
I

\ 

THE 
ENVIRONMENT-ECONOMY 

GUIDE 

KEY CONCEPTS, THEORIES AND PRINCIPLES 

By 
Dr. Robert J.P. Gale 

Ecological Economics Inc. 
Toronto, Ontario 

For 
Environment Canada 

Ontario Region 
Great Lakes Environment Office 

MAY 1996



« 

. 

z

A 

-

. 

’ 

r

. 

- 

.

_ 

' 

—, 

, 

.« 

v

.

. 

- 

I 

.

‘ 

THE 
ENV|RONMENT—ECONOMY 

PRINCIPLES



'~. 

~ 

-

- 

~ 

4 

..

, 

'

.

. 

‘

.

~

,

\

.

'

/

‘ 

“ 

.

, 

'

-

- 

'

. 

\

. 

« 1.0 

2.07 
A 

or 3.0 

4.0 
‘ 

.510 

6.0.) 

-7.0‘ 

8-0
V 

9.0
\ 

TATABLE I 

.Foreword>A 

. 

Preface 

~ Acknowledgements 4, 
‘A 

if 

H’ 

I’ 

About This Guide A 

‘I 

Environment, Economy and Sustainability- 

The Free Market Assertion 

'; The Economic Growth Assertion 

The Private Property Rights Assertion 

The Information Assertion 

The Technology Assertion 

The Employment’ Assertion 

The ‘Competitiveness Assertion 

10.0 The National i)ebt Assertion 

. 
, 

._11.0‘ Conclusion 

_ 

Bihliography' 

V000 
Ill 

iv’ 

‘19_ A 

28 

33 

38 '_ 

42 

47
' 

54V 

'58-..

62



1- 

‘_ 

'

.

.

' 

‘ 

.

. 

3 

-

. 

I

. 

‘

1

'

I 

.\ '1 
I \ 

, 
1

I 

~ \ 

The goal of The Environment—Econorr:y Guide’ is to foster debate.-Its messageis clear. We need
V 

better debating skills if we are-to understan_d environment-economy interactions. We need a 
better debate if we are to achieve sustainability.

_ 

Progress on developing sustainable economies_ is mixed. There is still little consensus in society 
about the direction andpace of change required to make sustainable development operational. 

‘ 

Attempts to relate environmental and, economic crises are fraught .with difficulties because 
environmental issues are often deerned to be outside the sphere of economic. activity. A better

_ 

understanding of, the grammar of environment-economy relationships may persuade those in 
. the economic sphere thatenvironmental issues are not only relevant in economic decisions but 
absolutely vital. The environment-economy grammar set. out in this guide _'makes the 
relationships clear. .'It may improve the quality of the debate about the direction and shape of » 

"environmental policy. - 

i 

- - 

‘ ‘ ' 

. The preparation. of the Environment-‘Economy Guide involved interviews and two workshops. v 

Participants at each workshop‘ included government officials, environmental "activists,
, 

consultants, educators and academics: While the guide is not a consensus document, it reflects 
the general view of many workshop, participants- These participants wanted a guide to. help‘ 
them understand basic economic arguments. They wanted a -guide that could be used as a 
debating tool. Not all arguments are answered in the guide. But it is a start, one that can be built 
on over time. 

W 
- v ‘V

‘

/ 

' 

A The goal of this guide is to make us better environmental citizens. There is a ‘need for the 
environmental community to _understand economic arguments and how to debate them from an . 

’ environmental and sustainability perspective. We need a type of anticipatory thinking which- 
integrates the environment and economy. The ideas presented in the guide contribute to this ~

- 

' new thinking. ‘ 
~ 

‘ 
' 

-‘ ‘ ' 

it is a call for a more informed debate. 

JohnrMills- 
Director General',‘Ontario Region 

. Environment Canada '
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\ ttiPREFA°E 
In 1987, the Erundtland Commission estimated thatthe world economy could increase by up to 

V" 

ten times its present size by 2050. This ‘would lead toa $130 trillion world economy. Many in 
- 

.V the environmental community were staggered by the implications of such growth. Some argued 
that the proposed trajectory was still unsustainable.‘ Others, particularly those in government 
and industry, -found much they could agree with in the Commission's ‘report, some even 
equating sustainable development with limitless ‘ growth. *

' 

Since then there has been a considerable’ debate about the oonceptof sustainable development. 
Governments have launched round table processesqto bring different stakeholders together. 
Industry has ‘met-‘with environmental 

' 

groups to seek joint ‘resolutions to environmental‘ 
' problems. A great deal has been learned about each others’ views. But a basic polarity remains. 
0 

Sustainable development, ‘however, cannot be about ‘limitless growth. Curtailing CFC 
production is a_cas_e in point. ‘It is an example of how an environmental limit, the stratospheric 
ozone layer, changed a component of economic development, Failure to protect this layer 

' 

_ 

would have direct consequences on human, animal and plant populations (increased incidences
, 

of skin_ cancer, cataracts,‘ and crop damage). Yet, even given the CFC experience, the 
' preoccupation with limitless growth continues. Perhaps one way of. accounting for this is that 
we do not have ‘an adequate way of ,relating economic ‘and environmental issues. While 
concerns about the limits of conventional economics in dealing with environmental issues have 
been expressed for a long time, they have not been sufficiently persuasive to change the course 
of development. Our dependence on the curr_ent economic system inakes us reluctant to 

_ 

question it. This"dependence,-however, isthe source of many ‘poor decisions. 

, 
Weneed a new way of debating economic and environmental issues. The environment- 
-economy guide is a step that direction. It provides arguments to tackle unsubstantiated 
assertions about how the economy, ought to work. It "provides rationales about why other factors ' 

_ and issues need to be considered. It is .a debating‘ tool for .those who ‘want to advance 
environment and sustainability arguments. -t 

Tom Muir 
,

. 

Senior Economist, Economics Section, 
Great Lakes Environment Office 
Environment Canada, Ontario Region 
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1.1’ Iritrodu,etion 

The Environment—Economy Guide . 

i 

1;0A3°iU.TTHI«siGuIbEi ti 

The best way to protect the environment is to let the market operate freely! 
Only economic growth can protect the environment! 

V

. 

Protecting the environment will cost jobs! 
. \ 

This’ guide is about the environment and the 
economy. It is both a primer. about economics 
and a tool kit of concepts and methods for 
environmental protection and sustainable 

' 

development. The purpose of the guide is to 
show how the environment—economy 
relationship is debated and to provide a series 

V 

of strategic responses to improve the quality 
. 

t 

of the debate in future deliberations. 

Eight economic,arguments are analyzed in 
the guide. Each argument is, in effect, a .0 

proponents’ assertion about the meritsof a 
particularteconomic viewpoint; This means

. 

that the assertions are prescriptive. Its « 

proponent is insisting on an economic claim 
or right._ 

Prescriptive economic’ assertions occur 
everywhere‘: They’ appear‘ in public policy 
briefs prepared by busin_ess,‘labour and social- 
organizations.\They exist in academic and. . 

political arguments. They are part of 
‘ everyday conversation_. And they prevail in 
the media. A review of newspaper and 
magazine headlines, for example, illustrates 
how writers can ignore or trivialize the 
relationship between theenvironment and the 

‘ economy, Far too often the relationship is 
billed asa win—lose situation. The following 
headlines show how environmental issues are . 

often portrayedzlul
\ 

t 
o, .Manufacturers put environment low on 

list of concerns 

9 Green challenge bearsa high price 
o’ _Weaker‘environmental laws may be the 

price of growth in Ontario
‘ 

o 
A 

Limitless growth: sustainable
V 

development is good business“
H 

x The best option [for managing Canadian 
fisheries]... is to ‘expand private property 
rights into the oceans 

o Emission standards hasty; industry says: 
more study needed, automakers, refiners 
say_ -

’ 

. Beaufort i'spi1.1 warning disputed——Oil 
7 
industry fires back at panel and warns of 
‘no activity‘ in area 

, 

' ' 

« . Saving owls could. kill 100,000 jobs— »

" 

‘ study: Forest iridustry cites $3.8—billionj’
V 

cost ‘ 

r 

-
V 

i 

9 Loggers vow_‘ to block road, citejob threat 

o ‘Fuel rules couldicost billions: proposed 
. new national- standard for cleaner—buming 

‘gas and diesel would hit; refineries
A 

9 Auto makers warn clean air costly: they 
' say proposed new rules will add $1,260 to 
cost of average car 

'

- 

cm. A bleak choice: shelters, or sewers 

_ 
These pottrayalslprovide a window on what 
many people believe about economics, the 
environment and sustainability. They are the 
product of a certain perspectivewith its own 
system of values and needs.



'1 Debating Economic 

-, barriers to environmental protection and
‘ 

’ sustainable development. ‘It; is thus relatively 3 

The Environment—Economy Guide 

existenceof power, profits; pollution, public‘ 
goods, natural resources and the common , 

« 

' 

’ 

_ 

t -_ 
' 

good:—all of which may -promoteafalse 
Fortunately,asmallnumber-of economic debate_' 

' 
’ 

. 

_ 

«

, 

"assertions account for most of the rhetorical 
4

1 

As_sertions 9 

. This isa guide for those who want'to,improve'/it 

‘ 

, 2. The economic growth assertion: 

‘easy to learn about the ideas behind them. 
_ 

The following eight economic assertions are 
considered in this guide: 

T1. The freecmarket assertion: The best 
wayto protect the environment is to let 1 ' 

it 

the marketoperate freely.
' 

' Economic growth‘ is required to protect‘
_ 

‘the environment. . 
. 

*

‘ 

- '3. The p\r_iva_te'p'roperty rights assertion: ‘ 

‘Private property rights ensure 
- environmental protection. - 

4,34. The information assertion: ‘ 

Environmental decisions should-not be “ 
made without full scientific information. -

t 

_ 

5. The technology assertion: New 
technologies will solve environmental 
problems. ‘ 

k 
‘ " 

_, 
Theemployment assertion: \Protecting 

” the environment will cost jobs. ~ 

_ 

7. The competitivenessassertion: "Higher 
environmental standards will make . 

, 
industry less competitive.._ 

'

' 

8.. ‘The national debt assertion: Deficit and 
debt reduction take ‘priority over the ‘ 

‘environment. . 

,

‘ 

Recognizing the conteirtand perspective of 
an assertiontis "important in-judging it worthy 
_or inadequate. Assertions often illustrate the 
underlying inability of current development 
practices to assimilate_the value of the 
environment into its discourse. These ‘ 

_ 
practiges‘tend,_tol ignore the real ‘world

/ 

-their debating skills in formulating 
environmental and sustainability 
policy. Given the formidable body of 
l_iterature on economics, some guidance about 
how to analyze an economic assertion could. 
help environmental practitioners in policy 
debates. There isaneed to break down 
‘assertions andhissues before analysis can 
begin.‘Therei;is also a need to develop» . 

strategic responses that take‘ environmental 
_ 
considerations into account. 

" The guide is organized by assertion, 
beginning with the-free market assertion in ‘

' 

chapteri3 and ending with an assertion about ‘ 

the level of‘ government debt in chapter 10. 
The theories underlying each assertion are 
_.examined in the guide. A range o_f_Vconcepts 

. capable of refuting each assertion and 
strategically defending sustainability is then 

. considered. Chapter '11 draws together some 
conclusions about the concept of »\

l

) sustainability and how the guidehcan be used, ' 

in policy debates;
1 

With zregardhto each assertion, the report is. 
v 

‘

. 

organized- as follows: 

a) Each section begins with a few quotations.
I 

about the assertion; T 9 

b) Tlreiassertion is discussedaccording to 
‘relevant concepts ‘from neoclassical 

' economics; at /
'

i

0 xx 
shortcomings both within the dominant g 

' economic perspective and from the 
_ 

altemative and broader perspective of 
sustainability;

1 

I The assertion is analyzed for its 
t- 

’ ' '
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fie) Finally, a summary of some key debating ’

I 

i The Environn}ent—Ec0n0my Guide 

d) New sustainabilityconcepts and 
, 

alternatives are proposed todisputesthe
, 

4 

model or assumptions behind the 
i

\ 

assertion;'and, 
' "A 

. points are suggested as strategic 
responses to each assertion. 

In chapter two, different approaches to 
economics and sustainability are explored; '

. 

First, the presentation, analysis and critiques 
of models draws upon conventional 

_

‘ 

‘neoclassicaleconomic theory as it is applied
' 

» to a market-economy. .Th‘is,al1_ows~the reader 
to be clear about whatcan be contested. 

" within’ this theory. 

Second, -the emerging and alternative theory 
of. ecological economics is introduced aspart 
of the new discourse on the‘science and.

/ 

management of sustainability. Insights from 
other disciplinesor critiquesare used‘

. 

sparingly. It is worth mentioning, however, 
that many of the insights provided are general 
and_abstract. While they may helpreaders

‘ 

debate issues,‘ they are not a" substitute for a
' 

familiarity with the specifics and,data of a. . , 

particular issue. It is clear that knowledge .' 

about the connectivitylof the assertion to" a 
’ 

- given debate is required beforeione can 
I 
decide whether to agree or disagree with it.

\.
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2.0ENVlRONIlI|ENT, ecouomv AND 
SlgJS/'l'A|NABIL|'l'Y\ 

' Economic "assertions are often based on the 
premise‘ that the environment is like a _ 

commodity or consumer want rather than a 
,

« 

life—support system. for economic and other 
A 

activities. This premise has negative 
implications for sustainability. It weighs * 

economic "values against environmental 
values and finds the latter wanting. This leads A_ 

to conflict in policy debates. Resolving this 
conflict is a major ‘public /policy challenge. 
Ultimately, decisive_ government intervention 
may be required to‘protect.the~ public interest A 

in sustainability. 

To tackle prescriptive economic assertions, it 
7 
[is important to be familiar with the economic 
discourse that produces them. A better 

‘ understanding of this discourseis necessary 
for developing‘ a new grammar of 
environment—economy interrelationships. 
A new grammar could restructure ’ 

relationships and rules to, integrate 
‘ ’ 

. environmental and economical values and 
needs. 

, 

' ’ ’ 

2.1 Neoclassical vs. 
, 

Eco|ogi.ca|~Economic_‘s 
Economics is often defined as the study of the

) 

allocation of scarce resources among ‘L 

competing ends. Yet, aneconorny is much 
more than an al1ocative’mechanism.iIt is 

- abouthow livelihoods, culture and the 
environment control or mediate the creation 
and exchange of goodsarid services. Too 
often, however, eeonomics’is ana‘lytically— 
limited to exchanges of goods and services 

' between people and firms.

~ ~ ~ 

- As economicshas become more quantitative 
and mathematically rigorous, it has also ‘

_ 

become less accessible to the non+specialist. 
Moreover, its relevance is often questioned 
by those who argue that economic theory, 
ignores the ‘natural environment. For those 
working on environmental issues, this leads 
to at least three positions on the value of 
economics.‘ -

’ 

One perspective, neoclassical economics,
_ 

describes economic activity as a circular flow 
of labour, money, resources, goods and 

i

, 

services between consumers (individuals) and 
producers (firms) in a market place (Figure 

‘A properly functioning market is ideally 
one where consumer preferences are met. 
_Neoclassic'al economists hold that their 
perspective deals. best with environmental 
problems because the market regulates 
consumer preferences.
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~ Labour&Other J : Goods& 
Productive Inputs Services '

l

l 

' Assumptions ~ 

A_ 

~ w . 

. 

t 
-. 

1. Economic activity is a self-contained2and‘self-perpetuating circular flow of money, goods and services 
between the two basic categories of participants in an economy,_producers and consumers.

' 

2. Goods and servieesiare traded among these participants throughthe institution of markets. _ 

_3. Markets are concerned with efficiency, that is,'the efficient use of resources to produce‘ goods and the " 

efficient distribution of goods among consumers (allocative rather than distributional efficiency). 
4. Market exchange is the only reality. 

FIRMS. 
-. (Producers) A 

A

‘ 

HOUSEHOLDS \ 

(Consumers) ~ 

FIGURE 1 THE NEOC2LASSlCAL.'ClRCULAlii FLOW MOt)EL_OF ECONOMIC .. as o ‘. ’ t’ ACTIVITY»).

I 

Provide Money for Money to-Buy ' 

Labour & Other , Goods 
Productive Input Costs

' 

. 5. Scale is irrelevant. There is no upwardlimit onthe scale (expansion) of the economy in tenns of available, 
naturalresources (e. g. fish and timber), the assimilative capacity ofenvironmental sinks (e.g., oceans and 
atmosphere), or the protection of life—support functions (stratospheric ozone, biodiversity, biogeochemical 

-‘ cycles). i 

This perspective is rejected by deep.‘ 
' ecologists and others who argue that

_ 

' 
i neoclassical economics ignores the natural i 

environment.’ This school holds that-believing 
‘in the validity of the neoclassicalvperspective 

_ 

is actually part of the problem. Too much 
effort is devoted to fixing a flawed, v 

expansionist model of 'the‘econonly when a '
i 

» ‘new ecological ‘paradigm is required, one that ' 

relcognizes biogeophysical conditions, and , ' 

processes'as\‘the' basis for all decisions. In 
‘rejecting expansionist economics, many deep 
ecologists reject economics altogether‘, 
arguing that economics is '_'the enemy of the 

' environment." 

b 

A third. school of thoughtadvances
j 

integration of ecological, social,-and-‘ ’ ' 

A 

biogeophysical considerations in economic 
decision making.’ This approach is 
'Vtransdisciplina'ry. It is often called ecological

1 

economics. As a field of inquiry, ecological 
economics focusesdirectly on the real world 
problems of sustainability; Ecological‘ 
theorists argue that sustainability is ignoredin 
the neoclassical approach- because of its 

1 I 

' preoccupation with‘ a form of. economic 
growth that treats" the environment as a “ ‘ 

subsystem ofthe economy._ T

9 

Fikret Berkes (1993: 61) describes ecological 
‘ economics as "more than the sum of’ 

. 
'- 

_ 
\

. 

. 

l

I 

v

‘

‘ 

.

, 

-

. 

'

,

_
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2.2 "Weak vs. Strong ' 

conventional economics and conventional 
ecology."-He goes on toinote, the followin 
four defining characteristics: 

1 
_ 

. . 

’
' 

a) A holistic .view of theenvironment-4 
economy system; 

b) A view‘ of the economic system as a ‘ 

4 

J 

subset of the -natural‘ system of the earth;» 

c) A primary concern with natural capital, 
, 

‘resources and environmental services
' 

, 
as the basis of any economic ‘activity; -

' 

and, 
‘ 

I

' 

cl) A greater concern with a wider range 
of human Values (such as health, 
dignity and a moral obligation toward 
future generations). ' 

\ ~
‘ 

= Whether or not neoclassical or ecological 
economics can or shouldbe expected to 
provide answersto decisions about the 
-environment is partly secondary to the need 
for a grammar to structure thedebate. Since. 
theneoclassical and ecological frameworks 
provide different structures, it is becoming- 
increasingly important for. proponents of

I 

‘either View to understand the analytical 
perspectives, concepts and tools of both

‘ 

ecological and neoclassical economics.
x 

‘ " 
, Sustainability 

Neoclassical economics is based on economic 
A 

growth. In this model, six factorscontribute 
toboth long—term growth and day—to—day 
operations (Figure 2). These factors are: 
employment, technology, private property. 
rights, information, competition and the role 

. of govemmentl.’ 

Because these factors are critical to the 
success of the model, they frame much of the 

‘ discourseconcerning public policy decisions. 
For example, the factors may be stated as « 

assertions that have implications for what can 
be done to solveenvironmental problems.

, 

While any one assertion may be reasonable in 
h 

' an isolatedcontext, they are all rooted in a 
discourse that ‘sees the economy as more_« 
important than either the environment or 

' 

sustainability. Assertions arise from a 
widespread perception that protecting the 
environment is an unwarranted cost to the 

i 

A

- 

economy rather than a genuine benefit. In 
' 

fact, the assertions do not oblige their ' 

' A 

— 

V 

proponents to have an understanding’ of the 
effects of economic activity on the 
environment or sustainability. 

