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Sevond GDP:
towards a countr
where lite is really good

The Friday Group aims to make recommendations for societal progress in Belgium. This report is an
exercise in thinking about the fundamentals of that objective: how do we define societal progress, or
well-being? And, after having come up with a definition, how is Belgium doing?

Despite broad recognition that gross domestic product (GDP) is an inadequate indicator for well-being,
it is still central in political and public discussions. This report first summarizes what GDP is and its
flaws as an indicator of economic and societal progress. Second, it argues that a complement to GDP
that measures sustainable well-being should be developed to encourage better development, evalu-
ation and adjustment of policies aimed at maximizing well-being and foster better-informed public
debate on desired directions of our society. Finally, it presents an impression of how Belgium is really
doing on some selected indicators of well-being.
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* Special thanks to Professor Isabelle Cassiers for providing numerous insightful remarks and constructive criticism on a preliminary draft
of this report. We also thank Professor André Sapir, Alexi Walckiers and Professor Micaél Castanheira for their valuable comments. Finally,
our sincere gratitude to the members of the Friday Group and all the friends that contributed in various ways to this report. All errors and
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-Xecutive

Summary

Gross domestic product (GDP) has come to be the ultimate
indicator of how well a society is doing. However, this has
never been its intended purpose — and for good reasons.
GDP has major flaws as an indicator of societal progress.
While being a good indicator for market production flows,
it has limits in measuring material living conditions and
fails to take account of several factors that should be con-
sidered important aspects of societal and individual well-
being: sustainability, equality, health, leisure time, social
cohesion and green spaces — to name just a few.

Recently, the search for alternatives or complements for
GDP has gained momentum. The multiple crises we face
today — economic, social, climatic and democratic — oblige
us to be more precise about what society should aim for.
As “what we measure prescribes what we do", better poli-
tics starts with a better definition and measurement of
sustainable well-being, which the Friday Group considers
should be the ultimate goal of politics.

Belgium does not have to start this search from scratch.
Belgium can learn from and participate in ongoing inter-
national initiatives. In Belgium, especially in the Walloon
Region, promising work has recently begun. Data that
could be components of a well-being measure are already
being collected at different levels and by different agen-
cies or departments. However, adequate structures are
needed to bring these data together at the same, regular,
intervals and to integrate or aggregate them.

As an example, this report presents the Better Life Initia-
tive of the Organisation for Economic Co-operation and
Development (OECD) as an inspiring attempt. Using this
“dashboard” of indicators as well as other data, the report
presents a rough assessment of well-being in Belgium.
This example helps to illustrate some difficult decisions
that will have to be made in developing an index of well-
being.

Based on the analysis in this report, the Friday Group
makes the following recommendations:

» GDP should not be the ultimate objective of our poli-
tics. Sustainable well-being, taking into account non-
material dimensions of well-being, inequality and
sustainability, should be the guiding aim of society,
informing public policy and public discourse.

» Analternative indicator that better measures material
living conditions, such as real net-adjusted disposable
income, should also be reported by our governments
and media when assessing the material progress of
our country and regions.

» Society should decide how to define well-being and
what dimensions should be included in the definition.
A group of experts should initiate a broad reflection,
allowing for a large consultation with civil society and
various interest groups.



Indicators for these other dimensions of well-being
should be developed by the federal and regional gov-
ernments using the same quality and frequency as for
income, as has recently been initiated by the Walloon
Region.

Complementing measures of material well-being
with relevant non-material measures is insufficient.
Attention must be given to the level of inequalities,
inside the current population or between different
generations. This means that the distribution of indi-
vidual well-being must be measured and the sustain-
ability of our well-being must be ensured.

An expert group should decide on the best way to
complement GDP with a well-being index. We iden-
tify three non-exclusive options: (i) corrected GDP so
as to reflect well-being, (ii) a new synthetic indicator,
and (iii) a dashboard that includes national accounts
indicators that keep dimensions separated. As the
first two are faced with many challenges, we advise
starting with the third approach. The governments
and media should report on this new indicator/dash-
board to change the discourse on the progress of our
society.

A user-friendly "well-being in Belgium” website
should be developed, that allows citizens to quickly
find how Belgium is doing in well-being in general, in

its various dimensions and in specific indicators. Bet-
ter measurement serves two objectives: better policy
design and more informed democratic debate.
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INntroduction

If we ask a friend how she's doing,
we don't expect her to reply: “Fine.
My output increased 3% this year”
We look forward to hearing if she is
in good health, how her children are
doing in school, if she is enjoying her
job and how she is spending her lei-
sure time. Likewise, we would be
shocked when going to a doctor for
a complete check-up and receiving
as response: “Good. You have grown.
Next patient” We would be astoni-
shed to reduce the answer of how
a friend, let alone our own health, is
doing to market output. Why do we
evaluate a country’s performance on
such a limited basis?

This is what we have largely been
doing since World War Il. In politics,
in the media and with the general
public, gross domestic product (GDP)
has been the ultimate criteria to as-
sess a country's performance.

GDP has some major flaws. It takes
into account the fuel we use when sit-
ting in a traffic jam, but not the hours
we enjoy serving as a volunteer. GDP
might encourage depleting the forest
for lumber, without considering the
cost to the ecosystem. GDP does not
capture the improvement in the qua-
lity of the public services we receive
and it does not take into account the
distribution of resources. Neither
does it say anything about the sustai-
nability of a country's production sys-
tem. Besides, more production and
income does not necessarily make us
happier.

It is not unreasonable to assume that
many people would prefer living in
country A where GDP per capita is
€30,000; wealth is not fundamen-
tally unequally distributed; people
work on average 1,500 hours a year,
enjoy 25 days off, and live more years
in a healthy condition; there are many
green spaces and the environment is
clean thanks to a green production
system; and people spend much time
doing voluntary work. Rather than
being a citizen of country B, where
GDP per capita is €40,000, but 10%
of the population gets 50% of the
resources; people work more hours,
have fewer days off and average
health and life expectancy are lower;
a dirtier production system causes
bad air quality and polluted parks;
and people have less time and energy
for social interactions. Nonetheless,
when comparing the ‘performances’
of countries such as A and B, we of-
ten only consider GDP per capita.

With this report, the Friday Group
wants to stimulate the debate in Bel-
gium on redefining well-being and
societal progress. This report is not
only directed at politicians, statistical
experts and other government of-
ficials. It is also aimed at the media
and the general public. We want to
help bring important ongoing inter-
national work on how to redefine and
better measure well-being to broader
attention in Belgium.

In chapter 1, we consider the short-
comings of GDP and shed light on
ways to appropriately measure well-

being. In chapter 2, we summarize in-
ternational initiatives aimed at better
well-being measurements. Chapter
3 addresses composite well-being
indicators. Chapter 4 explores well-
being in more detail and discusses
a dashboard of indicators in various
dimensions of well-being. Chapter 4
also considers how Belgium is per-
forming with respect to a selected
number of well-being indicators. On
the basis of our research and analy-
sis, we conclude by making recom-
mendations about how well-being in
Belgium can be better defined, mea-
sured and, hopefully, improved.

More than ever, in a period of budge-
tary restrictions politics should get its
priorities right. We think this means
maximizing well-being for current
and future generations — that is: pur-
suing sustainable well-being. To do
so, better defining and measuring
well-being is a crucial step which,
when implemented rightly, also helps
to increase the democratic character
of our governance.
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Chapter One

“The welfare of a nation can scarcely be inferred from a measurement of national income”

Simon Kuznets, Report to the United States Congress in 1934

GDP: MARKET PRODUCTION, NOT WELL-BEING

Gross domestic product (GDP) tracks a country's market
activity by adding the value of all final goods and services
that are produced and traded for money within a given
period of time, typically a quarter or a year. It is a com-
prehensive measure, covering household consumption
and government expenditures, net exports (the value of
exports minus imports), and investment (the increase in
the value of capital goods). Because the value of the pro-
duction in an economy corresponds to the remuneration
of the production factors, labour and capital, as well as the
payment of indirect taxes such as VAT, GDP corresponds
to the sum of incomes distributed by an economy.

Simon Kuznets and his team developed the concept of GDP
in the 1930. It was originally aimed at accurately measur-
ing economic activity to identify appropriate stimulus poli-
cies to stem the Great Depression. The metric was further
developed after World War Il, a period of reconstruction
and scarcity during which economic growth went hand-
in-hand with societal progress, while ecological concerns
were limited or non-existent.

