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Are we too obsessed with real GDP?

TODD HIRSCH

And eventhis week, equity markes svoon-
ed and dl prices dopped — dl on feas ha

ince the end bthe dobal recesson in

2010, one quesion has loomed over
emnanic and entralbankng conferences
What happenel to gowth?

From emeging markes to he weathy,
industialized ourtries, the pe of eeono-
mic expangon hasfailedto impres.

It wasit supposel to be his way The
BRICS fad feld out sud bright hope &
beaonsof dobal gowth, continuing to ift
conmaodity pricesand onsime markets for
evaything from Coca-Cda t new iPhanes.
But thesehopes vere dways pnnedto a
fimsy pemise Now, at kasttwo o the
BRICS ae in recesson, and ore@gs or the

otherthreehase mnsstenty been scaked kack.

Euope and North America ae in beter
shge tan hey were in 2010. But sudy
with the anaunt of fiscal and rondary
simulus hey've e, e ould reagnally
exped more. Brenthe bold experiments vith
negative intest rates in Apan and BEurgpe
are failing to do nuch.

Her in Canada the fder& govanment
hasstrud a tak force d impresive econo-
mists to povide ideasfor hov Ottava @n
pump p the ourtrys growth rate Mean-
while, he Bark of CanadaGovemoris sug-
gestig dow economic gowth may ke the
new normal. The @uins from Iberdized do-
bd trace tha superchaged gowth in the
pas havelargely been explated

globd GDP gowth is dsapmintingly dow.

But an nteesing quesin mmes ot o
all this. Are we wnduly obsessedwith growth
as neaswedby real @DP? tis, afer dl, a
vely impredsetool to gaugeprogress (Full
disdosure | lead an eonomic goup & a
finacid insttution, and the first hdicaor we
forecas each quarter? Growth in real @P)

The gsiem d nationalacourts tha meas
uresthe GDP was a podud of the st
WWI world, when fdory produdion and
agiiculturd output were the gimary econo-
mic drivers. How mary new ars @ tanks
or bwshds of whed were producedis eas/
to court.

Butin 2016,the ®nice sedor hastakena
mud largerroe. How do you neaste aitput
when the larking, entetanment comrmnuni-
cdions and tavel setors ae eoving
quickly? I more peqple ae daying home
to watch dreamig \ideo coneent iather tran
spendng $10 d a thedre, t courts & a
drop in the GDR But we ae rot warse df.

Then hees the ise of the 'shaing eo-
nomy;"whichthrows anather wrenchinto how
we neaste eoomic activity. Car $aring,
Airbnb, community vegeale garders — n-
creaggly, conaimes ae lessinterestedin
buying and awvning things ey use mly occa-
sicnally. Why buy a dill tha youll usefive
times a ga when ya can torrow ane @ a
toal library? Shaing a dill is bad for eal
GDP hut, dealy, consimes ae rot wase
off. In fact, hey are keter df.

Even wase, he P dso cauntsbad things
as mdtive. Naturd disaster such as sunamis,
eathquakes and i@ goms dimulate all
sotts d spending in the brm of rebulding.
This boosts real ®R but dealy wed be
beteroff had the dsasterna happenel.

Why do we vant eonamic growth & al?
Broady speaking, there ae two reasns.

The firgt is tha a gowing economy wsudly
credes rew jdbs The ®omndis tha it credes
revene for persin funds and govenment
cdfers. And hesetwo ae intricatdy con-
neded n a lf-reinbrcing feedadk loop.
The nrore jobs,the more revenue and income
which hdps aede rew jabs,and ® on.

But is an expangon of real GDP adually
necssary to aede rew jabs ad govide a
groving dandad o living? Tha's a nore
conplicated qiestn ha recuiresa funda
mentalrethink of tradtion economics.

