
= . Apparent productivity of labour and apparent pcidtiity of non financial
economic assets
= . Characteristic (s) of distribution of income/hg standards
= . Balance/imbalance in the relations between Ecgnand Nature (ideally the ratio
between unpaid ecological costs or paid econonstscand the total costs; if not,

physical indicator (s) such as the carbon footjprint
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Such a dashboard of about ten indicators wouldbeomeant to be substituted for the
analyses, but rather to facilitate a valuable prelary analysis. It could easily be supplemented fo
example with an indicator that would be charactierisf an economy’s propensity to indebtedness.

Let us stress that such a view of current econgartormance remains rigorously located
in the field of economic resources (means). Acemdio the approach of chapters 2, these
economic resources (means) are, among other tyfpesaurces (e.qg.: institutional resources for
governance, etc.), transformed into results, imseof current quality of life/ well-being, which en
could also name current social (or societal) pertorce. Beyond these current measures, chapters

3 focus their attention on the long-term sustailitgtmf these performances.
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Conclusion

The essential message of the Commission is comépfor the old national accountant
that | am, although as we have seen | made sotgatdomments.

This message is that it is pointless to seek tarégut the complex set of phenomena that
covers the representation of economic activity liguaf life and sustainability of development by
a single measure. GDP is a measure of producti@noihwell-being. Even if it could or should
evolve, this aggregate or a different one from Nt be transformed into a measure of well-
being/quality of life of society, or into an indica of sustainability of development, and a foitior
into everything at the same time.

One should not confuse the resources (means), ambittp are GDP and the economic
goods and services which constitute it, and thelte®f the transformation of these resources
(including also non monetizable ones) into quadityife. Defining and trying to measure the latter
involves a major progress of observations, of $&taistics and, jointly, a complex research work.

Also and perhaps more surprisingly for many pedpie,Commission considers that there
must be a clear distinction between the currenefagion of economic activity and quality of life
and the understanding of sustainability of develepirin the strict sense. The latter requires an
extremely complex modelling of the future if we o detect the non-sustainability of current
development, and wish to estimate the distance dmiwthis one and a situation where
sustainability, i.e. the permanence of current itpaif life/well-being, would be maintained for
future generations.

Implicitly, one can say, the approaches followedtihy Commission in order to clarify
such a broad set of issues are not based on a singteptual model. | mean here a theoretical

model that would be valid for representing both te&ations resources/quality of life in the
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observation of present time and the relations ptesene/future(s) in an anticipative analysis of
sustainability. Truly speaking, many economistsdwel that such an integrating conceptual model
does exist. It is the case for instance of theretezal framework to which belongs the net adjusted
saving approach from the World Bank, but it is lohss very strong and very restrictive
assumptions. This notably implies that all the veses available to individuals take the form of
stocks of assets, that the changes in stocks otiress represent the changes in quality of life
resulting from their transformation, that all thetecks of resources can be estimated in monetary
value, that a representative consumer knows theepteand the future and that he alone represents
society as a whole.

Such assumptions are clearly unrealistic, as nbedhe Commission. They do not
correspond to the approach for defining and meaguhe quality of life as recommended in the
Report. They cannot hinge on the conceptual framlewo which current national accounts are
established. The Commission circumvents thesecdlffes by making the assumption that we have
been able to measure at the present time the yjodlitfe/well-being such as defined in chapters 2
of the Report. This approach, which is usual amessanomists, does not avoid certain ambiguities,
which | have emphasized in my comments.

A second reason for a national accountant to bsfigat is that the Commission insisted
upon taking better advantage of what modern NA ec#s. In more than half a century, NA has
evolved a great deal in its representation of esoes which have become more complex. It is not
obvious that the majority of economists have beaeare of this development. The analyses of the
Commission in chapters 1 placed a correct emploasi$A potentialities that national accountants
themselves sometimes ignore or underestimate. iShidte case for instance of the treatment of
social transfers in kind from General Governmerst thonsiderably improves the measure of

income, consumption and therefore the living stasiglaf households.
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To some non-negligible extent, the Commission psepaa kind of new weighting of the
relative importance granted respectively to varidess of Central NA and satellite accounts (for
example, the estimation of non-market servicesemulto households by themselves). It should
also promote the development of a considerableok@heasures, which have been sometimes
mentioned in the NA debates but that remained whmtive for too long. It concerns everything
that deals with the integration of results from meéconomic surveys into the NA macroeconomic
aggregates, and the allocation of some chief vimsabf the macroeconomic household accounts
like income, consumption, living standards, saviagd up to the balance sheets, between
categories classified according to basic sociéca.

| underestimate neither the importance of this kiofd "rehabilitation” of National
Accounting and more generally of statistical obagon, as the one and the other have been a little
too often and too unjustly blamed during the lastatles, nor the difficulty of addressing the
challenges generated by the implementation of tbenf@ission's recommendations. The latter
stressed repeatedly in its Report the necessigxpand statistical observations. Let us take as
examples the regular implementation of time usevesis or subjective well-being surveys.
However, the Commission should maybe have morengiyoemphasized the fact that statistical
observation is costly, and the need for our sodietsealize that what we want to know does not
come out of the blue.