Today, GDP calculations benefit from well-established in-
ternational standards. Its synthetic character and simplic-
ity make GDP the most widely used measure of economic
activity. GDP is one of the most closely watched economic
statistics. Political and economic leaders use changes in
GDP — economic growth or decline — as benchmarks to
justify fiscal and monetary policy. The business commu-
nity uses it for production, investment, and employment
planning. Journalists and voters routinely look at GDP as a
proxy for policy success or failure. GDP has become a pop-
ular indicator for assessing a country’s wealth; and GDP
per capita on a purchasing power parity basis is frequently
used for comparing living standards in different countries.

Over time, GDP growth has come to be largely viewed by
economists, decision-makers and the media as repre-
senting overall progress”. Treating GDP as an indicator of
general well-being is however inaccurate and dangerous,
for several reasons?.

1 Costanza et al. (2009).

2 For adetailed review of statistical aspects of GDP, see Boarini et al.
(2006); Stiglitz et al. (2009).
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GDP is a monetary value measure. It mainly repre-
sents market production® GDP does not account for
activities such as volunteer work, childcare and unpaid
household work. In addition, GDP does not account
for leisure. However, as Stiglitz et al. (2009) mention,
everyone would agree that consuming the same bun-
dle of goods and services, but working 1,500 instead
of 2,000 hours a year implies an increase in one's
standard of living. Finally, GDP does not take into ac-
count moral, spiritual or aesthetic value. For instance,
replacing Belgium’s architectural jewels — such as
Victor Horta's Maison du Peuple, demolished in 1965
— with functional buildings with no heritage character
contributes to GDP. It does not, however, consider the
value of the beauty and cultural heritage of our cities.

GDP is a measure of flows. It measures income flows,
not the stock of wealth in an economy. However, this
stock is an important determinant of living standards,
now and in the future, and it is influenced by many
factors that GDP does not take into account. Among
them are revaluations (variations of asset prices),
depreciation (wear and tear) or destructions (natu-
ral disasters, war). For instance, the wear and tear of
roads by trucks is not recorded in GDP. Moreover, if
reconstruction more than offsets loss of output and
a drop in tourism in affected areas, natural disasters
could increase recorded GDP, even though the effect
on living standards would be negative. As the World
Bank noted in its Developing Trends, March 2011%: “If
anything, the Kobe earthquake [of 1995] had a posi-
tive effect for Japanese GDP." Another illustration of
the inadequacy of GDP as a measure of well-being is
the fact that, according to some market analysts, the
2010 BP oil disaster in the Gulf of Mexico would reg-
ister as a net gain in US GDP, due to the expenditures
involved in clean up and rescue operations®.

GDP imperfectly measures quality. GDP measures
the cost and quantity of products and services, but
it does not offer information on their quality. While
we can think of market prices as reflecting consum-
ers’ appreciation of market goods and services, this
does not apply to government provided goods and

3 Afew productive activities that take place outside the market

services, for which there are no market prices. Pub-
lic production is included in GDP at a value equal to
the sum of the related cost, rather than on the ac-
tual outputs produced. This means that elements of
great importance for individuals such as healthcare,
personal security, environmental quality, education
and the efficiency of public services are poorly meas-
ured by GDP. For example, in 2010, the United States
spent two-and-a-half times as much for healthcare
as other Organisation for Economic Co-operation
and Development (OECD) member countries spent
on average. However, indicators of health such as
life expectancy and infant mortality are worse in the
United States®. Furthermore, there are products and
services whose quality is complex, multi-dimensional
and rapidly changing, such as computers and medical
services. Quality changes may bring significant con-
tributions to the quality of life; however, they are only
imperfectly taken into account in calculating GDP.

GDP ignores distributional issues. GDP growth may
benefit only parts of the population, while other parts
become poorer. However, the distribution of resourc-
es among individuals is an important determinant
of social welfare. Moreover, in a globalized world, a
discrepancy may appear between a country’s wealth
production and the way it benefits its population. In
Ireland, for example, net national disposable income
— the sum of the disposable incomes of all residents
— has substantially decreased as a proportion of GDP
since the mid-1980s, reflecting the repatriation of
profits by foreign investors’. As a result, the income
of the population has grown significantly slower than
GDP would suggest.

GDP does not account for negative externalities. It
ignores, bad effects suffered by third parties when
a good or service is produced or consumed. Thus,
air pollution, environmental deterioration and deple-
tion of non-renewable resources are excluded from
GDP. Travelling to work by car increases GDP, with-
out regard for the resulting pollution and traffic jams.
By contrast, going to work by bike neither increases
GDP nor generates pollution or traffic jams. As noted
by Beachy and Zorn (2012): “GDP actually tends to
rise with societal problems such as crime, pollution,

sphere have been incorporated into GDP. The single most important is
the services that homeowners derive from living in their own dwellings
(Stiglitz et al., 2009).

4 World Bank (2011)
5 DiLleo (2010).

household debt, commuting time, and family break-

6 OECD Health Data (2012).
7 Stiglitz et al. (2009).



down.” Thus, many activities included in GDP actually
reduce the welfare of people.

» GDP does not take into account sustainability. Un-
bridled exploitation of resources or growing debt ded-
icated to consumption contributes to GDP, but they
can compromise future wealth production and well-
being. The subprime mortgage crisis in the United
States and the sovereign debt crisis in the euro area
are good examples. The Fukushima nuclear disaster
in Japan also provides a good illustration of GDP's lim-
its as an indicator of well-being and its sustainabil-
ity. As noted by Fitoussi & Stiglitz (2011): “GDP may
have been higher because of the greater efficiency (cost
savings) as a result of the reliance on nuclear (as opposed
to say renewable) energy. The placement of spent nuclear
material in a way that exposed the entire country to now
evident risks may have contributed to higher GDP in the
past”

As a purely economic measure, GDP omits social and envi-
ronmental factors that directly contribute to well-being. As
a purely current measure, it ignores tomorrow’s economic
potential. As a purely market-based measure, it does not
fully account for current economic welfare. However, be-
ing a flawed measure of material living conditions and so-
ciety's well-being does not mean that GDP is useless. GDP
growth or, preferably, real GDP growth — which adjusts for
inflation - is a satisfactory measure of economic activity
that determines inter alia the level of employment and is
thus relevant as such. Measuring aggregate economic ac-
tivity is indeed helpful in devising economic policy that ad-
dresses unemployment and inflation along the economic
cycles, or for businesses taking investment decisions.

However, the shortcomings of GDP make it a poor guide
for policies aimed at societal progress and following it as
a compass in the quest for society’s well-being can be
a dangerous distraction. This is particularly true in rich
countries, where the living standard is already high and
where the emphasis can thus be put on improving the
non-material dimensions of well-being, such as social
capital, health, education, entrepreneurship, environmen-
tal quality, public safety etc. Because the metrics by which
we choose to measure progress determine our priorities
— as Stiglitz et al (2009) famously say “what we measure
dffects what we do" —, it is crucial to overcome the flaws
of GDP by looking for indicators that properly measure
well-being. Adequate indicators should help policymakers
take decisions that better address what really counts for
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people and should allow for objective information of the
population on the progress actually made.



GDP MEASURES EVERYTHING “...EXCEPT THAT WHICH
MAKES LIFE WORTHWHILE"

“Our gross national product counts air pollution and ciga-
rette advertising and ambulances to clear our highways of
carnage. It counts special locks for our doors and the jails
for those who break them. It counts the destruction of [the]
redwoods and the loss of our natural wonder in chaotic
sprawl. It counts napalm and counts nuclear warheads and
armored cars for the police to fight the riots in our cities. It
counts Whitman's rifle and Speck's knife, and the television
programs which glorify violence in order to sell toys to our
children.

Yet the gross national product does not allow for the health
of our children, the quality of their education or the joy of
their play. It does not include the beauty of our poetry or
the strength of our marriages, the intelligence of our pub-
lic debate or the integrity of our public officials. It measures
neither our wit nor our courage, neither our wisdom nor our
learning, neither our compassion nor our devotion to our
country, it measures everything in short, except that which
makes life worthwhile!”

US Senator Robert F. Kennedy,
remarks at the University of Kansas,
18 March 1968’

1 Kennedy, R. (1968). Available at: http:/www.jfklibrary.org/Research/
Research-Aids/Ready-Reference/RFK-Speeches/Remarks-of-Robert-F-
Kennedy-at-the-University-of-Kansas-March-18-1968.aspx.

FILLING THE GAP REQUIRES NEW METRICS

Filling the gap between GDP and overall well-being re-
quires new metrics that provide a broader approximation
of current economic welfare, accounting for sustainability
and incorporating environmental and social inputs. Vari-
ous alternatives exist. A first option is singular metrics of
aggregated variables that either compile distinctive vari-
ables (e.g. income, inequality, air quality, life expectancy,
educational attainment, etc.) into a singular number or ad-
just GDP to take into account externalities, home produc-
tion and defensive measures (e.g. prisons, alarm systems)
that rise with crime rates.

