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Are we too obsesse d with real GDP ?
TODD HIRSCH

Sin ce the end of the glo bal recessio n in
2010 , on e qu estio n ha s loome d ov er

econ omic and cent r albanking conferenc es:
What hap pen ed to growth?

From eme rgi ng marke ts to the wealthy,
in du s trialized cou ntr ies, the pace of econo -
mic exp ansio n ha sfa ile d to impre ss.

It wasn’t sup pos ed to be this way. The
BRICS had hel d ou t su ch bright hope as
beacon sof glo bal growth , contin uing to lif t
co mmodity pric esand con sum er marke ts for
ev erything from Coca-Cola to new iPhones.
Bu t thes eho pes were alw ays pinne d to a
fli msy premise. Now, at lea st two of the
BRICS are in recessio n, and forecasts for the
ot he rthre ehave con sis tently been scaled back.

Euro pe and Nor th Amer ica are in better
sh ape than they were in 2010 . Bu t surely
with the amoun t of fiscal and mon etary
stimulus they’ve seen, one cou ld rea son ably
ex pect more. Eve nthe bol d ex per iments wit h
negative int e rst rat es in Jap an and Eur ope
are faili ng to do much.

He re in Cana da, the federal gov ernment
ha sst ruck a task force of impre ssive econo -
mists to provi de idea sfo r how Ott awa can
pump up the cou ntr y’s growth rat e. Mean -
while, the Bank of Cana daGove rno r is sug -
ge s ting slow economic growth may be the
new nor mal. The gains from liberali zed glo -
bal trade that supercharged growth in the
past hav elargely been exp l oit e d.

And eve nthis week, equ ity marke ts swoon -
ed and oil prices dro pped – all on fears that
gl obal GDP growth is dis ap poi ntingly slow.

Bu t an int e resting que s tion comes out of
all this. Are we unduly obs esse dwith growth
as mea s ure dby real GDP? It is, after all, a
ve ry impre cis etool to gau g eprog res s. (Full
disclo sure: I le ad an economic group at a
fin aci al ins titutio n, and the first indicato r we
fo recast each quarter? Growth in real GDP!)

The sys tem of nation a laccou nts that mea s-
ure s the GDP was a produ ct of the pos t-
WWI world, when facto ry produ ction and
ag ricultur al output were the primary econo -
mic drive rs. How many new cars or tanks
or bush els of wheat were produ c e dis easy
to cou nt.

Bu t in 2016 ,the ser vic ese cto r ha stake na
mu ch large rrole. How do you mea s ure output
when the banking ,ent e rtain ment, com mun i-
cation s and trave l se cto rs are evolv ing so
qu ickly? If more people are stayi ng home
to wat ch streaming vid eo con tent rat her than
spending $40 at a theatre, it cou nts as a
drop in the GDP. But we are not worse off.

Then the re’s the ris e of the "sh aring eco -
nomy ", whi c hthrows another wre n c hin t ohow
we mea s ure economic activ ity. Car sharing ,
Airbnb, com mun ity vege table gardens – in-
crea singly, con sum ers are les sin terest e din
buyi ng and owning things they use only occa-
si onally. Why buy a drill that you’l l us efiv e
times a year when you can bor row one at a
tool library? Sharing a drill is bad for real
GDP but, cle arly, con sum ers are not worse
off. In fact, they are better off.

Even worse, the GDP als ocoun t sbad things
as posit ive. Natur al dis ast e r, such as tsunamis,
earthquake s and ice sto rms, stimu lat e all
so rts of spending in the for m of reb uil d ing.
This boosts real GDP, but cle arly we’d be
bett e roff had the dis ast e rnot hap pen ed.

Why do we want economic growth at all?
Br oadly speak ing ,there are two rea son s.

The first is that a growing economy usually
creates new jobs. The secon dis that it cre ates
reve n ue for pensi on fun ds and gov ernment
coffers. And thes etwo are int ricately con -
ne cted in a self-rei n forci ng feedback loop.
The more jobs ,the more rev enue and income,
which helps cre ate new jobs ,and so on.

Bu t is an exp ansio n of real GDP actually
ne c essar y to cre ate new jobs and provi de a
gr owing standard of liv ing? That’s a more
co mplicated que s tion that requi re sa fun d a-
ment alret hink of tradit ion economics.