Raher than chaingouttails with a endess
obsason ove real DR pethgps eonamists
and plicy wonks walld be d greder ®r
vice tametirg those netics tha actudly do
promotejob credion and prosperity. Edu@a-
tion levds, preventdive reath care, awviron-
mental well-beng, innovation axd R&D —
all of thesehdp credae rew jdbs, which in
turn geneate revee for governments

But they may a may rot dirdly boost the
size of he e&namy — at kastna as neas
uredby real @P.

Todd Hirsch is the Calgary-based chief econ-
omist of ATB Financial, and author of The
Boiling Frog Dilemma: Saving Ganad&from
Ecoonanic Dedine.

Idenify the meauement gsies aisedby the aticle EM1601 reprintedabove  distinguish stdisticalfrom extra-datisticalissus.
e Stdistical Highlight #38 pn pages HL38.5 to HL387) disaussedour components (the measting instument @ gauge
the perator, the meauring protocd, the dement o unit measted of measung pocesss; idenify theseconmponents
in the o@niextof the aticle EM1601

In the burth paragiaph of the mdde columnof the aticle EM1601 reprintedabove, Mr. Hirsch descibes a dopin the GDP
reslting from propde gaying home to vatch sreaming wdieo oneent mather than ging out and gpending $0 & a thedre.
e List fadors ssdatedwith not going ou to a hedre, othe than nat spending the $10, tha would make the P dop
e List fadors, f any, asodatedwith daying home to vatd greaming video conent ha would make the GDDPrise.
What b you infer from yourtwo listsaboutthisillustraion of peqoles dtered kehaiour méing he GDP dop?
e Diswssbriefly wha you ke from the final satanent n the mdde-cdumn fourth paragiaph: But we are not worse off.

In the ffth paragiaph of the mdde mlumnof the aticle BEM1601 reprintedabove Mr. Hirsch dsausseshe implicaionsfor
the real G@DP d the 'shaing ecanamy”in the dtudion of ening, ratker than avning, a dill tha will be wsedonly occason-
ally: Sharing a drill is bad for real GDP but, dearly, consumers are not worse off. In fact, they are better off.

o List the way(9 in whichcansuners ae keter df in this stuation.
o List the way(9, if any, in whichconsumers ae worse off.
What i you infer rom yourtwo listsaboutthe dfed on the real ®@P ofthisillustréion of he shaing economy"?
o Explain briefly whether smilar consderationsarisein the oherthree'shaiing’ contexts menfoned n the aticle EM1601
— car $aing, Airbnb, community vegealle garders.
(continued over leaf )
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MEASURING: How does McDonalds know it's sold 70 hillion?

Toronto Star, January 22, 1990, page B3

How does McDonald's
know 1t's sold 70 billion?

By Rode DenNolf
SPECIAL TO THE STAR

How db they know?

Justrecently, Canpbdl Soup Co. had a fig
cdebration in Fonaur o the 20 hllionth" can
of tomatosaup sipped df to market Lag
yea, Disney World in Horida honaured its
"300 nillionth visitor" And thase McDonald
Gdden Arches, vhichstll achee to he ®m-
panys tradtion of eporing on harrburger
saks, mw proclam "ove 70 billion seved

Are we apeded b believe heseconpan-
iescan atudly pinpant the day the hair, the
very minute wken numeiical histary is mace?

The answeris mo. It turnsoutthat this is
na a \ery exat ciene.

O Aboutthe rumber of McDonald hanbur-
gers old:

"Its an esimae; says Anne Tolle, pckesvo-
man for McDonalds. "We know the eact
number old at he 5 per cat d McDon-
alds tha are avned ad qeaed ty the
conpany, becaus we leg a running ourt
by conmputer’

"For the nunber ld by the 5 per cant o

ourrestumlnts evned ly franchsees, ve @n-
dud a tlephone anpling of a percentage
of them to get an idea @ ther sales wlumée

O Aboutthe 300t million vistor to Disney
World:

"Thee is a ertan ceremanial ssped to it;
admits Disngy World pdkesnanDave Herlst
‘After dl thee ae three dfferent gtes here
— at he Magc Kingdom, Epmt Centerand
Disngg MGM dgudio — and thee ae may
turnstles @ each gate So we @uldrit know
exactly which visitor was e 30 millionth.
But ech wrndile mntins a canter that
kees tack d the peqle ariving, so we
can esmae dout when a ewrd s dout
to ocaur. Then ve fck a cateto celebrae
and jick a famiy coming trouch one d
the cates to relp us with the eeremany”

o And finally, tha 20 Hllionth can d soup:

"We reve daimedwe knew exactly which
can vas he D billionth; said Canpbdl
spokesnan David Hackne. ‘After dl,
tomato saup s row mace & four different
plants h the US and & one ime wasmade
at $x. Thee would be o way d knowing
which can & which plant was mumbe 20

billion. Wha we dd know was ha, dgven
nomal produdion mateat air dants,the 20
billionth can waild be poduced smdime
in Januay which justhappes to ke
NationalSaip Manth!

"So we dameda celebrdion in anuay.
Insteadof holding it & one d the gants—
how could we possbly pick which on@ —
we chose b hold it in Minneapolis because
it is anong the tg dties n the ndion in
tomato saip @naumpton per @pta. Then
we pckedthe dateby deermining when he
various cdelrities ve invited b help us
cdebrate muld malke it

"It cauld be ha the 2 hillionth can atudly
wasprodiced tle cay kefore or a oupk o
days dter But we know it was aound that
time We have produdion record ging
bad to the burding d the @npany”

"We could neve sSmply make up a mimber
out of the air you @n e are d tha. Ore
time when w wantedio sy somehing light-
heated dout the rumber of stars in aur chick-
en and strs sup, our legaldepartment nace
us atudly open ®ved cars and @urt tham!

KNIGHT-RIDDER NEWSRAPERS

=

The three puation attibutes dsausse in the aticle EM9011 ae dl a size; briefly descibe he hree(targe) popuations.
e Campae and ontast the #ributedisaissd in the aticle EM90L1 @ove and the #ributes invesigated n SatisticalHigh-
lights #15, #35 and an pageHL36.2 in Highlight #36?

Which d the tree Answvers gven in the aticle EM9011 —20 hllion cars, 30 nillion vistors, 70 hillion hanburgers — would
you exped to have as a faction of its nagntude
o the amallest ovaall error; e thelargest oveadl error?  disify your chdcesbriefly.

In the Eft-hand olumnof the aticle EM9011, in its Sxth paragrgoh, a McDonald spokesvoman cals the 70 filion harbur-

gess old anestimate. Compae and ®ntast this utseagewith aur defintionsof ‘esimaé and ‘estmator on, for exanple, pge

HL6.2 and HL6.3 in SaisticalHighlight #6; explan briefly in your disaus$on hov sampling is involved in abtaining the 70

billion Answer

o In the same graglaph, the pokesvoman 5 quated & saying: Ve know the exact number (of hamburgerg sold at
because we kegp a running count by computer. Asses (in order d decreaig importance, to the etent posdble from
the imited nformation in he aticle EM9011, the imitationsimposeal on the 70billion Answerby sudy error, non+e-
spone eror, sanple aror and @ttibutg measwement eror.

In the lagt paragraph d the end bthe iight-hand olumnof the aticle EM9011, a process & descibed for esimating the
(aweraye numbe of stars pe can n Canpbdls chickenand sars sup.
® What fador(9 affed the precison of the @rregponding esimator of the ppuation averaye
= What matterof gdtisticalcancen do you infer from the wad ‘severd i n the bg sentenceof the aticle EM9011?
® What fador(9 afed the accuracy of this esimator?
Explain briefly the mportanceof each fador you menion.

The aticle EM9011 reprintedabovein this Hghight #34 is dso usal in Fgure 216 of the STAT 220 Cairse Materals.
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