

[image: ]











[image: ]



















Graphs and Illustrations




[image: ]










1.1 Britain and the US running in reverse 21


2.1 Commodore Perry forces Japan to open up to  international trade 36


3.1 Purchasing power of builders’ wages in England, 1264–1954 55


5.1 Lenders claim more British company earnings 73


5.2 A building society’s response to bank competition 75


5.3 How industry sectors fared under Mrs Thatcher 77


6.1 The end of the American Dream 85


6.2 Governments spend more national income 89


6.3 Big firms increase their market share 92


7.1 How the press greeted the discovery of growth 102


7.2 The rich restore their fortunes 107


7.3 Fairer shares: a recipe for longer life 108


7.4 Getting sicker year by year 109


7.5 Lung cancer goes up while smoking comes down 117


8.1 Rise in British unemployment, 1951–1988 129


8.2 Why children can no longer play safely 136


8.3 When the economy booms, crime growth slows 142


9.1 Growth means increased traffic 156


9.2 Growth of car travel, 1952–1988 157


9.3 Increase in paid holiday entitlements 164


10.1 The ozone layer and skin cancers 187


11.1 How the world’s temperature has risen 203


11.2 How worldwide CO2 emissions grew 205


11.3 Equality of sacrifice? 219


11.4 Not in my backyard 228


14.1 The effects of famine and emigration in Ireland, 1841–1961 268


14.2 Westport in the 1890s. The workhouse dominates the town 273


14.3 Ireland’s growing dependence on imports 290


14.4 Ireland’s increasing exposure to trade risks 298


14.5 Irish population is increasing 298


15.1 Not built to last – a short-life office block 321






















Acknowledgments




[image: ]








HAD IT NOT BEEN WRITTEN IN IRELAND, this book would have been quite different. My research for the chapter on the Irish experience of economic growth — which was originally included only because I felt an Irish-published book ought to have one — turned out to be crucial and changed my views fundamentally. However, I doubt if the book could have been written anywhere else anyway. It is the product of a large group of people, not just the author, and a particular set of circumstances; had both these elements not been right, the job could not have been done.


So I owe profound thanks to those who helped the project along. This is their book too. In particular, I would like to thank those who commented at various stages in the development of the text of the first edition. In Ireland, these were John Bradley of the Economic and Social Research Institute, John Gormley and Paul O’Brien of the Green Party, David Hickie of An Taisce, Douglas McCulloch of the University of Ulster, Susan Farrell, Gillies Macbain, Susan Minish, John McNamara, and Ken Stevens. Tony Whilde and Marianne ten Cate of the Corrib Conservation Centre each read two drafts and then volunteered to help with proof-reading. In England, George and Margaret Douthwaite, Richard Gault, Sandy Irvine and Juliet Solomon read drafts and made valuable contributions.


Those who helped with particular chapters include John Hall, Earl Davis and Margret Fine-Davis, Ruut Veenhoven, Clifford Cobb, Hans Diefenbacher, Brian King, Tom Stark, John Wells, Chris Wermann, Peter Warburton, Libby Lyon, Mary Gorham, Greg Dawson, Michael Campbell, Lord Stoddart, Alan Kucia, Richard Wilkinson, Karen Nicolaysen, George Teeling Smith, Keith Godfrey, Walter Yellowlees, Eric Millstone, Cecilia Armelin, Gwynne Lyons, Boo Baskin, Paddy Roe, Leonard Nelson, O. P. Steeno, Elizabeth Cullen, David Barker, Duncan Dormor, Eugene Paykel, Chris Whelan, Mayer Hillman, Jenny Bernard, Lesley Webster, Fr Smith, Paul Everitt, Phil Douthwaite, Helen and Rob Brydges, Jonathan Gershuny, Julian Simon, Nick Sturgeon, Clare Heardman, Joseph Cummins, Beth Burrows, Clare Watson, Fiona Weir, Tracy Heslop, Bob Douthwaite, David McConnell, Fergal O’Gara, Tom Whitty, Wilfred Beckerman, Robert Whelan, William Nordhaus, Malcolm Slesser, Jay Hanson, Colin Campbell, Aubrey Meyer, Ben Matthews, Charles Kronick, Bert de Vries, Jobst Kraus, Paul Hell, Gerd Grozinger, Reinhard Loske, John Adams, David Fleming, Mary Gillick, Ruth O’ Brien, William Alexander, Trevor Sargent, Patricia McKenna, Jeremy Wates, Chris and Brid Smith, Paul Ekins, William Rees, Lars Petter Hansen, Tom Cross, Peter Mantle, Graham Shaw, Philip McGinnity and Ambrose Joyce. For help with the Dutch chapter I owe a debt to Lucas Reijnders who read through the drafts for both editions, and to Roefie Hueting, whose ideas influenced the shape of the book as a whole. Besides them, Michel Langendijk, Willem den Heijer, Louis de Jel, Marc van der Valk, Marius Hummelinck, Dolf Boddeke, Johan Vijfvinkel, Peter van der Toom, Sible Schone, R. S. de Groot and Marijke Vos took considerable time and trouble to help me during my research in the Netherlands. My collaborators on the Indian chapter included Barbara Panvel, Winin Pereira, Subhash Sule, Jeremy Seabrook, Baba Amte, Vikas Amte, Lucas Babu, Eliazar Rose, Vilasrao Salunke, Daniel Mazgaonkar, Osmond and Yvette Gonsalves, Sujit Patwardhan, Sarojini Nadimpalli, Sharad Joshi, G. Britto, Winin Pereira, A. Jockin, M. D. Nanjundaswami, P. Harischandra, M. V. Pai, R. L. Gupta, Vijay and Saroja Parulkar, Vijay Paranjpye, Prembhai and Ragini Prem, P. K. Salian, Raut Thakaram, and B. V. Parameswara Rao. Contributions to the Irish chapter were made by Peter Shanley, Peter Flanagan, Jeremy Browne (Lord Sligo), Sheila Mulloy and the late Jeff O’Malley. Organizations which were particularly helpful included Trinity College Library, Dublin, Sainsbury’s, Friends of the Earth (London), Earthwatch, the Institute of Alcohol Studies, the British Road Federation, the Climate Action Network, the Chemical Industries Association, the Woolwich Building Society, Robert Fleming & Co. Ltd., Greenpeace, and the Centre for Policy Studies.


Finally, I must express my gratitude to Antony Farrell of my Irish publishers, The Lilliput Press, without whom this book would not have been written and to Chris Plant of New Society Publishers, whose energy and enthusiasm ensured that this second edition came about. Both contributions were crucial. The most important contribution of all, however, came from my wife, Mary, who not only helped me develop the approach the book adopts and suggested improvements to the various drafts of every chapter but also created the environment in which they could be written. To her, my love and thanks.



















Foreword


by David C. Korten




[image: ]








THE ECONOMIC, POLITICAL, AND INTELLECTUAL élites of our time have come to pursue economic growth and globalization with an enthusiasm comparable to the religious fervor of the leaders of the medieval religious crusades. The zealous self-righteousness common to such periods tends to result in an intellectual hegemony in which fallacies and illusions pass for truth and wisdom.


Enchanted by the technological wonders of our time, we rarely note the extent to which we are living in an intellectual and spiritual dark age in which inquiry into deeper questions is actively discouraged in favor of learning the catechisms of economic orthodoxy. Our neglect leaves the survival of civilization and perhaps our species increasingly in doubt.


Given what is at stake, we owe a special debt to the courageous heroes of our time who risk the fate of the heretic by pointing out that those who venerate economic growth and trade expansion as modern sacraments worship false gods and advance policies that actively deepen the social and environmental crises engulfing humanity. Risking ridicule and professional censure, they point to alternatives the faithful adamantly deny.


I have come to hold special appreciation for four such heroes: Donella and Dennis Meadows, leaders of the team that demonstrated in The Limits to Growth how economic growth places us on a collision course with the limits of a finite planet; Herman Daly, founder of ecological economics, who has deconstructed contemporary economic theory to demonstrate why it leads to choices destructive of human and planetary well-being and created the foundations of an new economics for our time — and Richard Douthwaite, author of The Growth Illusion, who has more effectively than any one else in my experience challenged the orthodox view that economic growth is essential to eliminating poverty and improving the quality of life for all. Indeed, he demonstrates that our obsession with growth presents an active barrier to progress on both these essential goals. Other Douthwaite heresies include his argument that growth often reduces choice, a dependence on trade to meet essentials probably means that a country’s economy is unsustainable, and the intensive use of concentrated energy sources is inconsistent with equity.