1 The role of government varies from year to year,’ 
depending onithestate of the economy. In the 1970s, it 
was to tackle inflation; in the 1980s, stagflation and 

. unemployment; and in tl_1e1990s, it is the national . 

debt. »
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FACTORS AFFECTING THE MARKET ECONOMY 

~~~ 
MQDEL OF ECONOMIC GROWTH >

~

\ 

Tl.-lEECONOMlC SUB-"SYSITEM
F 

THE ENVIRONMENT 
Deterioration of the Ecological Sustainability‘ 

' of Basic Life [Support Systems and Processes . 

. I‘Wl‘lh Longer'Term Economic, Social . 

and Ecological Costs ' 
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\ 

The weakness of the‘ neoclassical model is 
that it does not account for the "natural.

' 

capital" used in economic production.‘This 
means that there is no way of compr_ehendi_ng, . 

let alone of measuring, the sustainabilit-y of’ _' 

economic-activity ina free market. Yet, a 
concept of natural capital is vital to an 
operational definition of sustainability, and a 
‘measure of sustainability is a critical 

. requirement of economic performance for 
policymakers. ‘ 

Daly and Cobb (1989: 72) have drawn 
attention to the missing dimension of . 

‘

_ 

sustainability in market_e_co’nomies in/their 
statement that: 

K C 

, 

..v.neoclass'ical economic theory has 
taught that humanly—created capital is a 

a

' 

4 

near—perfect substitute for natural 
resources, and consequently for the stock

' 

t of natural capital that yields the flow of 

Because the maintenance of capital isan 
important consideration in economic activity; 
the form this capital takes has implications 
for sustainability. If the form it takes.

‘ 

emphasizes manufactured capital orother 
humanly‘createdicapital, then the capital that 

~. is passed on from one generation to another is 
indifferent to the state of natural capital. This ' 

leads Daly and Cobb to argue that "weak A 

sustainability"- is based on the assumption of 
high substitutability between capital and 
natural resources in a production function. 

By contrast, "strong sustainability" would . 

require maintaining both humanly created 
and natural capital intact separately, on the

, 

assumptions that they are complements
' 

rather than substitutes in most production
, 

functions (Daly and Cobb, 1989: 72). 
' 

‘Accordingly, they advocate the "strong 
sustainability" approach. ‘ 

. 
_

1
i 

Costanza, Dalyand Bartholomew (1991) 1 

make the same case. They_argue that,
‘ 

Afminimuminecessary condition for 
sustainability is the maintenance of the 
total natural capital stock at or above the 
current level.‘ « 

u 

‘_
‘ 

Given the uncertainty about the adequacy of 
-the existing stock of natural capital, the only 
prudent course is to adopt a "constancyiof 
total natural capital".' rule as a minimum 
condition for assuring sustainability.‘ .

_ 

Ecological economists thus seek a strong 
. 

1, sustainabilitycriterion to ensure that real 
productive wealth is maintained from one 
generation to the next. Much work is required 

a 

to advance this approach. As Rees (1995: 
351) ‘states; 

Surprisingly few major countriesmeet the 
weak criterion and itdis likely that none meet 
the strongucriterion; nevertheless, weak

A 

sustainability is favoured explicitly by most 
economists and implicitlyby most

' 

development planners today.
' 

2.3 The Quest fora Decision
p 

Making Framework: Balance - 

H" vs. |n_tegration ,'
‘ 

Apart from differences in the perspective on 
economics (neoclassical ‘vs. ecological) and 
the goal of economic policy'(growth vs. 
sustainability), there" are also important 
differences about how decisions should be 
reached. -

' 

q 

' ,Two competing environmentreconomy 
_’ frameworks demonstrate important 
differences in the "grammar" used to debate 
issues and justify decisions. One framework 

' 

seeks a "balance" of costs and benefitsfi the 
. 
other, "integration" of environmental issues in 
economic decisions. The following ‘general 
distinctions for each framework apply:
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C‘ 

Attributes of the Balanced Approach to 
Decision Making: ' 

‘ 

I‘ 

Weigh facts and opinions; ' 

Weigh two or more arguments against 
each other; ' 

l

- 

Consider the environment as a subsystem
' 

of the economy; 
Streamline economic and environmental 
issues alongttwo parallel tracks, then 

A 

bring together and "balance"; ‘ 

Seek trade offs between costsand
' 

benefits; .‘ ‘ 

- Promote "specialization and sectoral based 
expertise; and, 

Focus on. profit maximization, economic 
\

' 

growth, efficiency and private interests. 

Attributes of the IntegratedApproach to.
I 

‘ __Decision Making: ‘ 

~

‘ 

Combine facts and opinions; ‘

' 

Coordinate policy arguments; 
Consider the economy as a subsystem of 

, . /’ 

the environment; 

Merge economic and environmental 
issues at the front—end of development 
iplanningand at all decision _points; ‘ 

/ -
. 

Seek ‘win—w1n.solut.1ons;v 

Promote ‘multidisciplinary assessment and 
‘ 

policy cooperation; and, 4 “_ 

Focus on problem solving, sustainability, 
' 

effectiveness and public interest. 

The balanced approach is an improvement 
I

I 

. 
‘over ignoring thelenvironmentin industrial 

- decisions, But» it has its shortcomings. It 
continues‘ to streamline economic and. 
environmental objectives so that decisions are ‘ 

' 

‘ 
operating in parallel. For example, 

‘ government budgets focus on economic

~ 

objectives almost exclusively. Environmental 
objectives——_which have been developed at 
the Sametime, i.e., in paralle_l—’—are not 

‘ consideredat the highest decision making 
‘ 

level because; on balance, they are judged to 
’ 

be less important. The balanced approach is - 

_ 
thus an attempt to strike a compromise 
between economic and environmental 
-objectives, onethat may be shortsighted. 
While each compromise may appear 
reasonable when judged on its own merits,

C 

‘the summation of all‘ compromises may not 
protect ecosystem health and critical

’ 

environmental life—support services.
_ 

. The balanced approach focuses-attention on 
immediate economic effects rather than 

' longer term environmental outcomes. It either
1 

fails to relate economic decisions to 
- environmental consequencessor trades off the 

- environment for some economic gain. 
1 Environmental problems such as climate 
change, atmospheric pollution or resource 
depletion are not solved in this approach. . 

. As a general rule of thumb, the concepts and A 

tools for the balanced perspective are derived 
' 

‘ from neoclassical economics. Environmental 

_

‘ 

__ 

/V,\ 

. 

-

.

,

.
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matters are either ignored in decision making 
' 

‘ 
or embracedtina partial mannerhthat amounts 
to weak sustainability. 

In contrast to the balanced approach, the 
integrated approach seeks the merger of 
ecology and economics at the front ‘end of 

_ 

development. 

‘ An environment'—economy grammar which 
clarifies theimajor differences between these

, 

two frameworks could provide better insights
4 

into the problematic question of 
, .

l 

sustainability. 
_ 

' " 
v

‘

~
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' 

'\ 3.oTHE FREE MARKET ASSERTION’ 
y. 

THE BEST WAY TO PROTECT’ THE ENVIRONMENT IS To LET THE 
l.- 

MARKE'_I‘ OPERATE FREELY .' 

When—it comes ‘to encouraging sustainable development, the market is themost important 
instrument-available (Business Council on National Issues, 1992).

A 

A naturalxquestion for economists to ask is whether the greenhouse problem shouldn't simply solve/itself 
"through the market process. Specifically, before enough carbon is put into/the atmosphere tofcause

T 

serious damage, will not fossil fitels become so scarce that their high price will suppress further 
significant atmospheric buildup? (Cline, 1992: 45). . 

f 
The Free Market ‘A 

Neoclassical economic theory measures 
v_ economic activity as the circular flow of . 

money between firms and households 
(producers and consumers). Markets provide’ 
the institution through which goods and . 

'

' 

services in the economy are traded. The ‘basic . 

tenets of an efficient market are’ perfect 
competition, perfectinformation, private 
goods, no government intervention, and no 
unintended consequences. 

'
' 

Neoclassical economists'pla_cea great deal of 
emphasis on the efficiency of market, - 

transactions, hailing them as the best "forum 
for exchange and development. Markets are .

i 

.. usually envisioned as -places where people are 
free tonegotiate and trade as they see fit. 
Markets distribute goods to those who value 
them themost: the available goods aretraded 
backand forth until the highest bidders have 
secured them. The mostefficient exchange is 
the point at which no furtherreallocation of 

_ resources can make one individual better off
V 

~ without making at least ‘one other person 
worse off. This efficiency is known as Pareto 
optimality after the economist Vilfredo Pareto 
((1848-1923). Alloca_tions_ are sub—,optimal, 
i.e.*, inefficient, if they do ‘not meet this ' 

definition. 
' 

'

'

~~ 
' 

Pollution is an, example of an inefficient 
market. It is called an externality by 
neoclassical economists". It is an external cost 
or effect outside of _a given market 
transaction".-According to neoclassical 
economic theory, environmental externalities; 
such as pollution can be dealt with by" taxing, V’ 

_ 
the polluter. Theeconomist _Arthur C.i_Pigou _r . 

(1877-1959) proposedthe case for such
V 

taxes, that is, iexternalityy taxes (often called 
- Pigouvian taxes). Taxing pollution” _ 

, .. 

encourages polluters tosolve the 
environmental problems for which they are_ 
responsible. » 

’ ’ 

The ‘challenge with taxing externalities is that" '

- 

A 

itis often difficult to measure the ’ 

social cost involved. For many 
environmentalists, there is also an ethical 
concern: it is argued that pollution taxes 

. create a "license to pollute.".Some consider 
such a "license" unethical. 

11,

~
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i 

, . 

' Otherstargue that regulating the amount of 
__ 

pollution allowed into the environment is "also 
a "licensevto pollute" and that society would 
be better off with astringent polluter pay 

I. principle. Doing nothing grants a free right to 
pollute. ,’ I ' 

,vAnalyzlng the‘ Assertion
h 

The assertion that the market will solve’
I 

__ 
environmental problems ‘is often made 
‘because market—based decisions are 
considered more efficient and, hence, less 
costly than government regulation’: The -

, 

historical basis of the assertion goes back to 
— Adam Smith (1723-1790) who argued that ._ 

allowing people to make decisions in their 
i’ own self interest has ‘the paradoxical value of 
serving the common good. The implication of 
this is.that the role of government in_the 
economy should be kept to ‘a minimum. i 

v The strongest promoters, of the free market 
often compare it to other systems of 
organizing economic activity. They argue that 

‘ although there has been a. lot of abuse - 

with the free market, the experience with 
directed economies (central planning) is even

~ 
worse. They p_oint to the failure of. the 
collectivist approach, those countries which. 
adopted communism as-a way of organizing 

- 

" economic activity. Compared to communism 
_

r 

they argue, capitalism—ethe free market 
production and distribution of goods-—_is 
superior in social, environmental and‘_ 

1,

' 

economic outcomes. ' 

Advocates _of the free market often fear I‘ - 

government intervention in the economy. . 

Many believethat such interventionist H 

inefficient since it imposes costs on business 
' 

activities that will make them less _ _
, 

. competitive. As a consequence, they tend to 
7 oppose advocates of direct regulation that

l 

i could lead to stiff fines and imprisonment ‘of . 

’ polluters and perpetrators of other forms of
. 

environmental harm. 

For policy makers, the question -has to be less 
polemic. A good combination of policy A 

instruments from both the market and_ ‘ 

’ 

regulatory approaches--‘as well as voluntary 
initiatives‘—¢is capable of addressing market 
failure, by .changing_market conditions. 
Sustainability will only be possible when the 
best way to protect the environment is to 
make such protection a valiuieulf therelare ; 

i, 

1 incentives to protect the environment, people 
will respond in their own» self—,interest.

/ 
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i right to align self+i1iterest with public _ 

’ 

sustainability problemsthat the market ‘cannot "

\ 

i 

"A First, there is no such thing as perfect =
l 

. ‘n_iarkets_require regulation_and institutional

‘ 

- 

2‘ 

.\ 

/".‘

‘ 

‘

. 

"

. 
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~ Economic instruments. that rearrange the 
market will become increasingly important. 
They may be more effective thanifines or 
imprisonment,’ which can -lead to lengthy and 

' 

.cosAtly court battles, butregulation is still A 

‘ i 

/. required to set minimum standardsand - 

7. enforce certain environmental protection’ 
f 

‘ measuresf 
' V" 

l 

‘ ' 

frameworks to make themlwork: they do not 
I 

operate in a,va‘cuum./ ‘ 

T

' 

‘ 

Second, the ‘requirement for perfect 
inforrnationlcannot be fulfilled.’ Perfect" —' 

information does‘ not exist even in "simple 
_ 

markets, letalone in markets where facts 
A 

about complex scientific‘, ethical, and 
i 

sustainability questionsare in dispute. 

There is a need to get environmental tools f 

in 

interest. 
A. 

A 
A 

. 

' '7 
‘ 

_ 

l 

V 

»

. 

- It is evident from currentenvironment and .

A 

_ 
Jhird, there is no accounting in private

' 

\‘ markets for public goods. The assumption “ 

that no public goods are involved in market" 
transactions ignores pollution and the. ‘ 

deterinine the appropriate level of I *

A 

‘environmental _protection. This can be argued 
within the neoclassical framework by 
reference to: ' 

’ 

. 
A 

«V 
,. . 

A A
\ 

A A 

v 

A 

. 

_ 
A AA 

i 

.. depletion of natural resources. Ecosystems 
(3') unTe3115t1.CA assumptlons Of the free 7 - 

A 

andiresources such as fisheries and forests, 
. marketgand, evengmore explicitly, 

. 

.. 

' ‘ 

are public goods, ircquiringhsome «form of 
‘l 

(b) by demonstrations ofmarket failure. ‘ _P“b1l°lnt°r°5t‘Pr°t°°tl9“- 

Fourth, the absence of governrnent"
A 

intervention is unrealistic. Markets are-
V 

‘ mediated by institutions whose legitimacy is . 

~.assAigned'.by government. The reality is that 
‘markets only operate within constraints. Land . 

i and other property markets, for example, are 
highly regulated. There are manyrestrictions . 

, including building regulations and zoning. — 

A" 

(a) Free Market‘ Assumptions are
T 

“UnrealistiAcA. . 

' 

. ‘A 
,_ 

.

I 

' One way to contest the market assertion is to 
A 
focusion the underlying assumptions of the :

' 

model which are» not ‘met in the ‘real’ world.” 
The free market assertion implies that H 
markets do not fail to allocate resources 
efficiently, nor do they fail’ to protect the 

A 
_ I 

s environment or Sustainability‘ 
V 

Fifth lexternalities like air and water 
i A 

l 
l 

1 pollution are notxaccountedlfor in a free’ 
A _ 

,- 

, , _ A A A A 
.. 

i 

. 

- market. Pollution is an unintended ‘ 

‘ c0’”Pe‘‘"0”' iM°“°P°heS’ 01130901135’ PQWC-I?" " consequence of market transactions that 
TA 

profits, and g°Vemm°m_reg“1ati°n an affect -V 

. constitutes market} failure. This means that, 1

‘ 

Competitive‘ forces‘ It" is w°“‘k“°w“ that 1‘ 

businesses andlindividuals who polluteare‘ 
receiving an environmental subsidy, *

V A
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v t‘ 

These five categories of marketfailure 
indicate that the marketieconomy modelis v 

highly simplified. Ecological econornistsihold - 
' ‘ 

3 thatthe simplicity of the market model is . 

actually misleading‘(Da1y and Cobb/,’1989‘; if 

_ 
Rees, 1999). For these proponents and others, ' 

\- 

demonstrating market‘ failure provides one of 
i ‘ 

Not only: is this _straightforward in the casieof
_ 

fmost environmental problems, butit is 
I fundamental; 

I(b) Market-iFailure‘ ‘ 

If -the existence of market failure canclbe 
demonstrated, the assertion that markets \

. 

shouldybe left to themselves is false, In other 
,' - words, demonstrating theexistence of an 

‘ externality is sufficient toprove market 
failure‘ and theneed for public policy . i 

; 
intervention in a_ given market. Environmentaly 
pollution is the "classic example of an

, 

undesirable extemality. It is the.social'cost of
c 

A production and consumption that is external 
g

' 

‘to both, industry and government balance 1 
sheets and accounts. ' 

;3,.3' Sustainability Concepts 
Apart from‘ challenging neoclassical

_ 

.econo'm'ic growth advocates on their own
_ 

ground, ecnvironrnental advocat‘es~are ' 
’ 

‘

A 

‘promoting new ideas and tools in support of ' 

sustainability.,These include natural capital, 
eco—efficiency, environmental‘ and natural 

. 
resource‘ accounting, sustainability planning 
and ecological fiscal reform. . 

(a), Natural Capital‘, _' 

The concept of a market economyin 
aneoclassicaleconomics is based on a 

_

‘ 

definition of ‘capital which excludeslnatural - 

capital, Although some privately owned /.

9 

c 
A 

. natural capital stocks are considered, such as 
V cattle and plantation forests, the focus 
remains on valuing and protecting humanly

, 

created capi_tal.‘A_s Daly and Cobb (1989: 72) 
note, this means that natural capital, "the 

, -nonproduced means of producingaflow of 
natural resources and services," are ignored. j ,

» 

Asthe marketignores the running down of i 

V natural capital (i.e., stratospheric ozone ’ 

depletion and threats toclimatic _st_ability), it 
fails to take into account whether its actions 
are sustainablet ‘over the longer term. The 
solution that is often offered to overcome this 
‘vshortcoining is ~"to' get the prices right." But

" 

price theory runs into the problem of 
A

, 

attempting to cornmodify all offnature even 
, though many. peoples‘ interest in nature and _ 

certainly nature's own interest in nature, 
Acar1no"t_ be expressed incmarket activities.

9 

" Valuation schemes »such.as' willingness—to—. 
pay or willingness:to+be—compensated are 
techniquesto substitute for the lack of market 
prices. They may be poorly: correlated with ' 

sustainabil_ity criteria. _ . 

' ‘ ‘

l

\ 

1949.
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To protect the-market from its own logic, it is 
necessary to establish some operational 
‘principles about economic activities. .Daly_" 
and_Cobb [noted by Berkes, 1993: 61] have

V 

identified. three principles to protect 1 

biophysical systems: 
‘ " ' 

a) not toluse renewable resources at rates 
that exceed their capacity to renew; 

b) not to use nonrenewable resources at rates 
that exceed the capacity to substitute for 
them; and, 

4
’ 

c) _ not to usevany resources beyond Earth's 
capacity to assimilate the wastes ' 

associated with their use,
i 

(b) Eco'—Efficiency and the.Facto'r 10 
Economy ‘ " 

Ec_o—e,fficiency is about reducing energy, and 
material throughput in the economy. It has at 

_ 

least two components. First, there is a need to 
reduce the ‘energy and materials required to 
produce goods and services. For example, by 
reducing the amount of energy and materials 
required -to build a car, one can reduce the 
oyerall impact of the manufacturing‘,

A 

-t processes on the environment. This is a, micro ' 

level eco-efficiency. ‘ 

But reducing per unit impacts is only eco- 
efficient if in aggregate the total amount, of 
energy and material use ‘does not increase. 

‘ 

This leads to the second component, "eco- 
efficiency at the macro level, Energy and 

' material throughput has to be ecoeefficient in 
aggregate_.,Considering car production, for t 

.example, an eco-—efficienc~y measure is self ' 

defeating if'th'e.reduction achieved at the 

V 

plant level is negated by a._global increase‘ in 
energy and material use for car production. It- 

is negated because, in aggregate, resource use , 

and environmental impacts may. still not be 
—eco—efficient. Schmidheiny (1992; 10) 

p

l 

understands the implications: 

...‘ec’o-efficiency is not achieved by 
_technological~change alone‘. It is achieved only’ 

' 

by profound changes-in the daily practices 
and tools used to reach them. This means a 
break with business—as—usual mentalities and 
conventional wisdom that sidelines 
"environmental and human concems._ 

,

'

\ 

‘ 

Forithe German Wuppertal Institute, the 
‘break withtbusiness-as-usual practices’ 
means reducing thematerial intensity of

N 

industrial countries’ consumption by a factor‘ 
of ten——"which equates with a 90 percent 
reduction in the industrialized world's 

' material and energy throughput by 2040;"2 As 
the Pembinavlnstitute (1995: 2-3) notes, 
"Thissce'nario has been coined the 
dematerialization.of the economy." It means, 
they argue, that the characteristics of eco’-. 
efficiency include: “ ' 

continuously improving the unit
_ 

efficiency of material and energy inputs; 
ensuring that total aggregated 
environmental impacts and cumulative . 

effects stay Within the ecologicalllimits of
‘ 

‘carrying capacity; 
A 

' 

I

, 

focusing on end/—use human needs and 
quality of life; and, 
‘taking a life-'-cycle approach, accounting 
