September 2011

151 SlaterSuite 710
Ottawa, Ontario K1P 5H3
6132338891, Fax 612338250
csls@csls.ca

CENTRE FOR THE

STUDY OEIVING
STANDARDS

Lars Osberg and Andrew Sharpe
CSLS Research Report 2011
September 2011




Beyond GDP: Measuring Economic Well -being
In Canada and the Provinces, 1981 -2010

Abstract

This report presents new estimates of the Index of Economieb#fely (IEWB) and its

four domains (consumption flows, stocksadalth, economic equality and economic
security) for Canada and the provinces for the 12@&10 period. It finds that the IEWB
advanced at a 0.78 per cent average annual growth rate over the period, below the 1.32
per cent growth for GDP per capita. Botie ttonsumption and wealth domains
experienced solid advances over the period, but these developments were offset by
declines in the equality and economic security domdihs recent recession caused a
decline in the IEWB for Canada, driven by declinew/@alth and economic security.
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Beyond GDP: Measuring Economic Well-being
In Canada and the Provinces, 1981 -2010

Executive Summary

In 1998, the Centre for the Study of Living Standards (CSLS) released the first
estimates of the Index of Economic Whbé#ing for Canada (Osbeempd Sharpe, 1998).
The Index of Economic Welbeing (IEWB) is a composite inddased on a conceptual
framework for measuring economic weéking developed by Osberg (198%)ver the
past decadehe CSLS has extended the geographical coverage ofdég ta the
Canadian provinces and to major OECD countries and has made a number of changes to
the methodology used to construct the Index.

The objective of this repors to present updated estimates of the IEWB for
Canada and the provinces over the 12810 period. The report alswtlinestrends in
the four domains of economic wddeing that make up the Indéxonsumption, wealth,
economic eqality, and economic security. Furthermore, the report offieranalysis of
the sensitivity of our result® the subjective choice of weightssigned to those four
domains and a description of the performance of the IEWB compared to GDP per capita
through the most recent recession.

The Index of Economic Well -being: Motivation and Conceptual
Framework

Theconceptual framework underlying the Index of Economic Welhg is based
on two main ideas. First, economic widling has multiple dimensions and an index
should reflect that fact by aggregating measures of the various domains of economic
well-being. ®cond, an index of economic wléing should reflect the fact that
individuals differ (and have a moral right to differ) in the relative weights they assign to
the different domains of economic welfare. In order to be useful to all individuals
irrespectie of those value differences, an index of vibing should make value
judgments as explicit and transparent as possible.

The most frequently cited indicator of economic waing is percapita GDP.
GDP measurement is essential for many importablippolicy purposes such as
macroeconomic demand management and public finance. However, GDP accounting
omits consideration of many issuekeisure time, longevity of life, asset stock levels,
income inequality, and so drthat are important to individul s @ economi c wel f ar
Economic welbeing is multidimensional; parapita GDP reflects only one aspect of it,

namely a societyb6s output per person.

In accordance with the conceptual framework developed by O§He8§), the
IEWB is a composite index comprised of four domains of economic welfare:



Per-capita consumption
Per-capita wealth
Economic equality
Economic security.

= =4 =4 A

These four domains reflect economic wiatling in both the@resentand the
future, and account for bothverageaccess to economic resources anddib&ibution of
that access among members of society. In basing the IEWB on data that reflect each of
these domains, we are constructing an index that captures the multiplicity of dimensions
of economic welbeing.

Of course there are many renonomic aspects of human welfare. In focusing
oneconomionell-being, we do not mean to downgrade the importance egEnonomic
factors. Instead, we are motivated by the idea that a better meadiaec@ss to
resources needed for a decent standard offiving s needed i f economic &
are to be combined into an index with larger ambitions.

Indices of economic and social wékking are constructed because societies have
to make pblic policy choices and themembers of a society are, from time to time, faced

with questions of the form: Would public pol
policies may favour one dimension of wb&ing over another, to answer this class of
qguestion citizens neeidawayoficanyng b summalivei ng 1t al

judgment about impacts across the different, conceptually dissimilar domains of
economic welfare. One of the aims of index construction is therefore to facilitate public
policy discussion by providing a transparent means of aggregating across different
dimensions of welbeing.

0Addi ng upo6 acr o-4ang hebessaritly oemuares arsexptict orwe | |
implicit value judgment about the relative importance of the desnasince individuals
have morally legitimate differences in their values, there can be no single, objectively
correct way of aggregating across the domains oflgiig. We argue that most indices
of economic weHbeing (such as parapita GDP) make iportant value judgments, but
they do so implicitly rather than explicitly.

The IEWB addresses this issue by making all value judgments as explicit and
transparent as possible. Our hypothesis is that indices of socidleirgil can best help
individualsto come to reasonable answers about social choices if information is
presented in a way that highlights the objective trends in major domains dfeired,
and thereby helps individuals to come to summative judgments, while also respecting
differences invalues. In constructing the IEWB, individuals can select weights for the
four domains in accordance with their own values. The IEWB is therefore capable of
facilitating summative judgments and of clarifying why such judgments may sometimes
diverge. If dsagreement about policy decisions occurs, it is useful to know whether such
disagreement comes from differing empirical assessment of objective data or differing
values about their relative importance.
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Thus, the IEWB has two major aims: to aggregatesscdifferent dimensions of

economic weklbeing, and to allow for such aggregation even in the presence of morally
legitimate value differences.