My own debt to Richard Douthwaite is considerable. The first edition of The Growth Illusion not only added substantially to my personal understanding of the dysfunctions of economic growth, it helped me find my own courage to confront the growth issue unequivocally in my writing and lectures. This substantially revised and updated second edition of The Growth Illusion arrives at a time of growing openness to its message. A great many people are now questioning growth’s benefits, yet remain burdened with a lingering fear that ending the quest for growth may end human progress, confine the poor to eternal deprivation, and impose great sacrifice. The Growth Illusion puts such fears to rest with clarity, authority, and compassion. Its message is as profoundly hopeful as it is timely and important.
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Economic growth as we know it is like the unregulated growth of a cancer that consumes and disfigures its host as its cells reproduce without seeming limit – until the host dies. As Douthwaite demonstrates, the uncontrolled growth we have experienced through the industrial revolution has depended on the ever-increasing consumption of fossil fuels. Unless we take steps to rid human societies of this economic pathology, malignant economic growth, like cancer, will destroy itself and its host as it exhausts the remaining supplies of accessible petroleum, the consequences of global warming become more severe and disruptive, and our own struggles for survival become more desperate and destructive. We can, as Douthwaite also observes, choose to end growth voluntarily by anticipating its limits and engaging an orderly transition to an economy that provides a good and satisfying life for everyone in sustainable balance with the planet.


Douthwaite’s most distinctive contribution, however, is his well argued case that ending aggregate growth holds out the prospect not only of our survival, but also of an improved quality of life for all, freed from burdens such as traffic congestion, a toxic environment, and the stresses of economic insecurity. Redefining progress and learning to allocate our use of the earth’s resources in more beneficial ways becomes a supremely logical choice. The possibility for positive change is a theme that Douthwaite carries forward in greater depth in his companion volume, Short Circuit: Strengthening Local Economies for Security in an Unstable World, which provides detailed suggestions on how we can create the economy of the future. If you have not read it already, you will surely want to do so after reading The Growth Illusion.


Readers of Douthwaite should not fall into the mistaken trap of assuming that he, or anyone else for that matter, is saying that growth is inherently bad or that all growth must end. Growth is integral to the processes of healthy life. The child grows to adulthood. The acorn grows into the mighty oak. Yet unrestrained growth is a sign of pathology. There comes a time in the life of each person when physical growth no longer adds to stature, but merely to girth. We get cancer when a cell that forgets it is part of a larger whole and seeks its own unlimited growth without regard to the consequences. The health of a living system depends on growth, but it also depends on regulating and channeling growth in ways that enhance rather than endanger, the integrity and competence of the whole.


The pathology that endangers our future is uncontrolled, undifferentiated, aggregate growth in economic output and consumption. We need growth in goods and services that serve the basic needs of the poor – as we reduce the more harmful consumption patterns of the already rich. We need growth in the production of sidewalks, footpaths, bicycles, and public transportation – as we reduce the production and use of automobiles, freeways, and parking lots. We need growth in the number of jobs available – as we reduce the hours each person must work to gain an adequate livelihood. Most countries need growth in primary health services and a reduction in the output of military armaments. To the extent Douthwaite is correct in his analysis, smart growth management in the wealthy countries will most surely lead at once to positive increases in well-being and a negative growth in aggregate output as economists now measure it.


Seduced by the dangerous illusion that our technologies place us beyond the constraints of life’s natural limits, and forgetful that the only meaningful purpose of economic activity is to provide people with a means of living, we have created economic institutions for which the creation of livelihoods is incidental to the making of money for those who already have far more of it than they need. The result is an economic system that is mindlessly converting life into money in an act of collective insanity.


To restore healthy economic and social function, we must create economic institutions that restore money to its proper role as a facilitator of livelihood creation. This means transforming societies driven by the love of money into to societies dedicated to the love of life. The genius of Richard Douthwaite’s writing lies in his ability to at once help us become more mindful of the distinctions between the two while at the same time spelling out practical steps by which healthy economic function might be restored. It deserves the serious attention of every person who cares about the future of humanity and the planet. 
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IT IS ALMOST TEN YEARS since I sat down to write this book and seven since it first appeared. What has happened in that period? Have attitudes to economic growth changed? Well, a decade ago, few of us had any doubt about what growth was for. It was to lift people out of poverty and enable them to have a better quality of life. Political parties dressed these expectations up in different ways: the left would talk about growth leading to higher wages, improved social welfare, better hospitals, a lower pupil-teacher ratio and so on, while the right would stress greater profits and a wider range of choice.


But now much of the old confidence about the results of the growth process has evaporated and well-informed politicians no longer speak glowingly of its benefits. Looking for a good quotation to use at the start of Chapter One in this edition, I carried out a computerized search of every speech made by Tony Blair since he became British Prime Minister and found that he has never once suggested that growth is linked with improvements in the lives of ordinary people. Today, the only benefits he, and many of us, expect from economic growth are increased business profits and — if the rate of growth is fast enough — extra jobs. Moreover, we know that these benefits don’t come free and we have to pay for them through lower wages and increased job insecurity because of the way the globalized economic system — which we joined to generate growth in the first place — works. What’s more, many of us know that achieving growth through the global system exposes us personally, and the countries to which we belong, to much higher levels of financial and environmental risk than did the more nation-state-based economies of earlier generations.


So why, since we know the benefits of growth have these hefty price tags attached, is it still considered so important to achieve it? One reason is that firms are constantly trying to lower their costs by introducing labour-saving technologies. Naturally, these technologies cost jobs, so every year, unless the total amount of activity in the economy increases by around 3 per cent, unemployment will rise. As far as jobs are concerned, therefore, national economies have to grow pretty quickly just to stand still.


The second reason our countries need growth is that between 15 and 20 per cent of their workforces are employed at any time on investment projects designed to expand their economies in the coming years. If growth fails one year, firms that invested but couldn’t increase their sales in the flat market will find themselves with surplus capacity. This will cause them to cut any further investment plans they might have, throwing the people who would have built their new factories, offices and shopping centres out of work. And since these newly unemployed people will obviously have less to spend, further jobs will be lost in other sectors of the economy. Consumer spending will fall even more, causing more job losses. In short, a downward spiral could develop, leading to a serious depression. The possibility of this happening terrifies every government in the world to such an extent that they are prepared to do almost anything to ensure that growth carries on regardless of its social or environmental consequences.


I only realized just how many of us now see growth as a regrettable necessity rather than a positive boon when, early in 1998, I conducted a week-long Internet seminar based on the first edition of this book for almost seven hundred participants from over fifty countries. I had expected that it would take most of the seminar to reach some sort of agreement that, whatever growth might have achieved in the past, current growth was not benefiting ordinary people. Not at all. It took a bare twenty-four hours, so most of the rest of the seminar was spent discussing how the economic system could be altered to remove its need to grow.


The speed with which the seminar reached this conclusion surprised me because it had taken me eighteen months of intellectual struggle while writing the first edition of this book to reach the same verdict — that economic growth is generally a Bad Thing. I was writing the book because I wanted to explore a problem that had interested me since my student days — the apparent conflict between the natural environment, which can take only so much human activity before being undermined, and an economic system that needs to grow if it is not to collapse into a depression for the reasons we have just discussed. It seemed quite clear to me that, since we live on a finite globe and the growth process, at least in the form that we know it, involves the consumption of ever-larger quantities of natural resources, a limit to growth would be reached one day. I knew, of course, that the team which wrote the famous 1972 book The Limits to Growth1 had been ridiculed by most economists for expressing this opinion, but I had been convinced by their argument that even if one assumed that the Earth had unlimited reserves of minerals and energy so that shortages of these didn’t bring growth to a halt, our planet’s ability to absorb pollution was quite small and could soon be overwhelmed. If growth continued after that point, the team said, the build-up in pollution levels would cause human numbers to plummet.


When evidence for global warming began to accumulate in the mid-1980s, and I read that the Worldwatch Institute in the United States had stated that protecting ourselves against rising sea levels and the other consequences of climate change would take more resources than the burning of the fossil fuels had created in the first place, I thought, “Ah, yes, this is how pollution might cause population to fall. We’ve not just reached the limits to growth but gone right through them. Somebody’s sure to be writing a book about how the conflict between growth and the environment can be handled now.” So I waited and waited, and when, by 1989, no book had appeared, I began to think of writing one myself. My plan was to investigate how growth could either be halted without causing the capitalist system to collapse or be modified so that the way we expanded our output ceased to be environmentally damaging.