for upstream and downstream impacts. 

\2 As cited by the Pembina Institute for Appropriate‘ 
Development, 1995‘. -

' 
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(c) Environmental and Natural Resource 
. Accounting

. 

_- Governments ignore environmental and
' 

natural resource accounting in their System of 
Natural Accounts (SNA). This means that the 
SNA does not include the services of 
‘environmental assets and’ their deterioration.- 

- This omission means -that the connection_ 
. between environmental degradation and ' 

‘economic developmentis invisible. ‘But this 
i 

. failu_re’is_rnot confined to government alone:-. ‘ 

it indicates that the market economy is also ' 

not able to_ make the connection between 
environmental data and economic activity. 

I 

- 

. Governments at both the national and - 

international level are now» developing 
environmental and natural resource 

M accounting frameworks to addressthisi 
V

. 

' 

shortcoming. .-

\ 

, V_\
p 

(d) Sustainability Planning 
The market economy omits‘natural capital, 
strong and even weak sustainability,‘ as well

_ 

as environmental and natural resource. ~ 

accounting from its operating principles. 
These omissionsamong others haye’_led to 
concerted, albeit inadequate, action on the 

‘ 

part of governments to address sustainability. 
and environmental accounting. What then can 
be doneto expand the (framework of

. 

traditional economic development to include ' 

the non-market value of environmental goods 
and services? 

One obvious and increasingly compelling 
T.

. 

_ 
approach is~to.constrain the economy within 
environmental limits. J acobs' (1991: 79580) 
viewisinstructive: ‘- 

i i

» 

Sustainability means that the environment
' 

should be protected in such a condition‘ 
and to such a degree that environmental ‘ 

capacities (the ability of the environment
V 

i 

_to perform its various functions) are
r 

_ 

maintained over time: at least at levels 
sufficient to avoid future catastrophe, and 
at most at levels which give future _‘ 

v generations‘ the opportunity _to enjoy an‘ 
equal measure of environmental‘

‘ 

consumption. '
' 

’ By transforming the traditional economic , 

I
‘ 

development framework into a two—stage 
environmental—economic policy making ’ 

; framework, the level of environmental 
capacity to be protected would be definedfby 

- targets set for key indicators (stage 1),.and 
economic activity would be influencedby a '

‘ 

' mix of instruments to constrain the activity- 
. 
within thesetargets (stage 2) (Jacobs, 1991: ' 

119). The setting of environmental targets
. 

and the choice of policy instrument would be 
part of an interdisciplinary sustainability 
.planning approach‘ to economic development. 
‘This approach recognizes that the. market 
economy cannot determine the appropriate 
level of environmental protection because it 
cannot capture all values;

' 

(e) ‘Ecological Fiscal Reform 
Ecological fiscal refonn brings together three 
interrelated environment—economy-_issues: the ‘ 

need to discourage polluting and’ resource 
depleting activities, to improve economic 
development, and to minimize the impact of 
taxesion positive attributes of the economy ’ 

suchas investment and labour. 
4

A 

The primary focus of EFR is the government 
budget. The budget defines: ‘ 

° Expenditures‘(i.e‘., "who gets what", in 
‘ 

public funds) « 
.

" 

‘ 

_ 

9 Revenues (i'.e., "who pays what costs") 
— 

° Policy and program management (i.e., 
what is going to happen to existing. 
government programs and policies,‘ 
‘specifically, whether they are to be 

16 
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' increased, decreased, canceled, or 
renewed), and

\ 

° New policytand program initiatives (i.e'., V 

" what new programs and policies will be 
created or considered). 

‘These factors are critical in EFR because: 
‘i 

_ 
The single most important ‘instrument of A 

powerover environment and development j 

that government policy makers can state 
‘_ and ‘give effect: to,is pontained in the

' 

government's annual budget (Gale and‘
A 

Barg‘, 1995: 2). 

provides a way to make the taxation and 
expenditure system of government consonant

’ 

with either weak or strong sustainability. EFR 
shifts the application of taxeson incomeland ‘ 

employment ("economic goods") towards 
iv 

‘

, 

taxes on pollution and/or unsustainable "I 

practices ("environmental bads").." It also
_ 

involves cutting environmentally+detrimental 
subsidies. 

_ 

’
‘ 

\ 
_ 

‘ ~ 

Budgets mediate the market economy; They 
provide incentives and penalties for corporate 
and individual performance on social, 

'
V 

economic and environmental issues. They 
also provide targets for economic growth, job 
growth, inflation,- deficit reduction, and a host 
of other factors which contribute to economic 

, 
activity. This makes the budgetalkey forum 
for sustainability planning. (EFR would 
requirethe -Environment and Finance

, 

Ministries to anno’unce‘both the
‘ 

environmental targets necessaryto constrain ' 

the economy and the mix of instruments, 
regulatory, voluntary’, and market—based, 
which wouldbe appliedto ensure that the 
targets are" achieved.

‘ 

‘

\ 

I 

3.4 ' Commentary . 

This chapter has debated the assertion that the 
‘ best way to protect the environment is to let 
themarket operate freely. ‘A free market is . 

i
' 

based‘ on the assumptions that thereis perfect 
competition and-perfectlinformation, that all 
goods are private goods, that the"marke_t can 

— operate without government intervention, and 
that only beneficial outcomes arise. Because 
these assumptions are unrealistic, the market 
fails to account for critical ‘environmental and 

if‘ sustainability issues. 
‘

, 

Many ecological "theorists argue against the 
"free markettassertion because of its failure to 
distinguish between.weak and strong 
sustainability, and .its preference for a 
"balanced" rather that an "integrated"

\ 

approach to environment—economy decisions. 
V

. 

Five key points are presented in order to 
debate the implications of the assertion from 

‘ 

- a sustainability perspective: 

, 1._ Emxaminethelassertion in terms of 
"I 

unrealistic assumptions. If it can be 
demonstrated that the environmental 

A 

problem is a result of imperfect 
competition, imperfect information, the 
prevalence of public rather than private- 
goods, ‘ormarket failure (discussed 
below), then theassumptions_ about the 5 

,superiority of the market mechanism are
' 

wrong. Intervention of some sort will be’ 
required to address an unrealistic- 
assumption.

_ 

2. Examine the assertion in terms of 
market failure. If_ external ‘costs are 

, 
evident, for. example, pollution or

' 

- resource depletion, -then the market has 
» failed. The more ecosystem or human 
health is harmed by this failure, the 
greater theneed for government

, 

intervention through regulation or taxes. 

.17__.
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.3. . Discuss the failure of the ‘market 
_economy model to considernatural 

’ capital, "weak" and f'strong"
p 

sustainability, and environmental and 
natural resource accounts. Given these 
omissions, how can the market become," 
informed about the results of economic

. 

< activities?The onus"-of the debate must be 
p 

shifted from justifying the need for 
sustainability to justifying industrial 
practices thatare unsustainable: The 5. 

market needs feedback from r 

environmental and natural resource
_ 

3 accounts and it must, respond to this
' 

feedback to be efficient. 

_4. Discuss sustainability planning — the j
H 

need to constrain the economy within ‘ 

environmental limits-. What are the 
— implications of constraining economic 
activity within the limits of the ’ 

environment, for exampleglthe
_ 

isjtratospheric ozone layer, so that we are 
protected from skin cancer and cataracts? 
This is current practice. What barriers and 
impediments prevent the constraining of

’ 

. economic activitywithin the limits of the” 
V 

biosphere to absorbhuman-made sources
, 

l 

of carbon to prevent global warming? ‘ 

What ‘strategies arecrequired to eliminate’ 
persistent. toxic substances that do not 
breakdown in "the environment and lead _ 

to cancer and reproductive failure in bird" 
. 

'_ and fish populations?_ . 

' ' 

' 

’5."Discuss~theneed for ecological fiscal
’ 

reform. The freedom of the market to 
’grovv‘unremittingly, without regard to the 
environment or society,vis unsustainable. 
Markets have to reflect the full cost of. 
‘goods andservices. Market principles 

_ 

' must change so that resources are 
available on a sustainable basis. This ', 

generation's use of resources should not 
compromise the ability of future,

.

l 

'\" 

generations to meet their own needs. — 

Government, as the legitimate democratic
A 

voice of the citizenry, must intervene in 
the economy to ensure thatthe ‘market

V 

_ 

reflects the real costs’ of goods and 
‘services. This can be done through the 
ecological reform of fiscal planning. The 

_ 

government's budget isits key statement’ 
, 

of environmental and sustainability 
policy. If it fails to set environmental 
targets and constrain the direction and, ‘ 

pace of certain types of economic“ . 

. activity‘, it fails to appreciate the nature of 
the problem. 2

‘ 
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government (Bartlett 1994). 

4.1, Eco_n_omic Growth. . 

’The ways in which wealth is created, lost, ‘

V 

conserved, exploited or destroyed, tells‘ usta 
great deal about a society's beliefs and goals. 
These change with time, ideas and 
‘technology. History bears witness to

I 

‘subsistence, agricultural and industrial . 

economies, each with their own patterns of 
production and consumption. .

' 

Neoclassical economists argue that they seek 
to..increase wealth, that is,'whatever people 
value. But neoclassical economists define 
value_ as "exlclzhangelvalue." They focus 
largely on what can be measured with relative 
ease: our "wealth" is then considered 
synonymous with our assets and income. The 
preeminent objective thus becomes one of 
increasing the monetary value" of goods and 
services-exchanged in an ever expanding 

A" 

V economy. 

To this end, politicians and economists seek 

economy represents progress; a contracting 
economy failure. However, even a slow

\ 

growth or static eeonomy isequated with 
failure. If the growth rate is not consistent 
with their expectations, they point to the '

A 

performance of other economies to arguefor 
policy decisions, moreconsistent with the ; 

increases inthe rate of growth. An expanding .

1 
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4.0 ECONOMIC GROWTH ASSERTION 
‘EcoNo1uic GROWTH IS REQUIRED TO PROTECT THE ENVIRONMENT 

There are no...limits. to carrying" capacity of the Earth that are likely to bind at any time in the
V 

foreseeable future. There isn '1 a risk of an apocalypse due to global warming or anything else. 
The idea that the world is headed over an abyss is profoundly wrong. ]he idea that we should 
put limits on growth because of some natural limit is a profound error (Summers, cited in

I 

In the end, faster growth will dolmore to improve environmental quality than the deadhand of 

~ ~ 
needs of a growth economy. But theargument 

_

. 

is circular: even when the growth rate is 
higher than other countries, they will still 

- argue the need for more growth.) Baseline 
considerationslabout the relative size of an 
economy are never considered (Table 1). 

The claim that economic growth will protect 
the environment is based on two reinforcing 
assumptions. The first isthat the environment 
is a commodity which can be bought and ‘- 

sold. Thesecond assumption is that people 
are only willing. to pay for environmental 

, protection when they have secured a certain 
‘income or satisfied other material desires. In 
the poorest of’ developing countries this may 
mean that the environment is immediately I 

degraded (e.g., through mining) or that 
» resources_(e.g., forests) are immediately 

’ 

-depleted. Yet, a degraded or depleted 
environment may.not be restored later: no
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Growth 
V 

Unemployment 
_

‘ 

. Rate 
‘ b V-Rate 

‘United States; . A‘ +2.7% 
I 

5.7%; 

'&anada 
I 

7 +3.0 
H 

' 

§.2 

A 

iapan g \ +2.0 13.4‘ 

Gerjmany . 

V 

+2.4: 

' 

I 

1' 

9.3 
l 

France 
R 

' +2.2‘ 
’ 

I 

11.3 

‘Britain’ 
1‘ 

pt 

I 

+2.4‘! . 11.6

~ 

Price’ - Budget: 
: 

‘ 

‘Debt
V 

' % 
‘ 

deficit as %
K Change as ,% ' 

« of GDP.‘ » 

’ ofGDP ‘

, 

'+1.7%‘ 
V 

g 
-1.5% . 

V 

’ 

. 63% 

+2.0 W -3.1 - 

V 

. 

1 , 

97 
' 

$0.4 A— g4.s\ e '90 

+20 ‘ 
_l -3.0 60 

.+2.1= , . —3.9'_ ' " 59 .. 

V +2.0“ A -3.8 
if 

58‘ 

Italyl +2.7 ' 

_ 
funds will be available. And people not 

_ 

- be betteroff after the change has taken place. , 

i.T,he twouassumptions lead to the argument‘ ‘_ 

that until that level of income has been 
reached. the state of the environment will ‘ 

decline giving rise to a U—sh'aped relation 
- between the state of the environment and 
income (Bartlett, 1994). A frequent '

. 

explanation for the U_.—sliaped relation is that 
poorer people View the environmental, 
degradation ‘accompanying economic growth 

' as preferable/to no growth at_ all. This view 
begs the’ question of how preferences arise,

q 

'_f what control people have in decision‘ making, 
and the initial distribution of wealth in a 
society. The assumptions ignore the argument 
that ‘clean’ eco—efficient mining and resource 
harvesting‘ practices are'more economic than . 

the "mine—and—leave" orA''cut—an‘d—run'-' 
\ 

1' 

practices of many conventional approaches to 
resource development.‘ . 

Partof the difficulty withthe economic
_ 

«growth approach is that it considers the 
environment as a luxury item, a qualitative 

‘I 

good that is amenable tobeing traded off - 

_ 

againstother goods. Because "consumers'.' in 
the market place indicate their-.preferenlces’for 
one good ‘or the other in‘ purchasing. decisions, 
it is argued that there is a trade—off between a 
higher "quality" environment and more goods 
and services. Just how participants in the ’ 

marketplace are reconciled to this trade—off is 
-not always clear. In the developed.wo_rld the 
argument is‘ even more problematic. Just what 
level of income does a society have to reach 
beforeenvironmental protection’ is no longer 
considered a luxury?

20
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4 

T he consensus economic forecast for , 

1996 is for Canadian growth, of 2.3 per cent. 
The more optimistic. OECD forecast with . 

government input, is for a 3 per centincrease 
- in economic activity. 

This is growth? Does anybody remember 
what real growth used to look like? And can 
anything bedone to bring us back to those 
days of genuine economic expansion, -when

' 

V 
incomes. rose and jobs were plentiful, when 
real growth meant real growth rather than 
the.half—real statistics we see today?

g 

_ 

Most Canadians have forgotten what real 
~ ‘growth can’ be, many have never experienced 

it, and some are being led to believe they,will 
neverenjoy a period of prosperity to match

‘ 

the booms of the past. We have now come to 
the point where many think there is only so i 

has used up its share. We must now learn to 
live with less. ». 

A 

H x 

'

_ 
. This is a false. and dangerous assumption. 

Increasing growth, expanding employment 
and rising production are natural economic 
conditions. There are no natural limits ‘or 
barriers to economic development. There is 
noireason Canada cannot return to a period 
of expansion to.,match or even exceed the. 
past. 

T 

’ 

I 4 

in Tenence Corcoran, Globe and Mail, 

much growth in an economy, and that Canada ‘ 

, 
January 3, 1996 [Emphasis added]. 

4.2. Analyzing the Assertion 
i 

It is important to distinguishibetween growth,’ 
development andeconomic growth. Growth. ‘ - 

involves the expansion of a subsystem, 
usually at the expense of other subsystems3. = 

Development involvesan increase in the 

3 As a medical analogy, this is the modus bperandi of 
cancer. - V 

. - - 

. .

I 

' complexity ofa subsystem,‘improving it 
without an increase inits size (i.e., 
ecosystems and brains). In mature organisms,’

, 

growth of subsystems is dangerouswhile 
their development is not. C

/ 

_ 
Economic growth is a statistical 

,

. 

measurement. As such, it may be redefined as i 

the needs for new indicators evolve. 
Currently, measures of economic growth are 
"unable to distinguish between growth, which 
is ultimately unsustainable in a finite system, 
and development, which may be indefinitely 
sustainable. ' 

'- '~
I 

Daly (1973: 151), in a critique of the
A 

i pathology of economic growth, uses the term 
’ "growthmania" to describe the paradigm of 
growth in economic theory. The ‘growthmania 
pathology, 

' 
' 

-

" 

. ...begins with the theological assumptions 
of infinite wants, and‘ then with infinite 
hubris goes on to presume that the original 
sin of infinite wants has its redemption 
vouchsafed by the omnipotent saviour ‘of 
technology, and that the first commandment is ' 

to produce more and more goods for more and 
more people, world without end. And that is . 

not only possible, but desirable. 

Few economists,‘however~, have explored the 
effects of growth on sustainability——the 
ability of the environment to perform its 
"various functions. Many believe that i 

- environmental problems can be solved 
through cost-benefit analysis, that is, through

' 

a balanced rather than an integrated approach ’ 

" ‘to problem solving. The omission of 
sustainability in economics is puzzling. On ' 

the one hand, it can be attributed to an 
aversion neoclassical economistshave for ‘ 

i 

value judgments, presuming that advice on 
the effects of growth have nonnative 

'21
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' Economics is full of value judgments. 

~ ~ 
implications that other economists would .

, 

dispute. On the other hand, these same‘
A 

economistshave explored the effects of 
growth on every other T'.facet" of the economy 
in order toexamine the ability of that '_'facet" 

- to perform itsfunctions over time——for 
example, technology, ‘labour, capital and 
competitiveness. Findings in each of these 
areas have normative implications. 

4.3 Sustainability,Concepts’, 
t

‘ 

»‘‘There is extensive literature on environmental 
concerns about economic growth (see, for] 
example, O‘Riordan, 1981‘; Daly 'andtVCobb‘,' 
1989; Rees, 1990). The worship of growth is 

.' so pervasive it leads t_o'irrat»ional-thinking, 
notably, that the solution to problems created 

J byeconomic growth is "more economic 
growth." This means that the logic of 
unfettered economic growth in a finite "system ' 

has to be examined"systematically. ‘Five 
sustainability concepts are explored here to 

A 

challenge this logic:' 

(a) thermodynamics; 

(b) carrying '-capacity; 

(c) ‘ecological footprints and appropriated‘ 
carrying capacity; .

\

~ 
» (d) Hicksian income-; and, 

’ 

(e) intergenerational equity. 

(a) Thermodynamvics: Laws of Energy 
Conservation and Mass Balance .- 

"
I 

Thereis a physical» dimension to the ideauof 
exponential economic growth which is 
‘ignored in neoclassical economics. Because 
the economy is not considered to be 'a_ 
subsystem, of the environment, economic 
analysis ignores the biogeophysical processes 
of the biosphere. In practice, this means that 
economists use money as the measure of » 

exchange rather than the physical measures 
- 

. of stocks andrflows which provide more 
‘ information on the true state of the 
environment. Focusing on money as the 
metric of value» means that conventional 
economists are blind toithe real ~ 

9 

g 
H’

. 

biogeophysicalconstraints of material ,

i 

throughput growth in the economy. As Rees ‘, 

has noted, "There is no connection- in the 
money flows to biophys'icalarea1ity" (Rees, 
1995: 347). . 

’ 

' 
‘ 

~~ 

‘v 

' 

Although conventional economists recognize ,

' 

that there are practical carrying capacity 
limits to population growth, they deny any 
constraintson material growth that would 
limit the. expansion of the-economy. For 
sustainability ecologists and economists, this 
means that conventional economics denies‘ 
the scientific laws of physics, that is, the two
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~ ~ 
lawsof thermodynamics that have over—' 

, arching implications ‘for economic activity. 
The first implication is that an economic, 
activity, all so—called _economic production,‘ 
amounts to a transformation of materials and 

' 

energy from one state into another. But since 
' 

matter can neither beicreated nordestroyed 
.(the first law of thermodynamics), "what goes‘

' 

into the economic process must come out of ' 

', 

it. It can't just "disappear" (Jacobs 1991; 11-). 
’ 

'

. 

' Jacobs states: ' 

' I 

. 

l

’ 

I The more resources are used, the more 
i

_ 

wastes need to be assimilated. Resource" 
depletion and pollution are essentially the 
same problem, two sides of one coin. 

‘ 
The second implication of thermodynamics — 

for economic activity has to do with the status
’ 

. 
of matter or energy in the economic system.

i 

This status changes as resources are 
H, 

transformed from one form toanother, for 
example coal (to heat) to’ashes,jor iron ore to 
‘steel to scrap waste.’As*Jacobs (1991: 12) 
