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GDP	is	like	a	price	tag	on	a	country's	output,	and	it	measures	the	size	of	the	economy.	Find	out	what	it	means.	How	to	Calculate	RGNP	What	Contributes	to	the	GDP?	What	Is	a	Domestic	Industry?	What	Are	Net	Borrowings	on	the...	How	to	Calculate	Net	Exports	How	to	Calculate	Savings	Ratio	How	to	Calculate	Assets	&	Liabilities	How	to	Calculate
Growth	Rate	of...	How	to	Figure	Net	Gallons	From...	How	to	Calculate	the	Balance	of...	Leer	en	español	Ler	em	português	The	news	of	the	record-shattering	33.1%	percent	annualized	GDP	growth	in	the	U.S.	in	the	third	quarter	of	2020	seemed,	to	most	people,	like	a	farce.	It’s	not	that	the	data	—	reflecting	the	rebound	from	an	abysmal	spring	and
summer	—	was	technically	wrong.	It’s	that	it	bore	no	resemblance	whatsoever	to	most	people’s	lived	experience.	At	a	time	of	a	massive	public	health	crisis,	long	lines	at	food	banks,	record-breaking	hurricanes,	glaring	racial	disparities,	and	mounting	feelings	of	stress	and	overwhelm,	no	one	wants	to	hear	about	the	historic	triumph	of	an	abstract
number	that’s	supposed	to	tell	us	how	well	our	society	is	doing.	This	raises	the	question:	Why	do	we	measure	our	economy	according	to	a	metric	that	says	so	little	about	our	well-being?	This	isn’t	just	an	academic	musing.	It’s	a	practical	question	for	governments	today.	The	measurement	that	most	societies	use	as	the	benchmark	for	national	progress
doesn’t	meaningfully	account	for	successful	management	of	priorities	like	public	health,	economic	equity,	climate	action,	or	racial	justice.	This	poses	a	problem	because,	in	government,	as	in	business,	“we	manage	what	we	measure.”	For	example,	GDP	doesn’t	reflect	whether	an	economic	recovery	is	equitable.	The	growing	divide	of	the	pandemic	—
wherein	the	wealthiest	individuals	have	seen	unprecedented	income	gains	and	tens	of	millions	of	families	have	lost	income	—	has	had	no	discernable	bearing	on	GDP	numbers.	Likewise,	GDP	hasn’t	registered	the	widening	gap	between	Black	and	white	unemployment	in	recent	months,	or	the	ongoing	devastation	of	the	opioid	epidemic.	Other	equity
stressors	—	like	climate	impacts	—	may	even	be	contributing	to	its	rise.	Financial	analysts	have	estimated	that,	if	anything,	past	hurricanes	have	caused	a	slight	increase	in	GDP	due	to	the	activity	associated	with	cleanup	and	rebuilding.	A	decade	ago,	the	worst	environmental	disaster	in	U.S.	history,	Deepwater	Horizon,	registered	as	a	plus	for	GDP
for	similar	reasons,	according	to	JP	Morgan	estimates.	While	GDP	is	useful	in	its	official	objective	of	measuring	short-term	economic	output,	it’s	a	flawed	proxy	for	national	progress.	Unfortunately,	that	is	precisely	how	it’s	used	—	as	the	primary	indicator	of	the	success	or	failure	of	leaders	and	public	policies.	Consider,	for	example,	the	flawed	claims
that	the	third	quarter’s	GDP	numbers	served	as	empirical	proof	that	the	Trump	administration	“was	right”	about	how	to	handle	the	coronavirus.	The	lesson	is	that	if	we	focus	attention	on	a	measure	of	raw	output	rather	than	wellbeing,	we	risk	policies	that	sacrifice	what’s	truly	important.	Thankfully,	there’s	a	growing	movement	in	economics	to
overcome	the	fixation	with	this	one	indicator.	The	2019	Nobel	laureate	economists	Esther	Duflo	and	Abhijit	Banerjee	have	written	that	it	may	be	“time	to	abandon	our	profession’s	obsession	with	growth.”	Advancements	in	data	collection,	statistics,	and	computing	help	make	it	possible	to	upgrade	our	metrics.	Countries	including	Germany,	France,	and
the	United	Kingdom	have,	for	example,	started	investigating	more	comprehensive	national	indicators.	Policymakers	and	researchers	in	U.S.	states	including	Maryland,	Vermont,	Oregon,	and	Utah	have	explored	new	indicators	that	account	for	costs	like	commuting	time	and	benefits	like	higher	education.	Still,	in	spite	of	the	research	and	official
interest,	little	has	actually	changed	in	national	accounting	to	date.	The	politics	and	the	technical	work	of	reforming	such	a	widely-used	statistic	remain	challenging.	So,	here’s	an	actionable	solution:	Given	that	standard	GDP	still	has	its	uses,	governments	don’t	need	to	abandon	it.	Rather,	governments	should	transform	it	into	a	series	of	indicators	—