Trends in the Index of Economic Wellbeing, 19812010

This section reports our main empirical results. €anada, key results are the

following:

T

Theoverall Index of Economi@Vell-being rose 0.14 points from 0448in 1981
to 0562 in 2010 in Canada. This amounts balper cent total increase over
the period, oa compound growth ratg 0.78per ceniper year

The growth rate of the IEWB wdswer thanthat of GDP per capita, the most
widely used metric of living standards. Indeed, real GDP per capita in Canada
over the 19812010 period advanced 46.3 per cent (Jp82cent per year20.9
percentag@oints greater than the per cent growtihe Index of Economic
Well-being

The IEWBQgrew atl.48per ceniper yeamover 19811989, butbnly increased by
0.11per centper year ovel983200Q The 1980s was thus a much better decade

for progress in eammic weltbeing than the 1990Between 2000 and 2008

growth in the Index averaged 1.52 per cent per year, even better than in the 1980s.

Between 1981 and 2010, the index of the gagrita consumption domain
increased &.71points(or 215.5 per cent)@m 0.265 to 0.836. Of the four
domains, consumption had by far the largest increase over the period.

The index of theercapitawealthdomainalso increased, by 0.18®ints(or 72.5
per cent) from 0.253 to 0.436.

The index of theeconomicequalitydomainfell by 0.152 points(or 23.6 per cent)
from 0.642 to 0.490.

The index of the economic security domain declined by Opbdms(or 23.3 per

cent) from 0.632 to 0.485. This decline in economic security was driven largely

by a decrease in securityp the financial risk of illness, as measured byafut

pocket healthcare expenditures. In Canada, the proportion of personal disposable
income being spent on healthcare increased from 2.65 per cent in 1981 to 5.59 per
cent in 2010.

Overall, the increasin economic welbeing in Canada over the 192010
period has been driven by the dramatic increase Hetgggita consumption and
wealth, and hampered by the increases in economic inequality and insecurity.
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In addition, we report results for the proges. There is significant cress

province variation in the scores for the overall IEWB and the four domain indices. Key
findings are:

T

Alberta had the highest value of the overall IEWB in 2010 at 0.733 points,
followed by Newfoundland at 0.639 points &adskatchewan at 0.618 points.

Nova Scotia and New Brunswick had the lowest overall IEWB values at 0.499
and 0.502 points, respectively.

These results Alberta ranking first in economic welleing and Nova Scotia

ranking near the bottoinare robustd the use of different weights for the four
domains. Alberta has very high scores in the consumption, wealth, and economic
security domains, while Nova Scotia is below the Canadian average in all
domains except consumption.

Newfoundland experienced bgrfthe strongest growth in the IEWB over the
19812010 period; its IEWB score increased by 0.360 points (or 129.3 per cent),
from 0.279 to 0.639. British Columbia had the slowest growth; its score increased
by 0.057 points, or 11.7 per cent. All provisexperienced positive IEWB

growth over the period.

Between 1981 and 2010, the indices of the consumption and wealth domains
increased in all provinces. Newfoundland had the most significant growth in both
domains. There, the index of the consumptiomain increased by an astounding
0.705 points (or 845.7 per cent) from 0.083 to 0.788, while the index of the wealth
domain increased by 0.628 points (or 360.7 per cent) from 0.174 to 0.803.

The index of the economic equality domain decreased in foanres, which
indicates growing poverty and economic inequality in these provinces. British
Columbia had the largest decrease in its index of equality (0.327 points, or 49.5
per cent), and its 2010 score of 0.334 in the economic equality domain was by f
the lowest among the provinces.

The index of the economic security domain fell in eight provinces, most
significantly in Nova Scotia where it declined by 37.6 per cent. Canadians in
most provinces became less economically secure. Newfoundlandiacel P
Edward Island were the only two provinces to show growth in the security
domain since 1981.

As in the case of Canada as a whole, the decline in economic security in many
provinces was driven by decreasing security from the financial risk of illness
Almost all the provinces experienced positive growth in private health care
spending as a share of disposable income between 1981 and 2010; the only
exception was Newfoundland, and it is no coincidence that overall economic
security increased over thenod in that province.



viii

Sensitivity of Results to Value Judgments

The overall Index is the weighted sum of the four domains, and individuals may
have different opinions about the relative weighting of those domains. An important
objective of the Inderf Economic Welbeing is to make explicit the value judgments
that underlie composite indicators of wb#ing by making the choice of weights as
transparent as possible. By testing the sensitivity of our results against changes in the
weights assignedtthe four domains, we can see whether or not value judgments make a
significant difference in the measurement of trends in economic welfare.

Sensitivity analysis shows that our key baseline results are fairly robust to the use
of different weights fortie four domains. Under all four weighting alternatives we
examine, economic webeing improved in Canada and in all provinces over the-1981
2010 period, with the exception of Ontario and British Columbia under Alternative 3. It
improved most quickly in Bwfoundland and Prince Edward Island. Alberta had the
highest level of economic weltleing in 2010, while Nova Scotia and New Brunswick
ranked in the bottom three among the provinces under all alternative weighting schemes.

Results of the IEWB Under the Most Recent Recession

The recent recession caused a decline of the IEWB for Canada from 0.575 in
2008 to 0.554 in 2009. This decline was driven by falls in the wealth and economic
security domains and was accompanied by only a minor decline in ecoerunaiity and
continued increases in consumption. The recovery of the IEWB has been slow but
exceeds the pace of the recovery of real GDP. In 2010, the IEWB for Canada was
estimated 0.562, only 97.7 per cent of its value in 2008. By contrast, real GDRIyad o
recovered to 96.5 per cent of its value in 2008.

