‘Business as usual is not an option.’
Oliver James, author of Affluenza



“Tim Jackson provides a convincing case as to why conventional economic growth has not
and cannot deliver prosperity. By showing why this is the case, we have the tools to start to
build an economy based on sustainable development.’

Jan Bebbington, Professor of Accounting and Sustainable Development,

University of St Andrews

“This might well become as important for sustainable development as the Brundtland
Report.’
Paul-Marie Boulanger, Director of IDD

“Tim Jackson’s book simply resets the agenda for Western society. It is both radical and
timely. The choice is clear — either remake capitalism as he suggests or deal with the
consequences of our old ways.’

Bernie Bulkin, SDC commissioner for Climate Change, Energy and Transport,
former Chief Scientist of BP

‘A vital, much-needed, and timely work that deserves to be widely read, this is more than a
brilliant treatise on the difficulties of developing a truly sustainable economy. It is also an
important contribution to the increasingly urgent debate over the nature of the good life
and the good society.’

Professor Colin Campbell, Emeritus Professor of Sociology, University of York

‘Economic growth is both unsustainable on a finite planet and undesirable in its failure to
continue to improve real welfare. What we need is true prosperity without growth. Why we
must have this and how it can be achieved are compellingly explained in this essential work.
It is not sacrifice to adopt the measures advocated. It is a sacrifice of our current and future
well-being not to.’

Dr Robert Costanza, Gordon and Lulie Gund Professor of Ecological Economics and
Director, Gund Institute for Ecological Economics, University of Vermont

‘Provokes official thought on the unthinkable. No small accomplishment! I hope this gets
the serious attention it deserves.’

Professor Herman E. Daly, author of Steady-State Economics and recipient of the
Honorary Right Livelihood Award (Sweden’s alternative to the Nobel Prize)

“What makes it unthinkable to stop growth even though it is killing us? Tim Jackson boldly
confronts the structural Catch-22 that drives this madness and proposes in this lucid,
persuasive, and blessedly readable book how we might begin to get off the fast track to self-
destruction. Don’t miss it

Dianne Dumanoski, author of The End of the Long Summer and co-author of

Our Stolen Future



‘A must-read for anyone concerned with issues of climate change and sustainability — bold,
original and comprehensive. We have to define prosperity and welfare differently from the

past and separate them from economic growth measured as GDP: this work shows how we
should set about the task.’

Professor Lord Anthony Giddens, London School of Economics

“Tim Jackson refutes doctrinaire economist’s reckless mantra that growth is the panacea.
Prosperity without Growth’s hugely encouraging and thrilling theme is that humanity can
prosper without growth. In fact there is no other way left to us. We have so overfilled our
finite planet that the sources of our raw materials and the sinks for our wastes are both
damaged. Jackson’s clear and practical vision leads the burgeoning De-Growth movement
with Jonathon Porritt, Peter Victor, Herman Daly and Roefie Hueting, all in 2009.

Dr Robert Goodland, former Environmental and Social Adviser to the World Bank
Group, winner of International Union for Conservation of Nature’s Coolidge Medal of
Honor, 2008

“Tim Jackson cuts through the official cant and wishful thinking to tell us what we have
refused to admit — we cannot preserve a habitable planet and pursue endless economic
growth at the same time. In an era when all ideologies have failed, this book lays out the
basis for the only viable political philosophy for the 21st century.’

Clive Hamilton, author of Growth Fetish and Professor of Public Ethics, Centre for
Applied Philosophy and Public Ethics, Australia

“Zero growth is not only necessary, it is inevitable and will supersede Selfish Capitalism. In
this brilliant analysis, Tim Jackson has laid bare a system in crisis and has lit the way forward.’
Oliver James, author of Affluenza

‘If you want to understand why current growth centric economics is not fit for purpose
then read this book. This is the clearest and most important contribution to proving it’s
time to rethink growth economics in order to live the low carbon, poverty free and one
planet life we all need and want.’

Alan Knight, founder of Singleplanetliving

‘Endless growth on a finite planet, or endless misery-spreading recession — both represent
impossible futures. Here are some very powerful steps towards a possible, indeed a very
hopeful, alternate outcome!’

Bill McKibben, author of Deep Economy

“We were delighted when Professor Jackson spoke at our July Meeting at Lloyds Banking
HQ in London. He endorsed the feelings of many in the BCSD-UK that business as usual
is not an option. His clear and concise challenge of what is considered convention is timely
and highly appropriate.’

David Middleton, CEO, Business Council for Sustainable Development UK



‘Prosperity without Growth says it all: informatively, clearly, inspiringly, critically and
constructively, starting from the very troubled, unsustainable and unsatisfying economy we
have today and providing a robust combination of suggestions for going toward a
sustainable economy and fulfilling lives.’

Richard Norgaard, University of California, Berkeley

‘Rising consumption may not be sustainable, due to climate change, energy shortfalls, and
to social and psychological harms. In this compelling argument, Tim Jackson shows how
urgent it is to think of what might replace it, and what to aim for.’

Avner Offer, Professor of Economic History at Oxford, author of Challenge of Affluence

‘Stimulating and timely. This is the best attempt I've seen to build a trans-disciplinary
critique of economic growth, with prescriptions based in economic theory.’
Ronan Palmer, Chief Economist, The Environment Agency

“Tim Jackson’s book is a powerful intellectual challenge to an economic orthodoxy out of
touch with the real world of physical limits, global warming and peaking oil reserves. It is
refreshingly rigorous, honest and hopeful.’

Ann Pettifor, fellow of the new economics foundation and co-author of the Green New
Deal

“The idea that today’s model of consumption-driven economic growth will secure
sustainable, equitable and decent lives for 9 billion people between now and 2050 is literally
laughable. We've pretty much screwed the planet doing it that way for just the first billion.
The refusal of all the major parties even to acknowledge this incontrovertible reality, let
alone explore its implications, is disgraceful. Prosperity Without Growth is the first book in a
long time to go after the complacency and dishonesty that lies at the heart of contemporary
politics, and provides in the process a brilliant and compelling account of the crucial
importance of the growth debate.’

Jonathon Porritt, former chair of the UK Sustainable Development Commission

‘With the twin crises of ecology and economics now painfully apparent, the work of Tim
Jackson and his Commission has become indispensable. The cutting edge research and far-
reaching vision Jackson presents has already begun to re-define the debate about how to
achieve a future of human and planetary well-being. A must-read.’

Juliet Schor, author of Plenitude: The New Economics of True Wealth (forthcoming
2010), and Professor of Sociology, Boston College

“When it comes to resolving the tension between the environment and the economy the
watchword should be “less is more”. If you want to find out how we could all be healthier,
wealthier and a lot wiser you should read this book.’

Molly Scott Cato, Reader in Green Economics, Cardiff School of Management and
Economics Speaker for the Green Party



“This is the best account of the financial crisis and the state of society I have read in a long
time. It is honest about the state we are in but is not despairing. It outlines how we can
reshape the world so that we live in a sustainable, fairer and better way. And the beauty is
that the change that is needed will make us happier.’

Clare Short, MP

‘In the teeth of the economic crisis, Tim Jackson has written the most important book that
could possibly be written now. Economic growth may be the world’s secular religion, but as
Jackson eloquently describes, it is a god that is failing today — underperforming for most of
the world’s people and, for those of us in affluent societies, creating more problems than it
is solving. It destroys the environment, fuels a ruthless international search for energy and
other resources, and rests on a manufactured consumerism that is not meeting the deepest
human needs. Jackson therefore calls upon us not just to restore the economy but to
reinvent it, and to realize a true prosperity beyond growth. In this path-breaking book,
Jackson offers a bold agenda for system change.’

James Gustave Speth, author of The Bridge at the Edge of the World: Capitalism, the

Environment, and Crossing from Crisis to Sustainability

“We live in a finite world but with infinite demands. Human wants, political convenience
and intellectual inertia trump planetary limits. Tim Jackson makes headway in setting
signposts towards a more sustainable future. Will we have the courage to take the less
trodden path? And if not now, when?’

Camilla Toulmin, Director of the International Institute for Environment &
Development (IIED)

“This is one of the most brilliant analyses I've seen. It is a thoughtful and action-oriented
masterpiece, with an eye open to how to overcome resistance to the task ahead.’

Arnold Tukker, Netherlands Organisation for Applied Scientific Research

‘Can we achieve prosperity without growth, or even do we need to? This is one of the
fundamental questions of our time. Tim Jackson’s book clearly demonstrates how our
passion for consumption drives unsustainable results and it opens up the potential for a new
model of consumerism that delivers a more sustainable world.’