A second option is a “dashboard” in which multiple in-
dicators of social progress in the various dimensions of
well-being are presented alongside GDP. Dashboards can
contain disaggregated and aggregated measures. They
can serve to develop environmental and social/human na-
tional accounts that would complement current economic
national accounts based on GDP.

Aggregated indicators have the advantage of telling a
simpler, more powerful story than complex dashboards
of disaggregated variables. They allow for simple rankings
and comparisons that can help spur healthy competition
in government performance. On the other hand, aggrega-
tion mixes various dimension of well-being into a single
measure. It thus obscures specific developments, render-
ing concrete policy prescriptions more difficult. Both op-
tions are complementary and should be explored.

Chapter 2 presents recent initiatives aimed at better
measuring well-being. Chapter 3 then discusses in greater
detail aggregated variables. Chapter 4 addresses specific
indicators in various dimension of well-being and consid-
ers Belgium's performance in these indicators.
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Chapter Two

RETHINKING WELL-BEING — GLOBAL INITIATIVES

GDP's designers never intended it to become the ultimate
indicator of societal development. Nonetheless, in many
academic and policy circles, it has acquired this status.
However, some economists have developed alternatives’.
Prominent among them is Mahbub ul Haqg, who created
the Human Development Index (HDI), further pursued
by economist Amartya Sen, 1998 Nobel Prize winner for
his contributions to welfare economics. Since HDI was
first launched in 1990, it has been the subject of yearly
reports. The HDI considers GDP, but also takes into ac-
count life expectancy and education to measure a nation's
attainments. The HDI has been criticized for its arbitrary
(equal) weighting of its three components. Ul Haq justi-
fied this weighting as follows: "“We need a measure of the
same level of vulgarity as GNP? — just one number — but a
measure that is not as blind to social aspects of human lives
as GNP is. Today, we would consider HDI's focus to be too

1 Attempts to complement or replace GDP by distinguished econo-
mists such as Nordhaus, Tobin and Easterlin date back to the 1960s and
1970s. For an overview, see Fleurbaey and Blanchet (2013). This work
has accelerated since 2007.

2 Ul Haqreferred to gross national product (GNP), which is the market
value of all products and services produced by the residents of a coun-
try (including abroad) instead of within the territory of a country as in
GDP.

3 United Nations Development Programme (1999), Human Develop-
ment Report 1999, p. 23.

narrow, because well-being involves more than material
standards of living, health and education, which equate to
basic needs. However, this focus is logical, as ul Hag was
foremost thinking of how to better measure progress in
developing countries.

QUESTIONING THE DOMINANCE OF GDP

In recent years, increasing numbers of academics, policy-
makers and international institutions have been thinking
about better, encompassing definitions and measure-
ments of well-being. In 2008, the French government cre-
ated a commission tasked with rethinking the measure-
ment of economic performance and social progress. This
resulted in the 2009 Stiglitz-Sen-Fitoussi Report. With
the financial-economic crisis in full force, this initiative
that questioned the dominance of GDP gained support.
The report, because of the prominence of its authors, re-
ceived considerable attention and approval.

The Stiglitz-Sen-Fitoussi Report made several recom-
mendations, including;

» Using alternatives to GDP such as net national income
and household disposable income;

» Taking distribution and inequality into account;

» Complementing GDP with use of objective measures
of well-being from categories such as employment,
health, education, social networks, the environment,
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insecurity and governance;
» Taking account of sustainability by calculating stocks
of human and physical capital and natural resources.

The report offers a blueprint, but leaves it to governments
to decide how exactly to define and measure societal pro-
gress. The Stiglitz-Sen-Fitoussi Report's recommenda-
tions have been widely taken up by many organizations,
including the OECD* and the European Commission. The
OECD launched its Better Life Initiative, with a Better Life
Index that allows citizens via an interactive web-based
tool to give weights to the various dimensions of well-
being according to their own preferences and to compare
overall well-being across countries®. The OECD identified
11 topics essential to well-being in terms of material liv-
ing conditions (housing, income and jobs) and quality of
life (community, education, environment, governance,
health, life satisfaction, safety and work-life balance).
Each topic is built on specific indicators. In chapter 4, we
use the OECD's framework and data, complemented with
other data, to assess well-being in Belgium.

In 2007, the European Commission began working on
appropriate indices to measure progress, complemented
by reflections on how the indices can be integrated into
decision-making processes and considered in public de-
bate. This Commission initiative, called Beyond GDP, has
resulted in a roadmap and a Communication®. The Euro-
pean Commission and the OECD build on the Stiglitz-Sen-
Fitoussi Report.

4 The OECD hosted a conference, Beyond GDP: Measuring progress,
true wealth, and the well-being of nations, in November 2007 in Brus-
sels, in cooperation with the European Union, the Club of Rome and the
World Wide Fund. However, the Stiglitz-Sen-Fitoussi Report gave this
thinking broad attention and provided the analytical work that would be
used by the OECD, the EU and others.

5 See http:/www.oecdbetterlifeindex.org/

6 In this Communication, the European Commission proposes five
actions: complementing GDP with environmental and social indicators;
near real-time information for decision-making; more accurate report-
ing on distribution and inequalities; developing a European Sustainable
Development Scoreboard; and extending national accounts to environ-
mental and social issues (European Commission, 2010).

NATIONAL-LEVEL INITIATIVES

Initiatives at the national level, for example in Australia,
Canada, Germany, Luxemburg, the United Kingdom,” and
the United States are participating in this more or less co-
ordinated exercise. 8Through international collaboration
and learning,® a consensus on a definition of well-being is
taking shape.™

Belgium should not lag behind in this work. We welcome
the establishment in 2012 of a Senate Working Group on
new indicators for economic performance, social progress,
quality of life and happiness. We also welcome the Wal-
loon government's recent decision to introduce five com-
plementary indicators to GDP." With this report, we seek
to give these nascent initiatives a boost and to contribute
to a wide debate on this important exercise.

In Chapter 3 we discuss the possibility that these initia-
tives might lead to a single aggregate, composite indica-
tor reflecting societal well-being. However, conceptual
and measurement problems render this a long-term ex-
ercise. In the meantime, as building blocks for such even-
tual composite well-being indicator, a set of indicators for
which there is a relative consensus should be developed.
Chapter 4 presents an example of such an approach.

7 See http:/www.ons.gov.uk/ons/guide-method/user-guidance/well-
being/about-the-programme/index.html.

8 In 1972, the Kingdom of Bhutan proposed a Gross National Happi-
ness indicator.

9 For an extensive overview of global initiatives, see Australian Bu-
reau of Statistics (2012), pp. 67-81.

10 This consensus involves some international organizations and
national government agencies. Within academia and civil society, there
is more fundamental debate on whether it is possible and desirable to
complement or replace GDP by other indicators that objectively meas-
ure well-being. And, if it is not, whether the consumerist, or economic
progressivist philosophies that are the basis of our politico-economic
system should be called into question. In Belgium, see work by Isabelle
Cassiers and Geraldine Thiry; internationally, see the work of Jean
Gadrey, the Forum pour d'autres indicateurs de richesse (FAIR), and Tim
Jackson.

11 See the accessible websites http:/www.indicateurswallonie.be/
swf/index.html and http:/nollet.wallonie.be/la-wallonie-met-en-place-
ses-cing-indicateurs-phares-compl-mentaires-au-pib for background
information. For an initiative at the federal level, see http:/www.id-
dweb.eu/?page_id=5.
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Chapter Three

COMPOSITE INDICATORS

Defining and measuring well-being is not an end in itself. It
should serve the objective of shifting public discourse and
public policy towards the goal of sustainable well-being.
Aggregating multiple variables into a single indicator pre-
sents conceptual and measurement problems, some of
which are discussed in more detail in Chapter 4. However,
the possibility of one qualitative number should at least
be studied and pursued in the long run, as only a single
number will have the same narrative potency as GDP has
today.

A number of metrics that compile distinct variables exist
today, ranging from three indicators in the HDI to 64 in the
Canadian Index of Wellbeing." To aggregate such variables
into a single number, different methodologies are used for
assigning weight to each of the statistics.

An alternative to composite indices is “corrected GDP"
Corrected GDP starts with the GDP formula we know, and
adds or subtracts material or non-material dimensions
of well-being by imputing market values for non-market
goods. An early example is the Sustainable Measure of
Economic Welfare (SMEW) developed by Nordhaus and
Tobin in 1973. This indicator subtracts from national out-
put elements not conducive to welfare — such as commut-
ing time - and adds elements that add to the quality of life

1 https:/uwaterloo.ca/canadian-index-wellbeing/

— such as leisure time. This results in a measure of eco-
nomic welfare (MEW), from which is subtracted the mon-
etary amount needed to keep the capital stock constant,
resulting in the SMEW.