The recession also caused a decline in the IEWB for six of the ten provinces.
Newfoundland, Prince Edward Island, New Brunswick, and Quebec managed to avoid
any decline in the IEWB. Thesstrong performances are closely related to strong
performances in the equality domain. Weak performances, such as the 9.1 per cent
decline in the IEWB in Alberta, are based on collapses in the equality domain. The
estimates for the IEWB have recoverestéa than real GDP in every province except
Alberta and Manitoba.
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In 1998, the Centre for the Study of Living Standards (CSLS) released the first
empirical estimates for Canada of the Index of Economic-Wéilg Osberg and
Sharpe, 1998)a composite index based on aceptual framework for measuring
economic weHbeing developed by Osberg (1985). In the pasadethe CSLS has
extended the geographical coverage of the Index to the Canadian provinces and to major
OECD countries and has made a number of changes moetihedology used to construct
the Index. Thelualobjectives of thisreportareto review these methodological changes
and to present updated estimates of the Index for Camatithe provinces for the 1981
2008period.

Thereport is divided into seven main parts. Tinst part provides a discussion of
the motivation for the development of the Index of Economic \beilhg (IEWB) and the
potential contributions of the Index to the debate on the measurement of economic well
being. It also outlines the basic framework of the meas$ilitee secondpart, by far the
longest provides a detailed discussion of trends in the Index of Economieb&fiell),
and in the four domains and sabmponents of the domains, in Canada the
provincesover the last quarter centurjhethird part tests the sensitivity of our results to
alternative assumptions regarding the relative weights assigned to the four domains of the
Index. The fourth part details the performance of the IEWB duringehent recession.
Thefifth part concludes.

! This report is an update of the previous report on the IEWB released by Osberg and Sharpe (2009a). Some sections
are taken from or based heavily upon this previous report. The authors would like to thank the following people for
assistance in updating te&tensive database upon which the estimates in this paper are made: Patrick Alexander, Jean
Francois Arsenault, Daniel Ershov, and Simon Lapointe, and Sharon Qiao. The authors would also like to thank
Alexander Murray for excellent editing of the repamd Alberta Finance and Enterprise of the Government of Alberta

for financial support for the updating of the IEWB database.

2 For a discussion of methodological issues in the IEWB and lessons learned in the development of the IEWB, see
Osberg and Sharg2009a, 2009b).

% The tables referred to throughout this report are located at the end of this document. We also make frequent reference
to appendix tables containing the underlying data; these are available at the CSLS web site at
http://www.csls.caéwb2009/EWB_Canada_AppendixTables.pdfhe database is also available in Microsoft Excel
format athttp://www.csls.caéwb2009/IEWB_Canada.xls
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A frequent refrain in the social indicators literature is the (true) statement that there
i s mor ebdion diav e timics lbut itdscalsowiadely recognized that a key
component of overall welbeing is economicwelb ei ng or MfAaccess to ecor
r e s o u Altbhagh thére are good grounds for thinking that national income accounting
measures may not necessarily be a gndde to popular perceptions of trends in
economic weHbeing, GDP per capita is probably the single most often mentioned
criterion of economic progress.

In focusing on the economic aspects of viring in thisreportwe do not intend
to downgrade thenportance of nofeconomic issues. Instead, we are motivated by the
idea that a bceesstteeresounesaeeded fer a decentfstandard obliving
is needed if economic and social trends are to be combined into an index with larger
ambitions.

With respect tahe economic component of societal wading, our particular
emphasis is osustainabiltyandoh he sensitivity of measures o
over resourceso to the omission or inclusion
ecaiomic security.

Although we argue that the IEWB is superior to GDP as a measure of command
over resources, we do not intend to deny the importance of obtaining an accurate count of
the total money value of goods and services produced for sale in tket inaa given
country in a given year (i.e. GDP). Clearly, GDP measurement is essential for many
important public policy purposes (e.g. macroeconomic demand management, public
finance). However, GDP accounting does omit consideration of many issues (for
example, leisure time, longevity of life, asset stock levels) which are important to
i ndividual sd& c¢ o maithongh the corapilersrofdte oationat a&ccunts
may protest that their attempt to measure the aggregate money value of marketed
econanic output was never intended as a full measure of economidweialy, it has
often been used as such. The question the critics of GDP have to answer is whether
alternative measures of command over resources are possible, plausible, and make some
differerce.

In developing an Index of Economic W@king for Canada based on four
dimensions of economic welleingi consumption, accumulation, economic equality,
and economic securitythis report attempts to construct better measures of effective
consumptbn and societal accumulation. However, an important point of difference with
other indices is that we argue tlias o c i e tbyed s1 gwe li Is objeditenumbess i ng | e,
(like the average altitude of a country).

* This section is taken from Osberg and Sharpe (2009a), which draws on Osberg and Sharpe (2005).



It is more accurate, in our view, to tkiof each individual in society as making a
Ssubjective evaluation of objective data in c
well-being. Weltbeing has multiple dimensions and individuals differ (and have the
moral right to differ) in their subgtive valuation of the relative importance of each
dimension of weHbeing. But because all adults are occasionally called upon, in a
democracy, to exercise choices (e.g. in voting) on issues that affect the collectivity (and
some individuals, such as digervants, make such decisions on a daily basis), citizens
have reason to ask questions of the form: AV
of f 20 Pr e dnterest pldysyspme sode linfall our choices, but unlessrgetest
isthesolectier i on, an i n dbeingisadefulindapingihdividuals we | |
answer such questions.