I didn’t regard myself as well qualified for the project as I had not worked as a professional economist for fifteen years. Instead, I was living on a wooded hillside overlooking the sea in the West of Ireland, making a living as a freelance journalist specializing in business, financial and environmental topics for the Dublin papers. But journalists write articles on topics they know little about every day, I told myself. Yes, I was likely to make mistakes, but I’d do my best to eliminate these by getting as many people as possible to read the final draft. If some errors got into print, well, it was better to have a debate based on a slightly flawed book than no debate at all.


There is a very big gulf, however, between thinking one might write a book and actually doing so. Consequently, I don’t think this book would ever have appeared if, a few weeks after the elections to the European Parliament in 1989 in which the Green parties in both Britain and Ireland had surprised everyone by doing remarkably well, Antony Farrell, a Dublin publisher I didn’t know, had not telephoned me out of the blue to ask if I’d write a book about Green politics. I told him that wasn’t my field but I’d happily do him one about Green economics instead. A few weeks later we agreed on an outline and I began work.


The 1989 elections helped develop the book in another way, too. On the Sunday after the poll, Geoffrey Lean, who was then the environmental correspondent of The Observer, wrote an article under the headline “Why I did not vote Green” in which he explained that he had not supported the Green Party because its anti-economic growth policies would lead to a slump. Moreover, he claimed, several leading environmentalists who had carefully studied the party’s manifesto had not voted for it either, for the same reason. Most of those who had voted for the party had not known what it stood for and would not have voted for it if they had.


The following Sunday a writer and television presenter, Michael Ignatieff, wrote an article in reply in which he said that he had read the fine print of the Greens’ manifesto and had voted for the party, “because they have been right for so long about the size of the problem … [They] were there before anybody else was … and deserve electoral reward.” But, he went on, being right about the problem was not enough; pragmatic solutions were also required.




Should the fundamentalist, anti-growth Greens win out over the pragmatists, I’m sure to desert them for a party which does welcome the post-modern world. Green fundamentalists persist in thinking of growth as a machine set in motion by the corporate giants to manipulate and satisfy false needs. I don’t think the needs satisfied by modern growth are false at all. I like growth because it has brought refrigerators, cars, central heating, summer holidays and decent retirement pensions to working-class people all over the Western world. Future growth should bring these humble goods to the people of the Third World. I am looking for an environmental politics that welcomes rather than condemns these aspirations.





I was amazed that a journalist like Lean, who had written about environmental problems week after week, should have failed to realize that almost all of those problems were created by the expansion of the economic system. I was equally shocked that someone as well informed as Ignatieff should believe that our planet has enough resources to enable the people of the Third World to consume them at Western levels in perpetuity. In fact, in view of what he said in the rest of his essay, it was hard to see why he thought they should even try.


Ignatieff described how the better-off of the Western world had tried to escape the consequences of noise, traffic congestion and urban decay by moving to “the house with the garden on the quiet street,” leaving behind the poor “who can’t buy their way out of the city smog for a weekend, can’t move away from the street where lorries shake the windows and deposit the black silt of the exhaust on the sills.” But the would-be escapers had found there was no longer anywhere to run to: “We pollute the skies flying towards the unspoiled and the untamed and when we land, we discover the pollution got to the beach before we did.” And so, instead of trying to flee, people were turning to fight and starting to vote Green.


These two articles set the agenda for the book. Its purpose, I decided, should be to explain to Lean, Ignatieff and the millions of others who shared — and share — their confusion, exactly why economic growth is the cause of our environmental problems and why its continuation, even if we take steps to limit pollution, cannot be part of the cure.


The belief that there were limits to growth apart, my general outlook was fairly conventional at this time. For example, I believed that economic growth was responsible for the comfortable lives most people have in industrialized countries and thought that it was a pity that the Earth’s carrying capacity was not sufficiently great to allow the same techniques to make things better in the Third World too. I also believed that the techniques used to generate growth were not in conflict with the goal of full employment and, despite some teething problems, usually led to an improvement in the general quality of life. In short, having been brought up like almost everyone in the West to think that the future will be richer materially than the present, I shared Lean and Ignatieff’s belief that growth makes things better. Where I differed from them was thinking it might have to stop.


The real turning point for me came during the research for Chapters Seven, Eight and Nine, which take a detailed look at the effects that a doubling of national income per person between 1955 and 1988 had on the British people. I had, of course, lived in or next door to Britain for most of this period and was under the impression that the gains had been considerable. Consequently, it was quite a shock to find that almost every social indicator had deteriorated during the period for reasons I associated with growth. Chronic disease had increased, for example, crime had gone up eightfold, unemployment had soared and many more marriages were ending in divorce. Almost frantically I looked for gains to set against these losses. True, the housing stock had improved, but this could have been achieved without growth taking place because more houses had been built in 1955 than in most of the following years. It was the same with consumer durables: the mid-1950s economy had the capacity, if not the technology, to produce all the washing machines, fridges and videos Britain had in 1988. No additional resources were required at all. Only the huge expansion in the number of road vehicles would have been impossible without growth, and whether this was actually a benefit seemed rather dubious.


“If I don’t find at least one significant benefit, people will think that I’m hopelessly biased and reject what I have to say,” I told myself as my enquiries went on, but eventually I gave up. The weight of evidence was overwhelming: almost all the extra resources the growth had created had been used to keep the system functioning in an increasingly inefficient way. The new wealth had been squandered on producing forklift pallets and corrugated cardboard, non-returnable bottles and ring-pull drink cans. It had built airports, supertankers and heavy goods lorries, motorways, flyovers and car parks with many floors. It had enabled the banking, insurance, stockbroking, tax-collecting and accountancy sector to expand from 493,000 to 2,475,000 employees during the thirty-three years. It had financed the recruitment of over three million people to “the reserve army of the unemployed.” Very little was left for more positive achievements when all these had taken their share.


I now realize that while I was doing this research I was moving between two completely different ways of looking at the world. I was switching from what the American political scientist and sociologist Lester Milbrath calls the “dominant social paradigm” to the “new environmental paradigm.”2 Milbrath identifies twenty-eight differences between the two but, briefly, the dominant social paradigm (DSP) gives priority to the generation of economic growth and accepts the risks to the natural environment that go with it in the belief that we will be able to foresee and thus forestall serious problems and use science to overcome any others. The new paradigm (NEP), on the other hand, says that growth must never continue past the point at which it begins to endanger long-term sustainability and that it is rarely if ever justifiable to damage ecosystems in its pursuit. It is very skeptical about human ability to understand the natural world sufficiently well to avoid doing serious damage to it if growth goes on.


The choice one makes between these positions seems to me to turn on whether one accepts there are limits to growth or not. We all accept that there are limits in the animal kingdom. For example, we know that if too many cattle are run on a ranch, overgrazing and erosion will occur, and if animals are not removed soon enough, their numbers will fall sharply from starvation. What DSP adherents are saying, in effect, is that similar natural limits don’t apply to humans because our technologies and ingenuity will enable us to avoid or find ways round any problems our infinite expansion throws up. In short, humans are not like other species. We have a special place in creation.


Historically, humans have thought they were special at least twice before and have had to change their minds. The first occasion was the Copernican Revolution, which involved people coming to terms with the fact that as the Earth was not the centre of the universe, humans, as self-evidently the most important things on the Earth, were not necessarily the most important things in the universe. This knocked our self-confidence down a notch or two. So did the second occasion, the Darwinian Revolution, during which people came to accept that they had not been created by God personally, but had merely evolved from lowly forms of life as a result of the way things naturally interact. The current revolution will, in my view, have a more far-reaching effect than either of these earlier paradigm shifts, as it involves our accepting that humans are subject to the laws of nature and the limits that those laws impose. Far more than its predecessors, this revolution has immense practical implications and will completely transform the way we interact with the natural world.
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SUCCESSFUL PUBLIC SPEAKERS have a rule: “Tell the audience what you are going to say, then say it and then tell them what you’ve said.” I intend following that approach here. What I hope to show is that economic growth made life considerably worse for people in Britain between 1955 and 1988 and has also had harmful effects in several other countries. Even if growth was, on balance, beneficial at an earlier stage of human history, it is now downright damaging and is doing far more harm than good. Even the hope of further growth is harmful, because it lulls us into accepting changes, like the continued rise in the world’s population, that in a no-growth world must be seen as disastrous. Equally importantly, the prospect of growth has enabled us to escape doing anything about the poor by telling them that things will get better for them if they just hang on. The promise of jam for all tomorrow has eased our consciences about the unequal division of bread today.