An interesting recent example of composite index that
adjusts GDP is the Genuine Progress Indicator (GPI) used
by the state of Maryland in the United States.? It shows
a widening positive gap since 1970 between the state’s
GDP and GPI. That gap is even more pronounced at the
level of the United States as a whole.

2 http:/www.green.maryland.gov/mdgpi/whatisthegpi.asp
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HOW BELGIUM SCORES

In Box 1, we show how Belgium scores on some existing
composite indicators and identify the 10 best performing
countries according to these indexes. We start with GDP
per capita as a benchmark, currently the most widely used
proxy for overall living standards.

Index Belgium's | Belgium’s rank (tgtal Top 10
score number of countries)
. 39270% Qatar, Luxemburg, Norway, Singapore, Macao SAR, Kuwait,
DP 3 18 (2 . . .
GDP per Capita ppp 8(200) Switzerland, Hong Kong SAR, Brunei, United States
Human Develop- 0.886 18(187) Norway, Australia, the Netherlands, United States, New
ment Index* (HDI) ' Zealand, Canada, Ireland, Liechtenstein, Germany, Sweden
Happy Planet Index Costa Rica, Vietnam, Colombia, Belize, El Salvador, Jamaica,
371 107 (151) .
(HP1)® Panama, Nicaragua, VVenezuela, Guatemala
Better Life Index 75 14 (36) Australia, Norway, United States, Sweden, Denmark, Canada,
(BLI)® ' Switzerland, the Netherlands, New Zealand, Luxemburg
Human Develop- 508 11(22) Denmark, Switzerland, Norway, Ireland, Austria, Sweden,
ment Index (HDI)’ ' Finland, the Netherlands, Spain, Cyprus

FURTHER WORK NEEDED AT INTERNATIONAL LEVEL

Belgium’'s scores and the 10 best performing countries
differ from one index to the other. First, this shows that
decisions on how to compose and compute an index will
have important effects on the appraisal of how well a
country is doing, as well as on public discourse and policy
reactions. Second, it is evidence of the different opinions
on how well-being should be defined and measured. We
encourage further work at the international level to find
a consensus on how to define and measure well-being to
allow for international comparisons, to be combined with

3 http:/databank.worldbank.org/databank/download/GNIPC.pdf

national deliberations to allow for different societal pref-
erences. In the meantime, a dashboard consisting of dis-
aggregated indicators that are summarized in a number of
limited headline indicators offers a good alternative and
will always be a necessary complement to a synthetic in-
dicator for policy assessment and prescription purposes.
Chapter 4 discusses a dashboard of indicators.

4 http:/hdrstats.undp.org/en/tables/. The HDI combines indicator of life expectancy, educational attainment (consisting of mean years of schooling and
expected years of schooling) and (gross national) income (per capita). The HDI sets a minimum and a maximum for each dimension and then shows where
each country stands in relation so these goalposts, expressed as a value between 0 and 1.

5 http:/www.happyplanetindex.org/data/. The HPI uses global data on life expectancy, experienced well-being ( using the “ladder of life"question from
the Gallup World Poll) and ecological footprint, and is computed as follows: experienced well-being x life expectancy/ecological footprint.

6 http:/www.oecdbetterlifeindex.org/. The BLI contains 11 topics that are each based on one to three indicators. Results are based on indicators aver-

aged with equal weights.

7 http:/www.nationalaccountsofwellbeing.org/explore/indicators/zwbi. The NAWB indicator uses two headline measures: personal well-being and social
well-being. These are broken down into component and subcomponent indicators. To compute these indicators, data from the European Social Survey are

used.
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Chapter Four

“Current well-being has to do with both economic resources,
such as income, and with non-economic aspects of peoples’
life (what they do and what they can do, how they feel, and
the natural environment they live in). Whether these levels of
well-being can be sustained over time depends on whether
stocks of capital that matter for our lives (natural, physical,
human, social) are passed on to future generations.”

Stiglitz-Sen-Fitoussi Report, 2009

A DASHBOARD OF WELL-BEING INDICATORS FOR
BELGIUM

How to define well-being and which dimensions to include
in its measurement are thorny questions. People have dif-
ferentideas about what constitutes well-being and accord
different weights to its parts. Measurement problems are
not yet solved. Nonetheless, thanks to flourishing thinking
within academia, international organizations and several
countries, a consensus is emerging.”’

The OECD's definition of well-being, based on the Stiglitz-
Sen-Fitoussi Report, offers an interesting starting point.
But defining well-being should be the subject of broad
public deliberation within Belgium, addressing the vari-
ous dimensions to be included and their relative impor-
tance. This is not contradictory. International expert work

1 See p18, footnote 10 for a qualification of this consensus.

can provide input and sort out methodological issues, and
for reasons of comparability, countries can decide to use
a harmonized index. However, a nation’s people should
have the ultimate decision on how to define well-being.

After presenting some further general reflections about
conceptualizing well-being, we focus on indicators of ma-
terial and non-material dimensions of well-being, while
considering its distribution and its sustainability.

CONCEPTUALIZING WELL-BEING

The well-being of a society is difficult to define.? There
are two main reasons for this. The first is the multidimen-
sional character of well-being. The flourishing of individu-
als requires various disparate means such as material re-
sources, health, education, leisure time, etc. As a result,
careful analysis of a country’s well-being should be based
on multiple indicators covering all relevant dimensions.?

The second difficulty is the distribution of well-being. If
two countries have the same amount of resources of all
kinds, most people will agree that the social well-being of
the country where a small minority commands the vast

2 Forarecent review of existing conceptualization of well-being, see
Fleurbaey and Blanchet (2013).

3 There is ongoing scientific research on coherent ways to aggregate
the different dimensions of well-being. See, for example, Fleurbaey &
Maniquet (2011).
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majority of resources is lower than the other country
where resources are shared more equally. Furthermore,
when looking at the distribution of available resources,
one should consider future generations. A key feature of
an indicator of social well-being is its ability to measure its
sustainability across time. The sustainability requirement
is an intergenerational equity constraint.

We believe for now a combination of composite well-
being indicators together with disaggregated indicators
is to be preferred. Composite indicators would integrate
disaggregated indicators that refer to the same dimen-
sion, without aggregating indicators on other dimensions
from a different nature (e.g. health and education), as it is
done currently by the OECD. This would allow respectively
for easy assessment and communication of (relative) pro-
gress and would at the same time permit a clear analysis
of the detailed indicators and concrete measures in which
a country or other governmental unit is doing better or
worse, which can then feed into the policy process.

As constructing one single well-being indicator requires
further conceptual and measurement clarification, as well
as societal agreement on which indicators to include and
how to weight them, we believe a first step can be taken
more easily in the meantime. Compiling and presenting a
set of indicators is an appropriate start for a neutral eval-
uation of societal well-being. People can then decide for
themselves how to interpret the performances on differ-
ent indicators of the reporting entity. A second step is a
broad societal deliberation on the definition of well-being
and the calibration of its components. As a third step, ex-
perts can decide on the best way to aggregate or integrate
different high-quality measures of well-being dimensions.
As the preferences of societies change, this cycle should
be repeated on a regular basis.

Inspired by the OECD's Better Life Index approach, we turn
to an overview of potential indicators of well-being that
can be used, and show how Belgium performs in relation
to comparable countries.

MATERIAL WELL-BEING

There is no disagreement on the idea that well-being in-
cludes a material dimension. In our market economies,
the main elements of the material dimension are probably
income and wealth. As the OECD* notes, these elements

4 OECD(2011a).

reflect the current and future consumption possibilities
of individuals. They allow for satisfying needs, attain-
ing personal objectives and strengthening liberties. Also,
financial resources allow for investing in key well-being
dimensions such as health, education, environment, col-
lective safety or mobility. Both at individual and society
level, income and wealth are significant components of
well-being, even though their relationship with well-being
is complex (see box 2 below).

Because measuring available economic resources bene-
fits from a longstanding tradition, a number of consistent,
harmonized and regularly updated measures exists, and
allow for cross-country comparisons over time. We will
address typical income, consumption, wealth and housing
indicators to shed light on material well-being in Belgium,
compared to other advanced economies.

INCOME

GDP is an imperfect measure of living standards, but other
measures from national accounts correct or complement
it. Net rather than gross measures of economic activ-
ity better account for capital depreciation, although they
do not account for environmental degradation. National,
rather than domestic, measures better reflect the income
of a country’s citizens, as they take into account income
given to or received from the rest of the world. Figure 1
shows that there can be large differences between net
national income and gross domestic product per capita.
This is typically the case in countries where the share of
foreign investments or workers is elevated, such as in Ire-
land or Luxembourg.