Although conceptually there may be no way to measure some of the different
dimensions of welbeing in directly comparable units, as a practical matter citizens are
frequently called upon to choose between policies that favour one or the other. Hence,
individuals often have to come to a summative decision e . have a way of fe:

Exhibit 1. Conceptual Framework for the Index of Economic WeHbeing

Concept Present Future
"Typical Citizen" or Average flow of current Aggregate accumulation of
"Representative Agent" income productive stocks
Heterogendty of Experiences | Distribution of potential Insecurity of future incomes
of All Citizens consumption-- income

inequality and poverty

u pidacross domains that atenceptually dissimilar. From this perspective, the purpose
of index construction should be to assist individliaésg. as voters in elections and as
bureaucrats in policy makirigin thinking systematically about public polioyjthout
necessarily presuing that all individuals have the same values.

Our hypothesis is that indices of social wiedling can best help individuals to
come to reasonable answers about social choices if information is presented in a way that
highlights the objective trends in major dimensions ofiwelhg and thereby helps
individuals to come to summative judgmentsut also respects differences in values.
Although it may not be possible to define@sjectiveindex of societal welbeing,
individuals still have the problem (indeed, the moral responsibility) of coming to a
subjectiveevaluation of social states, and they need organized, objective data if they are
to do it in a reasonable way.

The logic of our identificdon of four components of webeing is that it
recognizes both trends in average outcomes and mitbesity of outcomes, both now
and in the future, a8xhibit 1 illustrates.



When an average flow like GDP per capita (or an alternative, such as the average
personal income) is used as a summative index oflvedtig, the analyst is implicitly
stopping in the first quadrant &ihibit 1. He or she is assuming that the experience of a
representative agent can summarize the-bag of society and that the measured
income flow optimally weights consumption and savings, so that one need nottlgxpl
distinguish between present consumption flows and the accumulation of asset stocks
which will enable future consumption flows.

However, if society is composed of diverse individuals living in an uncertain
worl d who typicalalnyt ifcliipvag iinng tthhee pfruesuerret,,0 e
estimate of societaconomic welbeing will depend on the proportion of national
income saved for the future. GDP is a measure of the aggregate market income of a
society. It does not reveal the savings rane, there is little reason to believe that the
national savings rate is automatically optimal. Indeed, if citizens have differing rates of
time preference, any given savings rate wil/
of view. Hence, a better estate of the welbeing of society should allow analysts to
distinguish between current consumption and the accumulation of productive assets
(which determines the sustainability of current levels of consumption), and thereby
enable citizens to apply thaliffering values.

As well, individuals are justifiably concerned about the degree to which they and
others will share in prosperityt her e is a |l ong tradition in ec
wel fareo depends on both avelmwyandgvertynincomes and
the distribution of incomes. If the future is uncertain, and complete insurance is
unobtainable (either privately or through the welfare state), individuals will also care
about the degree to which the economic future is secure for thexmseid others.

These four domains therefore have a logical rationale, and faun@&nageable
number of headingdf the objective of index construction is to assist public policy
discussion, one must recognize that wtenmany categories have to d@nsidered
simultaneously, discussion can easily be overwhelmed by complexity. We therefore do
not adopt the strategy of simply presenting a large battery of indicators. However,
becauseeasonable people may disagree in the relative weight they woude éssach
dimension (e.g. some will argue that inequality in income distribution is highly important
while others will argue the oppositeye argue that it is preferable to be explicit and open
about the relative weights assigned to components ofh&ellj, rather than leaving them
implicit and hidden. (An additional reason to distinguish the underlying components of
economic weHbeing is that for policy purposes it is not particularly useful to know only
thatweltlb ei ng has gone A uapodknowing wiichaspecbofwelwi t ho u't
being has improved or deteriorated/® specifyexplicitweights to the components of
well being and test the sensitivity of aggregate trends to changes in those weights, in
order to enable others to assess whether, lmas#tkir personal values about what is
important in economic welbeing, they would agree with an overall assessment of trends
in the economy.

This report 6§ thdtasociety's écgnpnactwbiEing depends



on total consumption and agwoulation, and on the individual inequality and insecurity
that surround the distribution of macroeconomic aggregagesonsistent with a variety

of theoretical perspectives. We do not present here a specific, formal incalskries

of papers (Osbgrand Sharpe, 1998, 2002a, and 2005) we have described the details of
the calculation of the four components or dimensions of economidoeneid:

1 [1] effective per capita consumption flowvsvhich include consumption of
marketed goods and services, goveent services, and adjustment of effective per
capita consumption flows for household production, changing household economies
of scale, leisure, regrettable expenditures, and life expectancy;

1 [2] net societal accumulation of stocks of productive resotiredsch consists of
net accumulation of physical capital, the value of natural resources stocks, net
international investment position, accumulation of human capital, and R&D stocks, as
well as & adjustment for costs associated with environmental degradation;

1 [3] economic equality the intensity of poverty (incidence and depth) and the
inequality of income;

1 [4] economic security from job loss and unemployment, illness, family breakup, and
poverty in old age.