Chris Tuppen, Chief Sustainability Officer, BT
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Forewords

A Foreword by Herman E. Daly

The fundamental axiom of growth, rigorously stated by Kenneth
Boulding, is that “When something grows, it gets bigger!” When the
economy grows it too gets bigger. So, dear economist, when the
economy grows, (a) exactly what is it that is getting bigger? (b) How
big is it now? (c) How big could it possibly get? (d) How big should
it be? Given that economic growth is the top priority for all nations,
one would expect that these questions would get major attention in
all economics textbooks. In fact (b), (c) and (d) are not raised at all,
and (a) is answered unsatisfactorily. Prosperity Without Growth makes
a large contribution to filling this void. Given academic economists
long track record of mind-numbing irrelevance it should perhaps not
be so surprising that this report originated in the government.
Exactly what is growing? One thing is GDP, the annual
marketed flow of final goods and services. But there is also the
throughput — the metabolic flow of useful matter and energy from
environmental sources, through the economic subsystem (produc-
tion and consumption), and back to environmental sinks as waste.
Economists have focused on GDP and, until recently, neglected
throughput. But throughput is the relevant magnitude for answer-
ing the question about how big the economy is — namely how big
is the economy’s metabolic flow relative to the natural cycles that
regenerate the economy’s resource depletion and absorb its waste
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emissions, as well as providing countless other natural services? The
answer is that the economic subsystem is now very large relative to
the ecosystem that sustains it. How big can the economy possibly
be before it overwhelms and destroys the ecosystem in the short
run? We have decided apparently to do an experiment to answer
that question empirically! How big should the economy be, what is
its optimum scale relative to the ecosystem? If we were true econo-
mists we would stop throughput growth before the extra
environmental and social costs that it causes exceed the extra
production benefits that it produces. GDP does not help us
discover this point since it is based on conflating costs and benefits
into ‘economic activity’ rather than comparing them at the margin.
There is much evidence that some countries have passed this opti-
mal scale, and entered an era of uneconomic growth that
accumulates illth faster than it adds to wealth. Once growth
becomes uneconomic at the margin it begins to make us poorer,
not richer. Therefore it can no longer be appealed to as necessary to
fight poverty. It makes it harder to fight poverty!

The claim is often made that wealth can continue to grow with
no further growth in throughput and its illth-inducing depletion
and pollution. This book discusses that exaggeration very well
under the heading of ‘absolute and relative decoupling’. But
suppose, contrary to experience, that absolute decoupling of GDP
from throughput becomes possible thanks to technology. Would
that not provide all the more reason to limit throughput, since it
would apparently no longer be required in order to generate wealth,
yet certainly remains environmentally costly? Saving the growth
economy by appealing to disembodied or ‘angelized GDT’ is
implicit surrender to the case that Jackson has so cogently made.

But let me stop here — my intention was only to whet the reader’s
appetite for this important study, not to summarize it!

Herman E. Daly
Professor, University of Maryland, School of Public Policy



Forewords

A Foreword by Bill McKibben

Spells are hard to break, especially if you've been under one for a
long time — any reader of fairy tales knows that. And it’s all the
harder if they didn’t start out as fairy tales.

For a couple of hundred years, economic growth really was
enchanting. It brought problems, yes, but they were outweighed by
steady improvements in many areas, not just in longevity but in
opportunity. That spell threatened to break in the 1960s and early
1970s — once Rachel Carson had taken some of the shine off
modernity, environmentalists and economists started producing a
series of profound analyses, most notably Limits to Growth, by an
MIT team, and Small is Beautiful from E. E Schumacher. And
these were influential enough that, by the end of the 1970s, polls
showed Americans were at least evenly divided on the question of
whether more growth was desirable.

But the spell got a new lease on life with Ronald Reagan and
Margaret Thatcher, and with the boom that followed — a boom
marked by radical inequality, but a boom nonetheless. “There is
no alternative’, Mrs Thatcher was fond of saying — which, if true,
would be very bad news. Because we now begin to suspect that
our relentless economic expansion is causing trouble that makes
Silent Spring look like a fairy tale of its own. Global warming
literally threatens the underpinnings of our civilization, and it’s
caused, quite directly, by the endless growth of material
economies.

Some of that growth, in some form, is still needed — much of the
underdeveloping world needs more. But the overdeveloped world
clearly needs less, and not just for environmental reasons. One
study after another has shown in recent years that the tie between
more stuff and more happiness has broken down — that economic
growth is now more likely to yield isolation (those vast suburban
castles) and disconnection.

iii
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So the time has never been better for a sober and clearheaded
book like this, which lays out what we know in clear terms — one is
tempted to say so clear that even an economist might understand
them. But dont bet on that — they've got the most at stake and will
be the last to wake up from this spell. Which is why the rest of us
had really better pay attention!

Bill McKibben
author of Deep Economy
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A Foreword by Mary Robinson

On 10 December 2008, the world marked the 60th anniversary of
the Universal Declaration of Human Rights. This first international
statement of the inherent dignity and equal rights of all people,
forged in the aftermath of two world wars and the Holocaust,
remains one of the most forward-looking accomplishments in
human history. Over the past six decades, the Universal Declaration
has provided inspiration for millions of people around the world in
the struggle for equality and justice and has set a ‘common standard
of achievement’ to measure the progress of nations.

Tragically, the rights affirmed in the Universal Declaration too
often remain unmet in countries around the world. Nowhere is this
more true than in the protection of economic and social rights. In
spite of notable successes, today’s world remains one of stark
contrasts. At a time of unparalleled prosperity for some, 54 coun-
tries are poorer now than they were a decade ago. Worldwide, the
number of people living in chronic poverty and daily insecurity has
not changed for more than ten years, with women and children
suffering disproportionately.

Perhaps most extraordinary of all is that six decades of economic
growth — and a global economy which is now more than five times
the size it was in 1948 — has not brought about equivalent progress
on fulfilling basic human rights to adequate food, access to health
care and education or to decent employment. And the situation for
some has worsened.

In a world of nearly 6.7 billion people, 4 billion still live with-
out basic entitlements. By the middle of this century, when the
population is expected to rise to over 9 billion, if the distribution of
wealth on the planet remains so skewed, many more people will be
impoverished.

In this provocative and timely book, Tim Jackson asks what
prosperity means in such a world, and whether economic growth
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can be the sole basis for delivering prosperity. No one denies that
economic development is essential to improving access to basic
entitlements in the poorest nations, but Jackson’s vital contribution
here is to challenge the assumption that continued consumption
growth, without greater attention to equity and sustainability, can
really deliver prosperity for all. The question at the heart of this
book is essentially one of social justice.

Jackson invites us to look beyond common conceptions of social
progress and face up to the economic challenges of the future.
Some of these are long-standing challenges: how to secure the right
of everyone to a decent standard of living, to shelter, health, nutri-
tion, employment, family, and economic security. Others are less
familiar but are as urgent as any we have faced before. The threats
of climate change, rapid deforestation, looming scarcities in water,
food and fuel, for example — all these represent urgent threats to
people’s livelihoods across the world. And inevitably, it will be the
poorest and the most vulnerable who will suffer most.

What does prosperity mean in a world of 9 billion people living
under the threat of climate change and resource scarcity? One thing
is absolutely clear. It cannot mean business as usual. It cannot mean
more of the same. Even if the recent global economic crisis ‘goes
away’, the idea that the economic systems and policies we have
today can solve the problems of tomorrow does not seem plausible.

Human rights and prosperity are intimately linked. The
Universal Declaration remains a vital blueprint for a meaningful
prosperity. A new economics fit for purpose is absolutely essential
if that promise is to be delivered. It is my hope that the important
ideas contained in this book contribute to that task.

Mary Robinson

President, Realizing Rights: The Ethical Globalization Initiative
UN High Commissioner for Human Rights (1997-2002)
President of Ireland (1990-1997)



Forewords

A Foreword by Pavan Sukhdev

Classical economists including Adam Smith designed our thinking
framework for economics in a world in which global capital and
trade were measured in millions, not trillions of dollars. But that
was two and a quarter centuries ago. Land was plentiful, labour was
cheap, energy was not a major factor of production and the scarce
input to production was financial capital. The capitalist thus
achieved a social purpose and was feted and rewarded, not pilloried
for causing the worst financial and economic crises. How times
have changed.

Bill McKibben brackets the steam engine and that other ‘engine’
— economic growth — as the two most significant discoveries of the
18th century. No doubt, both have improved well-being for a
significant part of humanity. The engine of economic growth
created jobs, avoided recessions and became a ubiquitous yardstick
for progress in the 20th century. This was despite the fact that its
key measure ‘GDP growth’ does not capture many vital aspects of
national wealth and well-being, such as changes in the quality of
health, the extent of education and changes in the quality and
quantity of our natural resources. And yet, GDP growth had
become the ‘mantra’ by which governments benchmarked their
performance, managed their economies and indeed sought re-elec-
tion.

The history of post-war economic growth has been one of
unsustainable development: unsustainable for the planet’s ecosys-
tems, for its species diversity and indeed for the human race. By
some recent yardsticks of sustainability, our global ecological foot-
print has doubled over the last 40 years, now standing at 30 per
cent higher than the Earth’s biological capacity to produce for our
needs, and is poised to go higher. Based on population projections
alone, 50 per cent more food than is currently produced will be
required to feed the global population by 2050.