points out, "In economic terms, it means that. 
wastes are alwaysgmore dispersed and useless ,

' 

than’resources." There is ‘a hint of a paradox T . 

here: it may also ‘mean that more effort- has to 
be spent on preventing or managing wastes 
than on developing resources.

M 

:6 coisi5h‘eré)a,a (Pap 

_By ‘limiitingithroughput growth, that is,>the 
growthof energy and material consumption, 

‘ 

and increasing the environmental efficiency 
of new goods and services, it may be possible 
to worklwithin biogeophysical limits and still 
increase incomes and quality of life. 

(b) Carrying. Capacity 
Environmental resources are not luxury 
goods. They are life'—support services which 
contributetto the carrying capacity of a given 
environment. Although carrying capacity is a. 
more dynamic concept for human rather than 
non’—human populations, being mediated by , 

lifestyles and technology, an economy cannot 
’ 

1 expand indefinitelyat the expense of the‘ ~ 

23
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environment. Indeed, the ‘human 
V

i 

N appropriation" of the products of 
’ 

_ 

—. 

photosynthesis, that is, pl_ant life, may already 
"be at thecritical level: "Nearly 40% of 
potential terrestrial net primary productivity j 
is used‘ directly, co—opted, or foregone- 
because of human activities" (Vitousek et al, 
1986). What this means is that the carrying ._ 

capacity challenge is very real. As Cleveland 
(1992: 38) ‘argues: .

' 

Jhe ,human_spec‘ies is currently living ofi’ the ' 

' natural capital rather than "off the natural 
income of Earth. We are drawing downthe 

. stocks and flows of the ‘natural capital that 
sustain our lives and those of the other species s 

we share the planet with. Common sense tells . 

_ 

usthat an activity that sustains itself by V 

' liquidating its capital" base has a‘-finite lifetime 
- 

. [Emphasis added]. 
V p 

" ' 

v(c)_ Ecological Footprints and‘ 
Appropriated Carrying Capacity 

9 An "'eco1ogic‘al_footprintf is an estimate, 

...of an entire population_or economy, defined 
’ as the aggregate area of land required 

continuously toproduce the resource inputs 
and to assimilate the waste. outputs of that 

- 

. population or economy wherever the land may .. 

' 

_ be located (Rees, 19952351). ‘

‘ 

_I:an,d (ecosystem) ,area is thus a proxy for_ 
‘ 

natural capital. Underlying this concept is a V - 

new investigative methodology because
4 

, ecological footprint analysis is an accounting 
tool (Wackernagel and Rees,.1996: 9). The 

9 

....to estimate theresource consumption ‘ 

_and waste assimilation‘requirements of a 

defined population or economy in terms of 
a‘corre_sponding productive land area. 

‘Typical questions asked with this
‘ ” 

tool include: how dependent is ourstudy 
l.

I 

, 
. 
‘population on resource imports from

' 

"elsewhere"'and on thewaste assimilation 
capacity of the global commons? Will 

' 
‘ 

nature's productivity be adequate to satisfy 
the rising material expectations of a 

'
' 

growing human population into the next ° 

century? ~ ' ' 

The analysis shows that the ecological 
_

V 

. footprint of an urban region is augmented by 
appropri2ited‘carrying capacity from distant 
."elsewheres." This augmentation indicates 
‘that’ "wealthy nations appropriate more than 

_ 
their fairshare of the planet's carrying

’ 

capacity? (Rees, 1992; 121). " 

(d) "Hicksian Income
, 

1 
Daly. and Cobb (1989: 69) have argue’d,that' 
GNP is a poor measure of welfare and 
income. In focusing on how-to produce a 
better measure; of income, they make 
"reference to the work of ‘Sir John Hicks in K 

' 

_ 

Value and) Capital (1948). Hicks (1948: 172) 
stated that: v 

. 

N p 

The purpose of income calculations in- 
practical affairs is to givespeople an 
indication of the amount which they 
can consume without impoverishing 
themselves. Following out this idea, it 
would seem that we ought to define a 

q 

_

t 

' 

(man's income as the maximum value 
which he can consume during a, week, 
and still expect to be as well off at the 
end of ‘the week as he was at the 
beginning Thus when a person saves .« 

he plans to be better off-in the future; 
when he lives beyond his income he 

'

~ 

plans to beworse off.’ Remembering 
’ 

that the practical purpose of income is 
to serve as a guide for prudent. 
condu_ct.7I think it is fairly-clear that 
thisis what the central meaning must 9‘ 
be. : 

V 

«

‘ 
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'. To determine what this means at_.the national’ 1 

level, Dalyand Cobb assess the adequacy of - 

GNP as a measure of income. First, they note 
the need to" subtract annual depreciation to’

' 

derive a net national product (NNP) figure. .

_ 

x 
, 

. Theyjthen ask if we as a society could 
‘ consume NNP without impoverishing T

* 

ourselves. A 

' 

_ ‘ A 

‘ No we could not, for two reasonszl first,‘
7 

because» the production of NNP at the . 

~ present scale requires supporting 
’ 

« biophysical transformations 
(environmental extractionsand

J 

T 

. insertions) that are not ecologically 
D 

- sustainable. Second, NNP ~

g 

A 

overestimates -net product available for 
consumption by counting many ' 

' defensive expenditures (expenditures 
necessary to defend'ou'rselves from the “ 

,, unwanted side effects ofproduction) 
' l 

as final products rather than as T ‘ 

intermediate costs of production. .- 

Consequent-ly, NNP increasingly fails 3 

7
' 

as a “general guide to prudent conduct 
' D 

h

’ 

by nations (Daly and Cobb, 1,989: 70). .

/ 

.' 

. Twoiadjustmentst to NNP\are thus required, 
the depreciation of natural capital (DNC) and" 
the subtraction of defensive expenditures 

. (DE). An additional depreciationladjustment . 

_ 

is requiredfor the stocksof natural capital . 

that have been depletedvnin the production of,
' 

goods but are not considered inour system of ; 

national accounts. Defensive expenditures’ are 
those "regrettably, necessary" expenditures “

‘ 

that an economy incurs to protect people from __ 

the unwanted side effects of pollution or « 

V 3 

social malaise. This leads Daly and Cobb to‘ 
define Hicksianincome (HI) as the net . _ 
national product minus both the cost of 
defensive expenditures and -the depreciation 
of natural capital: , 

”, ~ ~_- 

;HI‘;4,NNPV Q‘ be — i)Nc 
y

T 

/‘ 

Sustainability can be guaranteed if economic} 
activity is operationally defined as an, 
increase in Hicksian incomembecauseit keeps 

A

T 

capital, both natural andhumanly created, 
' intact. Economicactivity is unsustainable 
when developmentis defined solely as an

' 

, increase in GNP because this increase does 
not ensure that natural capital is maintained 
intact; ‘T ' 

(e).Interge‘neration_al, Equity 
A

’ 

Most neoclassical economists focus on-V . 

efficiency when considering environmental 
policy. But because the market mechanism 
typicaillyfails when it comes to the 

. prevention‘ or management of pollution or 
' 

resource depletion, the equity implications.of ' 

3 environmental change need special
a 

' 

consideration.‘ ’ 
‘ 

L

‘

/ 

This particularly true. for’ unborn 
generations whocannot voice their 
preference in current decisions.~ Because.‘ ,' 

.1 

today's generationmaypbe exporting 
environmental costs into the_future, they may i 

, reduce the quality of life of future 
generations. Many ecologicaltheorists judge 
this tobe an inequitable treatment of people, 
species and ecosystems, one that needstobe 
addressed-zby focusing on sustainability rather 

« than efficiency; ‘ 

‘ ' 

/ '

\ 

~- The problem of unfairly tr_eating"future - 

. generations is exacerbated by the process of 
discounting. Discounting is part of consumer A 

theory and the commodification of the 
environment. Consumer theory argues that 

_ 
people would rather have something they‘ 
want now. than the future, giving it a higher 
value in the immediate present. This leads H 

neoclassical economists toplace low values . 

on futu_re'environments. This is clearly an 
In untenable proposition froma sustainability - 

V 

V 

perspective! The environment cannot be 
\ . 

' 

V .25’
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' reduced to the status of a commodity: 
governments‘ must intervene with 

. .s/ustainability criteria toprotect the public 4‘ . 

interest in intergenerationalequity. 

V4.4 
. 

Commentary 
1 The assertion that economic growth is 
‘ required to protect the environment is 
_analyzed in this, chapter. Neoclassical

' 

' 

C economists argue th_atpeople will only protect _ 

~ the environment when they can afford it. In 
" 

this view, economic growth is required to 
. increase peop1e;s"incomes and spending. The_ 

i ' 

environment"is‘seen as aluxury andjthe-cost 
’ 

, of environmental protection is seen as, a 
_

. 

* tradeoff (balance) against other goods.‘ ‘n_ 
‘ Ecological theorists challenge the demand for .« 

undifferentiated economic growth (i.e., 
growth which does "not distinguish between 
positive and negative_environmental 

" 
*

. 

. . consequences). Problems created by" 
n

r 
‘ 

_ec;onom’ic growthcannot be solved by more 
of the same. The environment is not a luxury

‘ 

good nor a subsystem of the economy. 

E Four’ points 'are‘pres.'ented here that discuss ' 

the implicationsiof the assertion from a - 

sustainability perspective: 
' 

‘ 
A 

_‘

" 

A 
1. There is a need to distinguish between 

economicgrjowth and development.
A 

Because’ economic growthnmeasures the 
n 

expansion ofian economy without .

i 

‘ I - accounting for depreciation or defensive ‘ 

‘ 

expenditures; it ignores the negative
’ 

feedback ‘of environmental pollution and 
resource depletion. .As5 the Brundtland 
Commission‘}(1987: 37-38) has argued,»

V 

economic growth ignores the fact that ' 

environmental. stresses are linked to‘ each A 

other and that environmental stresses ‘and 
patternsof economic development are 
linked :9 e/achother. The Commission 
alsostated that env«ironmental and 
/economic‘ problems are connected to ‘ 

A‘ i 
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1 

T 

social and political factors. A new form of 
economic development requires decision 
making that integrates the economy and 

T the environment, lawmaking processes 
that protect and promote development; 
and "programs of social development that , 

link environmental- and economic . .,
- 

_ 
T? problems to social and political factors.

A 

_' Environmental protection should not be , 

separated from the cost of doing business‘. A 

» 

_ 
Although it can be argued that people will 7 . 

only be willing to pay for environment ; 

protection once they have secured a 
certain’ income, this may be a biased 
rationalization forthe industrial economic’ 
model. If industry does not clean up the 

’ 

. ‘environmenteitislpolluting, it is passing 
on thecosts of this pollutionuto others. 
'Coifsumers cannot then meet their needs‘. 
for a healthyeenvironment by purchasing = ' 

them at the store. It is not a market 
’ 

commodity.’ We need to recognize that the ‘ 

environment is not factored into 
'— economist's production or utility 

.. 
» functions. 

The exponential_chai'acter of GNF i- 

growth is‘ unsustainable. Designing _ 

~ policies to increase economic growthfor, 
its own sake will make environment and T 

"sustainability problems worse; The onus r 
.

I 

_ 

' 

of this debate has to be shifted from 
' 

justifying’ theneed for sustainability to 
justifying the need for unsustainable 

'- 

,\ economic growth. The notion that 
economic’ growth is -the solution to 
sustainability is short—sighted’and 

\

— 

superficial.’ indiscriminate growth is part-. 
'

u 

of the proble_em,bnot the solution. GNP isa 
I 

‘ ‘misleading measureof the. real health of 
' 

it the economy.‘ 

,26‘ 
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3. Thelcircular flow of money between 
firms and households which constitutes ' 

the orthodox model of the economy 
ignores the physical» aspects of

‘ 

economic activity. In physical terms the 
~ economy is fueled by a flow of energy 
from the sun and other sources and not by 
a flowof money. This leads ecological 
economists to focus on the physical rules 
of the laws of thermodynamics

_ 

concerning the behaviour of energy and 
matter. Physical measures, of thestate of 

. 
_the environment are required asfeedback 
on the environmental performance of the 
economy and. guidance about thetype of

I 

economic activity which will have to be * 

phased out. Pollution and resource 
depletion provide feedback which . 

' 

indicates that the economy» isunhealthy ‘V

I 

from aisustainability perspective. 

. 
Argumeritshave» to be focused on 
developing a sustainableeconomy. In a 
freemarket economy, economists have 
traditionally treated environmental 
protectionas an added cost of economic 
activity. They have focused on the 
downstream end of this activity, that is, its 
impacts andthe ways and means to 

' 

control or reduce them. In a sustainable 
economy, environmental concerns are 
part of the front-end policy concerns of 
economic activity and performance. This 
means that marketforces, and ecological _ 

_ 
integrity are often in conflict andthat this‘ 
conflict will continue solong as there are 
disputes about the relative importance of 
environmental and sustainability goals 
with regard to economic or industry goals.

I 
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5.0 THE PRIVATE PROPERTY RIGHTS , 

. 
PRIVATEPROPERTY RIGHTS. ENSURE ENVIRONMENTAL PROTECTION i 

The best option [ for managing Canadi‘z'1in‘fisheries.]..i. is to expand private property rights
‘ 

‘ into the oceans (Corcoran, 1995). ‘ 

5.1‘ Private Property Rights 
. 

The idea that private control of environmental 
‘resources will solve? environmental problems 
is an extension of the" notion,that._a free 

' market cancorrect all environmental ills. It is 
based on the assumption that private 
ownership provides better.in‘centives to 
conserve resources than publicror common" 
property ownership‘. In other words, as 
Ronald Coase (1960) ‘has asserted, the market 
can solve ,6>rternality problems such as

V 

‘pollution, by itself, through strict property‘ 
rights. This approach views governm_ent 
intervention and Pigouvian taxation as subject ‘ 

to a degree of error that is avoided with a« 
V. property right. 

y 
Vt 

;Some.argue that Garrett Hardin's classic 
‘ example of common property‘ 
mismanagement could be solved by the ‘

' 

_ 

Coasian theorem of property rights. In his
, 

""tragedy of the commons" argument, Hardin’ 
(1968) states that when cattle owners have- 

7equal ‘access to yajcommon grazing ground, 
the shared resource will be overgrazed. 
Because an owner's income increases with 
additional cattle, it is’ only rational to add new 

'. stock to the herd. However, when every. 
owner does this',~the land isovergrazed to the 
detriment and impoverishmentwof all. It is a 
"tragedy," Hardin argues, becauseit is 
inevitable. Other examples abound: over 
fishing, cottage pollution of a lake, and 
industrial pollution of air and water bodies. 

‘ 

government intervention would not be 
required. Market transactions between ‘private

~ ~ ~ 
The Coasian solution to this tragedy is to 

, 
iassign property rights to theshared land. If 
each cattle owner owned the land his or her 
stock grazed on, they would have apowerful 
incentive to protect it. . 

’ 

,
‘ 

In Coases' view, the extemality problemof 
overgrazing can be solved if the parties_ 
involved dividethe commongrazing ground 
into privately ownedrland. By extension, 
private propertyrights can be assigned to 
other public goods such as air, waterlandthe 

in 

‘oceans. If private owners could coordinate . 

market activities among themselves, 
. 

‘\_ 

owners of environmental assets will then 
determine the ''optimal'' level of ~ 

environmental protection. 

‘ 5.2 Analyzing the Assertion 

The private property rights assertion‘ is
V 

founded on the market model and its values 
. of efficiency, short—terrn financial gain,

V 

increased production of human—made goods, 
and private ownership of the means of 

‘
, 

. production. But given market -failures, this



'

I 

approach is inadequate. Where will the - 

incentive for conservation and protection of _ 

~ environmental resources come from if ‘the 
benefit of overuse leads to immediate, ' 

financial gain. This is a problem many 
._farrn‘ers face. Although theyare private '_

' 

owners of agricultural land, if the price they 
receive for their produce is not a sufficient 
"incentive to protect the long term capacity of 
the soil to sustain a similar yield, they may 

_ 

i 

deplete soil fertility for short term benefits. 

The Coase theorem that privateownersvhip 
will automatically resolveexternality 
problems is questionable on two accounts: 

i) it assumes perfect information about
4 

environmental costs, and,
_ 

ii) it assumes that there are negligible costs 
inexchanging property" or resources 

_

’ 

A 

between private owners.
i 

,Most environmental‘ issues, however, make 
these conditions difficult to fulfill. Private 

‘ 

- owners do nothave full information and 
transaction costs are often’ formidable. ‘ 

Moreover, the t-heorem could lead to a 
perverse outcome. For example, 
mathematician Colin Clark (1976) has 

‘ 

demonstratedthat managers of whale. 
' .A resources, who are interested" in maximizing 

‘ their incomes should cull all s1ow—growing 
' 

whalesgimmediately and ‘place the proceeds. in 
‘ the bank. Depending on the interest earned, .

_ 

’ the money could grow more quickly in the 
‘bank than throughfuture whale harvests. In 
this case, the whale. has an "owner" who - 

. 
ascribes-a very low existence value to whales 
——i.e.,- the ‘owner is able to do away with the t 

i «need for whalesbecause the owner's values 
do not pre-require the existence of whales. 
This means that the market can exterminate a 
species even though’ societies may want to 
see the species 'survive._This typeof market 
failure indicates that the Coase theorem does 

V 

- The Envirotimerit—Ec0n0my Guide 

, 
privatization of the resource in question will 
not necessarily lead to its protection. 

- critically appraising the neoclassical 

’ 

costs and benefits of protecting the 

.The willingness to payis determined from 

"makes the following statement: 

’ Contingent valuation, which stems from the 

' 

"second method of hypothetical preference,
. 

‘ 

stated preference valuation, uses a 
T ' 

‘not fully apply to the issue at'ha‘nd’:.- 

The topic of private property rights often’ 
leads to the issue of valuation. There is a

, 

need in neoclassicaleconomics 'to’assign .

~ 

prices to the environment and to use proxies. 
_

‘ 

when valuation according to prices is not: 
possible. This need can be disputed by. 

approach to valuation.-In this approach, 
economic choices are made by comparing the 

environment. This is done by deciding how 
much the public values the environment and 
how much it is willing to pay for that value. 

benefit'—cost analysis. Jacobs (1991:. 204)‘ 

There are two approaches to determine what’ 
people would be willing to pay for the

i 

_» environment if a market for it exists. The first 
" isrevealed preference’ approach where 
consumer behaviour with respect to goods

I 

associated with the environment.isjanalyzed 
. and the value of the environment lS,i1'lf6I'l'Bd,~,‘ 
- from ‘it. The second is the hypothetical 
preference approach where consumers .

— 

express their environmental valuations‘ ~
- 

W directly, but not in the‘ real situation, but rather 
. in a hypothetical’ situation, i.e‘., How much is a 
particular environmental feature worth? 3 

.. [Emphasis added]? 

hypotheticalpreference approach, uses
, 

surveys to ask people how much they would 
be willing to pay in order to protect the 

V

’ 

environment. The problemwith this approach 
is that aesthetic biases may undervalue 
certain environmental resources, e. g., beaches 
rnayihavea higher value than wetlands. A 

,

' 

_ 

29.
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' 

questionnaire that describes possible
‘ 

alternative situations, each having a different 
combination of attributes. The questto, reflect 
the costs and benefits of environmental and ' 

_ 
natural resource services,requires estimates 
of the economic value of each one. The . 

. problem is that not all services 
have a market value and therefore the 
economic-value cannot be determined. If a 
valuation of thesexservices cannot be 
determined-, . development and conversion’ ‘ 

options which have a market value (e.g., I 

I 

T 

buildings and parking lots) will be favoured.. '/ 

5.3 Sustainability Concepts’. 
Many economists recognize_that the ’ 

protection of common property resources . 

doesenotdepend on private ownership.
H 

Protection of the resource depends on T 

institutional considerations and valuation. 
T 

(a) Sustainability Institutions": Defending 
the Commons Against Enclosure 

“When resource depletion occurs in a 
‘ common-property resource such as _the.North 
Atlantic fishery off Newfoundland, depletion 
"may be attributed to the lack of private. 
ownership of the resource. The belief that the 
resource would be better managed under V 

private ownership than as common property ‘ 

is, however, questionable. A 

As C1ark(1991: 320) states, "The belief that 
privatization will automatically resolve 

t problems of over-exploitation cannot be
_ 