Each domain of economic wedlking is itself an aggregation of many underlying
variables, on which the existing data can be of uncertain quaitycontrast, the System
of National Accounts has had many years of development effantdryational agencies
(particularly the UN and the IMF), and has produced an accounting system for GDP that
is rigorously standardized across countries. However, using GDP per capita as a measure
of Acommand over resourceso would implicitly

(1) assume that the aggregate share of income devoted to accumulation (including
the public capital stock, human capital, research and development and the value
of unpriced environmental assets) is automatically optimal, and

(2) set the weight of income disttiion and economic insecurity to zero, by
ignoring entirely their influence.

Neither assumption seems justifiable, and neither is innocuous.

Due to data limitations, estimates of the Index of Economic-¥é&tg computed
for different geographical regns may differ in the number of variables that can be
included in the calculations Exhibit 2 illustrates the components that are used in our
estimates of the Index of Economic Whké#ing for Canada and the provinces, based on
the four domains outlined ate.



Exhibit 2: The CSLS Index of Economic Welbeing: Weighting Treefor Canada
and the Provinces

Percapita Market Consumption
Adjusted for Household Size and
Life Expectancy (constant $)

Unpaid Work (constant $)
Consumptio Government Spending
Flows Per Capita (constant $)

less:Regrettable Expenditure

Per Capita (constant $)

Capital Stock Per Capita (constant $)
R&D Per Capita (constant $)

Natural Resources Per Caplconstant $)

Wealth

Stocks Human Capital (constant $)
Index of Net International Investment Position
Well-Being Per Capita (constant $)

less: Social Cost of Environmental
Degradation (constant $)

Income Inequality
Equality <
Poverty Rate and Gap (Poverty Intensity)

Risk from Unemployment
Economic Financial Risk from lllness
Security

Risk from Single ParerRoverty

Risk from Poverty in Old Age



ll. Trends in the Index of Economic Well -being for Canada
and the Provinces, 1981-2010

A.Overall Trends in the Index of Economic Well -being
I. Trends in Canada

The scaled value of the overall Index of EconoWviell-being rese 0.114oints
from 0448 in 1981 to 0.562 in 2010 in Candd@able1).” This amounts to a5.4per
cent total increase over the period, or an average annual rate of cha@ng@peir cent.
This rate of growth is less théimat of GDP per capita, the most widely used metric of
living standards and sometimes seen as a proxy for economibeusdj. Indeed, real
GDP per capita in Canada overeth 9812010 period advanced 46.3 pentél.32per
cent per year)).54 percentage points per year faster tharrate of increase of the Index
of Economic Welbeing (Table 1-2, andChart1).

Chart 1: Trends in the Overall Index of Economic Weltbeing and GP per Capita,
Canada, 19812010 Indexed, 1981=100
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Source: Tablesdnd 2

The rate of advance of the Index of Economic Welihgfor Canadavas not
steady over the 1982010period. The Index fell in the early years of the 1980s,
advanced strongly during the 198989 perod, then fell from 1990 to 1992, in 1996,
from 20022002, and again in 2008.picked up strongly in the 199-2000period.
Progresstalled in 2001, but sastrong gaindbetween 2003 and 2008 before declining
during the recession in 2009

5 All tables are located at the end of this document. Appendix tables can be accessed at
http://www.csls.caéwb2009IEWB_Canada_AppendixTables.pdf
€ 2002 Chained Dollars



The years 1981, 1982000 and 2008verewell-definedbusiness cycle peaks
CanadaFrom a peak to peak perspective, which controls for cyclical fluctuations, the
Indexof Economic Welbeing grew afl..48per centper yearover 19811989, butgrew
by only 0.11per centper year ovel983200Q The 1980s was thus a much better decade
for progress in economic welleing than the 1990Between2000and 2008 growth in
the Index averaged 1.52 per cent per year, even better than in the 1980s.

The pattern of advance and decline in the Index of Economic Wi for
Canadacorresponds roughly to that of GDP per cap@adrtl), with economic
expansions characterized by growttboththe Index of Economic Welbeing and in
GDP per capita, and with recessions and periods of economic stagnation characterized by
declines in both variablesThis relationship of course reflects the fHwt some
components of the Index of Economic Weding, such as consymtion, are included in
GDP and that other components are correlated with or driven by GDP trends.

However, there are periods (suchlae early 1990s) during which the Index and
per-capita GDP divergelhe rate of advance of GDP per capita was similar irfirtste
and thirdsubperiods of the overall 1982009 period: 1.8per cent pr year in 1981
1989, 1.58&er cent in 189-2000 (altlmugh growth in the first half of the 1990s was
much weaker than the second half), and 1.23 per cent over2208(Table2 andChart
2). In the first of the threeyclically-neutralsubperiods, GDP per capita advancedrat a

Chart 2: Growth of the Index of Economic Wellbeing and Percapita GDP,
Canada, 19812010
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annualratewithin 0.5 percentage points of the Index of \Aleding. But in the 1990s
(1989-2000, when the Index of Economic Wedking wasgrowing by only 0.1Jer cent
per year GDP per capita grew only slightly more slowly than itl i the 1980s.
Between 2000 and 2008, on the other hand, the Index of Economib&iedl has
progressed 0.28 percentage points faster per year than GDP perldapsteapid GDP



per capita growth does not necessarily translate into rapid growth ioraimowelk
being and vice versaThe reasons for this will be explored later intéyeort

ii. Trends in the provinces

Among the provinces, Alberta had the highest value of the overall index in 2010
at 0.733 points, followed by Newfoundland at 0.68ts and Saskehewan at 0.618
points (Table andChart3). Nova Scotia and New Brunswick had the lowest values at
0.499 and 0.502 points, respectively. In terms of progress, all the provinces experienced
considerable growth in the overall Index of Economic Videihg over the 1982010
period. Newfoundland shau by far the strongest gain with 129.3 per cent growth, while
the slowest growth came from British Columbia with 11.7 per cent.

