LIVING STANDARDS

GDP not the full measure of economic health
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Economic Insight

ven as Canada's economy has

clawed its way back to re-
spectable growth In the slow,
halting recovery from the Great
Recession, many Canadians
couldn’t escape the feeling that
they really weren't getting ahead
at all. New research suggests their
feeling may be well justified.
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Parkinson: As GDP rebounds, well-being stagnates

)) The Centre for the Study of
Living Standards {CSLS), a re-
spected Canadian economic
rescarch institution, published a
study Wednesday on Canada's
perforimance on the Index of Eco-
nomic Well-being, a gauge of the
country’s éconamic success that
the centre has been using since
1008, It is an attempt to reach
beyond the most common yard-
stick of the economy's growth -
namely, s domestic product -
to provide a better measure of
“access (o resources needed fora
decent standard of living "

In GDP terms, it does look like
Canada is generally gaining trac-
tion. Statistics Canada said this
week that real GDP in the first
quarter rose at an annualized rate
0f 2.4 per cent, the best in more
than a year, The Organization for
Economic Co-operation and De-
velopment issued a fresh eco-
nomic outlook Wednesday,
forecasting that Canada's GDP
growth will accelerate from 1.2 per
cent last yvear to 1.7 per cent this
year, and 2.2 per cenl next vear.
Canada's GDP growth since the
2008-0a recession has consistent-
ly been among the best in the
Group of Seven, and has outpaced
the OECD average every year but
one {[ast year),

In a challenging time, we're
doing better than most, Right?
Not so, the C5LS says, “Since 2004,
econoimic well-being, as repre-
sented by the Index of Economic
Well-being [TEWB], has virtually
stagnated in Canada," CSLS said
in the releasing of the report. The
index rose a puny average of 0,09
percent annually from 2004
through 2014 - a fraction of its
Lyt-per-cent average annial
growth from 2000 to 2008,

The IEWB is a recognition that,
while GDP is one measure of an

ceontmy's success, it's an fm
fect measure of thtmnusu?ﬁ;
people within that econamy.
Economy-wide spending may in-
crease, companies may make -
more money, national wealth
may grow - but that doesn't
necessarily mean that the fypical
Canadian Is better off. And if the
people in an economy aren't
thriving, the sustainability of eco-
nomic health is ultimately at risk.

The index is made up of four
*domains of cconomic welfare™
per-capita consumption, per-cap-
ita wealth, economic equality and
economic security, Some of these
are critical components of GDP,
Others, such as the measures of
equality and security, tap into the
kinds of unease that can grip indi-
viduals and temper their confi-
dence even when the more
straightforward measures of
growth are improving. And the
study found that, since the reces-
sion, the only component of the
IEWR to have shown any growth
at all has been consumption. The
extended period of ultralow inter-
estrates in the post-recession pe-
tiod, which has reduced the costs
of debt-financed consumption
(especially in the housing sector),
has certainly been a major contri-
butor to this component of well-
being growth - as, indeed, it has
been critical to the country's GDP
recovery,

But the less conventional mea-
sures of the economy's health are
the reason Canadians' economic
well-being has stalled. CSLS said
its wealth, equality and security
measures have all declined since
the recession.

It's notable that, before the
recession, Canada's well-being
growth was driven in part by
increased wealth - which re-
flected both hefty capital invest-

mentand values of the
country's nat resources. If un-
derlines how the stagnation of
capital investment in the country,
particularly now that the il
shock has devastated i

the resources sector, removes a
major component u{);rjealth
generation that not propels
GDP growth, but mmfv:-u fes to
Canadians’ capacity to improve
their economic lot,

Indeed, wealth, equality and
security have all been linked 1o
productivity. And the slowdown
in productivity growth s one of
the biggest hurdles facing the
global economy, as it faces a sus-
tained slow-growth rut and an
aging work force throughout
most of the world's advanced
economies. It's a problem Canada
hares,
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As OECD chief economist Cath-
erine Mann pointed out in a state-
mentin mn]gm with lht:d
organization economic
outlook Wednesday, precarious
employment and income
inequality discour consump-
tlon; the resulting slow demand
discourages productivity-enhanc-
ing business spending and [nno-
vation Investment.

“Negative feedback loops are at
work,” she said.

In this light, well-being indica-
tors aren't just touchy-feely alter-
natives to tradi Economic
£auges to be embraced anly by
those on the political left who
want to tax the ﬂifrhiﬂt;nd redistrib-
ute to the poor. may be get-
ting at the root of the world's
“low-growth trap,” a5 Ms. Mann
calls it. If policy makers in Canada
and elsewhere want to solve this
growth puzzle, broader measures
of well-being may become in-
creasingly valuable tools in their
| economic tool box.