Rather than chasi ngou t tails wit h a endle ss
obs essio n ov er real GDP, perhaps economists
and poli cy wonks woul d be of gre ater ser-
vi ce targe ting those met rics that actually do
promot ejo b creation and prosper ity. Edu ca-
tion lev els , prev ent ative health care, env iron-
ment alwel l-being, innovation and R&D –
all of thes ehelp cre ate new jobs , which in
turn gen erate rev enue for gov ernments.

Bu t they may or may not dirctly boost the
si ze of the economy – at lea stnot as mea s-
ure dby real GDP.

To dd Hir sch is the Calgar y-base d ch ief econ-
omis t of ATB Finan cia l, and author of The
Bo ili ng Frog Dilem ma: Sav ing Cana dafr om
Econ omic Decli ne.
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Identify the measurement issues raise dby the article EM1601 reprint e dabov e; dis tinguis hst atis ti c a lfr om extra-statis ti c a lis s ues.

• St atis ti c a lHighlig ht #38 (on pag es HL38.5 to HL38.7) discus s esfo ur components (the mea s uring ins trument or gau g e,
the operato r, the measuring protocol, the ele ment or unit mea s ure d) of mea s uring processes; identify thes eco mponents
in the con tex tof the article EM1601.

1

In the fou rth parag raph of the middle colum nof the article EM1601 reprint e dabov e, Mr. Hirsch des cribes a dro p in the GDP
re sul t i ng from pro ple stayi ng home to wat ch streaming vdieo con tent rat her than goi ng out and spending $40 at a theatre.

• Li st facto rs associat e dwith not go ing out to a theatre,oth er than not spending the $40, that wou ld make the GDP dro p.

• Li st facto rs, if any, associat e dwith stayi ng home to wat ch streaming vid eo con tent that wou ld make the GDPrise .
What do you infer from you r two lis t sabou t this il lust r ation of people’s alt e red beh aviour making the GDP dro p?

• Discus sbr ief ly what you take from the final stat ement in the middle -colu mn fou rth parag raph: Bu t we are not wor se off.

2

In the fifth parag raph of the middle colum nof the article EM1601 reprint e dabov e, Mr. Hirsch dis cus s esthe implication sfo r
the real GDP of the "sh aring economy " in the situation of renting, rat her than owning, a drill that wil l be use donly occasio n-
ally: Shar ing a drill is bad for rea l GDP but, cle arly, con s umers are not wor se off. In fact, they are better off.

• Li st the way(s) in whi c hcons ume rs are better off in this situation.

• Li st the way(s), if any, in whi c hcons ume rs are worse off.
What do you infer from you r two lis t sabou t the effect on the real GDP of this il lust r ation of the "sh aring economy "?

• Explain briefly whether sim ilar con sid eration saris ein the othe rthre e‘s haring’ con tex ts mentio ned in the article EM1601
– car sharing ,Airbnb, com mun ity vege table gardens.

3
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How does McD ona ld’s
know it’s sold 70 billion?

By Rode DeW olf
SPECIAL TO THE STAR

How do they know?
Ju s tre c ently, Campbell Soup Co. had a big

cele bration in hon our of the "20 bil l io nth" can
of tomat osoup ship ped off to marke t. Last
ye ar, Disney World in Flo rid a honoure d it s
"300 mil l io nth visit or". And those McDon a l d’s
Golden Arches, whi c hstil l adhe re to the com -
pany’s tradit ion of repor ting on hamburger
sales, now procl aim "ov er 70 bil l io n se rve d."

Are we expected to believe thes eco mpan-
ie scan actually pinpoin t the day, the hour, the
ve ry min ute when nume rical his t ory is made?

The answe r is no. It tur nsou t that this is
not a ver yex act scie n ce.

Abou t the number of McDon a l d’s hambur-
ge rs sol d :

"I t’s an estim ate," says Anne Tol le, spoke swo -
ma n fo r McDonald’s . "We know the exact
number sol d at the 25 per cent of McDon -
ald’s that are owned and operated by the
co mpany, becau se we keep a running cou nt
by computer".

"F or the number sol d by the 75 per cent of

ou r re s tau rants owned by franchis ees, we con -
du ct a telephone sampling of a percent age
of them to get an idea of their sales volum e."