Rather than striving to achieve rapid growth — the creation of ever-larger bundles of an unspecified selection of goods and services — the book proposes that we set ourselves specific targets and measure our success in terms of our progress towards them. This involves a radical change in the way we approach economic management. At present most Western governments pride themselves on leaving decisions to the market, believing that they ought to direct their national economies to the least possible extent. These governments believe that it is for the consumer to say, through his or her expenditure, what should be produced, by whom and how, because both maximum personal freedom and greater economic efficiency lie in that direction. Unfortunately, however, this argument breaks down beyond a certain point because there are many things that only collective action can bring about.


It is the job of political parties to lay before the electorate alternative views on the direction society — and consequently the economy — should take. Once we have chosen between their proposals at the ballot box, the resulting government should legislate accordingly, leaving the markets to work out the fine details but not the overall direction. At present, however, no major party in any industrialized country does this because they are unaware that there are any alternative paths. Bar the Greens, all parties have accepted growth as the paramount goal and believe that decisions made in the market are the best way of speeding it along. If this type of thinking continues, however, our future will be one that none of us has sanctioned and very few desire.


Almost all this book has been revised, in many places extensively, for this new edition. Only Chapters Three and Four, which are purely historical, and the three chapters on the effects of economic growth on Britain between 1955 and 1988, which have merely been given epilogues to bring the trends they discuss up to date, have been left largely untouched.


Although the core argument is unchanged, I believe this book will break new ground for most of its readers and present them with radical, unconventional conclusions. Even those who think that they have put the Dominant Social Paradigm far behind should find that reading it helps them dispel old-style attitudes that, almost inevitably, still lurk in the crevices of their minds.


I therefore urge everyone to take the time to move steadily through the book from beginning to end. For it is only when a substantial number of people have accepted the true nature of uncontrolled economic growth and realize that we cannot rely on an invisible hand to ensure that self-interest serves the general good that a new path for humanity will open up and the benefits we once thought growth would deliver can be attained in other ways. 




1 Donella Meadows, Dennis Meadows, Jorgen Randers, and William Behrens, The Limits to Growth (1972).


2 Lester Milbrath, “Becoming sustainable: Changing the way we think,” Chapter 17 in Dennis C. Pirages, ed., Building Sustainable Societies: A Blueprint for a Post-industrial World (1996), pp. 275–297.
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With the Dole plan for economic growth, our economy will achieve its full potential with 3.5 per cent — or higher — growth per year, putting our country back on the right track and giving every American family the chance to achieve the American Dream. — Bob Dole, the Republican candidate for the presidency of the United States in 1996, in the course of his election campaign


Our shared ambition is to make Ireland one of the most dynamic countries in the world with a quality of life which is second to none …. The key to further growth and stability is continued partnership and mutual self-restraint. For every year that high growth continues, we can put more people to work, cut taxes and provide money for improved infrastructure and social services. — Bertie Ahern, the Irish Prime Minister, in his address to the Fianna Fáil party conference, November 1998





AT THE TIME the first edition of this book appeared, one would frequently hear politicians talk about raising the standard of living through sustainable economic growth, a formulation that almost everybody was happy to treat as just another meaningless platitude. Nobody, after all, would have expected them to promise to cut standards of living or to claim that the economic growth they were proposing to bring about would last a few years and then disappear, leaving us in a worse mess than before. Today, however, as I said in the Introduction, confident statements linking economic growth with improvements in the quality of life are comparatively rare, although the quotations above show that specimens can still be found. Quite obviously, Mr. Ahern does not see a conflict arising between a high level of dynamism and a high quality of life, and between further growth and stability, which makes him exceptional for a man of his age. Mr. Dole can be excused, though. He is older and his opinions are those of the period in which he was a young adult.


Despite the change in the past decade, many political statements on growth still exploit a confusion most of us share about the link between “the standard of living” and another phrase, “the quality of life.” On the face of it these two expressions seem to mean exactly the same. In fact they do not. “Standard of living” is a technical term that means “the per capita rate of consumption of purchased goods and services,” which in turn, given our economic system, inescapably means “the rate at which we will use up the earth’s limited resources.” But spelling things out in this way would make the politicians’ proposals sound so profligate that it is never, ever done.


And what does “quality of life” mean? In the early 1970s researchers from the British Social Science Research Council (SSRC) asked carefully selected samples of 1,500 people exactly that question three times in the space of five years.3 “There has been a lot of discussion about the quality of life recently,” they said to their interviewees each time. “What do you think are the important things which go to make it up?” The answers they got were fascinating. In a society that was regularly condemned for its materialism, non-material factors such as a good home life and a contented outlook were rated as important by more people than were such things as the quantity of consumer goods they had. Of the replies that can be put into one category or the other, 71 per cent were about things that have little or nothing to do with cash. The results of the most recent survey, that of 1975, are set out below. Because the respondents could give more than one answer if they wished, the total does not add up to 100 per cent.
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	Family and home life

	23






	 

	 

	 

	General contentment

	19






	 

	 

	 

	Money and prices

	18






	 

	 

	 

	Living standards, consumption

	17






	 

	 

	 

	Social values

	16






	 

	 

	 

	Personal beliefs, religion

	11






	 

	 

	 

	Social relationships
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	Housing

	10






	 

	 

	 

	Health

	10






	 

	 

	 

	Work
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	Freedom of all kinds
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	Leisure, holidays, travel

	6






	 

	 

	 

	Natural environment
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	Education and culture
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	Comparison with past and other countries

	4






	 

	 

	 

	Possession of consumer goods

	3






	 

	 

	 

	Pressures of life

	3






	 

	 

	 

	Worries, mental health
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	Negative statements
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	Altruistic statements

	2






	 

	 

	 

	Equality and justice

	2






	 

	 

	 

	Other

	3






	 

	 

	 

	Don’t know

	10















The most interesting thing about these results is not that people said that consumption was only one factor in determining the quality of their lives, but that anybody should be surprised that they did so. At the beginning of the twentieth century a survey that produced such results would have seemed quite banal. In those days even economists accepted that economic factors were only one element in determining what they called “happiness” or “satisfaction.” Later, wanting to make economics seem more scientific, the profession began to talk about “welfare” instead (a term introduced by a Cambridge University professor, Arthur Pigou, who used it in 1920 in the title of his book, The Economics of Welfare). Eighty years later, after doing little else but considering ways of improving welfare by increasing consumption, most economists find the interviewees’ commonsense views somewhat shocking.


The roots of their surprise feed on Pigou’s book. Whereas Jeremy Bentham, the social philosopher best known for a phrase he borrowed, “the greatest happiness of the greatest number,” held that the welfare of society was the sum of all the satisfactions of all the individuals in that society, Pigou ignored those satisfactions that could not be measured in cash terms and confined his analysis to what he called “economic welfare.” This he defined as “that part of social welfare that can be brought directly or indirectly into relation with the measuring rod of money.” For Pigou, the amount of economic welfare was proportional to the size of the national income, although he put in the important condition that everything else had to remain the same, particularly the way in which national income was distributed. “Provided the dividend [his term for income] accruing to the poor is not diminished, increases in the size of the aggregate national dividend, if they occur in isolation without anything else whatever happening, must involve increases in economic welfare.”


Pigou’s careful caveats have, of course, been forgotten. Unless they make a conscious effort to do so, most people, like most economists, no longer recall that economic welfare is merely a part of total welfare and that we can only say unequivocally that a rise in national income has improved the national welfare if no one has been made worse off — even in comparison with their fellow citizens — and if the natural world and human society have not suffered. For almost all of us, a rise in national income means a rise in national welfare, full stop, and, as a result, the terms “standard of living” and “quality of life” are bound to be confused. Even when I was halfway through writing the first edition of this book and — on an intellectual level — certainly knew better, I found I had to make a deliberate effort to stop using the phrases interchangeably in conversation. So effective has our indoctrination been that it is hard to accept the notion that a higher standard of living might, in some circumstances, be a bad thing. With this in mind, I use “a higher level of production and consumption” rather than “a higher standard of living” wherever possible for the rest of this book.


If we think in terms of the factors identified by the SSRC surveys, it is easy to envisage circumstances in which a rise in the volume of production (in other words, economic growth) could diminish national welfare (in other words, the quality of life). For example, higher rates of production at work could affect relationships at home and cause far more unhappiness than could ever be cured by higher wages. The extra production could also increase pollution and cause sickness and misery for thousands of people who could never be compensated adequately from the proceeds of the additional output, even if a way could be found to do so. And just because a country is producing more goods does not necessarily mean that its people get to enjoy them. The new production (and an increased share of the old) might be exported to pay off financiers overseas or be used for investment in new factories and roads, things that bring scarcely anyone any pleasure.