Alberta also had the highest level of real GDP per capita in 2010, followed by
Saskatchewan and Ontario, while the Maritifrevinces (excluding Newfoundland) had
the lowest levels. In contrast to the national trend, two provinces experienced better
growth in the Index of Economic Webeing than in real GDP per capita over the 1981
2010 period: Newfoundland and Prince Edwistend Chart4). Exhibit 3 shows the
rankings of Canada and the provincesoading to the levels and growth rates of the
Index of Economic Welbeing and pecapita GDP. It is clear that the dimensions of
economic welfare to which GDP implicitly assigns zero weight have an important impact
on social rankings. Both in terms of ZDlevels and in terms of growth rates over the
19812010 period, the rankings given by the IEWB are somewhat different from those
based on pecapita GDP.

Chart 3: Overall Index of Economic Wellbeing, Canada and the Provinces, B4
and 2010
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Chart 4: Growth of the Index of Economic Weltbeing and Percapita GDP, Canada
and the Provinces, 1982010
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Exhibit 3: Ranking by Index of Economic Weltbeing andPer-capita GDP, Canada
and the Provinces

Level, 2010 Growth Rate, 19812010
Rank
Index of Index of
Economic GDP Per Economic GDP Per
Well-being Capita Well-being Capita
1 Alberta Alberta Newfoundland Newfoundland
Newfoundland Saskatchewan PrinceEdward New_
Island Brunswick
3 .
Saskatchewan Ontario New_ Prince Edward
Brunswick Island
4 .
Prince Edward Canada Saskatchewar Nova Scotia
Island
5 Manitoba BrmSh. Manitoba Saskatchewar
Columbia
6
Canada Newfoundland Quebec Manitoba
7 Quebec Manitoba Nova Scotia Canada
8 British
Columbia Quebec Canada Quebec
9
Ontario New_ Alberta Ontario
Brunswick
10 New_ Nova Scotia Ontario Alberta
Brunswick
11 . Prince Edward British British
Nova Scotia

Island Columbia Columbia
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B.Overall Trends in the Four Domains of the Index of Economic
Well -being

The Index of Economic Welbeing is comprised of four domajre dimensions
of economic weHbeing: consumption flows, stocks of wealtispnomicequality, and
economic security. Thisection examines overall trends in these four domains in Canada
over the 19882010period. The next four sections look at each domain in depth,
analyzing developments in the components and subcomponents of thesdantam
national and provincial levels

Chart5 and Tables 3 to fresent estimates of the four domains of the Index of
Econonic Well-being over the 1982010period. One observes significant divergence in
trends in the domain3.he consumtion and wealtldomains enjoyed very large increase
while the economic equality and security domains experienced more cyclical trends and
declined over the period.

i. Measurement of trends in the scaled domain indices

There are two ways to measure pess in the domains: the absolute change in
the scale value of the domaand the percentage change in the index of the scaled
values. This latter method is influenced by the absolute level of the scaled value in the
base year. For example, assume Domairas scaled values of 0.2 and 0.6 in the base
and end years while Domain B has values of 0.5 and 0.9. Progress measured in
percentage points the same for the two domain®.4 percentage points. But the index
of the scaled values shows that Domain éé&ased 200 per cent while Domain B
advanced only 80 per cent.

Thescaled values are sensitive to the universe of values that are used for the
scaling preaedure. For Canada there aredafa points for a tieseries for the 1981
2010period, but for Camda and the provincékere are 330 data points (11)36or
Canada scaled separately values run from 0 Extially,for Canada and the provinces
scaled together the values run from O t8dt for any given variable, some provinces
will be above the Cadian average and some will be below. This means that the range
of values must be wider when the provinces are inclualedthe range o$caledvalues
for Canadawill be muchsmallerwhenthe provincial values are included than when
Canada is consideredone This also means that tpercentageate of increase in the
index of the scaled values will be considerajlgater for Canada if scaled separately

It should also be noted that for domains where components are aggregated in
prices (consumptioand wealth)index valuesvill have differentpercentageates of
changedepending on whether these rates are based on the scalescaled value§or
example, over the 1981010 period, total consumption flows in Canada increased 1.85
per cent per yedfrom $26,544 to $45,117) in real dollar terms, and 4.04 per cent per
year (from 0.265 to 0.836) in scaled index terms.
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ii. Trends in Canada

I n Canada, the consumption domainds
the four domains in 2010. Tkguality domain had the next highest score, at 0.490,
followed by the economic security domain at 0.485 and the wealth domain at 0.436
(Chart5 andChart6).’