Abou t the 300th mil l io n vi sit or to Disney
Wo r ld:

"The re is a cer tain cerem onial aspect to it,"
admits Disn ey World spoke sma nDave Herbst.
"A f ter all the re are three different gat es here
– at the Mag ic Kingdom ,Epcot Cent e rand
Disn ey MGM studio – and the re are many
turnstiles at each gat e. So we cou ldn’t know
ex actly whi c hvi sit or was the 300 mil l io nth.
Bu t each tur nstile con tains a coun ter that
ke eps track of the people arriv ing , so we
can estim ate about when a record is about
to occur. Then we pick a dat eto celeb r ate
and pick a family coming throu gh one of
the gat es to hel pus wit h the cerem ony ".

And finally, that 20 bil l io nth can of soup:
"We nev er cla ime dwe knew exactly whi c h

can was the 20 bil l io nth ," said Campbell
spoke sma n Davi d Hackney. "Af ter all,
tomat o soup is now made at fou r different
plants in the U.S. and at one tim ewa sma de
at six. The re wou ld be no way of knowing
which can at whi c h plant was number 20

bil lio n. What we did know was that, giv en
no rma l production rat eat our pla n t s ,the 20
bil lio nth can woul d be produced sometime
in Janu ary ..... whi c h ju s t happens to be
Na t ion a lSoup Mont h."

"So we pla nne d a celeb r ation in Janu ary.
Inst ea dof hol d ing it at one of the pla n t s–
how cou ld we pos sib ly pick whi c h on e? –
we chose to hol d it in Minneapoli s becaus e
it is among the top cit ies in the nation in
tomat o soup con sump tion per capit a. Then
we picke dthe dat eby deter min ing when the
variou s cele brities we inv ited to hel p us
cele brate cou ld make it."

"I t coul d be that the 20 bil l io nth can actually
wa sproduced the day before or a coup le of
days after. But we know it was aroun dthat
time. We hav e production records goi ng
back to the fou nding of the company ".

"We cou ld nev er sim p ly make up a number
ou t of the air, you can be sure of that. One
time when we want e dto say something lig ht-
hearted about the number of stars in our chi ck-
en and stars soup, our lega ldepartment made
us actually open sev eral cans and cou nt them."

KNIGHT-RIDDER NEWSPAPERS

The three popula t ion attributes dis cus s ed in the article EM9011 are all a size; brief ly des cribe the three(target) popula t ion s.

• Comp are and con trast the att rib u t ediscus s ed in the article EM9011 above and the att rib u t es inv estig a ted in Statis ti c a lHigh -
lig hts #15,#35 and on pag eHL36.2 in Hig hlig ht #36?

1

Which of the three Answe rs giv en in the article EM9011 –20 bil l io n cans, 300 mil l io n vi sit ors, 70 bil l io n hamburgers – wou ld
you expect to hav e, as a fractio n of its mag n itude:

• the sm alles t ov erall error; • the larges t ov erall error? Justify you rchoic esbr ief ly.

2

In the left-hand colum nof the article EM9011 ,in its sixth paragr aph, a McDon a l d’s spoke swoman calls the 70 bil l io n hambur-
ge rs sol d anes tim ate. Comp are and con trast this useag ewith our defi ntion sof ‘estim ate’ and ‘estim ato r’on, for exa mple, pag es
HL6.2 and HL6.3 in Statis ti c a lHighlig ht #6; exp lain briefly in you rdiscus sio n how sa m p ling is involved in obtaining the 70
bil lio n Answe r.

• In the same parag raph, the spoke swoman is quoted as sayi ng: We know the exact number (of hamburger s) sol d at .....
beca use we kee p a run ning cou nt by com pu ter. As s ess(in order of decrea sing impor tanc e), to the ext ent pos sib le from
the lim ited infor mation in the article EM9011 , the lim itation sim pos ed on the 70bil lio n Answe rby study error, non -re -
spon se error, sample error and (att rib u t e) mea s urement error.

3

In the la st paragr aph at the end of the rig ht-hand colum nof the article EM9011 , a process is des cribed for estim ating the
(a verage) number of stars per can in Campbell’s chi cke nand stars soup.

• What facto r(s) affect thepre c isi on of the cor responding estim ato r of the popula t ion ave r age;
−− What matt e rof statis ti c a lconc e rn do you infer from the word ‘seve r al’ i n the last sent enc eof the article EM9011?

• What facto r(s) affect theaccurac y of this estim ato r?
Explain briefly the impor tanc eof each facto r you mentio n.

4

The article EM9011 reprint e dabov ein this Highlig ht #34 is als ous ed in Fig ure 2.1 6of the STAT 220 Course Mat e ria ls.
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