With examples like these in mind, a Dutch economist, Roefie Hueting, has argued since the late 1960s that people in developed countries might be better off if they produced less. Hueting thinks that at least seven factors play a role in determining the quality of life, only the first of which is equivalent to Pigou’s “economic welfare.”4 These are:




1. The quantity of goods and services produced and consumed.


2. The quality of the environment people enjoy, including space, energy, natural resources and plant and animal species.


3. The fraction of their time available for leisure.


4. How fairly — or unfairly — the available income is distributed.


5. How good or bad working conditions are.


6. How easy it is to get a job. “Supporting oneself by one’s own work is one of the essential aspects of existence and the absence of a possibility of doing so means in all probability a considerable loss of welfare.”


7. The safety of our future. “Man derives part of the meaning of existence from the company of others. These include in any case his children and grandchildren. The prospect of a safer future is therefore a normal human need and the dimming of this prospect has a negative effect on welfare.”





If we add to Hueting’s list the additional factors suggested by the SSRC survey, we come up with at least twelve things that have a claim to be considered in any computation of whether people are better off because of economic growth or indeed any other changes in society. These additional factors might be summarized as:




8. How healthy we are.


9. The level of cultural activity, the standard of education and the ease of access to it.


10. The quality of the housing available.


11. The chance to develop a satisfactory religious or spiritual life.


12. The strength of one’s family, home and community ties.





The immediate thing to notice about all twelve factors is that, with the exception of factor 1, they cannot be measured in cash terms. Indeed some of them cannot be measured scientifically at all. This has meant that they have been ignored by economists, who, in their efforts to turn their subject into a scientific discipline, have preferred to have nothing to do with those areas of life that might involve them in making “value judgements.”


As a result, the profession has done almost no research on the overall effects of economic growth on non-monetary aspects of human welfare. Of the handful of recent studies it has produced, Life During Growth (1997)5 is perhaps the most important, not least because the author, William Easterly, is a senior economist at the World Bank. Easterly set out to investigate whether “life improves when a poor Togo becomes a richer Togo” by looking at how ninety-five indicators of human well-being in a wide range of countries had been affected by increases in national income over the past thirty to forty years. He found, much to his surprise, that only five indicators could be shown to have been improved by growth. The improvements were higher protein and calorie intakes, more telephones, more commercial vehicles (some of his measures of human welfare are rather odd) and governments that broke contracts less often. “The evidence that life gets better during growth is surprisingly uneven,” he concludes grudgingly.


Work by researchers from other disciplines has shown that very few people feel that growth has improved the quality of their lives. Indeed the SSRC survey showed that people in Britain believed that their quality of life was declining. Interviewees were asked how their level of consumption had changed over the previous five years, and almost unanimously they said that it had gone up and they expected it to continue to do so in the next five years. Yet when they were asked to rate the quality of life at the time of the survey on a scale from 0 to 10 and to say what they thought it had been five years previously and what it would be in five years’ time, their verdict was almost unanimous: the quality of life was going down. Britain, they said, rated 8 five years earlier, was 7.2 at that time (in 1975) and would be 6 by 1980 if things carried on as they were.


The SSRC research program was axed in 1976 in an effort to save £100,000. In 1977, however, two researchers in Dublin, Earl Davis and Margret Fine-Davis, got funds from the European Commission to ask 2,000 people in each of eight European Union (EU) countries (Britain, France, Germany, Italy, Ireland, Denmark, Belgium and the Netherlands) a barrage of questions about their lives.6 Perhaps the key question they asked was, “Taking everything into account, how satisfied are you with your life in general?” From the piles of answers they found that the best predictor of whether people would say they were content was whether or not they were happy with their health. They also found that there was a close correlation between the way people felt about their health and their actual health as determined by a doctor. Other factors had a bearing on life satisfaction too, of course. There were statistically significant links between how people felt about their housing and the neighbourhood in which they lived. Married people tended to be more satisfied than those who were single, widowed or divorced. But, surprisingly, income did not matter, at least not in France, the Netherlands and Britain, and it was only the seventh or eighth most important predictor in Italy, Ireland and Denmark. Only in Germany, where it was number three, and Belgium, number four, did it seem to have any direct bearing on how people felt about their lives.


Other surveys of whether people are feeling content or not have also failed to show any strong link between the level of contentment they reveal and rises in per capita national income in the country concerned.7 The Economist commented recently:




Up to now, studies have tended to find that the strongest influence on happiness is employment: people with jobs are very much happier than the unemployed. Low inflation also makes people happier. Income promotes happiness a bit, but the effect tends to be small and insignificant. In many countries incomes have risen sharply in recent years. This has not increased happiness overall: national surveys of “subjective well-being” have stayed flat. Within countries, comparing people across the income distribution, richer does mean happier, but the effect is not large.8





The findings of well over a thousand “life-satisfaction” studies have also been summarized by Professor Ruut Veenhoven of Erasmus University, Rotterdam, in his World Database of Happiness.9 As a result, Veenhoven believes that the planned promotion of the general public happiness would be possible in principle. Despite this, governments have, until very recently, used the rate of growth rather than their citizens’ happiness as their sole guide to how well, or badly, they were doing, even though respected economists have been pointing out for years that growth rates are a very poor guide to almost anything at all. Growth only measures changes in “gross national product” (GNP) — the total sale value of all the traded goods and services produced in a country during a year — and this is a very odd animal indeed. For example, since GNP only includes the value of things that are bought and sold, the vast array of activities outside the monetarized part of the economy is ignored entirely. The preparation value of meals eaten at home is excluded, while meals eaten at a restaurant are put in; do-it-yourself repairs to the car are out, garage repairs in; caring for Granny at home is out, nursing-home care is in.


In fact the more self-sufficient people are, the lower their GNP will appear to be at a given level of consumption. Before the boom in the late 1990s, British visitors to rural Ireland were often amazed at how well-off the locals seemed in spite of the lower wages, higher taxes and higher shop prices that applied at the time. The mystery was explained by the fact that many of the sparkling new bungalows had been built on family land by the owners and their friends; only the materials and specialist jobs cost money. Many of these people cut their own fuel and grew their own vegetables too, but the value of these and of the house construction was, quite properly, left off their income tax returns. Naturally the Irish national income statisticians adjusted their data in an attempt to correct for these non-monetary activities, but not by nearly enough, particularly as they had an extensive black economy to allow for as well. Michael Heaney, a community development worker on the Inishowen peninsula in Co. Donegal, told me in 1988 that official visitors were always surprised by how prosperous his area seemed. “If you just look at the figures in Dublin or Brussels you would certainly write Inishowen off as a hopeless case,” he said. “We have 50 per cent unemployment, a high dependency ratio and a very peripheral location. But it’s not like that at all. A fair bit of the income isn’t declared. If you are a farmer and do a bit of fishing on the side you can make quite a good living.”


Since country people can be more self-sufficient than anyone in a town can manage to be, differing degrees of urbanization will throw up false results. So too can changes over time. If, between one generation and the next, families stop baking their own bread, making their own jam, keeping a pig or sewing their own clothes, some part of the gains in GNP that seem to have been made during the period have to be written off. The changes involved when GNP increases can make statistical comparisons unreliable. It is therefore very dangerous to use GNP as a proxy for even level-of-consumption data — to say nothing of the quality of life — when comparing one country with another. All GNP reveals is the size of the legal monetarized sector, not an economy’s true size.


Since GNP only measures things that are bought and sold for cash, it ignores clean air, pure water, silence and natural beauty, self-respect and the value of relationships between people — all of which are central to the quality of life. Of late, economists have been hoping to rectify some of these omissions by learning to calculate, for example, how much more a house is worth if it does not have a motorway at the bottom of the garden, but the day will never dawn when GNP figures can be reliably adjusted to take them all into account.


Some surprising things included in GNP can distort it so much that the year-to-year comparisons required for growth calculations become utterly unreliable unless major corrections are made. One is taxes. If a government imposes consumption taxes such as excise duties or value-added tax (VAT), these will pump up the GNP figure, making the nation appear to be richer and to be growing faster while the people might actually be worse off. Only if one uses “GNP at factor cost” figures can one avoid being led astray. A second distortion is that depreciation is included in GNP. This is logical enough since machines have to be made to replace existing ones, and as GNP includes all traded goods and services, the value of the replacement ones has to be there. But nobody believes that the more rapidly we write down our productive assets the richer we are, and we consequently have to strip depreciation out of GNP to get a more meaningful figure. If we strip out both taxes and depreciation we are left with a figure the statisticians call “net national product at factor cost” (NNP), but this is rarely used in public discussions on the growth rate, and since it shares all GNP’s other defects, it is little better as a guide to the level of national well-being.