supported on either theoretical or empirical .

‘ 

grounds." He argues that it is simply not 
feasible to privatize vital resources ‘such as 
the atmosphere, oceans, groundwater,

' 

migratory birds, fish and animals. Indeed, it is 
the fragmentation of resourceownership 
through privatization, that is leading 
increasingly to problematic extemalities. 
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V 

The political realities are that exploiters of A 

, large resource stocks have every incentive to 
impose major external costs on the public at 
large, and these externalized costs can add to 
nonsustainability (Clark, 1991.: 320). 

Because it is not practical to privatize some 
vital resources, other management

, 

approaches are essential. First, «it has become 
’ clear thatdall formsof subsidy ‘which 

_

' 

encourage resource exploitation or lead to 
pollution should beveliminated; Second, the 
sustainability of a ‘common-property resource 
will likely require a regulatoryxprocess based 
on the economics of common-property ‘ 

resources and the assignment of ownership 
rights in a way that protects the natural 
capital stockfrom overuse or contamination. ' 

Hawken (1993: 191) has proposed the 
creation of an institution——a pasture utility in 

. the case ‘of common land, for example. The 
' institution would operate independently of . 

vested interests to prevent the overuse of an 
open access resource. It may be that a fishery " 

. "utility is required, to protect fish stocks, a ,

' 

I 
forestry utility-—foreststocks, and so on. 
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~ ~ 
V-(b) Valuation for Strong Sustainability 
A distinction,Michael Jacobs makes between 

, 

two paradigms of sustainable;development- 
"can be adapted to the issue of valuation \ 

9 

. _(Jacobs, 1993: 9). The policy making focus 
_ 

for valuation in the weak sustainable
' 

development model is based on trade—offs, 
_ 

cost—benefit analysis, industry_—sector 
analysis, environmental assessments of 
projects and a focuseon methods’an'd . 

processes.‘ Valuation in the strong sustainable 
I 

' development model has adifferent policy . 

focus. It is based on environmental limits, 
policy assessment within constraints, .

, 

environmental issues, environmental
" 

assessment of policies and programs and a 
focus on outcomes. Sustainable‘ Futures er al

' 

(1996) suggest four approaches to valuation 
to capture some environmental benefits * 

missed in conventional economic valuation 
r techniques. These are described as follows: . 

A

' 

. 

V 

Replacement cost approach_—+This 
‘ 

~ approach relies on estimating the 
expenditures of maintaining, enhancing or

_ 

.\ 
restoring a natural resource. For example, 

' 

the value of a wetland’ is estimated based I 

‘on the costiof replacing it with‘ a_ - 

constructed one. 
‘ ' V 

A 

'2. Avoided cost approach.¥‘—This approach 
H estimates‘ the potential savings from 

J . 

improving, or the increased social costs 
. resulting from a degraded environment. 
For example, the benefit _of the wetland is 

‘ the potential savings in water or sewage 
. treatment costs.

' 

3. Energy analysis-—"[_‘he objective of this 
approach is to maximize the net energy o_f 
society rather than its net (monetary) 
vwelfare”.‘For example, the "value of

' 

wetlands is‘ its gross primary "production, 
ofbiomass measured in energy (joules). 
Oncelthe GPP is estimated for a wetland 

’ system, it is then assigned the equivalent . 

‘ 

monetary "value for conventional energy 
- 

A 

.sources such as fossil fuels. This 
approach assumes that all net energy 
gains (i.e., primary production) are 

A

1 

important to human life even though some 
is not directly valued in economic terms. 

This approach complements the 
_ 

replacement and avoided costs .

q 

l approaches described above since energy 
analysis neglects the benefitsof wetlands 

-" for flood control and groundwater 
_ 

recharge because they do not embody 
energy.~"' " V» ' 

' 
9' 

.4. Actions for preservati_ont—v—Thisapproach - 

examines the expenditures and activities 
of resource management agencies, 

_
V 

government officials and environmental 
advocacy organizations to determine the 

, 
implicit value society placesion the 

4

9 

, 

natural environment- 
I

i 

5.4 Commentary 
The assertion that private property rights

’ 

ensure environmental protectionwas debated 
in this chapter.,Many neoclassical economists 
favour private‘ ownership over public or * 

‘common property ownership in conserving 
.. 

, 
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~ 
and protecting natural resources and solving 

r _

' 

externality problems. They argue that a 
common property resource runs the risktof 
overuse and exploitation whereas_ private 
owners could manage the property and 

I’

_ 

resources efficiently without government 
intervention. 

' 
‘ " 

However, if economic gains and profits can 
i 

bemade from selling a resource, private 
owners will benefit fromexploiting their 
resources more than‘ public owners. If there 
are no incentives or regulations for the- 
private owner to conserve his or «her resources 
or protect theenvironment, there may be a 
higher incentive to seek short term profits in 
exploiting the resource unsustainably. 

_ 

« Ecological theorists do not believe.that _ 
- private ownership will automatically protect

/ 

I. 

I ‘ 
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the environment. Regulatory.processes and- , 

ownership obligations that would discourage 
' and eliminate overuse of resources are 
required. Common property needs to'be 
valued both economically and 
environmentally in order to achieve an

s 

V 

‘integrated decision. _t 

To debate this assertion from a sustainability 
perspective, the following points can be 
discussed: 

‘ 

' e "' 

1. Environmental issues‘ are public issues 
- that cannot be readily solvedin private, 
markets. If property rights are hard to‘ “ 

define or multiparty transactions are 
involved, negotiations may be expensive 

- and impractical. Better to recognize that 
some resources cannot be treated as

_ 

privateproperty: they are public goods , 

requiring government intervention in 
1 

resource management decisions. New 
sustainability institutions such as fishery 
and forestry utilities may be required to’ 
protect the public interest. ' 

2. Promote environmental valuation 
. 

‘ methods that are based on the strong 
sustainability model. This model 
proposes an integrated approach that 
defines limits as to how far environmental 

, degradation-twill go’, and avoids the 
' 

balancedapproach of cost—benefit 
analysis which undervalues the 
environment by discountinglit as a 
‘commodity against present day 
considerations. Valuation is based on a 
strong sustainability criteria. Valuation 

' methods. suchas replacement cost, 
avoided cost, energy analysis and actions 
forpreservation, are increasingly

V 

important.
A
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6.0:‘ THE INFORMATION ASSERTION 
’ 

ENVIRONMENTAL DECISIONS .sHouLn NOT BE MADE WITHOUT 
A 

' FULL SCIENTIFIC INFORMATION 
For all the green clamour, it is far too’ early to: be panicked into Draconian actions to avert 
global warming; especially when most actions would pose a bigger threat to human well —being 
than does global warming... Consider, first, the uncertainty of scientists ‘about’ the extent ‘of 
global warming (The Economist (1995)). l

I

l 

llhey told us: "We can ’t prove ‘there is global lwanlning. But by the time we can you chaps will be I 

‘
0 

in real trouble" (Richard Keeling, Lloyd's of London, on their climatologists‘ report (1995)). 

.6.1 
I 

lnformatioii » 

Many economic and environmental problems 
‘are characterized by incomplete information.‘ 
The absence of this information, however, 
does not mean. that important decisions are 
avoided, but that risks are taken. For ‘ 

environmental policy makers, thekey 
question is‘ how risk behaviour affects. the 
environmentiand sustainability.

4 

The insurance industrypfor example, allows 
people to hedge their bets against an . 

_
_ 

uncertain future in the absence of complete 
I 

«

_ 

information. Models of the insurance .industry 
reveal that when agents (people, 
governments, societies, firms) do not like 
risk, their best policy is to insure themselves. 
If something bad occurs, they are 

' compe'nsated.;They are thus not as badly off. : 

as they would have been without. insurance. If. 

nothing bad happens, they have only spent the 
amount of the insurance’ premium. 

Generally, arisk—av’erse person will be
, 

inclined to be a bit worse off nonnallythan to 
be a lotvworse ‘off later should an undesirable 
outcome occur. This is not true of risk_— 
neutral or‘risk—loving people. For someone 
who is risk—neutral, a 100% chance of 

_ 

‘obtaining something is worth the same as a» 

50% chance of "obtaining twice as much. A 
- 

.. risk—neutral person may be indifferent 
between a certain return and half the chance 

’ 

of receiving twice as much. A risk—lover will 
, 
always pursue the larger return. 

i 6.2 Analyzing the’Assertion- 
.With the exception of gambling, economic A 

theory finds people to be generally risk- 
‘averse and firms to be risk—neutral. This 
means that a finn can take more chances. If 

_ 

they pay off, so much the better. If they do 
‘not, a firrn's bankruptcy is part of the normal’ 
workings of themarketplace. ’ 

i 

. In the neoclassical approach, it is argued that 
business risk can be mitigated by 

‘ environmental risk assessments and risk. 
management. But ecological theorists are less l 

confident about such assessments. All 
.. systems on-earth are open and complex such 
‘ 

that decisions under uncertainty, ignorance or 
indeterminacy shouldnot jeopardize human ' 

health and ecological sustainability. As the 

33.



‘ 

emissions of greenhouse gases, and someof ‘ 

A 

and international objectives.. We also know 

i member nations? The OECD really doesn't. ‘ 

- many areas.‘ 
, 

~ ’

» 

I 

threatened known species. The OECD finds" 
-, Canada,‘ in contrast to 31.8 per cent in 

. finds 4.5 per cent of bird species and-.4._4 per _ 

— 5 / 
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Some "Good News on Canada ’s' Environment 
T 

We know the bad news on Canada's 
environment,‘ according to an independent. 
panel of the Organization for Economic Co-i 
operation and Development. ‘We know that 
Canada is falling behind in controlling 

its efforts to cut pollution and manage its. ‘

_ 

natural resources have not matched domestic 

about the continuing threat from certain toxic 
chemicals, acid rain and growing garbage. 

‘ 

None of this should be‘belittl_ed. We must 
address all these problems with renewed 
vigour. But what isvthe broader picture/? 
How are we doing in relation to the other‘ 24 

say——Canada is only the ninthnation to be 
audited - —but it does report real progress in 

Consider, for example, theilevel of 
\' 

7.8 per cent of mammal species threatened‘ in 

Mexico and 3 7.5 per cent in Australia. It also 

cent offish species threatened Canada, for 
lower than in other member ‘states. In treating 
waste water, - Canada serves 63 per cent of its 
population. That_’s higher than Japan (50 per 
cent), Italy'"'(61 per cent), Norway (5 7 per . 

cent) and Spain (59 per cent).
1 

(Editorial), Globe an_d'Mail, November 15, 
1995. 

T 

~ 

T 

i

. 

’

I

~ 
. probabilities of adverse outcomes ‘or their

_ 

consequences increase, the best solut_ion_ is to ' 

take more precautionary steps. 

6.3 isustainabilityr Concepts- 
Scientists recognize three different sources of V 

uncenainty in their analytical work:
i 

Technical ‘uncertainty is based on disputes ‘ 

: 

over accuracy or precision of observations and 
measurements. Methodological uncertainty , 

: derives from concern about whether] the right 
analytical tools are being applied. 
Epistemological (conceptual) uncertainty is 
the state of concern about whether we even 
have the right conception of a phenomenon or, 

’

i 

i 

' 

,a problem (O'Riordan and Rayner, 1991: 101); 

in their work on technical and scientific 
_ 

issues, scientiststypically focus only on the 
uncertainty they -encounter‘ in natural 
(biogeochemical) processes and ignore 
uncertainty caused by.human, social and 
economic development. In other words, they 

I 

h 4 

ignore the degreeto which science isrsocially 
constructed. Natural science is affected by 
socioeconomic factors which cannot be 

~ ignored, such as uncertainties in 
\ 3 ~ . . . . -- management, administration, and human 

; 
organization.

' 

~ Given that these -uncertainties" exist, scientists 
are -becoming more cautious and are’ 

_ 
endorsing concepts such-as the precautionary 
principle and reverseonus. 

34 
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bleak landscape of our nations
V 

. 

A‘ environmental performance. 

these substances. 

internationally. 

Poor Performance 

While attempting to paint such a bright 
picture of Canada ’s environmental record, 
your Nov. 15 editorial, SomeGood.News On 
Canada 's Environment‘, does not reveal the ‘ 

First, the statement that ‘”considerable 
progress” has been made in reducing toxic’ 
chemicals fails to point out the repeated 
failures to virtually eliminate persistent toxic. 
chemicals. Not only did Canada agree. to the 
goal of virtual elimination in the Great Lakes 

t Water Quality./lgreement 1 7 years ago, but 
science continues tordraw linksvbetween these 
substances_and reproductive, developmental 

g 

' 

P 

and other adverse eflects onhuman health. 
P 

' 

. Some progress simply is not good enough to 
arrest the human —health threat posed by 

Second, the fact that Canada is. lagging‘ 
behind other industrializedpcountiries in 
environmental performance also suggests . 

that Canada is at_ an economic disadvantage. 
Countries that are good environmental

I 

performers ‘often have an economic 
advantage.» These countries. have more 
efficient, cleaner. production processes and 
are able to markettheir green tech

. 

‘it is about time the Canadian public 
realize that Canada ’s international reputation 
is not one of a green leader but of a country f 

stuck in the old way of doing business. 4 

Paul Muldoon, Counsel, Canadian < 

9
, 

Environmental Law Association Toronto,

I

x 

November 20,’ 1995 [Emphasis added]. 
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(a) Precautionary Principle 

The precautionary principle was introduced ' 

. 

, 

in'the_ United Nation's document, Agenda 21', 
(1992) as a leading principle: 

In_order to protect the environment, the 
precautionary approach shall be widely . 

applied"by states according to their 
‘ capabilities. Where there are threats of . 

' 

serious or irreversible damage, lack of full 
scientific certainty shall nothbe used as a 
reason for postponing cost-effective 
measures to prevent environmental 
degradation. 

_

' 

A tougher definition is found in‘ 
h

’ 

recommendations of the House of Commons 1 

— ‘Standing Committee on Environment and ’ 

Sustainable Development. In their Report on 
the Canadian Environmental Protection Act 
(1995), the Committee stated that: 

. The precautionary principle implies that, 
where an activity or substance poses a serious 

_- threat of harm to the environment or human 
health, precautionary measures will be taken 
even in the face of scientific uncertainty. ~

\ 

The precautionary principle is an approach 7 

to save and improve biodiversity and - 

promote sustainable development. 
According to Agenda 21, the goal for all- 
states is to conserve their biological diversity 
by making ‘better decisions. Participation is 
required from’ all sectors, including the 
government, the private sector, financial 

_, institutions, the scientific community and 
non-govemmental organizations. 

Participants are urged to:
' 

...develop and integrate national strategies for? 
the conservationof biological diversity and," 
the sustainable use of biological resources,

V 

735



i 

4 exchange .inforrnation on research and 
development,‘ conduct, studies, and improve 
"mechanisms for the improvement, generation, 

‘ development and sustainable use of _ 

biotechnology (Agenda 21, section’ 15). ‘ 

An example of the disaster that may happen ' 

when the precautionary principle is not used 
is the Atlantic cod fishery (House; of 
Commons, I995: 54). " 

'(b)*‘ Reverse Onus: User/ Producer 
Responsibility ' 

.

J 

» According to the Standing Committee on __

’ 

- Environment and ‘Sustainable Development, 
‘ 

the reverse onus concept, ,
‘ 

...impliesthat those proposing a I‘ 
I 

, 

A

. 

. potentially harmful activity be required to’ 
' prove that the activity will not be harmful, . 

rather than requiring _those protecting the 
environment to ‘prove that the activity will be ’ 

A 

harmful (House ‘of Commons, 1995: 56).‘ 

This concept ties in closely with the 
V 

precautionary principle. Rather than have a, ‘ 

government prove that a proposedactivity is 
' harmfulto the environment,‘ industry Should 
bear the onus of‘ proving that the activity is 
safe. In order to prove that an activity is safe, ' 

‘information needs to be gathered and ‘ ' 

presented. From an economic perspective, 
this approach ‘avoids the false economies 
created _by react-.-a.nd—cure approaches to ‘ 

environmental protection. By;making both the 
— producers and users of a product,»sub‘stance, 
or activity responsible, one intemalizes the 
costs of production at the front endof the 
development cycle where it belongs, not at 

V 

, the. downstream end‘where'tl_iey_ become a 
public policy‘probl\ern. 

The Environnient—Ecohomy Guide 

~ ~ 

'6'.4 Commentary.‘ 
> The assertion that environmental decisions 
should not be made without full scientific‘ 
information has been addressed in this 
chapter. People, firmsiand. governments make ' 

decisions every day without full information.
. 

Ecological economists state that decisions 
aboutthe environment will inevitably involve 
uncertainty because, of t-he complexity of ',

' 

ecological systems. Concepts such as the ’ 

precautionary principleand reverse onus V 

provide the level of assurance necessary to . 
V

' 

protect ecological sustainability when 
information is inadequate. 

‘ The following points can be, used to debate 
the implications of the information ‘assertion’ 
from a sustainability perspective: 

1. Assess Ignorance and Indeterminacyi
_ 

" Distinguish between situations in which 
V 

—
. 

* we know or can calculate the odds of . . 

something happening (risk), do not know
i 

the odds (uncertainty), do not know what ‘ 

we should know (ignorance), and_where 
complete unders_tanding is not possible 

[ 
' 

V 

(indeterminacy) (Wynne, 1992)..
A
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v 2.’ Promote the-Precautionary Principle: 
Where there is significant uncertainty ‘ 

about the ecosystem and human health 
‘ impacts of a particular activity or ' 

substance, adopt precautionary measures 
to prevent serious or irreversible ‘damage. 

3. 
' 

Insist on Reverse Onus: Shift the focus 
of the debate from proving that a . 

. substance; activity, or product is‘ harmful 
"to the demonstration-that it is safe‘. 

.2 “ \
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.7.0THETECHNOLOGY ASSERTION 
is 

NEW TECHNOLOGIES WILL sOLvE ENVIROANMENTAL PROBLEMS .

- 

...the world can,‘ inefiect, get along without natural ‘resources (Solow,i1974). 

The ‘historymof mankind shows that economic incentives have consistently led to new discoveries of raw.
' 

materials, changed methods. of production, and changes in consumption that have put off the day of 
reckoning year after year, despite predictions of impending doom. The reason is that changes in prices 

' 

for natural ‘resources compel shifts in productionland consumption. If we really were running ‘out of 
- some resource, then its price would rise. And if the rise exceeded the interest rate, the ownersof such 
resources would have an incentive to conserve them and ‘add to their stocks. And of course consumers 
would reduce their consumption, and producers would shift their production to other methods. -Yet the 
assumption that resources are finite persists (Bartlett, 1994).. 

' 

~
- 

7.1 Technology 
The marketeconomy-"model is optimistic

’ 

about the role of technologyin the economic. 
growthprocess. The assumption is that 
technological’ progress leads to increased 
productivity and hence to market efficiency. 
New environmentally:friendly technologies 
will solve the pfoblems associated with older 
technologies and new processes or products 
will replace harmfui1’ones. Technologies raise 

. questions about values and risks." In the
_ 

market economy view,‘ dangerous 
technologies can be controlled "through risk .‘

_ 

assessment and management. 

7.2 Analyzing theAs'sertiori‘ 
‘\The quote from Bartlett above implies that 
economic growth and new technologies can 
be relied upon to constantly forestall the "day 
of reckoning." The quote contains a concise 
presentation of the "necessity is the mother of 
invention? argument. To analyze this f 

argument from the neoclassical perspective; 
the quote is converted into a series of ‘ 

. premises (p), leading to their conclusion (c), 
allowing the comparison of each of the claims

, 

against economic theory": 1 

~ ~ 
Premises 

pl. Economic growth is assumed to increase 
demand for resources.

‘ 

