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World wide, GNP has been and
still is not only the basic account-
ing concept but also the dominant
societal goal and performance
indicator. However, the question
is on the agenda again whether
time has come to look for alter-
native concepts and indicators.
National and international com-
mittees are at work and may gen-
erate fresh ideas or reactivate
older ones. This paper deliber-
ately looks at the early attempts
made to get out of the impasse
and to break the deadlock of out-
moded concepts. The expecta-
tions that again roam about indi-
cate that something serious is at
stake and that in due course a
breakthrough might be possible,
the author hopes.
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The Problem

“The day of the GNP is over...”. It
was in the year 1970, when John Ken-
neth Galbraith, the well-known US-
American economist (and former ambas-
sador to India) wrote this sentence. Since
then, the GNP was and still is with us,
not only as a basic accounting concept
but al so asthe dominant societal goal and
performance indicator. Recently, how-
ever, again the question is on the agenda
whether time has cometo look for alter-
native concepts, to introduce and use new
indicators. National and international
committees came up with some fresh
ideas, or are about to engage in a more
thorough study of the weaknesses and
deficiencies of the traditional accounting
systems. The research interest on such
new approaches was due to two major
reasons:

- thediscontent with thetraditional in-
dicators and accounting systems, and

- the need for better steering capacity
regarding recent economic, social and
environmental problems.

In this paper, we shall present a
view in retrospect, by looking at the
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early attempts made to get out of the
impasse and to break the deadlock of
outmoded concepts. As with other re-
search themes, this one also turns out
to be quite controversial. And that
makes a new consensus difficult to
achieve. However, the expectations
that again roam about indicate that
something serious is at stake and that
in due time a breakthrough might be
possible.

The Critique

With the general political debate
about the negative effects of rapid eco-
nomic growth in theindustrial countries
which started in the late 1960s, some of
the inherent deficiencies of the tradi-
tional business and national economic
accounts came to the fore. The respec-
tive critique of the Gross National Prod-
uct (GNP) as a welfare indicator was
focussed on two points:

- the growth process leads to social
losses and environmental damages
that are not reflected in the economic
accounting systems,

- structural changes that are positive
for welfare are not or not adequately
reflected in those systems.

Besides the dominance of economic
indicators as such, the concomitance of
insufficient or even misleading indicators
was deplored. To review the debate, two
major perspectives have to be addressed
here.

GNP as a Welfare Indicator in Rich
Countries

Thetraditional national accountsare
restricted - with a few exceptions - to
theinclusion of market related products,
services and transactions only. Conse-
guently, the gross national product cal-
culated

- may be deficient
or

- may include erroneous and mislead-
ing valuations.

Arguments of the first type concern
all products and disproducts that do not
go through a market, as for instance the
“product” leisure, the internal activities
of private households, and the social and
environmental costs of private produc-
tion and consumption. Arguments of the
second type concern many state activi-
ties, the discrepancy between exchange
value and intrinsic value, planned obso-
lescence, structural inflation and others.
Regarding valuation, the national ac-
counts do not (and cannot) make a dif-
ference between good and bad expendi-
tures. For instance, all consumer expen-
ditures are treated as positive transac-
tions. Shigetu Tsuru (1974) quite drasti-
cally described the ensuing problemsre-
garding therich, industrial countries.

GNP as a Development Indicator in
Poor Countries

The market forces determine the
weight with which products and services
enter the national accounts. As a large
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part of need satisfaction in the devel op-
ing countries is based on subsistence
economy (particularly food and dwelling),
these needs are not registered adequately
or even at zero price. Changes (improve-
ments and impairments) in subsistence
economy thus are not mirrored in the
national accounts. Andinreverse, if eco-
nomic growthin structurally handicapped
economies takes place in medium and
large enterprises and for the world mar-
ket, theliving conditions of large parts of
society may not improve. In both cases,
the GNP calculated cannot be areliable
development indicator. Thisinbuilt error
of the national economic accounts may
have far reaching consequences, when
governments and aid donors measure
success only with the growth rate of
GNP.

This inbuilt error of the national
economic accounts may have far

reaching consequences. \

The suggestions made as to these
(and other) points of critique, focus on
two major points:

The Invention

- Onrethinking the premises of thetra-
ditional accounting systems, espe-
cially the borderline between market
and non-market activities, the clas-
sification of outputs, infrastructure
and leisure, and the inclusion of so-
cial and environmental costs.

- On scaling down the efforts for a
welfare oriented national product and

constraining the national accountsto
market activitiesonly.