XVii
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Already, 35 per cent of the Earth’s surface has been converted for
agriculture, limiting the scope for the future productivity of natural
systems. The livestock sector represents the world’s single largest
human use of land and largest sectoral source of water pollutants.
Grazing land covers 26 per cent of the Earth’s surface, while animal
feed crops account for about a third of arable land. Extending agri-
cultural production will have consequences for biodiversity and is
also a major factor in rising deforestation: in the tropics, deforesta-
tion is occurring at a rate of about 12.5 million hectares per
annum, representing not only a serious loss of ecosystems and
biodiversity, but also creating one-fifth of anthropogenic CO, emis-
sions. Without a ‘green carbon’ regime in place yet for controlling
such emissions, we are at risk of perpetuating a polarized ‘brown
carbon’ regime, requiring extensive conversions of pasture land,
cropland and forests into bio-energy crops, in the process emitting
more CO, than was saved by switching to bio-energy.

There is now an increasing awareness that something is very
wrong, and that in fundamental ways, human society needs to
change in order to solve any of the capacity constraints
described above. From many directions, fingers are being
pointed at the ongoing economic crisis, itself a result of crises in
fuel, food and finance, and at the parallel crisis in our ecologi-
cal and climate commons, suggesting that both share a common
cause: our failed economic model. The distributional challenge
arising from unsustainable growth is particularly difficult
because those who have largely caused the problems — rich
countries — are not going to suffer the most, at least not in the
short term. For instance, if climate change resulted in a drought
that halved the income of the poorest of the 28 million
Ethiopians, this would barely register on world GDP — it would
fall by less than 0.003 per cent.

The Millennium Development Goals (MDGs) represent the
world’s ambition to attack poverty. The target for these goals was
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2015, a date that looks ominously too close to suggest a successful
outcome. Social stresses are mounting as a result of wider dispari-
ties in living standards, and because poverty is as much about
self-respect as it is about food, clothing and shelter. Yet another
deep worry.

But perhaps not all is lost. Anecdotal evidence abounds showing
that achievement of the MDGs assumes sound environmental
practice and governance. Exemplarily, safeguarding tropical forests
in developing countries provides exceptional opportunities to link
two of the most serious problems threatening human well-being
today: poverty and climate change. It also brings side-benefits:
food, fibre, fuel wood, freshwater and soil nutrients. It helps
control drought, and buffer against natural hazards — which will
only increase with climate change. This is an example of making
use of ‘natural capital’ to solve big problems, an avenue not enough
explored today because mankind has disconnected itself from the
natural world, spiritually and mentally. Human society needs to
change — its economics, its accounts, its implicit biases against
natural capital (versus man-made capital), against public wealth
(versus private wealth) and against logical and less consumption
(versus manic and more). And perhaps above all, human society
needs to re-examine and change its relationship with nature to one
of harmony and co-existence.

In this thought-provoking book, Tim Jackson acknowledges that
society faces a profound dilemma: economic growth is unsustain-
able, but ‘de-growth’ — or economic contraction — is unstable. The
‘escape route’ from this dilemma is to try and ‘decouple’ economic
activity from its impacts. But there is no evidence at all that this is
working, and global resource consumption is still rising. Meeting
climate change targets will require reductions in carbon intensity
two orders of magnitude higher than anything achieved historically.
Faced with this challenge, the book engages in a critical re-exami-
nation of the economic structure and social logic of consumerism.

XIX
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Prosperity without Growth proposes a new way forward, allowing

humankind to survive and to thrive within the finite resources of
the planet.

Pavan Sukbdev

Head, Green Economy Initiative, UNER

and Study Leader, TEEB



1
Prosperity Lost

| think all of us here today would acknowledge that we’ve lost
that sense of shared prosperity.
Barack Obama, 27 March 2008'

Prosperity is about things going well for us: in accordance with our
hopes and expectations.” ‘How’s life?” we ask each other. ‘How are
things?” Everyday exchanges convey more than casual greeting.
They reveal a mutual fascination for each other’s well-being.
Wanting things to go well is a common human concern.

It’s understood that this sense of things going well includes some
notion of continuity. We aren’t inclined to think that life is going
swimmingly, if we confidently expect things to fall apart tomorrow.
“Yes, 'm fine, thanks. Filing for bankruptcy tomorrow.” Such a
response wouldn't make sense. There is a natural tendency to care
about the future.

There is a sense too in which individual prosperity is curtailed in
the presence of social calamity. That things are going well for me
personally is of little consolation if my family, my friends and my
community are all in dire straits. My prosperity and the prosperity
of those around me are intertwined. Sometimes inextricably.

Writ large, this shared concern translates itself into a vision of
human progress. Prosperity speaks of the elimination of hunger and
homelessness, an end to poverty and injustice, hopes for a secure
and peaceful world. And this vision is important not just for



Prosperity without Growth

altruistic reasons but often too as reassurance that our own lives are
meaningful. It brings with it a comforting sense that things are
getting better on the whole — rather than worse — if not always for
us then at least for those who come after us. A better society for our
children. A fairer world. A place where those less fortunate will one
day thrive. If I cannot believe this prospect is possible, then what
can I believe? What sense can I make of my own life?

Prosperity in this sense is a shared vision. Echoes of it inhabit
our daily rituals. Deliberations about it inform the political and
social world. Hope for it lies at the heart of our lives.

So far so good. But how is this prospect to be attained? Without
some realistic way of translating hope into reality, prosperity
remains an illusion. The existence of a credible and robust mecha-
nism for achieving prosperity matters. And this is more than just a
question of the machinery of doing well. The legitimacy of the
means to live well is part of the glue that keeps society together.
Collective meaning is extinguished when hope is lost. Morality
itself is threatened. Getting the mechanism right is vital.

One of the key messages of this book is that we're failing in
that task. Our technologies, our economy and our social aspira-
tions are all mis-aligned with any meaningful expression of
prosperity. The vision of social progress that drives us — based on
the continual expansion of material wants — is fundamentally
untenable. And this failing is not a simple falling short from
utopian ideals. It is much more basic. In pursuit of the good life
today, we are systematically eroding the basis for well-being
tomorrow. We stand in real danger of losing any prospect of a
shared and lasting prosperity.

But this book isn’t a rant against the failings of modernity. Nor
is it a lament on the inevitability of the human condition. There are
undoubtedly some immutable constraints on our prospects for a
lasting prosperity. The existence of ecological limits to human
activity maybe one of these. Aspects of human nature may turn out



Prosperity Lost

to be another. Taking heed of these constraints is central to the
spirit of this investigation.

The overriding aim of this book is to seek viable responses to the
biggest dilemma of our times: reconciling our aspirations for the
good life with the constraints of a finite planet. The analysis in the
following pages is focused on finding a credible vision of what it
means for human society to flourish in the context of ecological
limits.

Prosperity as growth

At the heart of the book lies a very simple question. What can pros-
perity possibly look like in a finite world, with limited resources and
a population expected to exceed 9 billion people within decades?’
Do we have a decent vision of prosperity for such a world? Is this
vision credible in the face of the available evidence about ecological
limits? How do we go about turning vision into reality?

The prevailing response to these questions is to cast prosperity in
economic terms and to call for continuing economic growth as the
means to deliver it. Higher incomes mean increased choices, richer
lives, an improved quality of life for those who benefit from them.
That at least is the conventional wisdom.

This formula is cashed out (almost literally) as an increase in the
gross domestic product (GDP) per capita. The GDP is broadly
speaking a measure of ‘economic activity’ in a nation or region.* As
we shall see later, there are good grounds to question whether such
a crude measure is really sufficient. But for now it’s a fair reflection
of what is meant, in broad terms, by rising income. A rising per
capita GDP, in this view, is equivalent to increasing prosperity.’

This is undoubtedly one of the reasons why GDP growth has
been the single most important policy goal across the world for
most of the last century. Such a response clearly still has an appeal-
ing logic for the world’s poorest nations. A meaningful approach to
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prosperity must certainly address the plight of the 1 billion people
across the world who are living on less than $1 a day — half the price
of a small cappuccino in Starbucks.

But does the same logic really hold for the richer nations, where
subsistence needs are largely met and further proliferation of
consumer goods adds little to material comfort? How is it that with
so much stuff already we still hunger for more? Might it not be
better to halt the relentless pursuit of growth in the advanced
economies and concentrate instead on sharing out the available
resources more equitably?

In a world of finite resources, constrained by strict environmen-
tal limits, still characterized by ‘islands of prosperity’ within ‘oceans
of poverty’,” are ever-increasing incomes for the already-rich really a
legitimate focus for our continued hopes and expectations? Or is
there perhaps some other path towards a more sustainable, a more
equitable form of prosperity?

We'll come back time and again to this question and explore it
from a variety of different perspectives. But it's worth making quite
clear here that to many economists the very idea of prosperity with-
out growth is a complete anathema. Growth in the GDP is taken
for granted. Reams and reams have been written about what it’s
based on, who’s best at making it happen and what to do when it
stops happening. Far less is written about why we might want it in
the first place.