5 p2". Increased demand ‘fora resource is’ 
assumed to increase its price.

/ 

. 
p3. Higher prices make previously more * 

. expensive substitutes (including those not 
I 

yet invented) more competitive. -

' 

,p4. The increased competitiveness of 
substitutes will spur their development. 

Conclusion 

c. Increased research and development will 
lead to inventions that will solve resource 
scarcity problems. ' 

I

\

38
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3 Premise 1 is considered largely accurate. 

,9. -Premise .2 is also considered correct as 

'-» Premise,4 is considered correct. ‘A 

~ ~ 
According to the neoclassical perspective: 

‘ Economic growth leads to higher national 
incomes and increased consumption of 

v nonnal goods. 
,

'

~ 

' sellers adjust prices to what the market 
will bear{

' 

° « Premise 3 is also c'onsidered,correct. 
‘ 

Interest in Newfoundland's Hibernia‘ oil 
, fields picks up whenever OPEC raises its 
prices.’ 

_ 

' 
5 ‘

‘ 

Economic activities are engaged in, such ‘ 

that marginal costs equal marginal 
benefits. When the benefits of researching 
and developing a substitute increase,

_ 

: 
greater amountsawill be expended in 
doing so. " 

/ l

h 

' The ‘conclusion, however, is largely 
unsubstantiated; Economic theory has — 

"traditionally recognized certain variables as " 

"exogenous,'7 outside its ‘sphere of analysis. 
Technology is one of these variables: The 
field of economics cannot predict , 

A 
i

, 

technological change. While there is ongoing 
- work within economicsto improve 

_ 

‘
e 

_ 

-understanding of -technological change,‘ 
sweepingconclusions that new technologies 
will solve envirorimental problems cannot be 
supported. -Nor are suchconclusions likely to 

V be supported in their generalform, because

~ 
A 

‘ihowever powerfulthe incentives to develop ' 

, 
newgtechnologies, technological change is 

_ 

' ultimately’ constrained by the laws of nature. . 

~ 

i 

' 
. . 

\ 
. - 

V. 
‘ 

I

‘ 

There are also criticisms from the field of 
ecological economics: ' - -

I 

Premise 1 may not beicorrect. Supply and 
demand are dynamic such that economic 
growth may dampen demand. Also, one_ 
cannot be cavalier about undifferentiated’ 

A 

_ 
growth. Much of the traditional growth‘ 
may be harmful to business and personal 
welfare in the longer run. k;

' 

Premise 2 may also be incorrect or have 
pernicious outcomes. In fact, as Daly __ 

. observes (1991,), _increased demand may 
convert a free resource, one which does 
not need to be rationed by price into a 
scarce resource whoseuse must be paid 
for_. For example, industri.al"demand‘for‘ ~ 

A 

_ 

waterin a sparselylpopulated river basin - 

may deprive existing residents ofthe. . 

‘ same water or other amenity benefits- 
Thus, increased‘ demandmakes the same 

A standard of life more expensive. ‘ 

Premise 3 assumes that substitutes"ar_e .

1 

available. This is not the case for many 
important life—support functions that the 

.39
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natural environment provides," for 
example, the stratospherieozone layer. 

‘° l’remise 
/A4 

_is only true in ’theory..In 
"practice the system‘ of subsidies that is

I 

V 

already in place may mitigate against the 
development of competitive options such 
as wind or solar energy. 

7.3 Sustainability Concepts 
‘ Suistainability theorists are morelikely to 
replace technological optimism with prudent 
pessimism. They question the wisdom of ‘ 

relying on the ‘market and technological 
innovation to protect (find substitutes for) the 
ozone layer, photosynthetic products, and i 

biodiversity. While thehistory of 
industrializat_ion isjthehistory of economic 
"and technological change, muchof this 

' change has caused widespread environmental 
harm. Technological change has‘ to be . 

differentiated between change in production 
processes (i.e., better ways of producing 
goods) and redundant‘ product development 
(i.e7., moreproduct choice but no net increase 
in eco—efficiency). 

" ' 

Economic theory (does not support the belief 
that goods_are infinitely substitutable or that

. 

manufactured ‘goods can substitute for‘ 
biogeophysical life support systems. In a 
world in which infinite substitutability 
between. resourcesis not possible‘, the \ \ 

existence of fixed factors will limit gro/wth.) 
- Landis one factor that is largely fixedand 

, 

‘' 

subject todeclines in quality; stratospheric 
ozone is another. Current development" « 

practices fail to measure and prevent the loss 
of environmental life support functions. This 
has lead Pearse et al (1990: 7) to note that 
"conserving what there is could be a sound 
risk'—averse strategy."

I 

l 

(b) Behavioural Change 

Thesubstitution argument does have an 
important environmental dimension. Would‘ 
not a ban on chlorinated substance use. and 
emissions in the Great Lakes simply_ cause 

__ 

environmentally—sound substitutes to be 
found?

’ 

The ‘precautionary principle’ and behavioural 
, 
change are suggested as two ways of 
disputing the techno_logy'assertion. 

- (a).‘ Precautionary Principle- 

The Swedish cancer researcher Karl--‘
' 

Henrick Robert believes that we need to ask 
I 

easy—to—answer, systemic questions about 
the chemicals introduced into the 
environment (Hawken, 1993: 53). His 
approach avoids posing the types of questions 
that can only lead to endless disagreement - 

over the variables, data, methodologies, an_d 
toxicity, of a given toxin. He asksi Is the 
toxin natural? Is_ it stable?‘ Does it degrade 
into harmless substances? _Does it accumulate 

. in bodily tissues? Is‘it possible to predict the 
acceptable tolerances? t 

This approach provides methodological 
‘ clarity and may go a long way to shaping the 
operational aspects of the precautionary‘ 
principle. 

‘ 

'

‘ 

Although technology is a factor in production . 

functions (which ignore the environment) and
e 

technological change is linked to increases in 
productivity, there is no basis for arguing that 
it will inevitably s‘olv_e environmental 
proble'ms.‘eMoreover, pricing as a mechanisrn

40
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~ ~ ~ 
to» encourage technology only/works well in

' 

marketsdriven by a profit motive. Since 
T 

many environmental assets. have no market 
‘

' 

value, they-fall outside the realm of a pricing 
framework. The idea that technological 
innovation can produce anaffluent, service— _‘ 

oriented sustainable society without 
behavioural change, is erroneous. The true 

' 

integration of environmental and economic 
gdecisionshas to change the behaviours and 
relationships humans have with the

' 

environment to ensureoverall sustainability. 
Part ‘of this behavioural change may be driven 
by -green consumerism, the purchasing of 

— goods ‘with positive environmental attributes. 
Green goods may increase eco—efficiency at 
the unit level. Unsolved questions about total 
aggregate impact may influence ‘the choice of 
products that can be certified as ‘green, .

’ 

f 

l 7.4 Commentary‘ 
Theassertion that new technologies will ' 

" solve environmental problems has been 
debated in this chapter. Market economy 
proponents argue that new technologies solve 
problems" such as resource scarcity and 

V

' 

environmental pollution. 
i '

‘ 

\. 

‘ 

‘ Many sustainability theorists are less, 
_ 

‘
” 

enthusiasticabout the role of technology. 
Some note that’ the most serious , 

environmental problems are driven by "so(— ~ 

called" technological successes. .
. 

Two debating points are presented here to 
discuss the 7implications of ‘the assertion from 

' 

T 

a sustainability viewpoint: ' 

1. Thelidea that environmental solutions
‘ 

will come about through technological. - 

innovation is deterministic. It is often 
based on the view that pro-growth goals 
validate. all technical solutions. Moreover,

V 

a technicalorientation is often preferred 
by its proponents becauseit does not 
require behaviouralchanges in pr'oduction~ 
and consumption.

’ 

y 

2. - Technological solutions often promote x 

green consumerism as a solution to 
environmental problems. In this view,‘ 
sustainability can be achieved by ensuring 

" 
that products, manufacturing processes, 
andiultimate disposal are environmentally 
sound. This approach to sustainability‘ 
may bean appropriate transition strategy. 
In the longer term, it is an open question

' 

whether green consumerism (at least as < 

presently conceived) would still lead to 
'’ 

unsustainable’ rates of resource‘ use and 
pollution». 

M
“ 
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3.0 THTE ETMPLOYNIENTT ASlSEFt'l'lONt 
’Pl_{OT'ECTING' THE ENVIRONMENT WILL COST JOBS 

l 

Ifi for example, the automobile industrysluffers from a contraction as a result of environmental 
‘regulation, unemployment‘ in Detroit can be expected to increase disproportionately. Small‘ 

towns whose primary sources of income and employment area single, heavily polluting plant" 
‘ may be particularly vulnerable. There have been, in fact, several episodes of that sort. For 

example, in San Juan Bautista, California, stringent air pollution laws‘ led toglthe shutdown of 
the Ideal Cement Company and the, dismissal of its 130'workers (Baumol and Oates, 1979). 

8.1 Employment’ 
The level of employment in an economy is a 

‘ 

. critical _factor in judging the "economy's 
success. This leads to economic policies to 
stimulate job growth. For example, many 

; economists advocated free trade with the U.S. 
and Mexico because theybelieved that the

' 

short—term pain of closing down inefficient 
industries (i.e., those’ with higher costs than 
other trading partners) would be outweighed 
by the long—terrn gains of new production . 

' e‘lsewhere‘..in the economy. The .counter— 
‘argument that long‘-eterm gains may not H \ 

adequately compensate for the certainty of
' 

immediate job loss and unemployment, was « 

considered less valid in business'— government 
circles.’ Many argued that the best way of- 

. creating new jobs «was to ensure open, access 
.- to foreign markets. Wheln environmental‘ 
issues were raise__d, they were largely seen as 
extraneous to’ the free trade deal. 

8.2 ‘Analyzing the Assertion‘ - 

“ The debate betweenl'.'jobs" and 
J
3 

"environment" [protagonists often originates, "
' 

in disagreements about the‘ laissez—faire 
T

. 

approach to economic. growth, power (who's_' 
in charge), distributional impacts, and the 
valuation of the environment.‘ Inevitably, the 
‘impact of an environmental measure ‘/on 
unemployment or job creation has 

_ 

. 

_ _ 

J . 

to be argued on a case'—_by-case basis. What 
must be emphasized is that routine economic- 
dynamics are at play, We would normally 
expect jobs to be created and lost in a ' 

dynamic economy'as'companies restructure 
and seek increases in _labour productivity 
through technological.change. The loss of 
jobs attributed to environmental-efficiency is 
no less legitimate than losses attributed to 
technological change or shifting consumer

' 

demand, even though oftenportrayed as 
unreasonable‘. 

‘In other words, as an economyrestructures, 
‘there are "winners" and "losers" even i_f the’ 
economy as a whole benefits. The economist 
Joseph Schumpeter explained this whenhe 
coined the phrase "creative destruction" to 
describe the process of capitalism. Inefficient 
industries will,‘ nevertheless, struggle to 
survive‘. Unless the government is able and 
committed to transferring resources from the 
"created" to the .'_'destroyed,'' the latter can be 
expected.to oppose changes.

'

.
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-- The American Petroleum Institute blames . 

I 

’ 

- The 1992 closingofa polluting oil 
I 

- 

-i . An analyst has estimated that every job
i 

Slourcegn BeZdel<, 1l993.:. 8.
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NECDOTAL EVIDENCE 

_- Protection of the northern spotted owl in » 

4 the Pacific Northwest has purportedly 
, 

I 

cost anywhere from 20»,000to..140,000 . 

K 

jobs—-"hence the bumper sticker ‘Save a}
_ 

Logger, Kill an o’w1.'— '. Y -

‘ 

- Phillips -Pet'roleum’Company announced 
0 

' 1,350 layoffs in April 1992 and blamed’ ‘ 

environmental regulations. \ .

‘ 

- 
. The Chemical Council of Newilersey 
‘claimed in August .1992 that . 

. environmental regulations had cost the 

_ 
over the previous 10 years.

' 

4 ‘Local sugar growers in Florida claim that 
measureseto protect the Everglades will ‘ 

cost 15,000 jobs. .. 

' 
‘

P 

_ 
environmental restrictions for the loss of 

7 400,000 jobs during the; 1980s.. ‘ 

-’ The Motor Vehicle Manufacturers 
' Association claims that increasing fuel 
economy standards will cost‘ 300,000 jobs. 

refinery in Wyoming cost 200 jobs.- 

‘protected’ by»clean~air legislation costs 4 

more than $1 million in-1992 dollars per’ 
'year. ‘ ‘ '. 

0 " ‘And several yiearsvago,-the Canadian 
pulp—and—paper industry and its labour 

- unions successfully opposed.federal 
- regulations mandating production using 
-‘environmentally benign‘ processes and . 

thereby preserved existing industrial 
plants and_thousa'nds of jobs;

‘ 

..l 

state 12,000 jobs in the chemical industry
’

~ 
08.3 Sustainability Concepts. 
Industry and governments have to be more ‘_ 

‘ 

I

' 

proactive about job loss attributed to - 

environmental protection. If they can accept 
' 

job loss because of technological change, 
, they must also ‘accept it foreenvironmental 
reasons. Because job loss is a. basic attribute 
of a dynamic economy, three concepts are ' 

proposed to discuss the_environment and jobs. 

‘(a) Sustainable Livelihoods 
0’ 

The idea_ that economic growth automatically 
' 

'0 

reduces the rate_of unemployment‘ is .

i 

‘ questionable. First, as industries seek to ‘ 

increase productivity, they replace employees 
I 

' 

with labour—saving technologies. Second, the
\ 

rate at whichthe present economy would 
haveto grow to’ make a significant impact on

V 

unemployment is unsustainable. This means. 
that ‘a growth—oriented economy is 

'

K 

problematic not only for the unemployed 
- (technology is favoured over labour), butalsoi 
for society as a whole (many jobs are harmful 
to the environment). 

‘ ' 

Advanced» industrial societies’ often envisage 
V 

technological advances and productivity gains 
as leading to more automated production and - 

increased leisure time. But the underlying 
logic of this vision fails to tackle the

‘ 

marketplacefs more practical tenet that
V 

income is derivedfrom paid employment or 
' investment and that there should be no " 4 

rewards‘ for "idleness-." This creates a 
dichotomy between the number of jobs 
available and access to income.‘ This 

V43
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° Recyclingcreated 14,000 jobs in California in 

i 

‘ 

i991. x 
- n

' 

.‘ 

'7 9‘ Recent energy conservationprograms have 
. 

' created 600 jobs in British Columbia. z . 

° The US. Environmental Protection Agency" K 

V estimates that the Clean Air Act ‘Amendments 
of 1990 will create 60,000 new jobs.

0 

. 

‘A 
A 

The wTe Corp, an environmental concern, . 

‘

. 

has-grown rapidly since its startup ‘and
A 

employs 200 workers. ' 

- dichotomy'raisesA important questions about 

5 Diversification into environmental business is 7 deVel°ping.SuStainabl° employment and 
creditedvwith saving the Fluor Corporation l1iV°1.ih°°d5 thalwwill require t.aX'I°f—°”n and

, 

from extinctioiiand thousandsof its workers ,, 
i1111oVatiV€_ tfaflsltioll StT3‘ogio_S- 

from unemployment. Environmental work 
' 

A U 
_ 

' 

_ 

A ‘ t’ 
, . 

accounts for more than half of the firrn's new (bl Ecological. Fiscal Refo1'_mA 

‘ 

t 

1992 revenues of $8 billion. 
_ 

A 

_ 

t
A 

. 

.0 A disproportionate share of Athe jobs forecast . 

by the U.S. Bureau of Labour Statistics to be 
the fastest growingfluring thev19,90sA aAre 
environment—related. 

A 

' 

A 

.

‘ 

‘ EFR is abouttrying to achieve "a wider use 
of labour and avwiser use of nature." It can 
tacklethree problems directly: 
unemployment, environmental deterioration 

A 

°» In the United States, marl)’ of the sectors 
‘ 

. 

A 

Ar and economic °.ffi°Ai°nCy 'A In other words’ it 
A 

subject to the most stringent environmental ‘ Could load to 3 triple .diYidCI1d (With the added 
' 

regulati0ns—-—including' chemicals, plastics,‘ _ benefit that some proportion of revenues 
‘A 

Asynthwetics, fabrics, and paints_1—A—have becorne could also be used to retire the deficit). EFR 
the most efficient and haV.e:8Ct11a11Y ,imPToVedA can tackle these problems by changing the 

° The fofmefly Communist Tfations °f E?SA“3AA“ A development. ‘On the one hand, governments 
’

. 

E.“r_epe »preI_"etee. e,eeee~m',e eevelepmem tax the activities of people they should 
while ignoring environmental concerns and . 

‘ ‘
- 

‘ 

k, . t 

J encourage (employees, entrepreneurs, savers 
produced both environmental catastrophe and t , . 

economic failure 
. 

_ 
t 

-. 

I 
and investors). On the other hand, they do not 

A e 
‘ ‘ 

A 
' ‘ - adequately tax the throughput of energy and ‘ 

' 

» 
r°A 

~ The European Economic Community recently _ . 
‘ 

banned the imports of pu1p_and_pape-I 
’ 

t - raw materials. Governments do not dealwith 
. products not produced in an¢"environmentally -‘the Aemfnalities P1A0b1eAm- 

‘ 

. 

benign’ manner, thus devastating the 
A 

' 

t 

~ 

\ 

’ 

3 
A 

A 

0 

' 

_ 
, 

T 

A 

' 

_ _ _ 

. , . 

A 

Canadian pulp-and—‘pa_per industry (which 
’ The idea th‘atftaxe_s can_ be shifted off income 

had successfully Opposed federal regulations 
A 

and employment and onto pollution emerged V 

V 

. mandating such processes) and costing’ ' 
. 

. 

‘ inearnest in the European Union's 1993 _A 

' 

‘_ . 

thousands ofJobS- ‘- A’. 

_ 

w 

. 

A, 

A 

White Paper on "Growth, Competitiveness 3 
_‘ 

‘ 

V 

. 

\ 

_ 

‘ ‘ 

V - and Employment." Jacques Delors; the 
‘ 

. 

Source: Bezdek’ 19935 8 A 

‘ ‘ 

' 

' former President of the European 
Commission, argued in this paper that: 

\

. 

thoil lmemaiional C°mP°‘i‘iVe“e5§- 
A 

A 

signals as to what constitutes sound economic I

V

A



The Environment'_—Economy Guide. ~ -

' 

_the double challenge of unemployment 
' 

andpollution is to be addressed, a swap
J 

can be envisaged between reducing labour" 
costs through‘ increased pollution charges. 

For example, payroll taxes Could be reduced‘ 
if ‘an ‘equivalent amount of revenue could be 

, 
raised from pollution charges on industry 
emissions or"products..-The‘ capi'tal/ labour e 

_ 

"T 

ratio contributesto the unemployment rate. 
* Because our fiscal systems encourage 
; resource deple_tion»(e.g., over fishing)and 

, 
environmental pollution (e. g., toxic , 

" K‘ ’

— 

chemicals) and often penalize hiring through v
_ 

payroll and other taxes, polluters‘ are
K 

rewarded andllabour punished. From a -. 

sustainabiliity perspective, a shift»tow‘ards=‘ 
labour—in_tensive, non—polluting‘ production is 

— a necessary part of a shift towards”a 
i 

sustainable economy. This shiftwould be 
'gr_eatly»ass—isted through cons'erv‘at'ioVn,~ : 

‘ resource and pollutiontaxes. \ 
,

" 

/.
x 

eco—efficiency gains] 

. (Hawk_en,'_1993:92). .

i 

F. (c); Transition Strategies *
I 

The size and scale of industrial economies ,

_ 

haveito beitconsidered in any strategy to 
j

. 

reduce unemployment. Big‘ business is not a 
major employer relative to its activities. The 
five "hundred largest corporations in the 
world, ‘corporations ’which control 25 percent

i 

of the ‘world's gross "output, only employ 0.05 _

- 

_e of one percent‘ of the world's population 
—z 

. The benefits many companies receive _in s 

‘ terms of "subsidies and tax incentives have to. 
becreconsidered from an environmental and 

V

, 

job creation‘ perspective. Because cornpanies 
are poor at calculating costs, many of the

\ 

. efficiency gains they have achieved have 
.1‘

. 

ecological and social costs. Productivity gains 
incorporate terms requirethe elimination 'of 

’- 

labour. This elimination, ho‘wever,_may be a 
' 

cost that has to be borne by society in the 
same waythat pollutionis an unaccounted ‘fort 
.s'ocial,co‘st.'A company may be able to , 3 ~ 

' 

-achieve greater returnsfonits investment_in 
laying off employee's, but_’the overall "

' 

economy‘ isiuweaker because of the 
- unemployment created. Transition-steps may 
be required. to assist firms and employees in _ 

8.4."VCorf1cinent'aIr.y 
V 

The assertion debated in thischapter is that '

A 

protecting thelenvironment will cost jobs. __ 

Unemployment is onemeasure of -economic 
growth (or lack of it). Industries argue that

‘ 

l environmental policies jeopardize
I 

- employment and job creation because they . 

affect economic growth. Government should. 
. encourage undifferentiated economic growth,

' 

according to many, economists, to stimulate ; 
” 

.job creation: . 

'- 
. , 

7 
. (Ecolo'gical.theorists refutethis byistating that 
‘unemployment will always occur in an 
economy regardlessvof environmental‘, 
regulations. ltcwill occur when new 
‘technology replaces the need for workers or 
when consumer demand shifts. In fact, ‘these. 

,9 i 45'- 

\

V 

.

- 
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‘ 

‘theorists argue that as environment protection 
becomes more_.important, pollution should_ be 
taxed, not workers‘ incomes. This would 

i i 

create more income and spending power for 
peoplejthereby increasingijob growth. Taxing 