NET-ADJUSTED DISPOSABLE INCOME

An even better measure of economic resources is net-ad-
justed disposable income, which combines information on
alarge number of market and non-market resources.® This
measure includes labour and capital incomes, as well as
social benefits and social transfers in kind (such as health-
care services, education and housing benefits), from which
is subtracted taxes on income and wealth, social security
contributions paid by households as well as depreciation
of capital goods consumed by households. Net-adjusted
disposable income corresponds broadly to the maximum
amount a household can spend or save without having
to reduce its assets or increase its liabilities (disposable

5 OECD (2011a).



income), while taking into account government services
provided to citizens (adjusted) and capital depreciation
(net). While a better measure of living standards than
GDP, net-adjusted disposable income is more subject to
approximations, as some of its components are not ob-
served but imputed data, which tend to be less reliable.

On the basis of the net-adjusted disposable income, Bel-
gium is in the middle of the spectrum of comparable OECD
countries. With net-adjusted disposable income of US$
26,388in 2011, average Belgian households look materi-
ally better-off than average Portuguese or Italian house-
holds, but worse-off than Luxembourgian, Norwegian and
American ones. Over the 10 years to 2011, the average
growth rate of the household net-adjusted disposable
income in Belgium was lower than in most other OECD
countries, but close to those of its major neighbours.

To illustrate the discrepancy between economic perfor-
mance and the economic situation of households, it is in-
teresting to consider the evolution of real GDP and real
net-adjusted disposable income (real net-adjusted in-
come corrected for inflation) over the 10 years to 2011.
Although in several countries household real net-adjusted
disposable income grew more than real GDP on average,
it is the opposite in other countries, including Belgium. In
Belgium, the difference is particularly large, reflecting a
significant disconnection between economic growth and
households’ material conditions. This reflects income dis-
tribution among economic sectors. While this difference is
not per se a negative development, it would be interesting
to study its origins in more detail and to see how it im-
pacts households' future material well-being.

Net-adjusted disposable income indicates consumption
and saving possibilities. Another relevant indicator of ma-
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terial well-being is household final consumption expendi-
ture that summarizes all actual spending by households
and can thus be interpreted as their realized material
conditions. On the basis of household final consumption
expenditure, Belgium lags slightly behind its neighbour-
ing countries. This is largely due to a pronounced taste for
saving in Belgium where net private savings as a percent-
age of disposable income was 8.5% in 2012, the second
highest rate in the euro area after Germany. As shown be-
low, the high savings rate of Belgian households can also
be related to a high level of household net financial wealth.

B GDP per capita
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INDIVIDUAL CONSUMPTION

Improving the relevance of international comparisons for
consumption requires accounting for services provided by
government. A more relevant but less reliable indicator
is thus actual individual consumption, a concept that cov-
ers all goods and services effectively used by households,
irrespective of who finances such use. It corresponds to
households' final consumption expenditure plus those (in-
dividual) expenditures by government and non-profit
organizations serving households that directly benefit
households. As shown in figure 4, it is remarkable that ac-
tual consumption is significantly higher than consumption
in Scandinavian countries, but also in Belgium, France and
the Netherlands where social security systems are com-
prehensive.

WEALTH

When it comes to material well-being, what really matters
is consumption possibility over time. Thus, we now turn
to wealth, which is an important indicator of the sustain-
ability of actual consumption. Ideally, a comprehensive
assessment of households’ wealth should encompass all
valuable assets and liabilities that households possess —
financial assets and debts, and real assets such as vehi-
cles and real estate.

However, wealth measurement presents a number of
challenges that affect the comparability of the data and
render international comparisons problematic. Wealth
measurement is subject to several approximations, time
lags and definitional differences. These challenges are
particularly significant when it comes to real assets, for
which data availability is scarce. As a result, data should
be interpreted carefully.®

6 For areview of challenges attached to wealth measurement, see
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Figure 5 reports households’ net wealth from the recent
Eurosystem Household Finance and Consumption Survey
conducted by the European Central Bank.” This indicator
reflects the difference between households’ total assets®
and total liabilities.® With median and mean net wealth
of €206,200 and €338,600, respectively, Belgian house-
holds are relatively well off. They are much richer than
the typical euro area household, which has a median and
a mean income of €109,200 and €230,800, respectively,
and also richer than typical households in major neigh-
bouring countries. In all countries, large differences exist
between the median and the mean figures, which reflect
uneven distribution of wealth across households. Among
the main factors explaining differences in net wealth be-

European Central Bank (2013).
7 European Central Bank (2013).

8 Real assets (mainly real estate property and vehicles) and financial
assets (deposits, investments in mutual funds, bonds, stocks, gold etc).

9 Mortgages and other kinds of debts.
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tween countries are incomes, household composition,™
homeownership, leverage to buy property and house pric-
es.” Because several data were collected before the crisis,
they may not reflect the current situation.

The main component of net wealth is housing wealth. The
facts that around 70% of Belgian households own their
own dwelling — compared to 60% on average at euro area
level (ECB, 2013) — and that house prices in Belgium rose
substantially over the period 2002-2010, largely explain
Belgians' relatively high net wealth.

When focusing on the net financial wealth of households,
which is the difference between the financial assets and
the debts of households, and for which data availability
tends to be wider and more reliable, Belgian households

10 Data are not expressed “per capita” here but “per household".
11 European Central Bank (2013).

12 Data here refer to households and non-profit institutions serving
households and are expressed per capita.
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are among the richest. With USD77,495 (+/-€57,000) per
inhabitant on average in 2011, they are the wealthiest
among euro area’s households and only lag behind Ameri-
can, Swiss and Japanese’ households at OECD level. This
high net financial wealth of Belgian households should,
however, be put into perspective. In particular, because a
significant part of a nation's wealth can be held by other
sectors, it should ideally be weighed against net financial
wealth of the corporate and the public sectors. A more de-
tailed analysis of the sort goes beyond the scope of this
report, but it is clear that the comparatively high level of
the gross public debt in our country, standing at 99.6% of
GDP in 2012, compared to 90.6% on average for the euro
area, already tends to relativize somehow the good per-
formances of households.

HOUSING CRITICAL TO QUALITY OF LIFE

Housing is critical to the quality of life of individuals and
families. First, it is essential to meet basic needs such as
safety and privacy. Second, it impacts other outcomes;
for instance, poor quality housing may affect the health
or social capital of households and individuals. Third, high
housing costs can limit the resources left for other essen-
tial expenditures, such as food, healthcare and education
and can thus diminish individuals' material well-being.™
While affordable, quality housing is an essential compo-
nent of well-being, it is difficult to compare housing condi-
tions across countries due to the lack of harmonized data.
Thus, the results below should be interpreted with cau-

13 OECD financial statistics. According to data from the National Bank
of Belgium, household net financial wealth per capita was €74,930 for
the first quarter of 2013, up 6.2% from the first quarter of 2012.

14 OECD (2011a)

tion, especially because they are based on data available
with a significant lag.

Comparable data exists for two relevant benchmark
housing indicators — the number of rooms per person
and housing expenditure.”™ On the basis of these indica-
tors, Belgium performs well in terms of housing. With
2.2 rooms per persons on average, Belgian's households
are among those European households with the largest
number of rooms per person. Housing expenditure is also
rather enviable, with only around 20% of households' net
disposable income spent for housing, compare to 21% on
average in the OECD and 27% in Greece.

On the basis of this quick analysis, Belgian households
seem to enjoy, on average, a relatively high level of ma-
terial well-being among advanced economies. Four char-
acteristics emerge for Belgium: (I) net-adjusted dispos-
able incomes are close to average of comparable OECD
countries; (Il) consumption is lower in relative terms due
to high saving rates; (Ill) net financial wealth is among the
highest in the euro area, and (IV) housing conditions are
good. These characteristics, however, say nothing about
distributional aspects, which are discussed further below.
Furthermore, they are silent on the relative life satisfac-
tion of Belgians, an issue discussed in box 2. We will try
to tackle this issue by introducing indicators of the non-
material dimensions of well-being in the next section.

15 This indicator considers the expenditure of households in housing
and maintenance of the house as a percentage of the household gross
adjusted disposable income.

Figure 6: Households’ net financial wealth per capita in 2002 and 2011 (thousands of USD)
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Source: OECD financial statistics.
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Figure 8: GDP per capita and life satisfaction in Belgium (1975-2010)
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BOX: THE RELATIONSHIP BETWEEN INCOME, WEALTH
AND WELL-BEING

The nature of the relationship between income or wealth
and well-being has been a subject of interest since the
time of Epicurus in the 3rd century BC. Over the past 40
years, numerous empirical studies have attempted to test
the statistical link between income and subjective well-
being' at the individual and the country level. As several
of these studies use GDP as a proxy for income, some
results can be interpreted in term of the relationship be-
tween GDP and subjective well-being. Following is a brief
overview of the studies and their conclusions.