Regarding the intentions of most of
the proposals on reforming national ac-
counting and the use of GNP, two major
approaches can be differentiated: im-
provements and extensions.

Improving Traditional Indicators

Studies on the basis of the concept
presented by Reimut Jochimsen (1966)
suggest to define “development” by two
components:

- thescale of economic activity (mea-
sured by conventional GNP per capita
and

- the degree of integration (measured
by the deviation of the remuneration
for production factors, especially
wage differences).

The respective argument is straight-
forward. The scale of economic activity
and the degree of integration are inter-
dependent, but need not coincide: the
scale may grow, but integration may de-
cline. If so, has there been “develop-
ment”? To give some food for thought,
take thisexample:

- The scale (GNP per capita) has
growninayear by 5% (on anindex:
from 100 to 105),

while

- the degree of integration (DI) has
declined by 5 % (from 100 to 95).

Has development taken place in that
country (region, or sector)? Traditional
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wisdom would say “yes’. In the new
wisdom (GNP + DI), the answer would
depend on the weight given to the two
components.

In this context, another approach
comes into view, the suggestion made by
Hollis B. Chenery et al. (1974). On the
basis of the conventional national ac-
counts, a conjunction was suggested be-
tween agoal of growth and agoal of dis-
tribution, in the form of an “Equal
Weights-Index”. We will come back to
the specifics later on.

Another interesting suggestion was
made by Edwin G. Dolan (1971), sepa-
rating the conventional GNP in:

- GNP | = that part of the GNP gener-
ated with renewable resources and
leading to recyclable wastes, and

- GNP Il = that part of the GNP gener-
ated with exhaustible resources and
ending with non-degradable wastes.

Thedecision rulefollowing Dolan’s
differentiation israther simple: Maximise
GNP I, and minimise GNP I1! Unfortu-
nately, thisdifferentiation isflawed with
anumber of measurement problems for
which the current statistical systems
may not provide the necessary instru-
ments.

Extending the National Accounts

Regarding the studieson therevision
and extension of the conventional national
accounts, some lead to far-reaching
changes and quite drastic adjustmentsin
the outcomes.

First, the proposal on theinclusion of
an environment aggregate into the eco-
nomic accounts must be mentioned. One
the one hand, ecosystem services are not
or only inadequately registered. On the
other hand, efforts to repair nature are
registered. The production of air filters
and sewage plants enter the accountsin
the same way as the production of bread
and TV sets do. The extraction of oil,
the mining of minerals and the opening
of recreation areas enter the accounts
at market value, the value a market-ori-
ented society iswilling to pay.

The real caprice of the traditional
accounts regarding the environment how-

ever is that a damage done to the envi-
ronment only enters the accounts when
that damage isbeing treated. By contrast,
the impairment of the produced capital
iscontinuously registered by regular de-
preciation of tangible fixed assets. The
rectification of environmental damage
enters the accounts with the financial or
physical investments made. In addition,
it seems reasonable to at least calculate
real environmental damages and to es-
tablish additional environmental accounts,
either by

- divesting all transactions regarding
the preservation of environmental
assets from the other aggregates (en-
terprises, state, households) and
transferring them to a separate ag-
gregate “environment”,

- and/or to introduce figures on envi-
ronmental damages not yet treated.

To establish acomprehensive system
of environmental information is depen-
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dent on the availability of data, but also
on the costs involved in doing so. The
respective preferences, no doubt, vary
greatly among regions and states.

‘ To establish a comprehensive sys-
tem of environmental information

is dependent on the availability of

data, but also on the costs involved
in doing so.

Regarding the efforts made towards
awelfare oriented revision of the national
accounts, thework by William Nordhaus
and James Tobin on “Material Economic
Welfare” (MEW) (1973), of Jan
Drewnowski on the “Quality of Life”
(1974), and of the Economic Council of
Japan on “Net National Welfare” (NNW)
(1974) are of high quality and deserve
special interest. These approaches were
intended to overcome the discrepancies
between the national product and eco-
nomic welfare, and to measure and plan
for the quality of life.

With the NNW, the economic ac-
counts are supplemented by monetary
valuations of “welfare-positive” aspects
of life, i.e. additions of categorieson lei-
sure, internal activities of households
etc. to the traditional GNP, and “wel-
fare-negative” aspects of life, i.e. sub-
tractions of expendituresfor nature res-
toration, for real environmental damages,
for losses due to urbanisation etc. Fur-
thermore, the categories of public and
private consumption are newly defined,
and the benefits of public capital stock
are re-estimated, more on this in the
concluding section.

