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Purpose of the GPI

The Nova Scotia Genuine Progress Index (GPI) was designed as an instrument of change, intended to direct policy attention to vital social, economic and environmental aspects of wellbeing that are neglected or ignored in conventional measures of progress. It seeks to achieve this end not through advocacy but through carefully documented research that can garner good press coverage, infiltrate the public dialogue and extend its reach to other jurisdictions.

Limitations of GDP-based measures of progress

A basic assumption of the GPI is that it is not sufficient to create satellite wellbeing, quality of life or sustainable development indicator systems that do not pose a direct challenge to the flaws of conventional market-based measures of progress. In other words, the new indicator systems cannot simply “supplement”, “modify” or “complement” the dominant GDP-based measures of progress. It must be recognised explicitly that GDP was not designed to measure social wellbeing and is incapable of assessing quality of life. GDP must be relegated to the purpose for which it was originally designed – as a simple quantitative measure of the size of the economy.
In order to challenge effectively the mistaken assumption that economic growth necessarily makes us “better off”, the new measures must go beyond adding indicators to create a new economic accounting system that includes social and environmental benefits and costs. GDP-based measures of progress are challenged on the grounds that they:

· count the depletion of a country’s natural wealth as if it were economic gain
· make no qualitative distinctions, so that crime, sickness, accidents, pollution, disasters, war and other liabilities may spur economic growth and contribute to “progress”

· exclude the value of unpaid voluntary and household work
· ignore the value of free time, leading to the anomaly that overwork and stress spur economic growth and are therefore mistakenly counted as signs of progress
· fail to account for equity and distributional issues.

The GPI

It is argued that an indicator and accounting framework that explicitly values natural, human and social capital in addition to produced capital can help overcome these major flaws.

Based on this analysis, the underlying principles of the Nova Scotia GPI are as follows.
· Sustainable development, which includes a commitment both to live within the limits of the world’s natural resources and to ensure that present needs are met without compromising future needs. This view implies a concern for both inter-generational and intra-generational equity. It sees the economy as a subsystem of a larger ecosystem, which in turn requires the application of the precautionary principle in interpreting indicator results for policy purposes. It also requires both supply-side analysis (natural resource accounting) and demand-side analysis (such as the ecological footprint) to track the demands that human beings make on the environment.

· A recognition that all measures of progress are ultimately normative, which in turn requires that the values underlying any new indicator system be made explicit. In the Nova Scotia GPI, these values include: security (including physical safety, health and livelihood security); equity; community resilience; and environmental quality. New Zealand is commended for emphasising the importance of cultural diversity.

· Full-cost accounting, which internalises “externalities” and thus gives explicit value to social and environmental benefits and costs that are not traded in the market economy.

The capital accounting model adopted by GPI Atlantic recognises that a society’s actual assets and wealth transcend the produced and financial capital that are accounted for in conventional economic statistics. A society’s total wealth also includes:

· natural resources – water, forests, soils, fish stocks, minerals

· human resources – health, education, skills and time of its population

· social resources – its communities and networks of organisations, associations and formal and informal bonds that enable its citizens to act in concert

· cultural resources – sets of values, history, traditions and behaviours that link a specific group of people together.

From the perspective of a capital approach, natural, human, social and cultural capital are subject to depreciation, just like the plant and equipment of factories, and they require periodic re-investment to maintain and enhance their value. Depreciation of all forms of capital can occur in two forms – through quantitative depletion and through qualitative degradation, both of which in turn may affect economic productivity. In theory, at least, and increasingly in practice, depreciation of all these forms of capital is measurable and, in many cases, quantifiable. Such measures allow assessment of new investment needs, which then allow estimates of projected rates of return on investment. This approach, therefore, has the advantage of allowing policy makers to assess the potential long-term returns on investment in all these forms of capital, and thus to compare alternative interventions with a view to achieving the best results. 