But the relentless quest for more that lurks within the conven-
tional view of prosperity is not without some claim to intellectual
foundation. In short, the reasoning goes something like this. The
GDP counts the economic value of goods and services exchanged
on the market. If were spending our money on more and more
commodities it’s because we value them. We wouldn’t value them if
they weren't at the same time improving our lives. Hence a contin-
ually increasing per capita GDP is a reasonable proxy for a rising

prosperity.
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But this conclusion is odd precisely because prosperity isn’t obvi-
ously synonymous with income or wealth. Rising prosperity isn't
self-evidently the same thing as economic growth. More isn’t neces-
sarily better. Until quite recently, prosperity was not cast specifically
in terms of money at all; it was simply the opposite of adversity or
affliction.® The concept of economic prosperity — and the elision of
rising prosperity with economic growth — is a modern construction.
And it’s a construction that has already come under considerable
criticism.

Amongst the charges against it is that growth has delivered its
benefits, at best, unequally. A fifth of the world’s population earns
just 2 per cent of global income. The richest 20 per cent by contrast
earn 74 per cent of the world’s income. Huge disparities — real
differences in prosperity by anyone’s standards — characterize the
difference between rich and poor. Such disparities are unacceptable
from a humanitarian point of view. They also generate rising social
tensions: real hardships in the most disadvantaged communities
which have a spill-over effect on society as a whole.’

Even within the advanced economies, inequality is higher than
it was 20 years ago. While the rich got richer, middle-class incomes
in western countries were stagnant in real terms long before the
current recession. Far from raising the living standard for those who
most needed it, growth let much of the world’s population down
over the last 50 years. Wealth trickled up to the lucky few.

Fairness (or the lack of it) is only one of the reasons to question
the conventional formula for achieving prosperity. Another is the
growing recognition that, beyond a certain point at least, continued
pursuit of economic growth doesn’t appear to advance and may
even impede human happiness. Talk of a growing ‘social recession’
in advanced economies has accompanied the relative economic
success of the last decade.”

Finally, and perhaps most obviously, any credible vision of pros-
perity has to address the question of limits. This is particularly true
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of a vision based on growth. How — and for how long — is contin-
ued growth possible without coming up against the ecological
limits of a finite planet?

The question of limits

Concern over limits is as old as the hills. But its recent history can
be thought of as having three distinct phases. Late in the 18th
century, the Parson Thomas Robert Malthus raised it in his enor-
mously influential Essay on Population. In the 1970s, it was raised
again in a different form in the Club of Rome’s Limits to Growth
report. The third phase is the one we find ourselves in now:
concerns over climate change and ‘peak oil’"" compete for attention
with fears of economic collapse.

Raising the spectre of Malthus is dangerous, of course. He’s
roundly condemned for all sorts of reasons. Some of them — such
as his jaundiced view of poverty and fierce opposition to the Poor
Laws — quite valid. It was Malthus, after all, who gave economics
the reputation for being a ‘dismal science’. So it might as well be
said upfront that Malthus was wrong. At least in so far as the partic-
ulars of his claims."

His argument (massively condensed) was that growth in popula-
tion always runs faster than growth in the resources available to feed
and shelter people. So sooner or later the population expands
beyond the ‘means of subsistence’ and some people — the poorest
inevitably — will suffer.

That he failed to see (and even defended) the structural inequali-
ties that kept people locked into poverty is one of Malthus’ failings.
But he was also wrong about the maths. The global population is
now more than six times the size it was in Malthus’ day. And this is
partly because the means of subsistence expanded considerably faster
than population did — completely counter to Malthus’ premise. The
global economy is 68 times bigger than it was in 1800."
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He missed completely the longer term implications of the
massive technological changes already taking place around him. Nor
could he have foreseen that with development would come a consid-
erable slowing down of the rate of population increase. Today,
increasing affluence is driving resource throughput faster than popu-
lation growth is."* The means of subsistence more than kept pace
with people’s propensity to reproduce, largely because of the easy
availability of cheap fossil fuels. And yet the massive increases in
resource use associated with a global economy almost 70 times
bigger than the one in his day, might still have given Parson Malthus
pause for thought. How could such increases possibly continue?

That was the question asked by a group of scientists commis-
sioned by the Club of Rome in the 1970s to explore the question
of ecological limits. Donella and Dennis Meadows and their
colleagues looked at exponential growth in resource use, population
and economic activity since the industrial revolution and asked
themselves a very simple question. How could these kinds of curves
(Figure 1.1(a)) possibly continue in the way conventional economic
projections supposed they would?

They knew that natural ecosystems obeyed very different kinds
of curve (Figure 1.1(b)). Could it be that the massive advances in
human progress were after all nothing more than the steep early
growth associated with the left hand side of a bell-shaped curve?
And that inevitably, just like any other ecosystem that exceeds its
resource base, we were heading for collapse?

The Meadows argued that resource scarcities would push
prices up and slow down the possibilities for future growth.
Eventually, if material throughput wasn’t curtailed, the resource
base itself would collapse and with it the potential for continued
economic activity — at least, at anything like the scale anticipated
by the optimists.

Collecting together as much data as they could find on resource
extraction rates and available reserves, they set themselves the task
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a) Economic growth

b) Ecological overshoot
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Figure 1.1 Growth curves for economic and ecological systems

Source: Author

of figuring out when the turning points would arrive — the points
at which real scarcity might begin to bite.

As it turned out, and as they themselves were later to admit, they
also got it wrong. But not by anything like as much as Malthus got
it wrong. Back in the 1970s, the Meadows expected to see signifi-
cant resource scarcities before the new Millennium. That didn’t
happen. Remember this was almost 40 years ago when basic data
on natural resources were even scarcer than they are today. But the
prospect of scarcity wasn't far behind their expectations.”

Most significantly, the peak oil debate had already emerged as a
fiercely contentious issue by the year 2000. The ‘peak-ists” argued
that the peak in oil production was only a matter of years away,
possibly already on us. Their opponents pointed to the massive
reserves still lying in the tar sands and oil shales. Getting the oil out
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might be costly and environmentally damaging, but absolute
scarcity was still a long way away, claimed the optimists.

Meanwhile the price of oil rose steadily. Oil price hikes had
already shown they have the potential to destabilize the global
economy and threaten basic securities. In July 2008 oil prices
reached $147 a barrel (Figure 1.2). Though they fell sharply in the
following months, the threat of peak oil hasn’t gone away. The
rising trend had returned by early 2009.

Even the International Energy Agency (IEA) now suggests that
the ‘peak’ could arrive as early as 2020. Other commentators
believe it could be even sooner. Oil will not disappear beyond that
peak. But it will be scarcer and more costly to extract. The era of
cheap oil would to all intents and purposes be gone and the
economics of energy would be irrevocably altered as a result.'®
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Figure 1.2 Global commaodity prices: January 2003—July 2009"

Source: Drawn by the author from data in note 17.
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Oil is not the only commodity for which resource scarcity will
be an issue within decades. Food prices also rose sharply in the year
to July 2008, sparking riots on the streets in some countries.
Beyond the spike, the underlying trend appears to be rising once
again (Figure 1.2). Productive land, as Malthus himself recognized,
is the ultimate resource when it comes to basic subsistence.
Conflicts over land use, particularly related to the use of land for
growing bio-fuels, were certainly one of the factors pushing food
prices up through 2008. No-one imagines these conflicts will
become easier over time.

The trend in mineral prices has been rising too. This isnt
surprising. Demand is growing and even at current extraction rates,
a number of important minerals measure their time to exhaustion
in decades rather than centuries. As extraction rates increase, the
horizon of scarcity shortens.

If the whole world consumed resources at only half the rate the
US does, for example, copper, tin, silver, chromium, zinc and a
number of other ‘strategic minerals’ would be depleted in less than
four decades. If everyone consumed at the same rate the US does
today, the time horizon would be less than 20 years. Some rare
earth metals will be exhausted in a decade even at current global
consumption rates."

All kinds of factors were at play during the commodity price
‘bubble’ of 2008. Some of them were just about short-term policy.
Everyone agrees that it’s difficult to glean much about real scarcity
from short-run price fluctuations. This fact is seized on by optimists
wanting to downplay the question of resource scarcity. But it’s also
worrying that commodity prices are just too volatile to offer reliable
information about imminent scarcity. The threat of scarcity was
enough to send them rocketing. They were equally prone to collapse
in the face of recession. Through both peak and trough, the under-
lying physical resource base moved inexorably towards exhaustion.
The market is just too self-obsessed to measure this.
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As an economist commented to me in the middle of the credit
crisis: ‘we didn’t get the recession that many economists, looking at
the commodity bubble, thought we'd get, the one driven by high
resource prices. But one thing is for sure: that recession is coming.
Sooner or later. And when that happens, the price impact will be
no less shocking than it was during 2008. Its impact on the econ-
omy will be devastating.

