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MACROECONOMIC PERFORMANCE AND INTERNATIONAL COMPARISON
IN A CONTEXT OF CONFLICTING POLICY OBJECTIVES

Abstract:

Macroeconomic performance is a complex and multidimensional relationship. No government is able
to fit all policy goals because, very often, these are in conflict. For instance, the main conflict is between
economic growth, unemployment and inflation. Moreover, a strong conflict exists also between
economic growth and environmental objectives. Higher GDP leads to higher levels of pollution and
consumption of nonrenewable resources.

Our proposal intents to give a tool to establish a balance between conflicting objectives and providing
an evaluation of macroeconomic performance, through benchmarking. The method suggested is an
adaptation of direction distance function Measure, under Data Envelopment Analysis. It allows a model
for handling asymmetrically both good and bad outputs.

Following the relevant literature, we focus on 7 indicators based on good and bad outputs. Good output
indicators are: Rate of growth, Per capita GDP, Fiscal surplus/deficit, Current account balance as a
proportion of GDP, Human Development Index. Bad output indicators are: Unemployment rate,
Inflation or deflation rampage rate, The rate of Total Carbon Dioxide Emissions from the Consumption
of Energy.

We collapse the input vector to a scalar and the value of this scalar is a unit for every economy in all the
years considered. We refer to an apparatus responsible for the conduct of its macroeconomic policy,
called helmsman.

Given the availability of data for the period 2008-2011, we select 60 countries of upper-middle and high
income economies as defined by World Bank.

On the average, the result shows that for homogeneous groups, East Asia & Pacific perform better than
other geographic areas. The Sub-Saharan Africa performs worse. European and non-European countries
show similar score averages. However, grouping European countries by four sub-regions, more
differences are revealed: the North and the West economies are more efficient than the South and the
East.
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