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A Round Table on Measurement of Economic Performance and Social Progress in Scotland 

Introduction to the work of the Sarkozy Commission

It has become increasingly clear over recent years that conventional measures of prosperity such as Gross Domestic Product (GDP) do not accurately reflect the true prosperity of nations. Reporting in 2009, the Sarkozy Commission set out in detail gaps in current measures of progress and provided recommendations as to how we can better measure what matters. This 2009 Report has been hugely influential and has been a catalyst to work at a national and international level.  
At an international level, the Sarkozy Commission has emphasised an issue that  both the European Commission (EU) and the Organisation for Economic Cooperation and Development (OECD) have considered in their respective ‘GDP and beyond’ and ‘measuring the progress of societies’ projects.
 In the context of the latter, a World Forum on Statistics, Knowledge and Policy was organised in 2007. It led to the ‘Istanbul Declaration’ calling for the development of ‘high-quality, facts-based information that can be used by all of society to form a shared view of societal well-being and its evolution over time’.

In the UK, a recent Office of National Statistics report 
 also looks in more detail at the issue of measuring progress. ONS are seeking to identify the relevant Government Statistical Service outputs and initiatives that would better measure broader societal well-being. 
The UK Government’s 2010 Budget Report also highlights this issue, noting: “There is widespread acknowledgment that GDP is not the ideal measure of well-being. The Government is committed to developing broader indicators of well-being and sustainability, with work currently under way to review how the Stiglitz, Sen, and Fitoussi report should affect the sustainability and well-being indicators collected by Defra, and with the ONS and the Cabinet Office leading work on taking forward the report’s agenda across the UK.” 
The ONS report recognises that there are many existing statistical products to help meet the demand for wider measures, but what is missing is a sense of coherence and how various constituent parts might add up to provide a more complete picture. 
The proposition that national statistical systems need to widen the focus from measuring market production towards more complete measures of societal well-being, including quality of life and sustainability 
 is the starting point of this paper. It aims at exploring and breaking down the key messages of the Sarkozy Commission as set out in the three areas of Recommendations (R), namely:
· Part I: Classical GDP issues:   measures of economic performance have to become more relevant to well-being by: shifting them from production to income and consumption (R1); emphasising the household perspective (R2) and distribution of income (R4); and accounting for wealth (R3) and non-market economic activities (R5);
· Part II: Quality of Life.  Well-being has dimensions beyond material living standards requiring measures covering issues such as health, education and environmental conditions, where objective and subjective aspects are captured (R6-R7) and cross-cutting issues are addressed (R8-R9-R10);
· Part III: Sustainable Development and Environment. The essential ability to maintain and improve well-being over time requires new measures reflecting the importance of maintaining environmental ‘stocks’ and in particular our proximity to dangerous levels of environmental damage.

This paper is set out using these three areas of recommendations to help the Round-Table navigate the Sarkozy Commission report. Each of the three areas is summarised in the following sections while a detailed analysis is provided in respectively Annex I, II, III. Finally, relevant questions that are available to help frame the Round-Table’s discussion are set out as a conclusion.  

Summary of the Work of the Sarkozy Commission 

Part I: Classical GDP issues

The focus of the first part of the Sarkozy Commission report is improving existing measures of economic performance by shifting them from production to consumption, income and wealth. 
One pillar of sustainable development is considering economy as a means to an end – where that end is to contribute to the progress of societal well-being that is providing people with the abilities to flourish.
 

From this perspective, an indicator of material living-standards should be placed in the broader context of human flourishing and not be the main focus of any framework of national performance. Consumption, income and wealth relate far more closely to well-being than production; not least because they are better able to address issues such as distribution, public services and non-market services. Defra’s recent well-being survey supports the relevance of income as a factor of well-being.

However, in making this shift it is also important to recognise the “well-being paradox”, namely the existence of stationary or declining levels of subjective well-being, despite growing income and consumption levels.
 