One type of depreciation excluded from GNP (and NNP) calculations would reduce the published figures for many countries substantially. At present, no adjustment is made for the extent to which a country’s natural resources — its minerals, fossil fuels, forests or soils — are sold off or used up in the production of the goods that the GNP figure represents. Someone who played a large part in the development of national income accounting, Richard Stone, explained why this was in his book National Income and Expenditure (1944), which has been reprinted again and again for the benefit of generations of undergraduates:




Goods and services have no value in themselves. We do not pay nature for accumulating large deposits of coal in the earth, or for stimulating the growth of pearls inside oysters or for creating the human brain. When we speak, therefore, of the value of a good or of a service we mean the price we have to pay to induce human beings to bring forth these products for the enjoyment and enrichment of the Community: the price we have to pay to induce, let us say, the miner to dig coal out, the owner of capital to finance the necessary equipment, the owner of the land to allow his field to be dug up. Coal underground is worth nothing, per se; nor, for that matter is the pearl in the oyster or the latent ability of the poet or scientist.





This attitude — that the fruits of nature are free goods — goes back to the early days of economics as a discipline. It is a product of the period immediately after the Middle Ages, when the development of improved pumps so that deeper mines could be dug, and of better transport so that more distant territories could be exploited, made the earth’s resources seem unlimited. The only shortage was of people to develop them (hence, among other things, the slave trade). It is only recently that economists have begun to realize that concentrating on the flow of income and ignoring what is happening to the national stock of wealth is dangerous. As The Economist put it in 1989, “a country that cut down all its trees, sold them as wood chips and gambled the money away playing tiddly-winks would appear from its national accounts to have got richer in terms of GNP per person.”


The change in attitude among economists was preceded by the publication in 1977 of a book, Nature’s Price, by two Dutch non-economists — a journalist, Wouter van Dieren, and the former managing director of one of Unilever’s animal food companies, Marius Hummelinck — who thought that if a cash value was put on nature’s gifts, industrial society might be shocked into halting its destruction of them. Another twelve years had to pass before this concept was taken up by the profession. In 1989 David Pearce suggested in a report (published as Blueprint for a Green Economy) commissioned by the British government that national accounts should try to measure changes in the stock of environmental and natural resources and should allow for welfare lost through pollution. His advice was followed and the UK has been preparing environmental accounts since 1996 but not using them to correct the GNP figure. It calls them “satellite” accounts, a term which implies that the environment is smaller and less important than the money economy and revolves around it. Other EU countries are doing much the same, or plan to do so shortly. In the US, however, a parallel development was blocked in 1996 by two senators representing coal-mining interests who were afraid it would show the industry in a bad light.


Another distortion in the GNP figure is the inclusion of exports, which are never consumed in the country that makes them. Some Third World countries are showing reasonable GNP growth as a result of higher exports but, because the earnings from them are used to pay interest on foreign debt, their people are becoming worse off.


If we exclude exports from GNP in order to get an idea of welfare, we ought to include imports, some of which we get to enjoy. But only some. Many imports are investment goods such as machine tools that go to increase, not just maintain, the national productive potential. Many home-produced goods fall into this category as well, of course, and the proportion of imports and home production being invested can vary widely from country to country (net investment has been as high as 43 per cent in Singapore and as low as -15 per cent in North Yemen) and within a country from year to year (in Britain the figure has been as high as 23 per cent and as low as 14 per cent since 1948). As a result, the raw GNP figure is again a very unreliable guide to how much is actually left for personal consumption. A similar correction needs to be made for defence spending, which varies quite widely from country to country, soaking up anything from 1.8 per cent of GNP (Ireland) to 27.1 per cent (Israel).


When we have stripped down GNP and made huge corrections for the depletion of natural resources and for items that, because they are inputs rather than outputs, never get used for people’s welfare or enjoyment, what have we left? The answer is a whole rag-bag of goods and services. Some of the goods in our rag-bag are genuinely valuable, like food, and others are possibly harmful, like pornography. Economists are not ashamed that their measure is so unselective. On the contrary, they are proud that it is value-free. “Who are we to say what people should buy?” they say. “Consumers freely chose this set of purchases to maximize their individual satisfaction, and the more goods they are able to purchase, the greater that satisfaction.”


But is it? And was the consumers’ choice free? Growth is a dynamic process, and after it has happened, the world is a different place. It is easy — and valid — for one person to say that, as things stand, if he had a car he would be better off because it would be quicker and pleasanter than walking to the bus through the wind and rain. But the process of giving a car to that person and to everyone else who wants one changes the situation so drastically that it is not possible to say whether, after the process has been completed, the community as a whole will be better off and the new car owners will get the benefits they thought they would. The increase in traffic might lengthen journey times to such an extent that the new car owners take longer to get to work than they did before. Other people’s journey times will almost certainly go up as a result of congestion, and the total time the community spends travelling to work could increase. Bus frequencies may be cut and fares raised for lack of demand. Thus, even though GNP will increase because of the extra spending on transport, it is possible — even probable — that the country as a whole will be worse off in welfare terms and that many people will be running their cars largely out of necessity because of the way things have developed and not because they like doing so.


Similarly, if the process of growth alters the distribution of income in a country — and particularly if it makes it less equitable — we cannot say, as Pigou stressed, that just because overall consumption is higher, overall well-being has gone up. Even if everybody’s income goes up equally, living standards need not improve because the increased spending power could be exhausted bidding up the prices of those consumer goods whose supply cannot be increased sufficiently to match the demand. These could be cottages in the country, membership at smart clubs, access to fashionable schools or fishing rights on the River Tweed. The old analogy that if everybody sitting in a theatre stands up to get a better view, nobody gets any advantage, applies exactly to this case. And if there are some people who cannot stand up because their income has not increased to the same extent as everybody else’s — pensioners and the unemployed, perhaps — their view will become considerably worse. Even though they may have a little more money than before, they will not be able to afford to maintain their former position.


The reason we are emotionally attached to growth and why we find it so hard to say it should stop is that everybody feels that if they had a little bit more of something they would be better off. What we fail to realize is that what is possible for one person is probably not possible for all, and if everybody gets a little bit more it may alter or destroy not only the expected benefits, but also those that people enjoyed before the change. Until the early 1980s the Algarve was a pleasant holiday destination, accessible only to a few. Now it appears in every package tour catalogue, and hotels have been built where almond groves once stood. The region has been completely altered, some would say for the worse, and many of the people who once spent springtime there have found somewhere more distant to go instead. Perhaps the Algarve provides more consumer satisfaction now because economic growth has enabled more people to go there, but it is not offering the same product that it did. Because the place and the clientele have changed, objective comparisons are impossible. Without making value judgements we cannot say whether growth has made things better or worse.


Many of the purchases consumers make out of the fraction of GNP left to them are made out of necessity rather than from choice. If the number of flights from an airport increases, the people living near the runway might have to buy sound-deadening double-glazed windows in order to be able to live normal lives. Both the increased number of flights and the new windows will register as an increase in GNP, but the windows are a forced expenditure and will not increase anyone’s well-being — indeed they will not even restore the situation to what it was beforehand.


Because the world is so complex it is very difficult to say what proportion of the purchases people make is truly voluntary, truly discretionary. If people have to buy a smart suit or drive a new car to maintain their position in the pecking order rather than because they actually enjoy having them, these are involuntary purchases. The key word is “maintain.” Any expenditure that has to be made in an attempt to keep things as they are, like the sound-reducing windows, is essentially involuntary and does not increase well-being. The spending on cleaning up after the Exxon Valdez oil spill in Alaska falls into this category; it appeared in the US national income statistics as an increase in GNP, but no one would claim it was done out of choice or that anyone got pleasure from it.


There is strong evidence that the proportion of involuntary expenditure consumers have to make out of the fraction of national income that trickles down to them rises sharply as that income goes up. Two eminent economists, William Nordhaus and James Tobin, have even gone so far as to suggest that because a consumer’s wants can be influenced by the producer — through advertising, for example — it might be that “productive activity does no better than satisfy the wants which it generates,” creating no net gain in the level of human satisfaction.10 Unfortunately, having raised this hare, they followed it no further in their subsequent work. However, it is certainly true that, to paraphrase one of Northcote Parkinson’s famous laws, needs expand to fill the income available. How else can we explain the fact that, although per capita incomes in the Hamburg area are more than three times those in parts of Ireland, people living there do not seem to be significantly better off in terms of the amount of discretionary spending they are able to undertake?