. 

pollution and not workers would result in -1 

decreased labourcosts-_as well. Tax shifts
' 

support the integrated approach to
_ 

;environment—economy decision making; 

To further debate this assertion from. a 
sustainability perspective, the’ following 
points are presented: 

’ 

_ p 

-

v 

‘H 

1. We can expect jobs to be "created and
I 

" lost in atdynamiceconomy. Job ~\ 

_ 
dislocation is an inevitable part of 
capitalism.‘ Jobs are lost or gained. 

‘\ because of technological change or 
shifting consumerdemand. The same can y A 

be said of eco—efficiency measures: some 
measures will create jobs, some will lead _‘ 

to job loss—-especially if those jobs are 
ecologically-expensive. Overall, valuing 
the environment will lead to more jobs as‘

' 

the economy is restructured forreco—
‘ 

efficiency. Transition plans may, of 
course‘, be required to minimize social and ' 

5 community costs. 

2. ‘The relative size of job losses are 
' manageable. Compared "to ijoblosses 

associated with financial andpolitical 
developments such as free trade, 
deregulation, bankruptcies, corporate 
downsizing, recessions and real estate

_ 

crashes’, the loss of jobsfor environmental” 
reasons is minor. ’ 

' 
-

T
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9Qo CO|Vi|iP:ElT|T_,lViENEiSS ASSERTION 
_— HIGHER ENVIRONMENTAL STANDARDS MAKES INDUSTRY LESS , 

‘ 

.. 

’. ' 

. 

‘ COMPETITIVE 
Canada ’s fragile" economic recovery couldtbe readily derailed and many elements of Canadian 
industry would become non—competitive by new taxes or prescriptive regulations leveled under’ 
the guise of a- quickly developed National Action Plan [for a climate change policy] (Alliance 
for Responsible Environmental Alternatives, 1994). 

'

. 

.'l / 

In a neoclassical market economy, a country 
needs to be competitive in order to increase 
its national productivity, living standards and 
employment. A country will often be 
competitive if it has at comparativeadvantage .. ' 

in sectors that trade internationally, such as .. 

the automotive sector in Canada. 

. 

~ Governments often intervene in ‘the economy’ 
to set the terms of reference for 

» competitiveness. The North American_Free 
Trade Agreement is anlexample of such” 
intervention. The Agreement was pursued not 
only to ensure better access for Canadian

‘ 

industry to the American market, but to; 
protect the existing level of"access from 
protectionist pressures in the United States. 

9.2 ' Analyzring the Asseirtioln 
Given the problem with market failure (i.e.,l 
pollution as a negative externality), 
government intervention is necessary to 
providesome degree of environmental 
protection and resource management. The 
‘extent of this intervention is often questioned. 
Economistslgenerally argue that tougher 
regulations (or higher taxes) will make it 
more ‘difficult for companies to compete on 
price. Many economists, ‘however, do not

b 

distinguish between economic "goods" and 
”bads." They are indrifferentito the form of . 

F. 

' 

production._ For example, most economists 
»_ view the manufacturing of cigarettes, as well 

aspublic health expenditures on tobacco- 
, induced. cancer treatment, -as positive 
economic contributions. They do not account

' 

for social costs because they are external to 
the manufacturer. At the same time, they do 
"account'v' for the pollution control costs 
government assigns through regulations: They 
often argue that these. costs impede 
competitiveness and re'duce‘tnationa1 

— economic. growth.'But"this argument is short- 
‘ sighted. It ignores the overall -cost of a 
"pernicious activity _to society as a whole. 

_ 

",1 Ensuring anuenvironmentallyisound "level 
’ playing field" in competition policy is a 

difficult task. It can be achieved by outright 
prohibition of goods that do not,meet a

' 

certain environmental standard, by tariffs on 
V’ goods thatdo not meet tliose standards‘ or by 
taxing all goods (Canadian or otherwise) 
according to the extent to which they exploit 
market failure. Outright prohibition has been ! 

successfully used in some areas but would not 
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~ be considered an economic measure or- 
instrument.-Tariffs_are often neither 

, 
politically feasible nor economicallyh 

‘

' 

defensible. 

The difficulty with the competitiveness 
assertion is that it has no limits. We cannot,, 
match’ the rate of compensation for 
labour in the developing world. This means 
that to be competitive and profitable we have 
to compete on other factors than the cost of 
labour. Nor can we expect to‘ change ou_r I‘ 

constitution, regulatory or political structures 
at will, just to matchiless effective structures - 

elsewhere; Again, this means that compet__ition 
has to be based on policies that are protective 
of health and welfare. We do not want a race 
to the lowest. common standard. This means - 

e 

'that "we have to compete on other factors than
' 

the/cost to the environment. 

Higher environmental standards may well 
"‘ 

offer. competitiveness‘ advantages. This case 
has "been argued by Porter’ (1990, 1991). They

' 

can reap ."first-mover" benefits by, securing 
business ‘in markets’ requiring eco—efficiency. 

V 

Countries fostering such firms will share in 
the benefits. Those who hesitate will lose this 
advantage. At the same time, the’claim\that 

e 

higher environmental standards than our _ 

competitors will make‘ us more competitive,‘ 
has to be considered on an ‘industry—by—V ‘ 

industry basisn 
'

- 

In some‘ instances, labeling schemes and 
industry standards maybe an_alternative to 
government ,interven_t_ion'to correct market

\ 

~ ~ ~ 

failure. Canada's l:“.coChoice ecolabel
V 

" program provides one such example. Labels 
and standards should be designedgas 

i 

A. ‘competitive tools, not to protect existing 
= firms orttechnologies, 

9.3’ Susetaienabeililty Concepts 
Competitive issues‘are complex and cannot

‘ 

; be judged at face value. A range of responses 
are suggested to explore all the dimen_sions’of 
the competitiveness question’.

' 

(a)' _'FulJl"Cost Accounting 

Industry and government need a system of 
‘ environmental commerce and accounting. 
Because the market is good at setting’ prices 
and poorat recognizing ecologicalfand social 
costs, thereis a role for government in 
directing industry to internalize the costs of 
_;pollution.and resource depletion. This can be 
achieved by pollution, conservation, and 
resource depletiontaxes. ' ‘ 

Full c'ost‘accountin'g takes into account the 1 

full cost of production plus the cost of any 
environmental damage associated with it, or 
the cost of extracting a resource‘ and the cost 
of its environmental damage (Schmidhei/eny, 
1992: 17). Industries should include

, 

environmental costs in their accounts-—_the 
full cost of pollution and environmental

' 

‘damage. Some costs will be estimates ' 
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I 

_ 
because it is difficult to_place aprice on some - 

‘ environmentalproblems. However, that does 
not mean that no price can be determined and 

_ 

placed on that problem. Society can establish 
a price toput on public goods such as ajriand 

‘ ‘water that are in danger of being polluted.
I 

Government's.role will be to ensure‘ that some , 

‘products, processesand ambitions are taxed 
out of existence. By subsidizing prices in the 

, 

past with unpaid ecological costs, business _
g 

has effectively damaged innovation, 
.

' 

competitivene_ss and job creation, 
Government intervention is required to 
integrate prices and costs in the marketplace.- 
Business must still be able to_ make money; 
but profits will only be-legitimate if business 
activities sustain living systems instead of 
destroying them. 

(b) Ecological Fiscal Reform 

controlling pollution is expensive, there is a 

trade—off between balancing costs and
' 

benefits. This is their basic economic premise v

‘ 

in assessing impactson competitiveness. In 
seeking a ‘balance between costs and benefits, 
they argue that there is a "right" level of « 

pollution which the environment can 
bear and which won‘thann industfy 
competitiveness. The acceptable amount of 
pollution is always_ greater than zero.

‘ 

An integrated environment—'economy, 
framework which addresses’ competitiveness 

_ 

can only be achieved by reforming the tax; .
I 

and fiscal system from an_ecological
' 

perspective. In this approach, competitive 
dynamics ‘would, be changed by taxing 
pollution, resource depletion, energy and 

, material use‘—-factors that contribute‘ to ..

I 

unsustainable development. Higher taxes 
these areas would be offset_by lower taxes on 
labour, investment, profits and corporate , 

payrolls. Industries ‘adversely affected by a » 

‘ tax shift would be compensated through 
transitional strategies that would help them 
achieve behavioura_l change,‘while at the 
same time ensuring compliance with a 
sustainability policy direction.

‘ 

(c) EMS and Auditing ,\ 

‘The development of formal environmental
I 

management systems could improve 
corporate environmental performance and 
competitiveness. An organization with an 
environmental policy and objectives will be 

/ I 

better able to assess environmental 
performance with audits andother 
environmental management tools: 

' 

. r 

'-l‘he, EMS design is critical. It should 
emphasize pollution prevention. ‘Each 
corporation will need to identify "its, I 

significant environmental effects, applicable 
up 

‘laws and regulations, priorities, and facilitate 
corrective actions, systems auditing, and 

‘ 

operationalprocesses ‘and procedures. 

One framework for an EMS is based on four 
- general principles for management systems

}

.
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purpose, commitment, capability‘, and 
‘learning (Canadian Standards Association, 
1994): . 

1. The "purpose" principle conce_ms the " _ 

organization's environmental policy; the 
risks associated with its activities, 
processes, products, and services; and its‘ 
environmental objectives and targets. 

'2.. ''_Commitment'' refers to motivation 
.‘ according to environmental_values;

_ 

' organizational alignment and integration; 
and accountability and responsibility; 

3. "Capability".refer‘s to human, physical
_ 

and financial_ resources; skills, training; ’ 

and information management.
' 

3 ,4. "'Leaming" is about measuring and —‘ 

monitoring, communication and reporting, 
system audits and management" review; 
and continuous improvement.

\ 

Environmental auditing is a process of 
S obtaining and evaluating evidence about _

. 

_corporate environmental performance 
according to designated criteria. ‘The results 
must be objective and documented by 

- supportable data: 

Q scrutiny. Since then, other products such as
‘ 

A willingness to use its buying power as a tool’ 

for manufacturers who wantto develop 

- many instances, it is anyopportunity tojbe, ‘

~ 

' 

Eco-‘labeling standards provide society with
d 

« (d) Eco-Llabelinlg
_

\ 

There is a growing demand for products that 
‘do not harm the environment. The 
_controversy over disposable versus washable 
diapers, was one of the first _instances where

_ 

the environmental impacts of a
' 

l 

Life Cycle Assessment . :. 

d‘ checkingthe, facts about the environmental 

throwaway product came under public 

non—toxic household cleaning agents, .
. 

cl1lorine—free paper, recycled oil, and 
mercury—free batteries have become part of a .

' 

"greening" of the market place. Public‘ 

,to protect the environment is_an opportunity
. 

products with the environment in mind. In . 

more ‘competitive: -
A 

With the growth inso-called green products 
came the need forrules about environmental 
labeling (eco—labeling). The need for an eco- 
labeling standard arises because customers ‘

- 

cannot substantiate the environmental claims 
‘of a product. Standards for eco-labeling : 

should be based on well-,—chosen criteria 
through an unbiased, open decision-making 
process which includes industry, consumers, 
environmental groups andthe ' government. 

an opportunity todiscriminate against 
’

’ 

environmentally harmful products. 

Lifepcycle assessment (LCA) is a method‘ of '

p 

burden of aproduct, from its "production stage 
through to disposal. LCA considers the air, ' 

waterand solid waste pollution generated
, 

when raw m_ateri‘als are extracted. It includes 

50
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“ 

‘ 

the energy used in the extraction of raw V 

‘materials and the pollutionthat results from 
manufacturing the product. It also_accounts 

. for environmental harm that might occur ,- 

'during-Athe distribution and use of the product. 

1.a.é;t1y, LCA examines the solid and liquid 
wastes that "are loaded onto the environment 
following final use of the ‘product.

I 

Thefollowing arethe basic components" of 
any LCA process: . 

.1. Inventory Analysis: thetidentificationand

I 

quantification of energy and resource use 
and'environ'ment—al releases to air, water 

, 

and land; '. 
’_ 

V

i 

2. Impact Analysis/: » the technical qualitative 
' 

and quantitative characterization and
_ 

assessment of the consequences on the 
environment; and, 

‘
‘ 

3. Improvement Analysis: the evaluation and ’ 

implementation of opportunities to reduce 
, 
environmental burdens. 

' 
' ' 

,(f) Environmental Performance’ . 

Evaluation 

Corporate ‘interest in environmental 
performance evaluation has arisenjbecause 

'

' 

companies are increasingly being held 
, resporisiblefor a wide range of environmental 
problems. Since business is often held liable 
for environmental costsand confronted by a 

V‘ growing number of re gulations and penalties,
I 

the current emphasis on pollution prevention» 
is an attempt tobe proactive‘ rather than

_ 

reactive. 
" 

~ 
'

' 
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Businesses have an impact on the 
environment through their activities, ‘services, 
and products. In evaluating‘ how businesses - 

approach environmental perform_ance,*three - 

different elements are often taken into’ 
consideration: facilities and operations, 
management, and products._ Company - 

operations viewthe performanceat individual 
‘sites to determine which resources are being. 
used and their resulting emissions and wastes. 

- . . ( 

To provide future visions and impetus for 
change, the management systern sets goals . 

and supplies the resources in order to achieve 
these goals. Lastly, businesses need to 
determine the impact of products on the 
environment by examining their life cycles. 

- This approach assists management in 
deciding what products need attention and 
how to begin minimizing their environmental 
effects. " i‘ 

' ' 

(g) Green Procurement 
Green procurement, or environmentally sound 
purchasing, is becoming adopted by 

_ 

‘companies who want to buy products and - 

services that are’ less harmful to the 
' 

environment, and by governments who want 
'— to use their power to influence the market. 

There are ‘many benefits to green 
procurement, including cost savings,

‘ 

. compliance with environmental regulations,
4 

decrease in accidents, and" improved human
_ 

I 

', and environmental health. . 
i»
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Although green procurement is stilliat an
_ 

early stage, some firms are establishing their» 
own guidelines and criteria. While it is 
difficult to determine which products and 

_ 

services are "green" or "greener" than a 
' competitor, some basic criteria have been 
,identified.i These include: the recycled 
content o_f a product; pollution created in 
‘product production; minimal and reusable 

and hazardous byproducts (Add Green to‘ 
your Bottom Line, 1996: 10).. 

a) Howzto provide economic benefits to the “ vi 

organization and society while 
minimizing social and environmental

_ 

impacts‘; 
' 

- 

i 

»
‘

/ 
' 

b) How to take stakeholders‘ expectations 
i 

.into ‘account regardingssocial and
_ 

environmental issues; 
V 

' 
‘

' 

c) How to comply" with applicable financial; ' 

./_ social, and environmental laws and 
V 

regulations; and, i~ 
(h) Sustainabiiitylkepoxfting 

it 
' ~_ ' 

d) Howtoflcontinually improve techniques to 
' 

A 

’ minimize detrimental impacts on the ’ A sustainable development report should I» 

. . . 

‘a ‘ 
A environment and society." . 

discuss a corporation's’ management system , , 

standards and overall management strategy 
h 

'9 4 C(')m‘m’evntar’y 
for addressing sustainability.,Does its‘ ‘V 

_ 

x :' " 
. 

' ‘ ‘ 

‘ 

management strategy address key , This chapter debated the assertion that higher
' 

sustainability issues? Is the; company environmental standards than our competitors —
- 

proactive around issues of environment,‘ ‘ makes industry less competitive. In order for- 
‘ 
people, and economic development? Does it the economy to ‘protect the‘ competitive ' 

distinguish between economic, social, and position of industry, many argue that -

_ 

ecological Sustainability? _ 
' 

.. u_. 
_ 

s 
. government intervention should be on the

. 

. 
_ 

I 
. 

A 

' 

, 
. 4 

a side of industry not environmental
‘ A sustainability feporting fiainewnik may _regulations. Ecological theorists argue that

' 

‘require organizations todeterrnine the 
' 

higher standards are necessary to protect the 
2 following: f 

’ 

. 

' 

2 i 
‘ 

« 

‘ 

- ‘ 

1 

5 
environment and‘ that iiidustryis sufficiently 
innovative to adopt a standard and profit from " 

it if the will is there.‘
’ 
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A full cost accounting system isrequlired to 
' 

ensure thatthe costs and prices of goodsand ‘ 

services are right. Ecological economists ‘ 

argue that in order to do this‘ governments - 

should ensure ‘that pollution is regulated or 
taxed, and that environmentally. harmful "1| 

subsidies ‘are canceled. This supports the‘. 
integrationuapproach: governments have to 

-7 direct industry tointernalize the costs of
' 

pollution. Industry needs "to focus business’ 
practices more clearly on sustainability. . 

_Two'points are presented/.here toidebate the 
" 

, 
competitiveness assertionfrorn‘ a 

’ sustainability perspective:
' 

1. Environmental factors by themselves?
' 

‘should not contribute to a loss’ of 
market share. Since industry competes 
on all sorts of criteria (quality,service, 
price), the fear may be either real or" 
contrived. Environmental standards

' 

(whether government or voluntary) , 

represent a verypsmall part of the total
’ 

cost of production and the literature is 
replete with examples of how better 
standards make good ‘business sense.‘ . 

Inde_ed,.there is a‘ growing‘ argument that. 
_ 

stricter environmental policy makes‘ firms 
more efficient by reducing wastes and 

' promoting more efficient production
' 

techniques. ‘ 

5 ‘2. Regulati_on_s and taxes have to be 
designed to get competitiveness right 
from an environmental and 
sustainability perspective. Business 
argues that there are already too many" 
regulationsand taxes to consider new . 

ones, especially measures that- will affect 
competitiveness orreduce, shareholder 

\ 

profits. Corporate interest in the ;status. 
quo——or in freeing up restrictions on the 
market—_—is thus evidence that industry is

, 

incapable of acknowledging what is really 7 

_ 

happening to the environment. 

Regulations and taxes are necessary for 
people to get the right infonnation about 
costs in the market place. Governments 
need to be more proactive in shifting 
competition’ policy away from 
unsustainable practices. No one should 
benefit from a false-economy, that is, an 
economy which does not account for '

, 

defensive expenditures or the depreciation
' 

of its natural capital assets.
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1o.o THE NATIONAL , 

DEFICIT AND DEBT REDUCTION TAKE PRIORITY OVER THE‘ ENVIRONMENT 1

V 

W 
Maoi1y’s Investors Service, the . . .. influential rating organization” based New York, stripped 
Canada of its AAA rating earlier this year . . . (Toronto Star, 1995)

V 

f1lo.[1iogrieciit and ‘Debt- 
Government priorities change with time:(In 

'1 

recent years, for example, federal and 
provincial governments have all been 
concerned with the level of debt they carry. 
The debt is the total amount of money a 
government has borrowed from its creditors. 
It is the result of adding up yearly budget 
d_eficits—.-—the deficit being the money that is - 

. borrowed in any one year to finance ' ' 

government. programs. 

The level of national debt is a question of 
government policy. On the one hand, there 

r are concerns aboutzwhether the debt burden is
i 

too high and- creating repayment problems as 
well as diminishing our ability to finance 

. 

‘ 

government programs..On the other hand, 
some neoclassical economiststargue that , 

Canada hasexperienced a major rece_ssion 
and may "grow"_its way out of its 
indebtedness when the economyvexpands. For 
the government, the debt is part of its 
juggling of priorities; 

N 

Ideally, agovernmentvwill want to both pay . 

down its'de_bt and finance it in the least
V 

expensive way possible. If a govemment
I 

decidesto service its debt at the expenseof _ 

i 

the environment,‘ the "implicit ,questionm_ay 
be: "When will the depletion of the 
environment be the least_ expensive way to ~

' 

service the debt?" This type of question 
' reflects the ‘failure of governments to 