Chart6 illustrates that the increase in the overall Index of Economic-déatig
over the 19882010 period was driven entirely by increases in the index scores for the
consumption and wealth domajnsghile declines in economic equality and security
dampened growth in overall wdleing. Over the period, the index of the consumption

domain increased 0.571 points (or 4.04 per cent per year) from its 1981 value of 0.265,

while the index of the wealth dmain grew 0.183 points (or 1.90 per cent paryéom
0.253 in 1981 (Tables 3 angl. 4in contrast, the index of the economic equality domain

i ndex

fell 0.152 points (or 0.93 per cent per year) from its 1981 value of 0.642, and the index of

the economic secuyi domain declined 0.147 points (or 0.91 per cent par)yieom
0.632in 1981 (Tables 5 angl. 6

Chart 5: Trends in the Four Domains of thelndex of Economic Welltbeing, Canada,
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" Because of the linear scaling procedure, a scaled index of a variable for Canfutection of the variation in that

variable across provinces. As described in Section Il above, the observed range of provincial values determines the

6feasible ranged that we use in the | ineaorthesneah i ng
domain is smaller than its scaled value for the consumption domain even though, in dollar tecaystgpevrealth is

much greater than peapita consumption. The wealth domain takes a much wider range of values across provinces,
and the Caadian average value is further from the maximum provincial value in wealth than in consumption.

procedu
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Chart 6: The Index of Economic Weltbeing and its Domains, Canada, 1981 and
2010

0.9

m1981(
0.8 =
0.7 2010|
$ 06
S 05
8 04 - -
£ 03 —
0.2 - —
0.1 - —
0.0 - . . . . .
Index of Consumption Wealth Economic  Economic
Economic Domain Domain Equality Security
Well-being Domain Domain

Source: Tables 1 and63

However, there were significant differences across the three cyclicallyal
subperiods in terms of progress (or regress) in the four domains. The consumption
domain experienced threost consistently strong growth, although the index grew much
faster over the 1981989 period (5.47 per cent per year) than over the-2989 period
(3.74 per cent per year) or the 208008 period (3.59 per cent per year) (Table 3). In
contrast, thendex of the wealth domain grew by only 0.40 per cent per year over 1981
1989, before accelerating to annual growth of 2.71 per cent over the2008%eriod
and 4.00 per cent over 20Q008 (Table 4).

Canadabts performance i re.ecldireo rdioanae qqa! ii tny
increased by 1.29 per cent per year over 18339, then plummeted by 3.11 per cent per
year over the 1982000 period. In the most recent period, 2@008, the index of
equality decreased by a negligible rate of change of 0.22epeper year over 2000
2008 (Table 5).

It was the economic security domain in wh
most consistently weak. After growing by a negligible 0.09 per cent per year over the
19811989 period, the index of the economic securdyndin declined 0.86 per cent per
year over the 1982000 period and 1.31 per cent per yeardiie 2002008 period
(Table §.

C.Trends in the Components of the Consumption Flows Domain

As noted earlier in the report, the consumption domain consists in three main
components: private or personal consumption expenditures; government expenditures on
goods and services consumed either directly or indirectly by households; and the value of
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Chart 7: Components of the Consumption Domain, Canada, 2002 Dollars, 1981 and
2010
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Chart 8: Trends in Total Adjusted Consumption per Capita and ts Components,
Canada, 19812010 (1981=100)
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unpaid work,ncluding both unpaid household work and volunteer work outside the
household.
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Three adjustments are in turn made to these compohEinss, since economies
of scale exist in private household consumption, private consumer expenditure is adjusted
for changes in family size. Second, regrettable expendituegpenditures that do not
contribute to economic webleing, defined here as commuting costs, costs of crime, costs
of divorce, and household pollution abatement expendiiuaes subtracted fromverall
consumption flows. Third, an adjustment for the positive impact of increased life
expectancy on webeing is made by adjusting total consumption flows by the per cent
increase in life expectancy.

Table 3and Appendix Tables 1 to 6 show the estimates of the components of
total consumption flows in Canada, expressed in per capita terms in 2002 constant
dollars, as well as the adjustments for the 12810 period.

Chart7 illustrates the levels of the dolt@lenominated consumption components for
Canada in 1981 and 2010, whidart8 plots their trends over the 192010 period.

I. Private Consumption
a. Trends in Canada

In 2010, personal consumption per capita was $24,952 (2002 dollars), accounting
for over one half ofotal consumption flows (Table Zand
Chart7). Personal consumption in 2010 was up 68.0 per cent from its 1981 level of
$14,849, an average annual rate of increase of 1.81 per cent. Except for thiemeads
the early 1980sarly 1990s, and 2009, private consumption progressed steadily
throughout the perioddhart8). However, growth was somewhat slower in th8%9
2000 period (1.30 per cent per year) than in the 11989 period (2.03 per cent) and the
20002008 period (2.55 per cent).

8 In the estimates of the Index of Economic \Aleding for OECD countries a fourth adjustment is made to

consumption flows to account for the large intemral differences in growth rates and levels of annual hours worked
(Osberg and Sharpe, 2009). As both the trend in hours worked in Canada and level differences among provinces are not
particularly large, this adjustment has not been introduced in thig,rbpbmay be in the future.
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Chart 9: Private Consumption per Capita, Canadaand the Provinces, 2002 Dollars,
1981 and2010
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b. Trends in the provinces

At $27,903 (in 2002 dollars), Alberta had the highest personal consumption per
capita of all the provinces in 2010, followed by British Columbia at $26,485 and Ontario
at $25,232Chart9). Prince Edward Island had the lowest level of personal consumption
per capita at $22,059. In terms of growth, all the provinces showed considerable progress.
Newfoundland showed by far the strongest gaingenrsonal consumption per capita
since 1981 with a 126.4 per cent overall improvement (2.86 per cent annually) followed
by New Brunswick with a gain of 101.4 per cent over the same period (2.44 per cent
annually). British Columbia exhibited the least pragrevith a 52.5 per cent increase in
per capita personal consumption between 1981 and 2010. Over th@BBperiod,
most of the provinces showed a pattern similar to the national one; growth was
consistently positive throughout the period, althougloilveld somewhat in the 1990s.
The exceptions are Saskatchewan and Alberta; in those provinces, personal consumption
growth grew faster in the 1990s than the 1980s, and faster still between 2000 and 2008.

