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Re-thinking Economic Progress
Giles Atkinson

The call for countries to pursue sustainable development, and in doing so
place the environment at the heart of policy-making, was established
notably in the report of the Brundtland Commission in 1987 (WCED,
1987) and at the Earth Summit meeting between world leaders in Rio de
Janeiro in 1992. Many national governments have now pledged a commitment to this goal and the transformation of these pledges into policy is a
formidable challenge faced by decision-makers. It also raises fundamental
questions regarding the design of indicators needed to construct suitable
policy responses and, furthermore, to monitor progress towards stated
goals. Allied to this is a feeling of dissatisfaction with the way in which economic progress is currently evaluated. In particular, this unease has found
a focus in, often trenchant, criticism of the perceived emphasis of policymakers on changes in Gross Domestic Product (GDP). This has led, over
the past decade, to a view that unless the way in which progress is currently evaluated is changed, or at least augmented, commitments to sustainability or environmental goals will be largely meaningless. Of particular interest in this respect are proposals for the construction of green alternatives to GDP.

What is GDP?
Before we proceed to outline efforts to green GDP, it is useful to get some
sense of, on one hand, what GDP is and, on the other, why there has been
criticism of this indicator. The background to this is that the national
accounts consist of a large body of information confined primarily to
observable marketed transactions. Hence, the goods and services that get
counted are those which pass through the market and the costs of provision of certain services, like state education, supplied by government.
From this mass of economic data, most attention is given to the aggregate
measure of income or product, i.e. GDP, resulting from the accounting
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process.1 GDP is estimated using either of three methods (World Bank,
1998): (i) by value added (gross output of producers less the value of intermediate goods and services consumed in production); (ii) by incomes (e.g.
wages and profits); and, (iii) by expenditure (e.g. consumption and saving). What GDP tracks is the current flow of economic activity over an
accounting period, e.g. annually or quarterly. The growth rate of GDP is
arguably the single most important economic indicator at the disposal of
policy-makers although few would propose that it alone is sufficient to
summarise economic performance (Atkinson et al. 1997). Its primary use,
along with a small number of additional indices such as the unemployment rate, inflation rate and balance of payments, is to characterise the
state of the economy in the past and to forecast prospects for the near
future.
The emphasis of the national accounts on economic activity is a source
of much criticism, as it appears almost wholly to ignore the broader quality of life concerns. Furthermore, concern for sustainable development,
placing an additional emphasis on the wellbeing of future generations, is
also poorly reflected in the national accounts. The neglect of the environment in the accounts encapsulates both of these concerns in that
environmental resources are a significant source of wellbeing both now
and in the future. Yet, existing national accounting practice, and thereby
GDP, does not reflect this. As result of the increasing importance
attached to the depletion of resources and accumulation of pollution, the
national accounts are a less useful guide to the consequences of human
activities.
This has led to calls to augment the existing accounts with information
reflecting changes in environmental resources. Indeed, many have taken
this line of argument further (see, for example, Lutz, 1993): if GDP, and
its growth rate, is central to evaluating development prospects then an
analogously powerful indicator must be sought to redress this imbalance.
The idea is not so much to replace this economic indicator, although some
suggest this should be the case, but rather to complement the existing

1

GDP measures the total output of goods and services for final use occurring within the domestic territory of a
given country (World Bank, 1998). An alternative definition of a country’s income is Gross National Product
(GNP). GNP is defined as GDP plus net property income from abroad. However, this distinction does not
affect our discussion.
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