The Nova Scotia GPI differs from other Genuine Progress Indicators (United States) and the Index of Sustainable Economic Welfare (ISEW), which result in a “single bottom line” GPI number. Rather, the Nova Scotia GPI begins by developing each of the components separately, using the best available methodologies for each subject area. The decision to adopt a component approach rather than a single bottom line was based on: 

· problems of weighting (and thus implicitly valuing) disparate economic, social and environmental indicators in single bottom line indicators
· assumptions in building single bottom line indicators that require missing out important costs and benefits of specific components, eg the original US GPI did not take into account government expenditure on crime (police, courts, incarceration) and so the full costs to society were not recognised

· a single bottom line not being useful from a policy perspective, as it does not pinpoint specific areas of concern or analyse causes of rises and falls in wellbeing underpinning variables.

The strengths of the GPI capital accounting framework include:

· a long-term investment-oriented perspective that recognises the potential for all forms of capital to depreciate over time
· a common conceptual framework capable of linking social, economic and environmental variables in a coherent way
· the use of the language of economics, which can effectively challenge key misleading messages in standard GDP-based measures of progress.
Economic valuation

It is emphasised that the GPI is not a replacement for the GDP – the GDP itself is not flawed, but it is misused as an indicator of wellbeing. Despite the serious limitations of economic valuation techniques used in the Nova Scotia GPI, they are currently necessary in an environment where budgetary considerations dominate policy processes, in order to ensure that social and environmental variables are not arbitrarily valued at zero.

The limitations of the GPI capital accounting framework include:

· the difficulty of measuring many forms of capital directly and the consequent frequent resort to imprecise proxies
· the questionable but implicit assumption that different forms of capital may be substitutable

· the imprecision associated with trying to value non-market variables
· the fact that time frames differ markedly for different forms of capital, rendering comparisons and estimates of depreciation difficult (in particular, there is great controversy over appropriate discount rates for social and natural capital).
It is emphasised that economic valuations must always be based on prior physical valuations, and that an ultimate goal is to move beyond economic valuation to a consideration of social, economic and environmental outcomes in their own right in all policy processes.
Proposed framework

The Nova Scotia GPI is not intended to be a rigid, final product but will always be subject to methodological improvement. The capital accounting model used by the Nova Scotia GPI is good at measuring “wellbeing sustainability” but not at defining wellbeing outcomes, inputs or determinants. It is thus a vital but not sufficient framework.

Based on this experience, GPI Atlantic proposes a framework for the measurement of social wellbeing that goes beyond the capital approach adopted to date. The proposed framework may represent a “next step” in indicator research work. In particular, we have recommended a three-part framework that includes:

· wellbeing outcomes, including population health, educational attainment, acceptable living standards, meaningful employment, safety and security, leisure, social inclusion and cultural cohesion
· wellbeing inputs or determinants, including ecosystem health and environmental quality, a healthy economy that helps provide the outcomes described above, government programmes and policies like health care, education, income security, environmental protection and crime prevention, and social networks and supports
· wellbeing sustainability, which is based on the capital accounting framework used in the GPI work to date and which extends the analysis from current wellbeing to the wellbeing of future generations.

Recommendations

Several recommendations are offered for improving New Zealand’s social wellbeing reporting framework. They cluster into two groupings:

A.
Recommendations to move New Zealand towards a GPI/Canadian model

B.
Recommendations for good practice for indicator development and reporting.
A.
Recommendations to move New Zealand towards a GPI/Canadian model

1.
Challenging the dominant measures of progress
At a minimum, the relationship between the new wellbeing indicators on the one hand and the conventional GDP-based economic growth statistics on the other should be explicitly addressed, examined and discussed in New Zealand. New Zealand’s Social Reports could offer a much stronger challenge to the dominant market-based measures of progress by:

· as an interim measure, using new wellbeing indicators to highlight the divergence from the misleading signals from conventional GDP-based measures of progress
· in the longer term, moving to an expanded capital accounting framework
· having the Ministry of Social Development (MSD) work with the Treasury to relegate the GDP to its proper (and original) role.