Although “money does not buy happiness’, many people
might expect a positive correlation between income and
well-being. However, American economist Richard East-
erlin found in 1974 that this correlation “does not always
hold'? He discovered that although subjective well-being
is positively associated with income within any country at
a given point in time, the average level of declared well-
being for a country as a whole changes little over time,
even in the face of substantial growth in average incomes.
This is now widely known as the “Easterlin paradox” and
has been confirmed on several occasions for different
countries.? For example, Layard (2003) found that for poor

1 Thatis well-being reported by individuals through surveys. In this
box well-being should be understood as subjective well-being.

2 Easterlin (1974).
3 See, for example, Easterlin (1995), Layard (2003), Easterlin et al.

countries, income has a clear impact on happiness, but
once a country has over US$ 15,000 per head its level of
happiness is independent of its income per head.

Figure 8 tends to validate the Easterlin paradox for Bel-
gium. It shows that over the period 1975-2010, life satis-
faction largely remained stable in Belgium while per cap-
ita GDP almost doubled. This result should be taken with
caution however, as it is based on a comparison between
an indicator of which the scale is open to rising — real GDP
per capita — and another one whose scale is closed — life
satisfaction.

Among the explanations for the Easterlin paradox is the
"addiction effect” the fact that when income increases, the
material norm also increases. As Easterlin (1995) explains:
“Raising the incomes of all does not increase the happi-
ness of all because the positive effect of higher income
on subjective well-being is offset by the negative effect
of higher living level norms brought about by the growth
in incomes generally” To explain why, despite an increase
in revenue, the well-being of cohorts of the population
remains largely constant Easterlin (2001) observes: “In-
come growth does not ... cause well-being to rise, either
for higher or lower income persons, because it generates
equivalent growth in material aspirations, and the nega-
tive effect of the latter on subjective well-being undercuts
the positive effect of the former” Further explaining the
Easterlin paradox, authors such as Layard (2005) argue

(2010), Diener & Oishi (2000).



that individuals might be more attentive to their relative
income than to their absolute income levels.

Some studies partially contradict the Easterlin paradox,*
finding a positive link in some countries — even rich ones -
between income and well-being. For example, Stevenson
and Wolfers (2008) found a significant positive link be-
tween income growth and subjective well-being in Japan
and some European countries. However, they could not
identify the same relationship in the United States.

In a recent work, Kahneman and Deaton (2010) stress the
importance of distinguishing two concepts of subjective
well-being: emotional well-being and life evaluation. Emo-
tional well-being refers, they say, to the emotional qual-
ity of an individual's everyday experience — the frequency
and intensity of experiences of joy, fascination, anxiety,
sadness, anger, and affection that make life pleasant or
unpleasant. Life evaluation refers, in comparison, to a per-
son's thoughts about his or her life. Studying both for the
United States, they find that emotional well-being and life
evaluation have different correlates. For instance, income
and education tend to be more closely related to life eval-
uation, but health, caregiving, loneliness, and smoking are
relatively stronger predictors of daily emotions.

Regarding the relationship between subjective well-being
and income in the United States, Kahneman and Deaton
find a strong and steady correlation between income
growth and life evaluation for poor and rich people. They
also find that emotional well-being rises with income ex-
pressed in terms of percentage, but that there is no further
progress beyond an annual income of around US$ 75,000.
They conclude that “high income buys life satisfaction but
not happiness”, and that “low income is associated both
with low life evaluation and low emotional well-being”.

As income is not an end in itself, it is interesting to evalu-
ate how it correlates with a number of objective indica-
tors of the non-material dimensions of well-being. On
the basis of the indicators proposed by the OECD (2011b),
the correlations calculated at national level do not reveal
any systematically positive link between the indicator for
income (net-adjusted household disposable income) and
the range of proposed non-material well-being indicators.
For instance, although income is slightly positively corre-
lated with health status, employment rate and social re-

4 See for instance Hagerty and Veenhoven (2003) or Stevenson and
Wolfers (2008).

lationships, it is negatively correlated with environmental
quality and personal security. Boarini et al. (2006) found
some positive correlation between the level of the GDP
per capita and that of indicators of well-being such as the
employment rate, the number of years of schooling and
social cohesion. However, they note that these correla-
tions are low, less than 0.6 on average, and they decline
when the analysis is restricted to rich countries.

To conclude, it is clear that the relationship between in-
come and well-being is complex and difficult to grasp in
space and time. Beyond the nature of the relationship,
which is also — at least to some extent — culture-depend-
ent, indicators involved in its measurement are amenable
to discussion, as are the analytical techniques used to test
it. No one can settle this question definitively. Neverthe-
less, studies tend to suggest that, if income and material
wealth do contribute to the flourishing of individuals and
the well-being of a society, their growth is not a sufficient
condition and, beyond a certain threshold, probably not a
necessary one.
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NON-MATERIAL DIMENSIONS OF WELL-BEING

Following is the OECD's approach’® as an illustration of in-
dicators that could be included in a definition of well-being
and how to define and measure them. We show the rela-
tive performance of Belgium on these dimensions. The
OECD’s divides its 11 dimensions of well-being into two
categories: material living conditions that include income,
housing and jobs; and quality of life (non-material) dimen-
sions that include community, education, environment,
governance, health, life satisfaction, personal security
and work-life balance. In figure 10, we show how Belgium
scores on these issues compared to other OECD countries.
A more detailed table can be found in the Annex.

Figure 9 provides an impression of how Belgium is doing
on 11 dimensions of well-being relative to other OECD
countries.” It allows us to identify domains where Bel-
gium has scope for improvement. It is at the bottom of

16  See http:/www.oecdbetterlifeindex.org/.

17 For adetailed discussion of the precise definition of these dimen-
sions, which indicator they are composed of, and their results as well as
distribution within the OECD countries, see OECD (2011a).

the rankings in environment and safety, and below 75%
of the best performers in income, civic engagement, life
satisfaction and safety. However, this snapshot should be
complemented with other information.

» First, what are the trends? How is Belgium'’s perfor-
mance in these dimensions evolving?

» Second, how are these performances distributed
among socio-economic, gender or geographical
groups?'® For example, are safety and personal se-
curity major problems everywhere and for everyone,
or only (but intensely) for some groups in bigger cit-
ies? As shown in the more detailed table in the Annex,
while Belgium scores relatively well on education in
general, the education system scores badly in social
equality of student skills.”™ This might have repercus-
sions for the job market and for other dimensions
such as community and safety.

18 When available, some information on gender and social inequality
is given in the table in the Annex.

19 Belgium ranks 34th in social equality in student skills.




» Third, we do not know the precise direction and
strength of these repercussions, as we lack informa-
tion about the relationships among these dimensions
at the individual or group level.?® For example, a low
education level is correlated with less opportunity for
finding decent employment, and may lead to poorer
health, inter alia, because of a higher probability of liv-
ing in a less clean environment.

»  Fourth, this snapshot does not reveal the sustainabil-
ity of these performances.

At this point, we must comment on the judgements de-
rived from comparing well-being figures across countries.
A country’s relatively poor performance in one dimension
should not automatically be seen as problematic. Prefer-
ences may vary across countries regarding the relative
importance of different well-being dimensions. For ex-
ample, Mediterranean countries might show poor perfor-
mance for housing; but because they enjoy nicer weather,
this dimension may not be as significant for well-being as
it might be in Scandinavian countries.

Following this reasoning, Belgium's relatively poor perfor-
mance regarding personal security and environment might
be the result of political choice preferring to focus on the
income or housing dimensions. If such a choice accords
with the population’s view, that is fine. But this explana-
tion might be erroneous and the low ranking might be due
to political inaction or inefficient palicies. In this case, the
information collected in a dashboard of well-being indica-
tors can help clarify priorities for the political agenda.

The data used for the different dimensions and the way
they are weighted deserves further elaboration. For ex-
ample, we should not reduce environmental performance
solely to air and water quality. And we should include in
employment some measure of the quality or decency of
work. In the further development of well-being measure-
ment and reporting, it is important to consider what we
stress earlier. Trends, distribution, interrelationships and
sustainability should also be taken into account.?’