Since it alluded to the frequent loss of public fatence in statistical results (see the
Executive summary, 8§ 4), and to the obvious faett tatistical offices must learn to better
communicate with the public, the Commission coutw dnave underlined a fundamental point that
seems sometimes forgotten or underestimated iddghates. The purpose of statistical observation
is to bring results that individuals or groups aatndirectly perceive by themselves. Therefore, the
fact that these results differ from the citizengrgeption is normal. Then of course critical

discussions of methodology and statistical resuksfully legitimate and necessary.
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There is an implicit message of the Commission abwei quality of life/well-being upon
which one should insist. The Commission has meatiamany possibilities. Even if it has marked
preferences, it has not come up with any well thwagit solutions, but with problematic steps and
methodological approaches that are open to vanmssibilities. The Commission has tried to
clarify in general terms what can be asked of @fistatistical institutions: the development of
observation, and what is relative to the ethicaliobs that society must resolve.

Since the concept of quality of life is flourishimgqd its domain is quite large, it seems
necessary to adopt an approach with a global litgifiom both conceptual and institutional points
of view. This is peculiarly true if we want to adorepeating the deceiving experiences of
disconnected projects such as the developmentotdlsndicators and the building of a System of
social and demographic statistics like the one @sed by Richard Stone.

| propose to adopt a sort of unifying banner whoduld be called “A System of
observation and measurement of quality of life"atStical operations themselves are usually
subject to consultation and dialogue between praduand users within for instance the
framework of an official body such as the Frenchatiinal Council for Statistical Informatiof”
and must continue to do so. However, the contetit@tystem | propose under the above title goes
further than the idea of an indispensable statistoordination. It comprises also study, analysis
and research work, including attempts to develogh®tic indicators that could be representative,
though relatively small in numbers. The Commissi@s clearly stated that the pursuit of this
objective required normative choices which weretodte part of official observation statisticians’
role. In contrast, analysts and researchers aeetdréntroduce in their work the normative choices

that they want, provided that they respect thecatlabligation to make them clear.

*3 The « Conseil national de I'Information Statisége (CNIS) in France is a body that representsabpeirtners, users

and producers of statistics.
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However, if we wish to obtain results which improaed facilitate the social debate, it
would be more productive if some of them were idsuiem a concerted approach involving a wide
variety of actors of the society. Some efforts @argently being made in that direction towards the
definition of sustainable development indicatordhe large sense. The French Economic, Social
and Environmental Council plays an active role his tproces¥. We could imagine a similar
course for the theme of quality of life, althouglvbuld be even more complex and long-lasting.

The (intended) weak point of the Report concernseat environmental accounting.
Chapters 3 focused on the development sustainalsitue and brought on that subject some
essential clarifications. In contrast, neither thebapters nor chapters 1 (on classical GDP issues)
have gone thoroughly into the current environmeatabunting problems. They did not propose a
choice between the diverging solutions they briafgntioned. They did not suggest any new step.

In this field, a major project started most recgerdh the basis of contributions from
environment analysts and political or associatieaders on one side, and a few national
accountants on the other. It concerned the dedmiind measurement of unpaid ecological costs
(potential costs of the degradation of natural @$s&he open prospect is to lead to an estimate of
resident/national final demand at total costs (paid economic costs as recorded by national
accountsplus unpaid ecological costs). From my point of viewjstestimate is crucial for
environmental policy and development policy, butttet same time extremely compf&xThis

route calls also for cooperative efforts of greapmtude.

“ A National conference on sustainable developmedicators was jointly organized on 20 January 2B¢Cthe
“Ministry of ecology, energy, sustainable develominend the sea”, the CESR and the CNIS, and wampd by a
Committee for concertation with civil society.

5 In some cases, it is possible to make signifigangress in this direction by carrying out measueenin physical
terms. This is the case in particular of the meament of carbon footprint (CO2 or more generallgegthouse gas) for
each component of final demand by product. Fromethere can try to measure in monetary value theciessd

ecological costs.
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These are the major axes of development for basittstscal investigations, national
accounts syntheses, observation and measuremepiabfy of life and estimation of ecological
costs (incurred by Nature and not paid by the Eoonoso as to record the final demand at total
costs, which are very much needed in the near dutks far as the Commission’s
recommendations are concerned, | hope that théyutihally play the leading role that the quality
of its work deserves.

| would like to formulate another wish at the erfdtlas paper: may the community of
economists keep a little better informed of theletton of national accounting than it is generally
the case and, in order to make this easier, magnadtaccounting find or find again a reasonable
place in academic economic education beyond thecegtlportion to which it has unfortunately

been limited.
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