much	like	existing	U.S.	statistics	for	unemployment	are	reported	as	“U1”	through	“U6,”	with	each	number	reflecting	different	aspects	of	unemployment.	Other	statistics,	including	consumer	price	indices	and	the	money	supply,	are	similarly	reported	as	a	series	instead	of	a	single	number.	While	GDP,	or	G1,	would	be	standard	national	income,	G2	could
give	a	fuller	picture	of	income,	revealing	how	equitably	it	is	distributed	while	reflecting	the	contributions	of	unpaid	labor,	like	care	for	children	and	elders.	G3	might	look	to	the	future,	ensuring	that	today’s	output	does	not	hamper	tomorrow’s	by	exacerbating	environmental	challenges	or	depleting	resources.	G4	could	seek	to	account	for	our	overall
day-to-day	well-being,	including,	for	example,	measures	of	health	and	social	connection.	To	see	why	such	differences	matter,	look	to	the	last	economic	recovery	—	the	long	climb	out	of	the	Great	Recession.	During	that	period	of	regrowth,	the	top	decile	of	U.S.	earners	captured	about	half	of	all	income	gains,	and	GDP	rose	accordingly.	By	accounting
for	inequality,	G2	would	have	better	reflected	the	sluggish	rebound	that	most	people,	and	particularly	Black	households,	experienced.	Similarly,	G3	could	have	offered	a	more	accurate	assessment	of	long-term	liabilities	associated	with	environmental	externalities.	For	example,	researchers	from	the	Dallas	Federal	Reserve	estimated	that	the	shale
boom	during	the	2010	to	2015	period	accounted	for	one-tenth	of	GDP	growth	during	that	time.	A	G3	indicator	could	have	subtracted	the	long-term	costs	of	associated	methane	emissions	and	groundwater	pollution,	presenting	a	more	refined	estimate	of	the	net	effect.	New	indicators	wouldn’t	only	spotlight	societal	problems.	The	aim	would	also	be	to
capture	important	gains	that	GDP	currently	misses.	For	example,	both	G3	and	G4	would	have	outpaced	GDP	in	response	to	the	$522	billion	green	stimulus	that	countries	including	China,	the	U.S.,	and	South	Korea	enacted	after	the	Great	Recession.	In	addition	to	counting	the	economic	boost	from	new	investments	in	renewable	energy	and	energy
efficiency,	G3	would	have	included	climate	benefits,	while	G4	would	have	reflected	gains	from	cleaner	air	and	improved	health.	Today,	as	governments	once	again	craft	policies	to	“build	back	better”	following	an	economic	crisis,	they	need	indicators	that	reflect	a	meaningful	conception	of	“better.”	The	incoming	Biden	administration	has	the
opportunity	to	start	the	process	of	reimagining	GDP	right	away.	By	directing	the	Bureau	of	Economic	Analysis	at	the	Department	of	Commerce	to	start	working	on	modernizing	measures,	the	administration	likely	wouldn’t	need	to	wait	for	legislative	action.	To	be	clear,	upgrading	GDP	isn’t	a	creative	way	to	find	quantitative	justification	for	a	set	of
ideological	priorities.	While	issues	like	equity	and	sustainability	tend	to	be	the	domain	of	the	political	left,	it	was,	after	all,	the	conservative	former	French	president	Nicolas	Sarkozy	who	commissioned	a	groundbreaking	study	of	GDP	alternatives	because	he	saw	that	rural	constituencies	felt	alienated	with	how	the	media	and	urban	elites	were
portraying	the	state	of	the	real	economy.	Rural	and	industrial	communities	in	countries	like	the	U.S.	and	the	UK	voice	similar	concerns	today.	While	matters	of	statistical	computation	rarely	capture	the	public	imagination,	this	one	gets	to	the	heart	of	a	deep	and	timely	question:	How	to	pursue	genuine	thriving	rather	than	growth	for	its	own	sake.	And
at	a	time	when	people	across	societies	are	seeking	systemic	change,	reimagining	GDP	is	one	plausible	way	that	governments	can	deliver.	How	to	Calculate	RGNP	What	Contributes	to	the	GDP?	What	Is	a	Domestic	Industry?	What	Are	Net	Borrowings	on	the...	How	to	Calculate	Net	Exports	How	to	Calculate	Savings	Ratio	How	to	Calculate	Assets	&