/. 

recognize the economic value of the 
environment. ' ' 

‘ .1V0.2 Analyzing the Assertion 
- A market economy undervalues . 

environmental functions. For example, forests 
and wetlands provide drainage and A 

biodiversity services_.'These services are
' 

_' likelyito be ignored when _a government is. 
faced with priorities that are reflected in 

‘I market transactions. Debt service repayments’ 
mean that less money can be spent on 
environmental and other programs. 
Nevertheless, the national debt versus 
environmental programs is not an either/or 
situation. Both have to ‘be addressed. We 

, 
need to recognize that in addition to the 
"financial" debt we also have an 
"environmental". debt made up of the 
defensive expenditures required to restore 
and remediate ecological services and life 
support systems. 

‘
‘ 

544,:
"
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10.3 Sustainability Concepts 
The deficit—debt problemcan be discussed ‘

' 

‘with reference to three importantfissues:
_ 

. _environmental services", ecological debt and
V 

valuation. 
. 

" ’ 

V

' 

(a) ErivironmentaI.S_ervices , 
‘

, 

Jacobs (199325) discussestwo typ'es'0f 
environmental services. The first are 

_ , 

amenities whic_h_the'env'ir0nment provides for‘ 
direct and conscious consumption (e.g., space 
for recreation, scenery for aesthetic 

' '
' 

.enjoyr_nent).‘ The second, which he calls 'life—« 
's'upport,'are services which are intangible" and 
are indirectly consumed (e .g., genetic

‘ 

diversity, the regulation of climate). . 

Q If society overconsuimes theseservices
‘ 

(environmental consumption), it will 
undermine the capacity of the environment to 
provide them (environmental capacity). This 

“ 

_. 

jmeansthat societies needto maintain y" 

environmental capacity to protect the 
economic functions of the environment. 

T 

' These functions are "the provision of 
resources (raw materials and energy), the , 

[ assimilation of waste materials, and the
, 

performance of environmental services" 
(Jacobs, 1993:‘ 86).)Because the market 
economy ‘ignores sustainability criteria it 

~ ~ 
cannot protect these functions. In other 
words, the market cannot protect ~ 
,en.vir'on'rnental capacity-from too much 

_ 
environmental consumptidn.’ As a 
consequence, governments must intervene to 
constrain theeconomy within environmental —_ 

limits. The role of government will be to T 

'- 

determine what these limits are, adopt-them 
as sustainability targets, and develop policies 
for their achievement. While such steps 
requireithe consideration of government debt, 

'

‘ 

the current focus on financial debt in
' 

government budgets comes at the‘ expense of 
environmentalsservices. 

_. (b) ‘Ecological Debt 
Invthe‘ 1995_ federal budget, Canadians leamed: 

, about a $42 billion deficit for~1993—94 and a
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‘\ 

,$5.42.6‘billion national debt.’ Spomeyin the I 

environmental community were hoping that . 

this budget /would begin to"integratle_ 
environmental issues in economic" decision. 
making; They were disappointed, especially — 

those who wanted a budget that would focus ’ 

\ attention on the "ecological" deficit, the ‘ ’
‘ 

deficit created by decisions which do not 
‘protect ecological processes, biodiversity or 

0 

the sustainable utilization of species and 
natural resources. A year later, the "1996 
budgetindicated that the deficit had declined 

0 

to $32.7 billion in 1995/96. The government's 
deficit target, now 2% of GDP Or $17-.hillion,. 

‘ may be reached b’y'1997+98. At the same . . 

time, environmental liabilities which make up‘ 
’ our ecological deficit werenot addressed. 

An ecolo_gical‘deficit occurs_ when we live off 
ecological capital‘ rather than the income’ it

' 

provides. The collapse of the Atlantic fishery
' 

represents an illustrative example. This " 

V 

happens because subsidies and taxes 
* exacerbate resource depletion and 

~ environmental pollution. It happens because 
financial ‘accounting does not require 
‘ecologicalybookkeeping. 

’
' 

» The Auditor—G'eneral has recently focused
0 

attention on thisshortcoming. In a report on 
ft hazardous waste management, the federal 

government was faulted for not including in 
its, financial statements the potential liabilities 

_ 

H 

it faces for cleaning up the contaminated land ' 

’, itowns. Studies indicate that the clean upofv I
- 

federally owned hazardous waste siteswill ’ 

cost at least $2 billion: That'_s’part of our‘ 
ecological debt. Another part is the $10 
billion estimated for the disposal of“ l 

radioactive wastes over the next 70 years. 
Ottawa's share of this liability has not been 9 

included in the government's ‘financial f

. 

statements. 
’ 

’ 
i

‘ 

-’i9f=§3C§I1?1d§1;219961:-1-20)>..: '1: 

~ ~ 
b 

_ 

A recent VIJC report notes that the socialcosts . 

of the environmental deficit for just the four 
largest cleanup sites on the Niagara Riverare 
estimated at.$6 billion (US) over the“ next 30 
years, and\$19 billion (US) over the next 100 
years. The report states that "the latest 
‘published estimates to remediate the 
hazardous waste legacy in the United, States

4 

are in the range of $480 to $1,000 billion, 
with $750 billion the most.likely" (IJC, 1993: 

. 96-97). 
_

7 

I 

As we learn more about environmentally . 

harmful development practices, we also learn 7 

that ourecological deficit—debt problem is‘a 
major financial liability. But we would never '.

‘ 

know this by examining our national accounts
' 

and budgets. Governments are currently
I 

pursuingunfettered growth, not sustainability. ‘

~ jéizsu.ed,_ 

,wou:ld,.}t4ive‘.:b'een setiously ero__dedi,.(Gove9,i
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» (c) Valuationand Environmental 
Assessment A

' 

Thevery notion~,of,value‘in neoclassical ‘

‘ 

, 

economics is utilitarian. In this approach, 
‘environmental funct-ionshave to have a price 
which society is willing to pay if they are to_ 

i‘ be protected. But the factthat environmental
1 

functions have -"to have a price is evidence - 

i 

‘that the concepts and methods of neoclassical 
economics fail to integrate the, environment 
intoits decision making framework. From a 
public policy perspective, the idea that“ 
environmental functions can be-reduced to 

. monetary terms calculated by a small elite is 
questionable._ Aewider political debateyand 
extensive] community involvement in ‘

' 

assessing environmental values, many of ;
. 

wh‘ich‘a‘r'e intangible, is?require'd.e‘ 

210:4 Commentary 
i

, 

. The assertioii that deficitland debt reduction 
take-priority -over the environment has been 
‘debated in this chapter'.,'There‘ are two views 

A
‘ 

related to the debt: one is that the‘ 
government's main ‘concern should be to 3 

reduce the.,debt; the other is that the debt will 
sort itself out as the economy grows. When 

' 

the debt takes priority, the environment 
i_ suffers because,-it is perceived as having little 2 

_, 

“economic value. 
, 7 _, 

‘ 

_ 

t

' 

In order to value thelenvironment, 5 

governments mustaccount for the ecological ., 

debt. There is a rieed _for better valuation 
- methodologies and for the environmental 
assessmentof policies to ensure that this debt 
is reduced in conjunction with the financial 
debt. One major debating point is suggeste_d«_ 

” to counter the assertion that the national debt c 

takes priority over the environment. 

Ihe.Envir0nment—Econqmy Guide 
_, 

1. -Pi'otecting the environment contributes 
toldeficit reduction. Part of our debt can - 

be attributed to ecologically damaging 
‘subsidies (e.:g., agriculture, fishing, - ’ 

forestry and accelerated depletion 
allowances for mining, oil and gas- 
megaprojects): These subsidies are often

. 

viewed asriecessary for economic growth:
_ 

even though they perpetuate the process»
_ 

by which debt leads to more
, 

environmental degrada_tion.,Govemrnents - 

need. to intervene to ‘protect the 
environment by eliminating. — . 

7

_ 

environm'entally harmful subsidies that
' 

exacerbate the debt". By reducing 
subsidies and increasing taxes on 
environmentally harmful activities,

A 

' governments can improve their balance. of 
accounts and, hence, their ability to pay ' 

A 

outstanding loans.‘ “‘ 

i H " 
4 5

\ 
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I 11.oHCONCLiUSION T 

Linking environment and development» at the 
operational level has proven to be a difficult 
challenge‘. On the one hand, governments and 
industry ignore the links in national budgets 
and key economic policy decisions, progress 
in some areas notwithstanding. on the other 
hand, ltheretis a fear of debating the‘links. 

' Understanding them would threaten the status 
A

A 

.p quo. As a consequence, real deliberation at 
key industry and government decision—

‘ 

, 
centers is missing. How can this be changed? 
‘What information would ensure that the‘ links 
demand consideration? What arguments are 
so compelling that only a frivolous or 

_ 

reckless decisiorrmaker would avoid a — 
- ' 

thoughtful, earnest and responsible debate—’— )- 

one leading to effective environmental and 
sustainability outcomes? 

guide has attempted to set out the 
grammar by which environment—economy 
issues are‘ debated.

' 

r_1. It has providedabasic, _alb'eit incomplete, 
primer on neoclassical and ecological 
economic theory;

\ 

2. It has-proposed eight prescriptive 
' 

economic assertions about the ‘links 
~ between the environment and the ’ 

/1 

economy thatare worthy of debate; and,‘ 
l 

3. lt has providedarange of arguments that
h 

1 _ . 

can‘ be used as strategic responses to 
debate each assertion. 

Three general conclusions about the\gran'rr_,nar_ r 

of environment—economy links can bewdrawn. 

First, an understanding of the origins ofan ' 

economic assertion is‘ required to debate it . 

T 

. successfully. Since the guide is not_an ' understanding the grammar of the debate they 

'
. 

exhaustive treatment of-economics, it has
’ 

shortcomi_ngs.‘Moreover, because it faults the 
neoclassical persp,ect’i_ve, it invites significant 

, criticism. Hit'—and—run criticisms must be 
acceptedqfor what they are: an attempt to 
avoid.or monopolize the debate. They betray 
an inability of neoclassicalteconomics to 
assimilate the environment—economy 
discourse, a fear of-opening up an 
uncontrollable debate, an antagonism towards 

" those who raise it, and possibly even...a fear ,. 

' that sustainability proponents are right. 

Second, environment and sustainability
‘ 

proponents have to be familiar with critical 
_ 

ecological theory to construct a positive 
- economic message. It is not enough to be 
critical of present economic practices: _an 
altemative view of the. economy one is . 

l

, 

' seeking is required. Ecological criticisms of 
neoclassical economics must be made and 
tested at every opportunity. To this end, '

H 

easy‘—to—answer, systemic questions about
' 

business-government activity are particularly 
important..There is a need to avoid posing 
questions that can only lead to endless debate. 
about data; methods and scientific 
uncertainty. We need to ask: Does-the 
product, servicegprocess encourage more ~ 

A

3 
consumption of the_local environment? Does ’ 

_ it reduce or prohibit other beneficial uses of . 

the environment? Does it support strong 
; sustainability? Is it possible to predict the

‘ 

state of the environment in the futuregon the 
’ 

basis of the activity?
’ 

Third, environmental specialists do not have 3 I 

to have the environment-e_conom~y debate 
framed by economists and ‘others. They /can 
frame the debate themselves. By

V
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can appraise an economic assertion and 
identify its basic tenets. Three basic questions . 

V‘ 

~ are fundamental to understanding the
_ 

grammar of environment—eco_nomy issues. 

.1. What typeof economylisenvisaged? ’

. 

(Weak ‘versus strong sustainability). - 

(2. What is thedecisionmaking framework? 
(Balance or integration). 

I 

I 

' '3. iWhat are the tools or methods of . 

\ analysis? (Neoclassical or ecological 
economics). 

,1. «What type oflecononiyis envisaged?
4 

The Case for Strong Sustainability.‘ .- 

The wa in which roductive assets are 
V 

,Y P 
p _ 

passed on from one generationvto. another has 
implications for sustainability. Ecologists and. 
economists havebeen debating measures of a9 
"constant capital stock" condition for 

_ 

sustainability. The type of capital stock one 
‘ wishes to pass on-—manufactur'ed or natural 
'capital,——a_nd the degree of substitutability 
between them is a critical consideration. 

Conventional economists argue that there is 
no lossin the overall value of the capital 
stock if the returns from" the depletionof 

' natural capital assetsproduce an equivalent . 

value- of manufactured capital. In other 
words, they argue that manufactured capital

, 

. 
- such as an airport runway is an appropriate 
substitute for natural capital such as a - 

wetland. This position‘ has come to be" known 
as the weak sustainability criterion. . 

Ecological economists have a different view. 
They argue that societies must live on the 

,, 
~',".interest",and not further deplete the stock of 

» natural capital. For examp1e,_the collapse of 
the easticoast fishery can be attributed to the 
substitution folly of the weak sustainability‘

' 

The Envir0nment—'Econ0my Guide
a 

criterion. More fishingboats, and more ; 
extractive harvesting techniques, have proven 
to be an inadequate substitute for the depleted 

. fish stock, lostincornes, livelihoods and 
social disruption. We have aimodernfishing V 

fleet but no fish. In such situations, the gain ' 

inmanufactured capital is meaningless 

2. ~What is the decision making 
framework? The Case for Integration 

In the h"balanced" approach, the environment 
. 
is seen as a separate issue from thegeconomy’, 
one’ which has to be ‘weighed’ against"- 
economic considerations. Proponents argue 

‘ 

that the costs ,and benefits of environmental; 
pollution canebe calculated, that the right 
level of pollution is always greater than zero, 
and that society isalways better off 

~ 

._ 
permitting some level of environmental 

. pollution. This ensures that industries are 
competitive, people have jobs, and that 
wealth is created tosupport welfare and other 
public programs. In this approach, the “V 

environment is valued asa commodity and 
resourceforl human use. Whathwe tend to hear 
about the "balanced" approach is that "trade: ' 

offs ", exist. between the environment and 
competitiveness, the environment and jobs, 
the environment and economic growth, the 
environment and whatever, a trade—off that 

‘ should never harm someeconomic interest. - 

‘For many environmentalists’, framing ' " / 

environmental issues.as’trade—'offs.is - 

‘ 

symptomatic_ of an environmentally—_ 
. unfriendly systemof economic activity.

_ 

Critiques of current development practices by . 

the Brundtland Commission and the UN’ 
Conference on Environment and 

_ 
e

' 

Developrnent would not have been necessary 
if economic activity accounted for v 

environmental values; 
A

'

t 
«. 

)4

\ 

/' 

.

.

‘
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The balanced approach to.environment—u '

_ 

economy decisions _often leads to simplistic 
assertions about trade_—offs that may be half- 
truths, myths or caricatures of a complex

' 

situation».Forenvironmental specialists,
' 

wherever they may work,these assertions can 
' be problematic in policydebates. They‘ 
challenge the logic of protecting the

_ 

environment. To debate them, one must ask. 
more probing, sustainability—on'ented

' 

questions about the value of the environment. 

An alternative de‘cision—making ‘framework 
is based on the idea that economic and 

‘ '
‘ 

._ environmental values have to be~integrated' in 
all aspects of development planning". In an 
integrated approach the economy is‘t_reated as‘ 

\' a subsystem of the environment. Integration
I 

meansending the segregation ofecology in 
economic decisions and making it equal in" ‘A 

importance to other social andeconomic .

V 

issues. In this approach, decisions about ‘ 

industrial practices and consumer choicehave‘ 
to be made at the front eiid of development . 

planning and involve serious questions about 
resource and energy use", -product and process 

‘ ‘ 

design, extraction rates and assimilative 
capacity. this view, there-is a need for an

. 

integrated environmentjeconomy ‘approach to 
in 

sustainable development to "replace-the 
falsely-‘simplified ‘idea that there must be 
some tra_de—off between the environment and 
the economy. ‘ 

The two competing environment—economy
‘ 

framew_orks lead to conflict in policy 
deliberations. If, for the most part, industry is

V 

promoting a balanced ‘approach and 
environmental organizations an integrated I 

approach, ‘governments will be caught up in 
mediating between rival claims. If the role of 
government is to shift economic activity to 

' sustainable development, governments will 
_ 
-need to have a better appreciationof the : 

nature of these claims. 

, 
.3. What are‘ the tools or methods of 

‘ 
‘ 

‘analysis? The Case‘ for Ecological 
Economics. » V 

‘

I 

The choice of -'tools is about the means by 
which objectives are reached. If the objective‘

i 

is efficiency, one set of toolswill be
‘ 

preferred. .If it is effectiveness, another set. 
Once the ends are determined the means to 
achieve them will become part of the debate 

V about methodologies; But means and ends are 
often confused.‘ For environment and

I 

sustainability proponents, the challenge is to 
ensure that economic‘ efficiency does not » 

become an end i_n—itself. Debating 7 

,_ 
methodologies is _thus as important as 

\ debating the economic vision or the decision 
making framework. Some economic 
methodologies will have to bereplaced to 
advance integration and sustainability. 

This guide demonstrates‘ how one can 
respond to an assertion judged to be ‘in error. 
It [is a communications tool for environmental 
specialists who want to learn how to respond 
strategically to a questionable assertion about 

V economic activity‘. By _understanding the 
'. source of disagreements that arise from 
integrating economic and environmental 
decisions at the front—end of development 
planning, these specialists may be better. able . 

to negotiate new environment and ' 

a 

sustainability policy initiatives. An. 
understanding of the grammar of economics 

. and the emerging, grammar of environment4 
economy integration may ultimately lead to 
better conflictresolution skills. The

' 

assertions and sustainability concepts
_ 

outlined in the guide are designed to promote 
V’ 

a genuine understanding of the emerging
_ 

sustainability paradigm (Table 2). A better 
understanding of the environment—economy. 
debate isessential to a new economic 
perspective that values the environment. 
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' TAELE ZTENVIRONMENT AND ECONOMY: . 

A STRATEGIC RESPONSE MATRIX~

~ 
FREE MARKET - The best way to protect ~ 

property rights ensure environmental 
protection._

" 

Markets Natural Capital 
_ I 

the environment is to let the market operate Economic Efficiency ‘ Eco-Efficiency and the Factor 10 

freely ,- 
‘ 

' 

I \ ' 

’ Paret0'-Optimality ‘I 

_ 4 

Economy , .

_ 

' 

' 
‘ 

' Externalities 
‘ Environmental and Natural 

Market Failure 
it 

. 
Resource Accounting‘ 

A 

T ‘Sustainability-Planning 

X 
I 

_ 
Ecological Fiscal Reform

, 

ECONOMIC GROWTH 7- Economic growth Wealth Creation 
_ 

Thermodynamics
_ 

is required to protect the environment Economic Expansion Carrying Capacity 
in ‘ 

I ‘I J 
' Preferences - 

I 

Ecological Footprints and 
Luxury Goods Appropriated Carrying Capacity 
Cost-Benefit Analysis . Hicksian Income

‘ 

Distributive Equity lntergenerational ‘Equity A 

PRIVATE PROPERTY RIGHTS — Private Tragedy of the Commons ‘Sustainable Institutions . 

‘ Coase Theorem 
Private Ownership A 

.Va.luation for Strongsustainability 

INFORMATION» — Environmental decisions Decision—Making Under Uncertainty Precautionary Principle 

should not be made without full‘ scientific 
‘ Risk Management 

1 

Reverse Onus 
information ,‘ 

L 
‘ 

/ 

V " ' 
' '

' 

TECHNOLOGY -L New’ technologies will; Substitutability Precautionary Principle 

solve environmentalproblems 
" 

Technical Change Behaviour Change 
7 ' 

‘ Economic Growth 
'

I 

EMPLOYMENT, — Protecting the ' Economic Dynamics 
V 

Sustainable Livelihoods 
environment will-cost jobs "Technological Change Ecological Fiscal Reform 

‘ Labour Productivity 
‘ 

Transition Strategies 

COMPETITIVENESS — Higher ‘Competition Full Cost Accounting
I 

environmental standards make industry Profitability Ecological Fiscal Reform 
less competitive - 9 Market Failure EMS and Auditing 

’~ 
\ 

' 
‘ 

' Eco-Labelling 
‘ 

Life Cycle Assessment 
Environmental Performance Evaluation 

A 

{ Green Procurement 
, Sustainability Reporting ‘.

_ 

NATIONAL DEBT — Deficit and debt reductio Ability to_ Pay _, ‘ 

Environmental Services
' 

take priority over the environment - Interest Payments to Foreign Bond Ecological Debt 
' 

' 

Holders ' 

Least—Cost Financing 
Government Intervention - 

S

_ 

Values 

Valuation and Environmental 
' 

Assessment 

'Robert Gale, Ecological Economics Inc. \
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