ii. Average Family Size

It is important to adjudihe dollar value of pecapita consumption to reflect the
fact that there are economies of scale in household consumption. When people live
together in groups, they can achieve greater effective consumption than they could if they
lived alone as individual for instance, they can cooperate in household production (e.g.
one person can cook for everyone) and share fixed costs (e.g. they can share one
refrigerator rather than each person having to buy one). To account for this issue, we use
the Iauxembourg loome Study equivalence scale, which is the square root of family
size:

°The definition of 6familyd encompasses two groups: 6econo
related by blood, marriage, commbna w , or adoption and living inlshé same dwe
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a. Trends in Canada

In 2010, the average family size in Canada was 2.35 persons (Appendix Table
2)1° This was down 13.6 per cent (or 0.50 per cent per year) from its 1981 |&/@Pof
persons, due to both a decline in the number of children per family and an increase in the
proportion of unattached individuals within total households. Average family size
declined during all three syeriods of the 1982010 period; the decline wéastest
during the 19841989 period (0.75 per cent per year).

b. Trends in the provinces

Among the provinces, Manitoba had the largest average family size in 2010, at
2.50 persons, followed by Ontario at 2.46. The smallest family size was in Quebec, a
2.17 persons. Over the 192010 period, there was a shift in terms of where the largest
average family sizes were observed. In 1981, family sizes in the Atlantic Provinces were
all well above the national average; this was particularly true in NewfaoddWwhere the
average family contained 3.55 persons. Over the period, each of the provinces from
Quebec eastward experienced dramatic declines of at least 20.0 per cent in average
family size, while the provinces from Ontario westward experienced debltesen
7.9 and 10.3 per cent. The largest decline was in Newfoundland, where average family
size fell 34.4 per cent from 3.55 to 2.33 over the period.

iil. Government Expenditures on Goods and Services
a. Trends in Canada

In 2010, governmergxpenditures per capita on goods and services were $8,978
in 2002 dollars (Appendix Tablg.35overnment expenditures include spending by all
levels of government on current goods and services and on fixed capital and inventories,
minus capital consumptiaadlowances. Government expenditures in 2010 were up 48.5
per cent from $6,046 in 1981, an average annual rate of increase of 1.37 per cent. Except
for the years from 1992 to 1997 inclusive, government expenditure increased ever yeatr,
although the pace afcrease variedGhart8). Growth in percapita real government
expenditures was extremely weak in the 22890 period (0.17 per cent per year), but
fairly strong inthe 19811989 period (1.58 per cent per year) and robust since 2000 (2.54
per cent per year). In the petikpeak period of 206Q008, the growth of government

which are persons either living alone or sharing a dwelling with persons to whom they are unrelated by blood,

marriage, commotaw, or adoption. Note that multiple families may live within a single household. Strictly speaking,

our adjustment shouldebmade on the basis of households rather than families. Two unattached individuals who live as
roommates enjoy many of the benefits of economies of scale
two refrigerators), but since they are recordsdwo separate families, our income adjustment does not capture the

benefits of their cooperation. This is a minor issue, however.

% Data on the total number of families in Canada and the provinces, which is used to compute average family size, is

avdlable only to 2007. The value for 2008 is extrapolated using the compound annual growth rate for-2@02001

period. Throughout this report, the unavailability of data sometimes necessitates the construction of such estimates.

Such cases will be idengfl either in the text or in a footnote.
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expenditures per capita was slightly slower, at 2.40 per cent per year. This indicates an
increase in the rate of growth of government expenditures during the 2009 recession.

b. Trends in the provinces

At the provincial level, the Atlantic Provinces tended to have the largest levels of
percapita government expenditures in 2010, with Newfoundtewing the largest at
$11,070, followed by Nova Scotia at $10,773 and Prince Edward Island at $10,666
(Chart10). British Columbia had the lowest peapita level at $7,813.

The large 2010 levels in the Atlantic Provinces reflect the fact that those
provinces had the largest growth inoapita govenment spending over the 192010
period. In particular, Newfoundlaridwhich had the lowest pe&rapita government
expenditures of any province in 1981, at $4,66&8w a 140.4 per cent increase over the
period, while Prince Edward Island and New Brunsvatdo saw large gains of 72.7 per
cent and 70.2 per cent, respectively. Meanwhile;capita government spending growth
in British Columbia over the same period was the lowest of all the provinces at 21.4 per
cent. Similar to the national pattern, all pireces experience the lowest growth rates (in
some cases, negative rates) during the 28 period.

Chart 10: Per-capita Government Expenditures on Goods and Services, Canada
and the Provinces, 2002 Dollars, 1981 and 20
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Iv. Unpaid Work

Statistics Canada (1995) classifies unpaid work into five major categories:
domestic work (meal preparation, cleaning, clothing care, repairs and maintenance, and
other domestic work); help and care (child care and adult care); manageahent a
shopping; transportation and travel; and other unpaid work. The first four categories are
called household work. The last category is-honsehold work, or volunteer work. We
draw estimates of hours of unpaid work performed by persons aged 15 arfor d@31,





































































































































