The growth of involuntary consumption as incomes rise is the reason why people find it so hard to cut back and to live on an income that, after allowing for inflation, once served them quite well. It is not so much that they have grown accustomed to a higher standard of living but rather that the old systems that made a more frugal life possible have disappeared. In 1989, in response to a letter complaining that there were too many chi-chi boutiques in Bath but not a single shop where you could buy a few assorted nails and screws in a brown paper bag, The Sunday Times sent a reporter shopping for a tap washer, a sink plug and a lavatory chain in Birmingham. “You won’t get them in the city centre,” she was told in one store, “you need a specialist shop.” In fact she found them at her fourth attempt. In Bath, the only way to renew a tap washer proved to be to buy a complete new set of taps. So when environmentalists point out that in future we shall have to manage on less, they should also point out that facilities like old-style ironmongers will have to be provided to make it possible. Just as growth changes everything, contraction would do so too. Nobody should feel that the future will consist of living on less in today’s world.


Although a lot of effort is currently being expended on developing new indices that rectify some of GNP’s defects as a measure of economic welfare, no one has got anywhere close to building one that measures human welfare as a whole. Tobin, who went on to win a Nobel Prize, and Nordhaus, whose views on the greenhouse effect we will discuss later, produced one of the first attempts in 1972.11 The pair realized that Pigou’s claim that the level of GNP was closely correlated with the level of economic welfare was looking increasingly shaky and that, as several generations of economists had happily made this claim their own, the profession was in danger of falling into disrepute. Accordingly, they set out to prove the claim was still valid by constructing a better index of economic welfare that they called their “measure of economic welfare” (MEW), an indicator they hoped no one would ever need to use if they succeeded in proving that GNP did the job just as well.


Their starting point was the recognition that while GNP was a measure of production, what the ordinary citizen was interested in was his or her level of consumption. They eliminated from the GNP total for each year between 1929 and 1965 not just everything that the public did not actually consume, but also everything that could be considered “regrettable necessities” — such as the cost of travel to work, police services, national defence, sewage disposal and road maintenance. Then they made further deductions for health and educational expenditure, which they treated as capital investments, and for the “disamenities” endured by people who have to live and work in cities, treating the higher wages they earn there not as benefits but as compensation for the conditions they are forced to bear. To the residual annual figures they then added sums to allow for the benefits provided each year by the national capital stock (which now included education and health), for the leisure that people enjoy and also for the things like housework that they make or do for themselves.


Nordhaus and Tobin were happy with the results of their calculations. Over the 36-year period they examined, per capita NNP grew at 1.7 per cent a year and per capita MEW at 1.1 per cent. “The progress indicated by conventional national accounts is not just a myth that evaporates when a welfare-oriented measure is substituted,” they crowed, mission accomplished.


But other people were not so enthusiastic, pointing out, as Herman Daly and John Cobb do in their landmark book For the Common Good (1989), that “the relatively close association” between growth of per capita GNP and MEW disappears when the Nordhaus and Tobin findings are examined for anything shorter than the 1929 to 1965 span. Between 1935 and 1945, for example, per capita GNP rose by almost 90 per cent while per capita MEW went up by only 13 per cent. Similarly, between 1947 and 1965 GNP went up by 48 per cent but MEW by only 7.5 per cent. And even these small MEW increases are suspect; if we drop Nordhaus and Tobin’s hard-to-justify assumption that the productivity (and hence the value) of housework went up by the same amount as the productivity of paid labour, we find that MEW grew by only 2 per cent between 1947 and 1965.


“With their own figures, Nordhaus and Tobin have shed doubt on the thesis that national income accounts serve as a good proxy measure of economic welfare,” Daly and Cobb comment. In recognition of this, their book presents an alternative index prepared by Clifford Cobb, John’s son, which attempts to remedy what they saw as Nordhaus and Tobin’s failings by, for example, correcting for the destruction of natural resources. It also updates the allowances that Nordhaus and Tobin made to compensate for all forms of pollution, bringing them more into line with recent findings about its extent and seriousness. Other changes include the deletion of any estimated value for leisure and the dropping of “human capital” — the capital value of health and education — from the national capital figure and thus from the flow of annual benefits. But perhaps the most important difference between the two approaches is that Daly and Cobb were not out to demonstrate that GNP is an approximation of economic welfare and that GNP growth is therefore a Good Thing.


Although the results they got were, at the time, far and away the best estimates of whether the economic system was really increasing economic welfare, Daly and Cobb presented them with some diffidence. “There are many questions one could raise about whether human beings become better off as a result of increased consumption … Our calculus of economic well-being has failed to take into account the fact that happiness is apparently correlated with relative rather than absolute levels of wealth or consumption. Having more is less important than having more than the ‘Joneses,’ yet in the absence of any way to quantify this sense of relative well-being we have ignored this important finding in our index.” They also pointed out that they had been forced to estimate quantities that are inherently unmeasurable, such as the cost the depletion of natural resources will impose on future generations or the effects of long-term environmental damage 
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Figure 1.1 Although real incomes per head grew by about 250% in both Britain and the United States between the 1950s and the mid 1990s, the economic welfare of their citizens grew scarcely at all on a sustainable basis and has now been falling for almost two decades. Only Germany managed to convert a 430% growth in real incomes into a similar rise in sustainable welfare.








The Daly and Cobb index covered the years from 1950 to 1986. What it showed was that economic welfare in the United States rose to a peak in 1969, remained on a plateau until 1980 and then began to fall even though GNP per head rose fairly steadily throughout the entire period. When Clifford Cobb refined the calculations in 1994 he found that the plateau didn’t exist. Instead, the peak had been reached in 1976 and the fall since then had been almost unbroken. It is now declining at an annual rate of roughly 3 per cent and by 2002 will be back at the 1950 level, although by then the GDP per head could be three times greater than the mid-century level.


An index like Cobb’s — he called it the Index of Sustainable Economic Welfare, or ISEW — declines if the economic system consumes, year by year, an increasing proportion of everything it produces in order to operate. It also falls if the rate at which the natural world is being damaged becomes worse. Accordingly, whenever the three lines on Fig. 1.1 have downward slopes it means that the economies of the countries concerned were running backwards and destroying more resources than they were creating on a sustainable basis. No one should be surprised about this. After all, the investors and companies who determined the fate of the British, German and US economies were doing so to suit their own narrow interest rather than that of the broad mass of the population. Moreover, both common sense and economic theory predict that, as a result of diminishing returns, at some point the costs of achieving growth will come to outweigh the benefits we get from it. What the ISEW calculations reveal is that that time is already here for most countries. Growth — in its present form at least — should therefore be stopped.


The first ISEW outside the US was calculated for Germany by Hans Diefenbacher12 in 1991, and since then indices have been assembled for Australia,13 Austria,14 British Columbia (Canada), Chile, Denmark,15 Italy,16 Korea, the Netherlands,17 Scotland, Sweden18 and the UK.19 All show declines except Chile, which has been moving up and down, and Germany, which after falling steeply after 1980, began to improve after reunification. “The new market in the east led to a massive growth spurt in west Germany,” Diefenbacher explains.


The ISEW approach has been attacked on several fronts, particularly over the valuations used to correct for, say, the damage done by the consumption of fossil fuel. Even those assembling ISEWs disagree on some points. Should an index be adjusted to allow for changes in the distribution of national income, for example, as the Austrians have done on the basis that the average citizen’s economic welfare is likely to fall if most of the extra income generated by growth is captured by a small section of the population? “Income equality has nothing to do with sustainability,” grumbles the opposition. “It could even be harmed by it as future welfare is increased by raising current savings and the rich save more.”20 Or should deductions be made for increases in crime and social breakdown, as is the case with the Genuine Progress Indicator, an ISEW-variant developed by Clifford Cobb and the Redefining Progress organization in the United States?