This third phase of the limits debate is different from the last
two. Resource scarcity — the problem of ‘sources’ in the language of
environmental economists — is only part of the concern. The debate
is driven even more strongly by the problem of ‘sinks’ — the capac-
ity of the planet to ‘assimilate’ the environmental impacts of
economic activity. ‘Even before we run out of oil,” explains ecolo-
gist Bill McKibben, ‘we’re running out of planet.’

Climate change is one of these sink problems. It’s brought about
by the accumulation of greenhouse gases in the atmosphere — accel-
erated by human activities, especially the burning of fossil fuels.
The ability of the climate to assimilate these emissions without
incurring ‘dangerous’ climate change is fast running out.

Brought to the world’s attention in the late 1980s by climate
scientist James Hansen and others, climate change has risen up the
political agenda inexorably over the last two decades. Its visibility
was given a massive boost by the influential Stern Review published
in 2006. A former World Bank economist, Nicholas Stern was
asked to lead a review of the economics of climate change for the
UK Treasury. The review concluded that a small early hit on GDP
(perhaps as low as 1 per cent of GDP) would allow us to avoid a
much bigger hit (perhaps as high as 20 per cent of GDP) later on.*

It’s telling that it took an economist commissioned by a govern-
ment treasury to alert the world to things climate scientists — most
notably the Intergovernmental Panel on Climate Change (IPCC) —
had been saying for years. This is partly a testament to the power of
economists in the policy world. But the impact of the Stern report
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was also due to the seductive nature of its message. Climate change
can be fixed, it said, and we'll barely notice the difference.
Economic growth can go on more or less as usual.

We'll have occasion to look at that message a bit more closely in
what follows. The history of climate policy certainly suggests some
caution in believing things will be that easy. The Kyoto Protocol
committed the advanced economies to greenhouse gas emission
reductions equivalent to about 5 per cent over 1990 levels by 2010.
But things haven’t worked out that well. Globally, emissions have
risen by 40 per cent since 1990.

In the meantime, the science itself has moved on. The Stern
Review took as its target the task of stabilizing carbon emissions
in the atmosphere at 550 parts per million (ppm).* Most scien-
tists — and Stern himself — now accept that that target won't
prevent dangerous anthropogenic climate change. The IPCC’s
Fourth Assessment Report argues that a 450 ppm target will be
needed if climate change is to be restricted to an average global
temperature increase of 2°C.* Achieving that target could mean
reducing global emissions by up to 85 per cent over 1990 levels
by 2050.>

Two articles published in the journal Nature in April 2009 chal-
lenge even that conclusion. The authors argue that what matters is
the total greenhouse gas budget we allow ourselves over the period
to 2050. Global atmospheric concentrations are already at
435 ppm. And if we want a 75 per cent chance of staying below
2°C, the global economy can only afford to emit a total of 1 thou-
sand billion tonnes of carbon dioxide (CO,) between the year 2000
and the year 2050. Crucially, they show that by 2008 we had
already used up a third of this budget. Staying within the budget is
going to be more demanding even than existing 450 ppm stabiliza-
tion scenarios suggest.”

The message from all this is a profoundly uncomfortable one.
Dangerous climate change is a matter of decades away. And we're
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using up the climate ‘slack’ too quickly. It may take decades to
transform our energy systems. And we have barely started on that
task. As the science improves it becomes clearer that a warming
world may pose the gravest threat to survival we face. Though it
came late to the party, the climate may just turn out to be the
mother of all limits.

Beyond the limits

This brief sketch of ecological limits does no justice at all to the
accumulating wealth of understanding about resource scarcity or
climate change. It hasn’t even touched on questions of rapid defor-
estation, historically unprecedented biodiversity loss, the collapse of
fish stocks, water scarcity or the pollution of soil and water
supplies. Interested readers must go elsewhere for detailed discus-
sions of these issues.”

In a sense, the details are not the point. Nobody seriously
disagrees with the assessment of impacts. It's now widely acknowl-
edged, for example, that an estimated 60 per cent of the world’s
ecosystem services have been degraded or over-used since the mid-
20th century.®

During the same period of time the global economy has grown
more than 5 times. If it continues to grow at the same rate, it will
be 80 times bigger in 2100 than it was in 1950.” This extraordi-
nary ramping up of global economic activity has no historical
precedent. Its totally at odds with our scientific knowledge of the
finite resource base and the fragile ecology on which we depend for
survival.

A world in which things simply go on as usual is already incon-
ceivable. But what about a world in which an estimated 9 billion
people all achieve the level of affluence expected in the OECD
nations?”® Such an economy would need to be 15 times the size of
today’s economy (75 times what it was in 1950) by 2050 and 40
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times bigger than today’s economy (200 times bigger than in 1950)
by the end of the century.” What on earth does such an economy
look like? What does it run on? Does it really offer a credible vision
for a shared and lasting prosperity?

For the most part, we avoid the stark reality of these numbers.
The default assumption is that — financial crises aside — growth will
continue indefinitely. Not just for the poorest countries, where a
better quality of life is undeniably needed, but even for the richest
nations where the cornucopia of material wealth adds little to
happiness and is beginning to threaten the foundations of our well-
being.

The reasons for this collective blindness are (as we shall see in
more detail later) easy enough to find. The modern economy is
structurally reliant on economic growth for its stability. When
growth falters — as it did dramatically during the latter stages of
2008 — politicians panic. Businesses struggle to survive. People lose
their jobs and sometimes their homes. A spiral of recession looms.
Questioning growth is deemed to be the act of lunatics, idealists
and revolutionaries.

But question it we must. The idea of a non-growing economy may
be an anathema to an economist. But the idea of a continually grow-
ing economy is an anathema to an ecologist. No subsystem of a finite
system can grow indefinitely, in physical terms. Economists have to
be able to answer the question of how a continually growing
economic system can fit within a finite ecological system.

The only possible response to this challenge is to suggest — as
economists do — that growth in dollars is ‘decoupled’ from growth
in physical throughputs and environmental impacts. But as we shall
see more clearly in what follows, this hasn't so far achieved what’s
needed. There are no prospects for it doing so in the immediate
future. And the sheer scale of decoupling required to meet the
limits set out here (and to stay within them while the economy
keeps on growing in perpetuity) staggers the imagination.
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In short, we have no alternative but to question growth. The
myth of growth has failed us. It has failed the 1 billion people who
still attempt to live on half the price of a cup of coffee each day. It
has failed the fragile ecological systems on which we depend for
survival. It has failed, spectacularly, in its own terms, to provide
economic stability and secure people’s livelihoods.

Of course, if the current economic crisis really does indicate (as
some predict) the end of an era of easy growth, at least for the
advanced nations, then the concerns of this book are doubly rele-
vant. Prosperity without growth is a very useful trick to have up
your sleeve when the economy is faltering.

The uncomfortable reality is that we find ourselves faced with
the imminent end of the era of cheap oil, the prospect of steadily
rising commodity prices, the degradation of air, water and soil,
conflicts over land use, resource use, water use, forestry and fishing
rights, and the momentous challenge of stabilizing the global
climate. And we face these tasks with an economy that is funda-
mentally broken, in desperate need of renewal.

In these circumstances, a return to business as usual is not an
option. Prosperity for the few founded on ecological destruction
and persistent social injustice is no foundation for a civilized
society. Economic recovery is vital. Protecting people’s jobs — and
creating new ones — is absolutely essential. But we also stand in
urgent need of a renewed sense of shared prosperity. A deeper
commitment to justice in a finite world.

Delivering these goals may seem an unfamiliar or even incon-
gruous task to policy in the modern age. The role of government
has been framed so narrowly by material aims and hollowed out by
a misguided vision of unbounded consumer freedoms. The concept
of governance itself stands in urgent need of renewal.

But the economic crisis presents us with a unique opportunity
to invest in change. To sweep away the short-term thinking that has
plagued society for decades. To replace it with considered policy
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capable of addressing the enormous challenge of delivering a lasting
prosperity.

For at the end of the day prosperity goes beyond material plea-
sures. It transcends material concerns. It resides in the quality of
our lives and in the health and happiness of our families. It is
present in the strength of our relationships and our trust in the
community. It is evidenced by our satisfaction at work and our
sense of shared meaning and purpose. It hangs on our potential to
participate fully in the life of society.

Prosperity consists in our ability to flourish as human beings —
within the ecological limits of a finite planet. The challenge for our
society is to create the conditions under which this is possible. It is
the most urgent task of our times.



2
The Age of
Irresponsibility

This has been an age of global prosperity. It has also been an
era of global turbulence. And where there has been irrespon-
sibility, we must now clearly say: the age of irresponsibility
must be ended.

Gordon Brown, September 2008'

The conventional formula for achieving prosperity relies on the
pursuit of economic growth. Higher incomes will increase well-
being and lead to prosperity for all, in this view.

This book challenges that formula. It questions whether
economic growth is still a legitimate goal for rich countries, when
huge disparities in income and well-being persist across the globe
and when the global economy is constrained by finite ecological
limits. It explores whether the benefits of continued economic
growth still outweigh the costs and scrutinizes the assumption that
growth is essential for prosperity. In short, it asks: is it possible to
have prosperity without growth?