An example of evidence that helps us look at this paradox is the psychological research of Helga Dittmar which examines how individuals’ endorsement of materialistic values is linked to their well-being. The conclusion is a strong negative correlation between materialism and personal well-being.
 These findings suggest the need to confront the social logic and ask how to deliver a shift away from the pursuit of an increasing material-living standard towards the pursuit of a decent material living-standard as a component of well-being.
This issue has implications for both the choice of indicators for material living-standard and the balance of these with other measures. The balance issue is dealt with in the next section. Measuring material living standards in a way that both reflects the need for some ‘decent’ standard of living but does not champion continually rising levels as the link with well-being weakens is a challenge.

· The first step, embedded in the Sarkozy Commission’s first recommendation, entails measuring income and consumption rather than production (R1) for the reasons set out above. 
· Second, because assessing an individual’s economic situation is more relevant to well-being than focusing on indicators for the entire economy, the Sarkozy Commission recommends emphasising the household perspective (R2). Importantly, they recommend adjustments being made for government services in kind, such as health care, education and social services which are central to well-being. 
· The third recommendation is based on the fact that consumption possibilities, which determine material well-being, depend on wealth as well as income (R3). The report makes clear that although financial wealth is of central importance so too are social and environmental wealth expressed in a stock measure. Wealth is thus central in linking present and future well-being.

· Fourthly distribution of any rise in average income is also important to well-being. Unequal societies are found to generate a loss of welfare 
 and the Sarkozy Commission therefore concludes that more prominence should be given to distribution of income, consumption and wealth (R4). 
· Finally, the Sarkozy Commission highlights that many services that households produce for themselves are not recognised in official income and production measures, yet they constitute an important aspect of economic activity. The same remark is valid for activities of the third sector. A solution to a better recognition of the household sector and the third sector is broadening income measures to non-market activities through satellite accounts (R5).
Each of these recommendations is dealt with in more detail in Annex I.
Part II: Quality of Life

The second area of the Sarkozy Commission begins to deal with the fact that well-being is determined by more than material living standards and conventional economic measures. It sets about examining how multi-dimensional measures of well-being - including health, education and environmental conditions - can be incorporated. In particular it addresses the difficulties of ensuring objective and subjective aspects of these dimensions are captured and that cross-cutting issues are addressed.  

This is a challenging area. Unlike the measures of material living standards (which have established data sets and generally all use money as a standard measuring unit) these determinants of well-being are often not routinely measured using standard units and are not traded on markets. Yet they are to a large extent the factors that make life worth living and need to be measured in order to enrich policy discussions and to inform people’s view of the conditions of the communities where they live.

Not surprisingly therefore the recommendations in this section are more about approach than specific changes in measures. 

· The Sarkozy Commission report highlights the importance of both subjective (R6) and objective measures (R7) of these factors, e.g. fear of crime and rate of crime. It notes the need to effectively combine monetary and non-monetary measures.

· It also emphasises the need to consider and capture the importance of the relationships between the various dimensions of quality of life, as it better captures the cumulative effect of multiple disadvantages such as being poor & of ill-health (R9).
· Inequalities should be addressed in a comprehensive way (R8). A critical factor in the measurement of well-being is the relative positions of individuals in society. This is confirmed by both the Defra study on the distribution of subjective well-being as well as by Wilkinson (2000),
 which show that being at the top of the pile matters in terms of bringing greater access to some services and benefits (e.g. health, accommodation, life expectancy).  
· Finally, there is an important challenge in how to aggregate the rich array of measures in an effective way (R10).

Annex II will pick up the main issues relating to objective and subjective measures, and tackle the three cross-cutting issues mentioned above. 
Part III: Sustainable Development and Environment
The first and second areas of the Sarkozy Commission analysed how to measure the economic (Part 1) and non-economic aspects (Part 2) of present well-being. The third part examines how to measure the potential for future well-being. The report approaches this issue by looking at ‘stocks’ that we have at our disposal today and that will be passed on future generations. Such ‘stocks’ could be social, such as resilient community and societal structures, environmental such as a stable climate and biodiversity, and economic such as levels of credit.  