2.
Integrating disparate reporting frameworks
MSD’s Social Reports, Statistics New Zealand’s Monitoring Progress Towards a Sustainable New Zealand and the Municipal Councils’ Quality of Life in New Zealand’s Six Largest Cities should be integrated to send a coherent message to the public and to policy makers.
· Integrating new indicator results into standard economic reporting. For example, when data are released on the “health of the economy”, a more expanded picture of economic health could be given by including income distribution statistics, data on livelihood security, and information on the total work burden of New Zealanders (including paid and unpaid work).

3.
Demonstrating linkages among variables
New Zealand’s Social Reports could benefit and deepen the understanding of readers by analysis that demonstrates the systemic linkages and relationships among these indicator sets.

4.
Broadening consultations on indicator selection and methodology
Selecting appropriate indicators to assess the key social, economic and environmental determinants of outcomes or reporting on wellbeing sustainability will require extensive consultations with experts, stakeholders and community groups.

5.
Expanding reporting beyond annual summaries
The author recommends:

· periodic, in-depth analytical reports of particular index components, with each subject the focus of close and detailed attention every few years (eg a State of the Forests report every five years)
· annual summary report cards, assessing trends in key benchmark indicators that span all index dimensions and components (akin to The Social Report)

· continuous, ongoing reporting from the perspective of the new indicator framework, as new data become available and as particular events and policy issues come to the forefront.
B.
Recommendations for good practice for indicator development and reporting

6.
Disaggregating comparable data for reporting at different levels
Report comparable data at the national, regional, municipal and community levels in order to discern regional patterns. Where possible, data should also be assembled to be comparable with international data sets. National data should be disaggregated for demographic groups – including Māori and Pacific peoples, women, children, the elderly, and so on.
· Including “data needs” sections.

We strongly recommend that all future Social Reports include, in each chapter, a short section on data availability, data gaps, data needs, data frequency and recommendations for improvements in data quality.

· Co-operation between data users and providers.

There should be close co-operation between MSD as a data user and Statistics New Zealand as a data provider, with this two-way relationship being made as explicit as possible in the actual reports.

· Data needs – unpaid work (exemplification of where more data should be collected using one domain). 
New Zealand could:

–
conduct a second New Zealand time use survey
–
add a time stress survey
–
combine unpaid work data with labour force data (results can lead to creative policy recommendations on flexible work arrangements, redistribution of work hours and shorter workweeks, as pioneered in several European countries).
7.
Deepening research partnerships
These suggestions may be relevant in the event that MSD feels uncomfortable moving from description to analysis and explanation, as suggested in recommendation 3 above, and wishes to adhere to a more straightforward information provision function. It is recognised that combining the descriptive and analytical functions may be less of a problem for a non-profit entity like GPI Atlantic than for a government agency. MSD could partner with independent experts and community groups to stimulate deeper analysis and penetration of reported wellbeing indicators. 

Conclusion

This list of recommendations is intended to be illustrative rather than exhaustive. It is intended to demonstrate that key advances can be made in all areas – from improvements in the most specific indicator sets to the most far-reaching transformation of national accounting systems. New Zealand is already further advanced than most other industrialised countries in pioneering new indicator and wellbeing reporting systems. The short list of recommendations provided here is therefore as likely to be equally relevant to other countries, and New Zealand’s progress in any of these areas can become a model for other countries experimenting in this area.

Indicators are powerful. They reflect our values as a society; they determine what makes it onto the policy agenda; and they can change behaviour. The new expanded indicator systems being developed both in New Zealand and in Nova Scotia have the capacity to shift values from largely materialist concerns to deeper social and environmental concerns, and to change the policy agenda in ways that can dramatically enhance social wellbeing.
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