Liabilities	How	to	Calculate	Growth	Rate	of...	How	to	Figure	Net	Gallons	From...	How	to	Calculate	the	Balance	of...	How	to	Calculate	CPI	The	GDP's	Effect	on	Business	What	Contributes	to	the	GDP?	Tools	of	Economics	What	Are	the	Major	Divisions	of...	What	is	the	Difference	Between...	How	to	Calculate	RGNP	Four	Phases	of	the	Business	Cycle	How
to	Calculate	Balance	of	Trade...	How	to	Calculate	Savings	Ratio	What	Is	a	Domestic	Industry?	What	Are	the	Advantages	&	Disadvantages...	Gross	Domestic	Product	(GDP)	is	generally	thought	of	as	a	measure	of	an	economy's	aggregate	output	or	income,	but,	as	it	turns	out,	GDP	also	represents	aggregate	expenditure	on	an	economy's	goods	and
services.	Economists	divide	the	spending	on	an	economy's	goods	and	services	into	four	components:	Consumption,	Investment,	Government	Purchases,	and	Net	Exports.	Consumption,	represented	by	the	letter	C,	is	the	amount	that	households	(i.e.	not	businesses	or	the	government)	spend	on	new	goods	and	services.	The	one	exception	to	this	rule	is
housing	since	expenditure	on	new	housing	is	placed	in	the	investment	category.	This	category	counts	all	consumption	spending	regardless	of	whether	the	spending	is	on	domestic	or	foreign	goods	and	services,	and	the	consumption	of	foreign	goods	is	corrected	for	in	the	net	exports	category.	Investment,	represented	by	the	letter	I,	is	the	amount	that
households	and	businesses	spend	on	items	that	are	used	to	make	more	goods	and	services.	The	most	common	form	of	investment	is	in	capital	equipment	for	businesses,	but	it's	important	to	remember	that	households'	purchases	of	new	housing	also	counts	as	investment	for	GDP	purposes.	Like	consumption,	investment	expenditure	can	be	used	to
purchase	capital	and	other	items	from	either	domestic	or	foreign	producer,	and	this	is	corrected	for	in	the	net	exports	category.	Inventory	is	another	common	investment	category	for	businesses	since	items	that	are	produced	but	not	sold	in	a	given	time	period	are	considered	as	having	been	purchased	by	the	company	that	made	them.	Therefore,	the
accumulation	of	inventory	is	considered	positive	investment,	and	the	liquidation	of	existing	inventory	is	counted	as	negative	investment.	In	addition	to	households	and	businesses,	the	government	can	also	consume	goods	and	services	and	invest	in	capital	and	other	items.	These	government	purchases	are	represented	by	the	letter	G	in	the	expenditure
calculation.	It's	important	to	keep	in	mind	that	only	government	spending	that	goes	towards	producing	goods	and	services	is	counted	in	this	category,	and	"transfer	payments"	such	as	welfare	and	social	security	are	not	counted	as	government	purchases	for	the	purposes	of	GDP,	mainly	because	transfer	payments	do	not	directly	correspond	to	any	type
of	production.	Net	Exports,	represented	by	NX,	is	simply	equal	to	the	amount	of	exports	in	an	economy	(X)	minus	the	number	of	imports	in	that	economy	(IM),	where	exports	are	goods	and	services	produced	domestically	but	sold	to	foreigners	and	imports	are	goods	and	services	produced	by	foreigners	but	purchased	domestically.	In	other	words,	NX
=	X	-	IM.	Net	exports	is	an	important	component	of	GDP	for	two	reasons.	First,	items	that	are	produced	domestically	and	sold	to	foreigners	should	be	counted	in	GDP,	since	these	exports	represent	domestic	production.	Second,	imports	should	be	subtracted	out	from	GDP	since	they	represent	foreign	rather	than	domestic	production	but	were	allowed
to	sneak	into	the	consumption,	investment	and	government	purchases	categories.	Putting	the	expenditure	components	together	yields	one	of	the	most	well-known	macroeconomic	identities:	In	this	equation,	Y	represents	real	GDP	(i.e.	domestic	output,	income,	or	expenditure	on	domestic	goods	and	services)	and	the	items	on	the	right-hand	side	of	the
equation	represent	the	components	of	expenditure	listed	above.	In	the	US,	consumption	tends	to	be	the	largest	component	of	GDP	by	far,	followed	by	government	purchases	and	then	investment.	Net	exports	tend	to	be	negative	because	the	US	typically	imports	more	than	it	exports.
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