F. Thomas Juster’s (1973) proposal
of a new framework for measuring eco-
nomic and social performance is even
more ambitious. Income and output, he
presumes, are dependent on capital stock,
and therefore comprehensive stock ac-
counting is asked for, stocks that should
be differentiated according to:

- reproducible material and immaterial
stocks,

- human stocks,
- socio-poalitical stocks,
- natural resource stocks.

So far, Juster’s concept has not been
empirically tested. Two concepts that
have been tested will now be looked at
in some detail: the growth and distribu-
tion index, and the net national welfare
index.

The Innovation: Growth &
Distribution Index

For planning purposesindices can be
developed and implemented that reflect
several goals at the same time. Such a
welfare index was presented in a col-
laborative study by the Institute of De-
velopment Studies at the University of
Sussex and the World Bank’s Develop-
ment Research Centre (Chenery et al.
1974), intheform of an “Equal Weights-
Index” (EWI) and a “Poverty Weights-
Index” (PWI). Assuming awelfarefunc-
tion of a society as:

G=W,G,+W,G,+W,G,+W,G, +
WSG5
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Where G stands for the increase in
welfare of a society, W, (etc.) for the
weight given to group 1 of that society
and G, (etc.) for the growth rate of in-
come over aperiod of time (ayear). The
traditional GNP is an index where the
weight for the growth of income of all
(in our example: five) groups are equal
to their share (the quintile) of aggregate
income. The basic weakness of that
premisein the case of adeveloping coun-
try becomes obvious, the moment you
look at the normal income distribution
whichisapproximately like asfollows:

Quintile 1 2 3 4 5 Aggregate
Share of

Aggregate

Income

(%) 53 22 13 7 5 100

In this case, the share of the upper
two quintiles of population is 75 % of
GNP. The growth rate of GNP thus mea-
sures essentially the growth of income
of the upper 40 % of the population only,
while 60 % have nearly no weight. There-
fore, an alternative welfare measure
could be developed on basis of the his-
toric political principle of “one man—one
vote”: i.e. setting the weight W in the
above equation proportional to the num-
ber of the people in each group — the
“Equal Weights-Index”. Doing so, the
growth of income of, let say, 1 % in the
lower quintile would have the same
weight as a 1 % increase in any other
quintile.

Put differently, the conventional GNP
index assumes that the welfare effect of
an additional incomeis equal, and inde-

pendent from the scale of income re-
ceived. That quite obviously is false
thinking. On the basis of the figures in
the table above, a 1 % increase of in-
come in the upper quintile has a weight
nearly eleven times (53:5) ashighasal
% increasein thelowest quintile. Install-
ing an “Equal Weights-Index” (EWI)
would imply that, contrary to the GNP
index, an income increase in the lowest
quintilewould be given eleven fold prior-

ity.

Replacement of the rather abstract
income quintiles by social groups, like
small farmers, tenants, agricultural work-
ers, makesthe potential of this approach
for developing countries clear and more
concrete. Theimplications of a“ Poverty
Weight-Index” (PWI) would even be
more spectacular.

‘ Use of the EWI in industrial coun-
tries would have another interest-

ing effect: it could help in differ-

entiating “development” from\

“over-development”.

Use of the EWI in industrial coun-
tries would have another interesting ef-
fect: it could help in differentiating “de-
velopment” from “over-development”.

Still, a reservation has to be made.
EWI and PWI provide a welfare mea-
surement based on economic growth and
distribution of income only. It does not
include other categories of welfare, e.g.
private and public stocks. Nonetheless,
this approach signifies aradical reorien-
tation in measuring economic and social
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performance — and of respective practi-
cal policies.

The Innovation: Net National
Welfare | ndex

A different practical example was
developed by a Committee of the Eco-
nomic Council of Japan. The “Net Na-
tional Welfare Index” (NNW) (1974)
originatesfrom athorough modification of
the GNP concept. It is not to replace the
GNP as this is thought to be necessary
for measuring effective market demand.
Instead, the NNW is intended to supple-
ment GNP in measuring national welfare,
itsregional and temporal development.

The NNW is composed of nine ag-
gregates, partly revisions of well-known
categories (like private and public con-
sumption), and partly new supplements
(like environmental damages and losses
from urbanisation). Much thought isgiven
to revise the conventional categories,
especially by introducing theideaof “de-
fensive expenditures’, i.e. private and
public expenditures that are basically
unwanted, but structurally necessary.
Valuating internal household activitiesand
other non-market activities, and estimat-
ing the costs of pollution and urbanisation
are other major innovations.