This question was thrown into sharp relief during the course of
writing the book. The banking crisis of 2008 led the world to the
brink of financial disaster and shook the dominant economic
model to its foundations. It redefined the boundaries between
market and state and forced us to confront our inability to manage
the financial — let alone social or environmental — sustainability of
the global economy.
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Consumer confidence was shattered. Investment stalled
completely and unemployment rose sharply. Advanced economies
(and some developing countries) were faced with the prospect of a
deep and long-lasting recession. Trust in financial markets is likely
to suffer for some considerable time to come. Public sector finances
will be stretched for a decade or more.

Raising deep, structural questions about the nature of prosperity
in this climate might seem inopportune if not insensitive. “That is
not what people are interested in when financial markets are in
turmoil,” admits billionaire George Soros of his own attempt to dig
deeper into the global credit crisis.?

But it’s clear that some serious reflection is in order. Not to stand
back and question what has happened would be to compound fail-
ure with failure: failure of vision with failure of responsibility. If
nothing else, the economic crisis presents a unique opportunity to
address financial and ecological sustainability together. And, as this
chapter argues, the two things are intimately related.

In search of villains

The causes of the crisis are disputed. The most prominent villain
was taken to be subprime lending in the US housing market. Some
highlighted the unmanageability of the ‘credit default swaps™ used
to parcel up ‘toxic debts’ and hide them from the balance sheet.
Others pointed the finger of blame at greedy speculators and
unscrupulous investors intent on making a killing at the expense of
vulnerable institutions.

A dramatic rise in basic commodity prices during 2007 and early
2008 (Figure 1.2) certainly contributed to economic slowdown by
squeezing company margins and reducing discretionary spending.
At one point in mid-2008, advanced economies were facing the
prospect of ‘stagflation’ — a simultaneous slowdown in growth with
arise in inflation — for the first time in 30 years. Oil prices doubled
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in the year to July 2008, while food prices rose by 66 per cent,
sparking civil unrest in some poorer nations.’?

All of these can be counted as contributory factors. None on its
own offers an adequate explanation for how financial markets
managed to destabilize entire economies. Why loans were offered
to people who couldn’t afford to pay them off. Why regulators
failed to curb individual financial practices that could bring down
monolithic institutions. Why unsecured debt had become so domi-
nant a force in the economy. And why governments had
consistently turned a blind eye or actively encouraged this ‘age of
irresponsibility’.

Political response to the crisis provides us with some clues. By
the end of October 2008, governments across the world had com-
mitted a staggering $7 trillion of public money — more than the
GDP of any country in the world except the US — to secure risky
assets, underwrite threatened savings and recapitalize failing banks.*

No-one pretended that this was anything other than a short-
term and deeply regressive solution, a temporary fix that rewarded
those responsible for the crisis at the expense of the taxpayer. It was
excused on the grounds that the alternative was simply unthink-
able.

Collapse of the financial markets would have led to a massive
and completely unpredictable global recession. Entire nations
would have been bankrupted. Commerce would have failed en
masse. Livelihoods would have been destroyed. Homes would have
been lost. The humanitarian cost of failing to save the banking
system would have been enormous. Those who resisted the US’s
Troubled Assets Relief Program (TARP) on its first reading through
Congress appeared oblivious to these consequences, inflamed as
they were with commendable indignation over the unjustness of
the solution.

But the harsh reality was that politicians had no choice but to
intervene in the protection of the banking sector. In the language
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of the media, Wall Street is the lifeblood of Main Street. The health
of the modern economy hangs on the health of the financial sector.
Anything less than total commitment to its survival would have
been unthinkable. The appropriate goal of policy at that point in
time was incontestably to stabilize the system: to reassure savers, to
encourage investors, to assist debtors, to restore confidence in the
market: very much as governments around the world tried to do.

They were only partially successful — halting an immediate slide
into chaos but failing to avert the prospect of a deep recession
across the world. This prompted a further round of economic
recovery packages early in 2009 which aimed to ‘kick-start’
consumer spending, protect jobs and stimulate economic growth
again. In Chapter 7 we explore some of these ‘stimulus packages’ in
more detail.

It was abundantly clear, by the time the G20 nations convened
in London in April 2009, that a little reflection was in order.
Political leaders, economists and even financiers accept the point.
The suspension of practices like short-selling; increased regula-
tion of financial derivatives; better scrutiny of the conditions of
lending: all of these had become widely accepted as inevitable and
necessary responses to the crisis. There was even a grudging accep-
tance of the need to cap executive remuneration in the financial
sector.’

Admittedly, this last concession was born more of political
necessity in the face of huge public outcry over the bonus culture
than through recognition of a point of principle. In fact, huge exec-
utive bonuses were still being paid. Goldman Sachs paid out $2.6
billion in end of year (2008) bonuses in spite of its $6 billion dollar
bailout by the US government, justifying these on the basis that
they helped to ‘attract and motivate’ the best people.©

But many of these responses were seen as short-term inter-
ventions, designed to facilitate the restoration of business as usual.
Short-selling was suspended for six months, rather than banned.
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The part-nationalization of financial institutions was justified on
the basis that shares would be sold back to the private sector as soon
as reasonably possible. The capping of executive remuneration was
‘performance related’.

Extraordinary though some of these interventions were, they
were largely regarded as temporary measures, necessary evils in the
restoration of a free-market economy. The declared aim was clear.
By pumping equity into the banks and restoring confidence to
lenders, the world’s leaders hope to restore liquidity, re-invigorate
demand and halt the recession.

Their ultimate goal was to protect the pursuit of economic
growth. Throughout the crisis, that was the one non-negotiable:
that growth must continue at all costs. Renewed growth was the
end that justified interventions unthought of only a few months
previously. No politician seriously questioned it.

And yet allegiance to growth was the single most dominant
feature of an economic and political system that led the world to
the brink of disaster. The growth imperative has shaped the archi-
tecture of the modern economy. It motivated the freedoms granted
to the financial sector. It stood at least partly responsible for the
loosening of regulations, the over-extension of credit and the prolif-
eration of unmanageable (and unstable) financial derivatives. It is
generally agreed that the unprecedented consumption growth
between 1990 and 2007 was fuelled by a massive expansion of
credit and increasing levels of debt.

The labyrinth of debt

The capitalist economy runs on debt. For such a central feature of
the society in which we live it’s remarkably poorly understood by
many of us. But that’s partly because it's become so complex. Even
the basic terminology isn’t straightforward. Consumer debt is
different from public debt is different from external debt. Gross
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debt is different from net debt. Media coverage during the crisis
consistently confused these terms. And to make matters worse, the
different kinds of debt have very different implications for house-
holds, for the government and for the nation as a whole (Box 2.1).

One clearly identifiable feature of advanced economies in the
period preceding the crisis was the rise and rise of consumer indebt-
edness. Over the course of more than a decade consumer debt
served as a deliberate mechanism for freeing personal spending
from wage income and allowing consumption to drive the dynam-
ics of growth.

Not all economies were equally susceptible to this dynamic.
Indeed it’s a feature of the system of debt that for one part of the
global economy to be highly indebted, another part must be saving
hard. During the first decade of the 21st century, the savers were
largely in the emerging economies. The savings rate in China
during 2008 was around 25 per cent of disposable income, while in
India it was even higher at 37 per cent.

Even within the advanced economies, there were clear distinc-
tions between nations. One of the most interesting of these is
between the different ‘varieties’ of capitalism identified by Harvard
historian Peter Hall and Oxford economist David Soskice.

In an extensive study of differences across market economies,
Hall and Soskice distinguish two main types of capitalism within
advanced nations. The so-called ‘liberal market economies’ (specif-
ically Australia, Canada, New Zealand, the UK and the US) led the
march towards liberalization, competition and deregulation during
the 1980s and 1990s. The so-called ‘coordinated market
economies (including Belgium, France, Germany, Japan and the
Scandinavian countries) were much slower to de-regulate and tend
to depend more heavily on strategic interactions between firms —
rather than competition — to coordinate economic behaviour.”

Both varieties of capitalism are in common agreement about the
pursuit of economic growth. But they differ on the right prescrip-
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tion for it. One of the key differences lies in levels of consumer
indebtedness. Typically the liberal market economies have encour-
aged higher levels of consumer debt than coordinated market
economies in order to maintain consumption growth.

The UK and the US seem to have been particularly prone to
this. Consumer debt in the UK more than doubled in the decade
before the crisis. Even during 2008, as recession loomed, debt was
growing at the rate of £1 million every 11 minutes. Though the rate
of growth slowed down — as it tends to do in a recession — by the
end of 2008, the cumulative consumer debt still stood at almost
£1.5 trillion, higher than the GDP for the second year running.®
Savings, on the other hand, had plummeted. During the first quar-
ter of 2008, the household savings ratio in the UK fell below zero
for the first time in four decades (Figure 2.1).
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Box 2.1 Debt in perspective

Lending and borrowing money is (in normal times at least) a funda-
mental feature of the modern economy (see Chapter 6). Households,
companies and governments all participate both in lending (e.g. through
savings and investments) and in borrowing (e.g. through loans, credit
accounts and mortgages). Financial debts (sometimes called liabilities)
are the accumulated money owed at any one point in time by a person,
a firm, a government or indeed the nation as a whole.