20 For correlations between the dimensions at the country level, see
OECD (2011a), p. 35.

21 Where available, distribution and trends are reported in the OECD
dashboard, see the Annex. This should be extended to all indicators.
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DISTRIBUTION OF WELL-BEING

Afundamental part of societal well-being is its distribution
at individual or household level. Unfortunately, the unit of
analysis of most well-being indicators is the country as a
whole. The information given is an average performance
carrying no insight on how this performance is shared
among the population. Dissatisfaction with measures of
societal progress is not only associated with their insensi-
tivity to important dimensions of well-being. It is also as-
sociated with the lack of consideration of the distribution
of economic advantages among individuals. Measures of
the distribution of well-being must be integrated into the
evaluation of our society.

A society should care about the distribution of well-being
for two reasons. The first is fairness. A society may want
to compensate individuals for characteristics for which
they are not responsible. Some people are born into poor
families and face reduced opportunities; others are born
with disabilities, poor health, low intellectual abilities, etc.
A society may find it desirable to reduce the heavy burdens
that misfortune puts on the shoulders of some people.

The second reason is efficiency. Inequalities have con-
sequences that are costly for the society as whole and
hence government intervention to reduce inequality
might be beneficial to society.?? For example, redistribu-
tion policies that transfer funds to low-income people
may increase the total consumption in society, inducing a
positive expansionary effect benefiting the economy as a
whole. Moreover, inequality might have pernicious effects
on societies by eroding trust and increasing a number of
health and social problems.?3 At the same time, excessive
intervention in income redistribution can be inefficient as
it may discourage people from working, studying and in-
vesting, thus reducing overall well-being.

Once we agree that there are fairness and efficiency ra-
tionales for a certain degree of redistribution, questions
arise as to how to evaluate individual, multidimensional
situations. Reducing well-being inequality does not mean
that inequality within each dimension must be reduced.
2For example, a man with high income, poor health and
average education, in theory, could be judged as equiva-
lent to a woman with average income, good health and

22 (f. Stiglitz (2012); Wilkinson and Pickett (2009).
23 Wilkinson and Pickett (2009).
24 Fleurbaey and Maniquet (2011).
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low education. Inequalities in different dimensions are not
necessarily problematic when they are offset and reflect
the preference of individuals.

Unfortunately, often an individual scoring poorly in one
dimension, such as education, will also score poorly in
others, such as income or health. It is therefore crucial
to measure and study the correlations between the vari-
ous dimensions of well-being. This will inform us about
the inequality in individual well-being. This explains why
data must be collected at the individual level to regularly
update the chosen indicators. This will allow computing
inequality indicators and correlations between poor indi-
vidual performances in different aspects of well-being.

INCOME INEQUALITY

We now focus on income inequality, the main indicator for
which inequality figures are broadly available and com-
parable between countries. One indicator is the quintile
share ratio S80/5S20. It gives the ratio of total income re-
ceived by the 20% population with the highest income (top
quintile) to that received by the 20% of the population with
the lowest income (lowest quintile). In 2011, this ratio was
3.9 in Belgium, very close to that of the Netherlands (3.8),
and significantly below those of Denmark (4.4), Germany
(4.5), France (4.6) and the United Kingdom (5.3).% These
figures give a first indication of the relatively equal distri-
bution of income in Belgium.

Probably the most renowned indicator of inequality, is the
Gini coefficient, a measure of statistical dispersion. Ap-
plied to income, this indicator shows the fraction of total
income owned by each fraction of the population, ordered
by income. The Gini coefficient takes a value of 0 if eve-
rybody earns the average income (same income for all);
and a value of 1 if one person earns the total income in
the society. Thus, the lower the Gini coefficient, the more
equal is the distribution.

The Gini coefficient of the income distribution in Belgium
has increased somewhat from 1990 until the late 2000s,
both before and after taxes.?® Nonetheless, in internation-
al comparisons, Belgium scores relatively well as regards
income equality, and the increase in inequality is consid-

25 www.eurostat.eu.

26 Algemene Directie Statistiek en Economische Informatie, FOD
Economie.

ered more subdued.?” In most OECD countries inequal-
ity has risen faster than in Belgium during the past two
decades.?® This increase in inequality in OECD countries
reflects a phenomenon called by some?® the “internaliza-
tion" of inequality, behind which is the idea that inequality
at the global level among countries has declined since the
1980s, mainly due to the emergence of highly populated
Asian countries. However, inequality at country level has
increased.®

In Belgium, income inequality after taxes and social trans-
fers as measured by the Gini coefficient was 0.263 in
2011,%" significantly below the EU average of 0.307. The
scores for neighbouring countries were France (0.308),
Germany (0.29), Luxembourg (0.272) and the Netherlands
(0.258).

Income distribution in Belgium appears relatively equal,
especially after taxes and transfers, which is the relevant
information to monitor. However, income inequality does
not tell the whole story about material inequality; it is si-
lent about wealth inequality and is just a component of
well-being inequality.

POVERTY

The category of deprived individuals is at the bottom of
the distribution of individual well-being. A person can be
counted as poor if she experiences a chronic lack of the
basic resources necessary to flourish in society. The moni-
toring of well-being should integrate poverty measures,
as they capture critical information about the bottom of
the distribution of well-being.

27 OECD (2011) Growing Income Inequality in OECD Countries: What
Drives it and How can Policy Tackle it.

28 |bid.

29 Cf. Francois Bourguignon a French economist, former chief econo-
mist at the World Bank. See his contribution in the report, “La crise
économique et financiére, quelles conséquences?”

30 The scientific literature has intensively investigated this stylized
fact and offered three main complementary explanations. The skill-bi-
ased technical change of the last 30 years (development of ICT etc.) has
increased the demand for skilled workers, holding specialized university
master degrees, who saw their wages increasing. At the same time,
the increased liberalisation of trade has put the low qualified workers in
competition with workers in emerging economies. This induced a stag-
nation (if not a decrease in real terms) of the salary of the low skilled
workers in the OECD. A last explanation is the more than proportional
rise of the top incomes, which was particularly visible in the Anglo-
Saxon countries, but also to a lesser extent in continental Europe.

31 www.eurostat.eu.



Poverty alleviation has recently received increased atten-
tion after being declared a major objective by international
institutions. It is the first of the eight Millennium Develop-
ment Goals established by the United Nations in 2000 and
the European Union selected it as one of its five objectives
for its Europe 2020 growth strategy plan for the decade.*?

As for well-being, the traditional practices for poverty
measurement are heavily criticized, as they only take one
dimension into account: income or consumption. Differ-
ent attempts to better take account of the multidimen-
sional nature of poverty are under way. Among the most
renowned attempts are the Multidimensional Poverty In-
dex>® developed by the Oxford Poverty and Human Devel-
opment Initiative and the Social Protection Performance
Monitor (SPPM)** of the European Commission, con-
structed to follow progress made towards achieving the
European Union's poverty reduction objectives.

The SPPM, adopted at European level, allows for compari-
sons among countries and helps identify best practices.
The Belgian Federal Bureau for social integration and the
fight against poverty recently decided to communicate
these figures in a user-friendly way in the inter-federal
barometer of poverty.*® Presented in March 2013, the
first results indicated that poverty was stable in Belgium
over the last decade and the number of people living in
a household with very low work intensity has increased.
The figures show that Belgium currently is not on track
to meet the Europe 2020 target to reduce the number of
people at risk of poverty and social exclusion by 380,000
before 2020.

The SPPM initiative shows that some public institutions
already identify useful sets of indicators for monitoring
complex social phenomenon such as poverty. In addition
to improving governance, this initiative aims to commu-
nicate to the public the evolution of poverty in Belgium.

WELL-BEING — SUSTAINABILITY

Children and unborn generations cannot defend their own
interests. However, they too deserve their fair share of the
country’s resources. Adults are responsible for the well-
being of future generations. This responsibility should

32 European Commission (2010).
33  http:/www.ophi.org.uk/policy/multidimensional-poverty-index/
34  European Commission (2012)

35 http:/barometer.mi-is.be
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constrain the use we make of our resources. Intergenera-
tional equity obligations cover stocks of the resources nec-
essary for ensuring current and future well-being. These
resources include natural capital such as timberland;
educated human capital; physical capital such as trans-
portation infrastructure; financial capital, including public
debt; and social capital such as participation in voluntary
associations. Protecting future well-being also requires
facing various challenges, ranging from the demographic
shifts that threaten the sustainability of our welfare state
to preserving economic competitiveness in a globalized
world with the rapid rise of developing countries®® that is
affecting the availability of world energy resources.

Some sustainability dimensions, particularly environmen-
tal ones, cannot be fully addressed within national bor-
ders. Climate change is among the biggest challenges for
intergenerational equity. Because the impact of unilateral
action would be limited, this challenge has to be largely
dealt with at European or, preferably, global level. Effi-
ciently combating climate change will require internation-
al cooperation and concrete action, notably through Euro-
pean institutions. However, at national and local level, we
must keep our ecological footprint under control. Several
initiatives at national level to reduce our fossil fuel con-
sumption are productive investments, worth being taken
unilaterally. Promoting energy efficiency in buildings or
developing effective public transportation are good exam-
ples.