From the beginning, the Sarkozy Commission makes it clear that it regards this ‘sustainability’ issue as augmenting current well-being and economic performance indicators. It therefore suggests that it should be examined separately. This is embedded in R11 (1st Part) which states: “Sustainability assessment requires a well-identified dashboard of indicators”, the components of which should be interpretable as variations of UUsome underlying stocksUU.  The risk of such an approach, also called the capital approach, is that it overvalues the economic contribution of the different types of capital and also overvalues the contributions that can be readily monetised.

Sustainability calls therefore for a broader view of capital, with economic valuation being one tool among others, as highlighted by R11 (2nd part):  a monetary index of sustainability has its place in a dashboard but, under the current state of the art, it should remain essentially focused on economic aspects of sustainability. This is especially true for environmental assets. Pressure on a natural resource or system creates unacceptable or irreversible change to the resource or system itself, which is also to the detriment of the organisms (including humans) which depend on it for a particular service. This scientific consideration led to one of the three pillars of sustainable development, namely living within environmental limits.
Crucially measurement of such assets depends on science rather than economics. Economics conventionally assumes all types of capital can be substituted for one another and that all impacts are reversible. For example a river is polluted by the manufacture of goods. This means reducing environmental capital so as to increase produced capital. However, investment in treatment works (produced capital) can restore the environmental capital by improving the water quality. In contrast, the melting of the Greenland ice-sheet, the release of methane from the tundra, shifting of the North Atlantic currents, increases in global temperature and rapid biodiversity loss are not reversible in any meaningful sense. 
The Sarkozy Commission recognises that there is a need for a clear indicator of our proximity to dangerous levels of environmental damage (such as associated with climate change or the depletion of fishing stocks) (R12).  Interestingly this point is echoed in the recent UK Government Economic Service report on the economics of sustainable development, which noted that cost benefit analysis cannot cope with such thresholds and as such cannot help guide decision-makers on the issue.
Annex III analyses some UK initiatives with regards to these recommendations. The general consideration is that measuring progress towards sustainable development is such that sustainable development fits with conventional economics, and not the other way around. 

Relevant questions for the Round-Table and the Scottish Government

Work to better measure progress is a complex area. The following eight questions are a starter for discussion. These questions would be valuable starting points for the Scottish Government in looking in more detail at the Sarkozy Commission’s work. They may also help the Round-Table to frame its discussions.

1. To what extent should (and how) any new set of measures of economic performance and social progress inform decision making on policy making and public investment?

Part I: Classical GDP Issues

2. How important is it to address the well-being paradox which implies that greater emphasis is given to ensuring everybody has decent material living standards rather than aiming for a continual increase in aggregate levels?

3. Assuming that wealth is both crucial for the assessment of the consumption possibilities (material living standards) and the assessment of sustainability, what are the next steps to be undertaken by the Scottish Government to ensure a fuller picture of Scotland’s wealth? 

By wealth we are thinking of financial, produced, human, natural, social wealth. What can be done to guarantee that the focus is not on wealth that can be measured in economic terms? 
Part II: Quality of life

4. What comprehensive measure of inequalities would be appropriate for Scotland? Measuring income inequality itself is insufficient and other measures should be included, such as suggested by the UK Equality Measurement Framework
 (see R8). This raises the issue of an aggregate index including both objective and subjective measures. Is such an index suitable, and if so which method would be favoured and why?
5. How can the list of features suggested by the Sarkozy Commission be used and applied in Scotland? Which features should be emphasised?

Part III: Sustainability and Environment
6. From a practical perspective, how can a National Performance Framework better take into accounts both the current and future well-being in a comprehensive way, identifying the intersection when necessary?  

7. Could carbon budgets in Scotland be utilised to provide a current performance indicator that also provides a measure of potential for future well-being? 

8. It has been recognised that maintenance of our ecosystems goes further than measuring greenhouse gas/carbon emissions. Limits have to be set for a more comprehensive panel of natural assets. Which natural assets are relevant for Scotland with regards to the issue of ecological limits?  For which environmental assets should an economic valuation be emphasised? How can Scotland ensure that such an evaluation does not become the default rule?
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