Theformal relationship between GNP
and NNW islikethis:

GNP NNW

C cC =C -D_ +T, +T +V
pr ,pr _ pr pr 1 nm k
Cs! c s Cs! - Dst

|b " =|n +|n + |0
pr pr pr ntpr hmpr
|b In =" 4|0 + "
st st ntst hmst

Explanation

C,= private consumption; C_ = pub-
licconsumption; | = privateinvestments,
I, = publicinvestments; D_ = defensive
expenditures, private; D, = defensive
expenditures, public; T, = assumed and
attributed leisure; T.= assumed and at-
tributed household work; V, = use of
stocks of infrastructure and long lasting
consumer goods; 1", I" , = private
resp. public net investmentsin intangible
capital; R private resp. public
net investments in human capital

As to be expected, the results of this
type of welfare measurement in Japan dif-
fer quitesignificantly from the conventional
measurement of the gross national prod-
uct. There is no need here to go into the
details (see Maruo 1974), but the aggre-
gated comparison could beillustrative. For
the period under consideration, 1955—1970,
the relation between NNW and GNP de-
creased from 1.15 (1955) to 0.92 (1970),
i.e. welfare in Japan was growing less
slowly than the gross national product.

Studying and implementing the

NNW approach thus may help in
theformulation of welfareoriented
policies.

In appraising the NNW approach one
may say that the basic idea is straight-
forward. Many, so not all of the flaws of
the GNP concept were debated, and for
some of the main deficiencies convinc-
ing answers were found. Explicitly con-
sidering natural resources, the damages
to the environment, the increase in de-
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fensive (unwanted) expenditures, thein-
clusion of non-market activities reflect
the changing preferences in society.
Studying and implementing the NNW
approach thus may help in the formula-
tion of welfare oriented policies.

Outlook

Towind up, some presumptions shall
be made as to the future development of
our topic, both with regard to practical
steps of official statisticsand to the eco-
nomic, social and environmental policies
based upon them. Some points could be
significant:

- Thenational accountants should se-
riously consider and take up the cri-
tique put forward, and switch from
the sporadic and partial to a continu-
ous and systematic revision of the
concepts, particularly regarding the
environmental effects of economic
growth.

- Work on the determination of wel-
fareindicatorswill continue and new
corrective concepts will be tested.
The official acknowledgement of
such a concept however may not
take place. Gross national product
(GNP) and net national welfare
(NNW) aretoo different conceptsto
find consensusin kicking the one out
in favour of the other. Thisis more
S0, as such consensus needs to be
international in character. But they
at least could go in parallel, as has
happened in Japan and elsewhere.

- Besides methodol ogies and the con-
troversies about them, there are the

vested economic interests. There still
are many “growthmen” among us,
and there are the young and dynamic
“growthnations’ —and they may con-
tinue to be strong and dominant.

Parallel to the work discussed here,
the social indicator research activi-
ties will continue and may get new
impetus (OECD 1976, Sheldon &
Moore 1968, Simonis & Simonis
1976, Wilcox et al. 1974). This, how-
ever, may not happen in an integra-
tive but avery partial way, focussing
on sectors such as education, health,
dwelling, leisure.

The possibilities of proceeding to-
wards a comprehensive and system-
atic integration of economic, social
and environmental variables, of
complementary methods, of objective
and subjective indicators exist, but
implementation at this point in time
seemsrather unlikely. Growth scepti-
cism has been growing, now doubt.
But economic growth isastrong idea
and in great demand by many people
on this planet. Still, survival and
sustainability are ultimate goals. And
therefore, searching for new concepts
and new indicatorswill continue.

This paper has shown that we are
living in a“knowledge society”; so
many thoughts on deficiencies and
possibilities. Unfortunately, the paper
has also shown that we are living in
a “forgetting society”; so many
thoughts got lost, or were not imple-
mented.

Despite this rather sceptical ap-
praisal of the topic, the search for
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new concepts and indicators is on
again. Thisisimportant, for method-
ological reasons and with regard to
contents, for cooperation between
academic disciplinesand with regard
to quality oriented economic, social
and environmental policies.

We started with a quote from John
Kenneth Galbraith. That quote was in-
complete. So, we should end with the
complete sentence. And that goes like
this: “The day of the GNP is over. Not
completely of course. Most economists
master only one set of ideasin alifetime.
Those who learned that an expanding
GNPisthegoa of public policy will cling
to their thesisas aliferaft in astorm, as
to them, in some degree, it is” (Asahi
Evening News 31. 8. 1970).
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