A fundamental principle of capitalism is that these accumulated
liabilities attract interest charges over time. Debt rises in two ways:
firstly by borrowing more money (e.g. for increased public spending)
and secondly through interest accumulated on the debt. For any given
interest rate, a higher level of debt places a greater demand on people’s
income to pay off the interest and stop the debt accumulating.

Some of this requirement could be met from revenues generated by
people's own financial ‘assets’ or savings. By participating in the economy
both as savers and as borrowers, people can try and balance their finan-
cial liabilities (money borrowed) against their financial assets (money
lent). The extent to which it ‘matters’ how much debt we hold depends
(in part) on this balance between assets and liabilities. And as the
current crisis has shown, on the financial reliability of the assets.

Three aspects of debt have attracted media and policy attention over
the last decade: consumer (or personal) debt, the national debt and the
gross external debt. Though all are concerned with money owed, these
debts are quite different and have different policy implications. The
following paragraphs set out the key elements of each and their rele-
vance for economic sustainability.

Consumer debt

Consumer (or personal) debt is the amount of money owed by private
citizens. It includes home loans, credit card debt and other forms of
consumer borrowing. Personal debt in the UK is currently dominated by
home loans, which at the end of 2008 comprised 84 per cent of the
total. For as long as the value of homes continued to rise, people’s finan-
cial liabilities (home loans) are offset by the value of their physical assets
(homes). Problems arise when house values collapse. Liabilities are no
longer balanced by assets. When this is compounded (as in a recession)



The Age of Irresponsibility

by falling incomes, debt — and the financial viability of households —
becomes highly unstable. Like much of the growth economy (Chapters
4 and 6), financial stability turns out to be dependent in an unsustainable
way on growth — in this case growth in the housing market.

National debt

The national (or public sector) debt is the money that government
owes to the private sector'® When a government continually runs a
deficit (spends more than it receives in revenues) the national debt rises.
Just as for households, reducing the debt is only possible when the public
sector runs a surplus (it spends less than it receives). Increased debt is a
common feature of public finances during recession. But servicing this
debt — without compromising public services — depends heavily on
future government revenues increasing. This can happen in only three
ways. First, by achieving the desired aim of growth. Second, by increasing
the tax rate. And third, by using the debt to invest in productive assets
with positive returns to the public purse. A continually rising public debt
in a shrinking economy is a recipe for disaster.

External debt

The total debt held outside the country by government, business and
households is called the external debt. The sustainability of this debt
depends on a complex mix of factors including the extent to which it is
balanced by external assets, the form of both assets and liabilities
(including the currency in which they are held) and the relative strength
of domestic currency on the international market. Particular pressure is
placed on an economy when its economy is shrinking and its currency
is losing value. In extreme circumstances, a country may find itself unable
to attract investors willing to support its spending and unable to liqui-
date its assets to compensate for this. At this point the level of external
debt relative to the GDP becomes critical. Calling in debts worth almost
five times the national income, for instance, would be catastrophic.

Debt and the money supply

The amount of debt held by government, business and households is
closely linked to the supply of money in the economy. Most of the ‘new’
money in national economies is now created by commercial banks in
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the form of loans to customers. Governments through their central
banks attempt to control how much money is created in the form of
debt through two related instruments. One is the base rate — the rate
at which the central bank loans money to commercial banks. The other
is the reserve requirement — the percentage of deposits that banks are
required to hold in reserve and which cannot therefore be used to
make loans. The higher the reserve requirement the fewer loans are
made. The lower the base rate, the more likely commercial banks are to
make loans. Over the last decade, the US Federal Reserve (and many
other central banks) used an expansionary monetary policy to boost
consumer spending. This worked to protect growth for a while but ulti-
mately led to unsustainable levels of debt and destabilized the money
markets. This is one of the reasons for calls to increase the reserve
requirement (see Chapter | I).

People are encouraged into debt by a complex mix of factors, includ-
ing their own desire for social status and the incentives put in place
to boost high-street sales. We return to the importance of this twin
dynamic in later chapters of the book. But it’s also salient to note
that the structural requirement for increased consumption has been
facilitated over the last two decades by expanding the money supply.
And this has directly affected the level of indebtedness (Box 2.1).

The important point here is that when this strategy becomes
unstable — as it did during 2008 — it places large sections of the
population at risk of lasting financial hardship. Inevitably, that risk
falls mainly on those who are most vulnerable already — the lower
income groups who profited less from the last two decades of
growth." Far from delivering prosperity, the culture of ‘borrow and
spend’ ends up detracting from it.

The same vulnerability can afflict the nation as a whole. The
public sector debt measures how much government owes to the
private sector. Again, levels of indebtedness tend to vary widely
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across nations, though the pattern is less obvious than for consumer
debt. France, Germany, Canada and the US all have public sector
debts above 60 per cent of GDP. Italy and Japan hold public sector
debts that are higher than their GDP. Norway by contrast holds no
public debt at all; on the contrary it has enormous financial assets.

Typically, the public sector debt rises sharply through times of
crisis. This has been particularly noticeable during wartime, when
public sector borrowing can increase dramatically to fund the war
effort. Between 1939 and 1944, US military spending rose from 2
per cent of national income to 54 per cent of national income.
Germany’s military spending reached 60 per cent of national
income at its peak in 1944. This extraordinary mobilization of
national resources for war is of interest in its own right as an illus-
tration of the possibilities for mobilizing economic activity in times
of crisis. But it was only achieved by increasing the national debt.
The US debt rose from around 40 per cent of GDP to over 100 per
cent of GDP in the space of half a decade.”

Similar things happen during periods of financial crisis when
governments tend to borrow money in order to stimulate recovery
(see Chapter 7). The enormous sums of money needed to stabilize
the banking system in late 2008 and early 2009 were largely funded
through increased public sector borrowing. Partly as a result of the
bailouts, the UK public sector debt is expected to double from less
than 40 per cent of GDP (the Treasury’s self-imposed ceiling) in
2007 to at least 80 per cent of GDP by 2012. This is still lower
than the public sector debt in Japan which has struggled with a
faltering economy for many years.

Public sector debt is not in itself a bad thing. It simply reflects
the amount of money that government owes to the private sector.
This includes money saved by its own citizens. And the idea that
citizens hold a financial interest in the public sector has some clear
advantages. It can be thought of as part of the ‘social contract
between citizen and state. But when the household savings rate
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collapses (Figure 2.1) and the national debt rises, further borrow-
ing increases what is called the external debt (Box 2.1) — the money
a country borrows from outside its own boundaries. This inevitably
exposes the nation to the volatility of international markets.

Some countries are better placed than others to weather this
volatility. External debt varied widely across nations (Figure 2.2)
during 2007/8, from as little as 5 per cent of GDP (in China and
India for example) to over 900 per cent of GDP (in Ireland). In the
UK, the gross external debt increased seven and a half times in the
space of just two decades. By the end of 2008, it was equivalent to
almost five times the GDP and ranked as the second highest
absolute level of external debt in the world after the US.

These external liabilities were set off — at least in part — by a
higher than usual level of external assets. But in an unstable market
this placed the UK in a vulnerable financial position. More to the
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Figure 2.2 Gross external debt across nations (2007/8)"
Source: CIA' World Factbook, see note |3.
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point, as the International Monetary Fund (IMF) points out, this
position was deliberately courted by the UK in its role as an inter-
national centre of finance.

The architecture of financial recovery in the wake of the 2008
crisis — and in particular the role of the public sector as an equity-
holder in the banks — owed much to the UK Prime Minister,
Gordon Brown. In this respect, the UK government attracted
deserving praise for its response to the crisis. Part-nationalizing the
banks may have been suboptimal from a free-market perspective
but it was considerably more progressive than simply pumping in
cash or guarantees to ensure liquidity. At least it allowed for the
possibility of a financial return to the public purse.

At the same time, what became clear through the crisis was the
extent to which economic policy over two decades had positioned
the UK slap bang across an emerging fault line in the financial
sector. High levels of consumer debt and the second highest level of
external debt in the world were not just accidental features of
economic life, but the result of specific policies to increase liquidity
and boost spending. The one area of fiscal prudence in the UK — a
relatively low level of public sector debt — became the first casualty
of the collapse.

This is not to suggest that the UK is alone in facing the severity
of the current crisis. On the contrary, in an increasingly globalized
world, it was difficult for any country to escape the recession. Even
those economies — like Germany, Japan and China — which
retained strong manufacturing sectors, largely avoided consumer
debt and delivered strong public sector surpluses, still suffered.
During the last quarter of 2008, Germany’s economy sank faster
than any other European nation, contracting by 2.1 per cent."