A major indicator of social well-being, sustainability is
a country’s public debt expressed as a percentage of its
GDP. This measures government surpluses and deficits
on the scale of the total national income, which gives an
idea of a country’'s capacity to handle its debt. Transmit-
ting debt to future generations is not a problem per se, as
long as the debt has been incurred for the promotion of
the well-being of those future generations. This is true for
human capital, which enhances individual capabilities and
is a key factor of productivity. In addition to the intrinsic
value of education, debt incurred for our children’s edu-
cation contributes to their material well-being if the skills
created correspond to the needs of our economy.

In Belgium, public debt was 99.6% of GDP at the end of
2012, which is higher than the euro area average of 90.6%,
and significantly higher than that of all the neighbouring
countries. While interest rates facing Belgium on financial

36 Holslag and Renard (2013).
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markets are currently particularly low, these low rates
will not last forever. Keeping our public debt under con-
trol should remain an important objective for intergen-
erational equity. This requires both careful and visionary
management of public money and sustainable economic
activity.

The ageing of the Belgian population is a serious challenge
for the sustainability of our welfare. The Federal Planning
Bureau projects that the mean age of the population will
increase from 41 years today, to 44 years in 2030 and 45
years in 2050.% The ratio of individuals 60 years or over
to individuals between 20 and 59 years (the dependency
ratio) will increase from 0.44 in 2010, to 0.63 in 2030
and 0.69 in 2050. These demographic developments and
their financial consequences are monitored by the Comité
d'étude sur le vieillissement. Its latest annual report, esti-
mates the ageing of the Belgian population could increase
social expenses by as much as 5.4% of GDP between 2012
and 2060.

Looking at some indicators regarding human capital, the
percentage of Belgians holding a university degree in-
creased from 5.4%in 1994 t0 9.5%in 2011.39%4° At the same
time, the percentage of people that obtained only a pri-
mary school education fell from 31.4% to 18.9%. In 2012,
population between 25-64 years having completed at
least upper secondary education was 71.6%, compared to

37 Federal Planning Bureau (2002).
38
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40 Providing every member of society with a university degree is not
per se a good objective, as career aspirations vary, and not all vocations
require such training.

Conseil Supérieur des Finances (2013).

Source: www.statbel.fgov.be, edited by SPF economy.

59.5% in 2001. While this is a remarkable evolution, the
European Union average was 74.2% in 2012, which means
Belgium is lagging behind several other European coun-
tries.

Belgium is performing relatively badly as regards the
number of persons with only a lower secondary educa-
tion. In 2012, the percentage of Belgians between 25-64
years in this situation was 28.4%, against 25.8% on aver-
age in the European Union.*’

There are many possible sustainability indicators: arable
land available for agriculture, fish stocks, nuclear waste
stocks, water pollution, stocks and conditions of public
infrastructures, etc. Governments should carefully define
and closely monitor them to guarantee the well-being of
our citizens and our offspring. Governments should an-
ticipate the predictable evolutions that will impact our
resources in the future and adopt the required actions.
The federal government acknowledged the importance
of these considerations when it decided in 2007 to sub-
mit every major political decision to a sustainability test
(DOEB/EIDDD.)*>  Making the public more sensitive to
these constraints by clearly communicating them might
reduce the political difficulty with taking them into ac-
count. This might offer a solution for the (in)famous politi-
cal dictum, repeated recently by Jean-Claude Juncker, for-

41 Solid conclusions about the strength of Belgian human capital
would require in-depth analysis of many other of its aspects, such as
the quality of the educational system, the excellence of our researchers
and the adequacy of the diplomas awarded vis-a-vis the needs of the
labour market. Such an analysis, however, is beyond the objectives of
the current report.

42 See http:/www.sppdd.be/nl/inhoud/doeb.

Figure 10: Public debt and annual economic growth in Belgium
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mer president of the Euro Group, when interviewed about
the debt crisis in the euro area:

“We all know what to do, we just don’t know how to get re-
elected after we've done it”
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Conclusion

While never so intended by its designers, GDP has come
to be the ultimate indicator of how well a society is doing.
However, treating GDP as an indicator of general well-be-
ing is inaccurate and may be a dangerous distraction. As a
purely economic measure, GDP omits social and environ-
mental factors that directly contribute to well-being; as a
purely current measure, it ignores tomorrow’s economic
potential; and as a purely market-based measure, it does
not fully account for current economic welfare. GDP is a
pertinent measure of economic activity, and should be
treated as such, but nothing more.

Several initiatives questioning the dominance of GDP and

seeking adequate measures of well-being have emerged
lately. Particularly, inspired by the 2009 Stiglitz-Sen-
Fitoussi Report, many governments from all around the
world have started to construct more elaborate measures
of sustainability and well-being.

Properly measuring well-being requires new metrics,
providing more relevant approximations of current eco-
nomic welfare, incorporating environmental and social
inputs and accounting for sustainability. Because “"what
we measure prescribes what we do", adequate indicators
should help policy-makers make decisions that better ad-
dress what really counts for people and provide objective
information on the progress actually made.

Various alternatives exist. One option is singular metrics
of aggregated variables that either i) compile distinctive
indicators (e.g. income, inequality, air quality, life expec-




tancy, educational attainment, etc.) into a single number;
or ii) adjust GDP to take into account externalities, home
production and defensive measures (e.g. prisons, alarm
systems) that rise with crime rates. A second option is
a "dashboard", in which multiple indicators of social pro-
gress in various dimensions of well-being are presented
alongside GDP. Dashboards can contain disaggregated as
well as aggregated measures. They can serve to develop
environmental and social/human national accounts that
complement current economic national accounts based
on GDP.

We think that a combination of disaggregated indicators
with (an) integrated well-being indicator(s) is preferable
because it would allow for easy assessment and commu-
nication of progress (equal to the communicative power of
GDP) and for a clear analysis of where a country or other
government entity is doing better or worse, which can
then feed into the policy process.

As constructing a single well-being indicator requires fur-
ther conceptual and measurement clarification, and soci-
etal agreement on which indicators to include and how to
weight them, we believe a first step should be compiling
and presenting a set of indicators. This would be an ap-
propriate start for a neutral evaluation of societal well-
being. People could then decide for themselves how to
interpret the performances on different indicators of the
reporting entity. A second step should be a broad societal
deliberation on the definition of well-being and calibration
of its components. Finally, experts should decide on the
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best way to aggregate or integrate different high-quality
measures of well-being dimensions. As society’s prefer-
ences can change, this three step process should be re-
peated on a regular basis.

Looking at Belgium’s performances in some dimensions
of well-being, on the basis of a limited set of specific indi-
cators, four main conclusions can be drawn:

» First, Belgian households enjoy, on average, a rela-
tively high level of material well-being among ad-
vanced economies. Net-adjusted disposable income
is close to average of comparable OECD countries;
consumption is somewhat lower in relative terms due
to high saving rates; net financial wealth is among the
highest in the euro area, and housing conditions are
comparatively good.

» Second, as regard non-material well-being, Belgium
appears at the bottom of the rankings of OECD coun-
tries in terms of environment and safety, while per-
forming relatively well in terms of work-life balance.

» Third, income distribution in Belgium is still relatively
equal, especially after tax and transfers.

» Finally, to ensure sustainability of our well-being,
Belgium must inter alia keep public debt under con-
trol, adapt to an ageing population, address environ-
mental challenges in cooperation with the rest of the
world and further develop its human capital.
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Top 10

Trend: average annual
increase since 1995: +1.2%
Gender inequality: 1.47
(rank: 8)

Gender inequality: 1.13 (rank:
9)

Japan, Canada, Poland,
UK, Australia,
New Zealand, Iceland,
Ireland, Austria,
Republic of Korea

Headline
.. . Rank OECD
indicators and Score Belgium OECD average .
countries (/36)
components
Homicide rate 1.7/100,000 2.2 24
6.67% of
Assault rate . 4% 33
population/y
Feeling safe 68% 67%
WORK-LIFE
BALANCE
Time devoted to
leisure and 15.71h 3
personal care
Employees
working very long 4.43% 13
hours

Gender inequality: 1.02
(rank: 10)

Trend: average annual
increase since 2004 -0.5%
Gender inequality: 3.09
(rank: 13)

Denmark,
the Netherlands,
Norway, Belgium,
Spain, Sweden, Russia,
Ireland, Luxembourg,
Germany

Source: OECD
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