Ironically, Germany had found it hard to increase domestic
consumption fast enough over the preceding decade. Unable to
persuade its own consumers to spend, it had achieved growth by
building a strong manufacturing sector and exporting to countries
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like the US where consumers were still prepared to spend rather
than save. But when credit collapsed and consumer spending
slowed everywhere, these export markets dried up too, hitting the
German economy harder than most.

Differences in the structure of economic growth hold some
interesting lessons for the challenge of devising a sustainable econ-
omy. We'll return to the implications of this in later chapters.
What's clear for now is that the roots of the economic crisis are
much deeper than one particular country’s dalliance in the banking
sector or another’s reliance on export markets. In fact, they lie at
least in part in the concerted effort to free up credit for economic
expansion across the world.

In The New Paradigm for Financial Markets, George Soros traces
the emergence of what he calls a ‘super-bubble’ in global financial
markets to a series of economic policies to increase liquidity as a
way of stimulating demand. Loosening restraints on the US Federal
Reserve, de-regulating financial markets and promoting the securi-
tization of debts through complex financial derivatives were also
deliberate interventions. Their overriding aim was to promote
economic growth."”

In short, what emerges from all this is that the market was not
undone by isolated practices carried out by rogue individuals. Or
even through the turning of a blind eye by less than vigilant regu-
lators. The very policies put in place to stimulate growth in the
economy led eventually to its downfall. The market was undone by
growth itself.

The enemy within

Securitization of mortgage debts (for example) was championed at
the highest level, spearheaded by Alan Greenspan, former chairman
of the Federal Reserve. In The Age of Turbulence, Greenspan defends

the practice explicitly, arguing that ‘transferring risk away from ...
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highly leveraged loan originators can be critical for economic stabil-
ity, especially in a global environment.®

In testimony to US Congress in late October 2008, Greenspan
admitted to being ‘shocked’ that markets hadnt worked as
expected.” But this only underlines the point that these interven-
tions were deliberate. All along the way, decisions to increase
liquidity were made with a view to expanding the economy. As an
Economist leader article remarked: ‘Amid the crisis of 2008 it is easy
to forget that liberalization had good consequences as well: by
making it easier for households and businesses to get credit, dereg-
ulation contributed to economic growth.”

For over two decades, de-regulation of financial markets was
championed under monetarism as the best way to stimulate demand.
The monetarists may have been reacting against the levels of public
debt incurred by Keynesian spending programmes in the 1970s."”
But a strategy that ended up replacing public debt with private debt
was always a risky one. “When the music stops, in terms of liquidity,
things will be complicated,” the CEO of Citibank reportedly
remarked, just before the bubble burst. ‘But as long as the music is
playing, youve got to get up and dance. We're still dancing.™

By the end of 2008, Citibank was no longer dancing. No bank
was. The music had clearly stopped — and things were definitely
complicated.” Just how complicated was indicated by the sheer size
of the international bailout and the fact that even an estimated
$7 trillion of taxpayers money proved insufficient to guarantee
stability and avoid recession.

In short, the message from this chapter is that the ‘age of irre-
sponsibility’ is not about casual oversight or individual greed. The
economic crisis is not a consequence of isolated malpractice in
selected parts of the banking sector. If there has been irresponsi-
bility, it has been much more systematic, sanctioned from the top,
and with one clear aim in mind: the continuation and protection
of economic growth.
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Ecological debts

The realization that the credit crisis and the ensuing recession were
part of a systemic failure in the current economic paradigm is rein-
forced by an understanding of the resource and environmental
implications of economic growth.

The commodity price ‘bubble’ that developed over several years
and peaked in mid-2008 had clearly burst by the end of the year
(Figure 1.2). It now seems likely that the very high prices attributed
to key commodities in mid-2008 were in part the result of specu-
lation and in part the result of identifiable supply-side problems
such as limited refinery capacity in the face of high demand.

But this short-term bubble sat on top of a rising trend in
commodity prices that cannot entirely be explained away in these
terms. Environmental factors, resource and land scarcities, also
played a key part and will inevitably continue to do so as the econ-
omy recovers. As Chapter 1 has already suggested, concerns around
peak oil are gathering momentum. The natural rate of decline in
established oil fields is now believed to be as high as 9 per cent a
year.”

Economic expansion in China and the emerging economies has
accelerated the demand for fossil fuels, metals and non-metallic
minerals (see Chapter 5) and will inevitably reduce the reserve life
of finite resources. The competition for land between food and bio-
fuels clearly played a part in rising food prices. And these demands
in their turn are intimately linked to accelerating environmental
impacts: rising carbon emissions, declining biodiversity, rampant
deforestation, collapsing fish stocks, declining water supplies and
degraded soils.

The material and environmental impacts of growth were para-
mount in prompting this inquiry. The economic crisis may appear
to be unrelated; but it is not. The age of irresponsibility demon-
strates a long-term blindness to the limitations of the material



The Age of Irresponsibility

world. This blindness is as evident in our inability to regulate finan-
cial markets as it is in our inability to protect natural resources and
curtail ecological damage. Our ecological debts are as unstable as
our financial debts. Neither is properly accounted for in the relent-
less pursuit of consumption growth.

To protect economic growth we have been prepared to counte-
nance — and have even courted — unwieldy financial and ecological
liabilities, believing that these are necessary to deliver security and
keep us from collapse. But this was never sustainable in the long-
term. The financial crisis has shown us that it isn’t even sustainable
in the short-term.

The truth is that we have failed to get our economies working
sustainably even in financial terms. For this reason, responses to the
crisis which aim to restore the status quo are deeply misguided and
doomed to failure. Prosperity today means nothing if it undermines
the conditions on which prosperity tomorrow depends. And the
single biggest message from the financial meltdown of 2008 is that
tomorrow is already here.
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Redefining
Prosperity

The good life of the good person can only be fully realised in

the good society. Prosperity can only be conceived as a condi-

tion that includes obligations and responsibilities to others.
Zia Sardar, November 2007

The prevailing vision of prosperity as a continually expanding
economic paradise has come unravelled. Perhaps it worked better
when economies were smaller and the world was less populated.
But if it was ever fully fit for purpose, it certainly isn’t now.

Climate change, ecological degradation and the spectre of
resource scarcity compound the problems of failing financial
markets and economic recession. Short-term fixes to prop up a
bankrupt system aren’t good enough. Something more is needed.
An essential starting point is to set out a coherent notion of pros-
perity that doesn’t rely on default assumptions about consumption
growth.

Accordingly, this chapter searches for a different kind of vision
for prosperity: one in which it is possible for humans beings to
flourish, to achieve greater social cohesion, to find higher levels of
well-being and yet still to reduce their material impact on the envi-
ronment.

Any cursory examination of the literature reveals that, beyond
the narrow economic framing of the question, there are some
strong competing visions of prosperity.” Some of these visions hail
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from psychology and sociology; others from economic history.
Some draw on secular or philosophical viewpoints; others from the
religious or ‘wisdom’ traditions.?

There are differences between these approaches. But there are
also some striking similarities. Many perspectives accept that pros-
perity has material dimensions. It is perverse to talk about things
going well if you lack the basic material resources required to
sustain yourself: food and water to be adequately nourished or
materials for clothing and shelter. Security in achieving these aims
is also important.

But from at least the time of Aristotle, it has been clear that
something more than material security is needed for human beings
to flourish. Prosperity has vital social and psychological dimen-
sions. To do well is in part about the ability to give and receive love,
to enjoy the respect of your peers, to contribute useful work and to
have a sense of belonging and trust in the community. In short, an
important component of prosperity is the ability to participate
freely in the life of society.

Some approaches suggest a ‘transcendental’ need in human
beings. For the more religious perspectives this may entail belief in
some higher power. But even secular understandings accept that the
human psyche craves meaning and purpose in life.

Some perspectives — particularly from the wisdom traditions —
add in an important moral or ethical component to prosperity.
Islamic commentator Zia Sardar argues that ‘prosperity can only be
conceived as a condition that includes obligations and respon-
sibilities to others.” The same principle is enshrined in the Quaker’s
Moral Economy Project.* My prosperity hangs on the prosperity of
those around me, these traditions suggest, as theirs does on mine.

There is an interesting overlap between components of prosperity
and the factors that are known to influence subjective well-being or
‘happiness’ (Figure 3.1). Indeed, to the extent that we are happy
when things go well and unhappy when they don’t, there is an
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Figure 3.1 Factors influencing subjective well-being (happiness)®
Source: GIK NOP, October 2005. See note 8.

obvious connection between prosperity and happiness. This doesn’t
necessarily mean that prosperity is the same thing as happiness. But
the connection between the two provides a useful link into recent
policy debates about happiness and subjective well-being.”

In fact, there are at least three different candidates on offer here
as concepts of prosperity. It’s useful to distinguish carefully between
them. Perhaps the easiest way to do this is to borrow from Amartya
Sen, who set out the distinctions very clearly in a landmark essay on
‘the living standard’ first published in 1984.” One of Sen’s concepts
was characterized by the term opulence, another, by the term uzility

and a third through the idea of capabilities for flourishing.
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Prosperity as opulence