Herman Daly accepts some criticisms as valid but argues that an ISEW is still a much better indicator of welfare and sustainability than GNP, “Of course we had to make many arbitrary judgements, but in our opinion no more arbitrary than those made in standard GNP accounting — in fact less so. (…) We have no illusions that our index is really an accurate measure of sustainable economic welfare …. We did not offer the ISEW as the proper goal of economic policy — it too has flaws. If GNP were a cigarette, then the ISEW would be that cigarette with a charcoal filter,” he writes.21


The strength of GNP as an indicator is that it measures the level of activity in an economy. Moreover, increases in its level show the potential for businesses to make additional profits. An ISEW, on the other hand, shows whether the economic system is becoming less efficient because it is consuming more of its output itself, and corrects for the proportion of GNP produced at the expense of the environment or because people are doing less for themselves at home. It is therefore a far better guide than GNP to the direction the economy is taking. The two indices are not, therefore, rivals. They are complementary and should be used in association with each other.


Many other indicators should be used as well. In a fascinating book, Seeing Like a State: How Certain Schemes to Improve the Human Condition Have Failed,22 James Scott explains why forestry plantations were developed — and why they proved a major mistake. “The early modern European state, even before the development of scientific forestry, viewed its forests primarily through the fiscal lens of revenue needs,” he writes. “Exaggerating only slightly, one might say that the crown’s interest in forests was resolved through its fiscal lens into a single number: the revenue yield of the timber that might be extracted annually.” He goes on:




The best way to appreciate how heroic was this constriction of vision is to notice what fell outside its field of vision. Lurking behind the number indicating revenue yield were not so much forests as commercial wood, representing so many thousands of board feet of saleable timber and so many cords of firewood fetching a certain price. Missing, of course, were all those trees, bushes and plants holding little or no potential for state revenue. Missing as well were all those parts of trees, even revenue-bearing trees, which might have been useful for the population but whose value could not be converted into fiscal receipts. Here I have in mind foliage and its uses as fodder and thatch; fruits, as food for people and domestic animals; twigs and branches, as bedding, fencing, hop poles and kindling; bark and roots, for making medicines and for tanning; sap, for making resins; and so forth. Each species of tree — indeed, each part or growth stage of each species — had its unique properties and uses …. In state “fiscal forestry,” however, the actual tree with its vast number of possible uses was replaced by an abstract tree representing lumber or firewood.


From the naturalist’s perspective, nearly everything was missing from the state’s narrow frame of reference. Gone was the vast majority of flora: grasses, flowers, lichens, ferns, mosses, shrubs, and vines. Gone, too, were reptiles, birds, amphibians, and innumerable species of insect. Gone were most species of fauna, except those that interested the crown’s gamekeepers.


From an anthropologist’s perspective, nearly everything touching on human interaction with the forest was also missing from the state’s tunnel vision. The state did pay attention to poaching, which impinged on its claim to revenue in wood or its claim to royal game, but otherwise it typically ignored the vast, complex and negotiated social uses of the forest for hunting and gathering, pasturage, fishing, charcoal-making, trapping, and collecting food and valuable minerals as well as the forest’s significance for magic, worship, refuge, and so on.





Towards the end of the eighteenth century, this only-the-timber-yield-matters thinking led to attempts in Prussia and Saxony to turn chaotic, mixed old-growth forests into predictable, same-age stands, each consisting of a single type of tree. “Having come to see the forest as a commodity, scientific forestry set about refashioning it as a commodity machine,” Professor Scott comments. The Norway spruce, known for its hardiness, rapid growth and useful wood, was introduced and planted in blocks in forest areas. It proved so lucrative when first planted that it rapidly displaced almost everything else. From the landowner’s perspective “this radical simplification of the forest to a single commodity was a resounding success.” It was, however, a disaster for the peasants “who were now deprived of all the grazing, food, raw materials, and medicines that the earlier forest ecology had afforded.”


But the landowners’ initial success was not sustainable. “An exceptionally complex process involving soil building, nutrient uptake, and symbiotic relations among fungi, insects, mammals and flora … was apparently disrupted … [by] the radical simplicity of the scientific forest,” Scott says. As a result, the second spruce crop grew 20 to 30 per cent more slowly than the first. Moreover, the single-age, single-species stands proved highly vulnerable to damage by pests and to being toppled in storms. The term Waldsterben (forest death) entered the German language for the first time.


The parallels between the development of plantation forestry and the modern economy are obvious. Just as the Prussian foresters concentrated on maximizing the income from their woodland to the exclusion of all other benefits, our economic system has focussed on maximizing national income growth and excluded all the non-monetary components of human well-being identified by the respondents in the SSRC survey. The foresters who felled “trash” trees, cleared underbrush and had fallen trees and branches hauled away in the interests of efficiency were doing exactly the same as those who eliminated tram cars, railway branch lines, small farms, factories, shops and workshops to achieve the same end. In both cases, almost everything which, however beneficial, could not be made to pay its way in money terms was scrapped, damaging the natural world and, as later chapters will show, people’s health and their relationships with each other. And finally, of course, today’s methods of mass producing food and manufactured goods are at least as unsustainable as the nineteenth-century foresters’ were for their trees.


Fortunately, we are rapidly coming to recognize that we cannot continue to rely on the growth rate as our sole measure of success. In November 1998, the British government published details of what The Daily Telegraph called “a quality of life barometer.”23 “In an attempt to focus government thinking on the importance of all the factors that contribute to people’s welfare, the Deputy Prime Minister [John Prescott] published details of thirteen measures that could be used to determine whether Britain is becoming a better place to live,” the Telegraph’s political correspondent Andrew Sparrow wrote. “His so-called ‘headline indicators’ will cover health, education, housing and the environment, as well as economic factors such as growth and employment.”




Three of them relate to economic growth, three to social progress, six to the protection of the environment and one to the prudent use of natural resources. Many of the figures are already published individually by government departments, but Mr Prescott is also proposing that new figures, such as the population of wild birds to be found in the countryside, should join the ranks of official Whitehall statistics. This indicator will cover 139 species of birds, including the skylark, corn bunting, song thrush and willow tit, whose populations have fallen by more than 50 per cent over the past 20 years.


Mr Prescott said these figures would prove that the Government was committed “to a new way of thinking which puts environmental, social and economic concerns alongside each other at the heart of decision-making”. Michael Meacher, the environment minister behind the idea of headline indicators, said he had “always believed in setting environmental and social indicators on a par with economic targets”.





The UK was by no means alone in developing this type of indicator. Several other countries and international organizations such as the Organization for Economic Cooperation and Development (OECD),24 the UN Commission on Sustainable Development, the World Bank,25 Eurostat (the Statistical Office of the European Communities) and the European Environment Agency have been developing indicators for several years. Equally importantly, non-governmental groups around the world have been working with their local governments under the auspices of the 1992 Earth Summit’s Local Agenda 21 to develop sets of indicators to show whether the changes taking place were leading to improvements or a deterioration at a local level. Many of these draw their inspiration from the pioneering Sustainable Seattle project, which monitors over a hundred factors that affect the quality and sustainability of the city’s life.


It would be hard to overestimate the significance of the development of indicators that will inevitably show that only a fraction of the changes our system is bringing about can be regarded as progress. Given the increasing political and public uncertainty about the benefits of economic growth, the days of the single-objective, plantation-forestry approach to national and international development is drawing to a close. Growth as the chief policy priority is being forced to share its throne. The time is rapidly approaching when it will not be allowed to rule alone.


In summary, all we can say about GNP is that it is a measure of the volume of trading going on in a country that has no necessary relation to the quality of life. Because so much changes when it increases — attitudes, income distribution, the level of noise and pollution, and indeed the whole economic system — it is impossible to say from first principles whether the results of growth will be good or bad. While we as individuals might feel better off if we had more, society as a whole may not benefit.


But if theory will not answer the question “Is growth good?” history may. In the next eight chapters we look at the effects economic growth has had on the lives and happiness of ordinary people in Britain over the past two hundred years.
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Why Capitalism Needs Growth
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The Government’s central economic objective is to achieve high and stable economic growth and employment. This objective recognizes that:


• the level of output per head is a key determinant of our overall standard of living. It also provides the scope for assisting those in need and for meeting the Government’s spending priorities. The Government is committed to raising the UK economy’s sustainable growth rate; and


• creating employment opportunities will not only promote economic growth but will ensure that the benefits of growth are shared throughout society.


Economic growth is the key to raising incomes and living standards over time. The post-war “Golden Age” was an exception period of rapid growth (3 per cent per year on average), in which GDP doubled in the 25 years between 1948 and 1973. In contrast, growth over the following 25 years has averaged less than 2 per cent per year. The Government believes that, with persistence and well-judged policies, it is possible to improve on the recent record. A sustained increase in growth would have enormous consequences for income levels and the ability to sustain and improve public services. — The British Government’s Economic and Fiscal Strategy Report, 1998





IF A COUNTRY’S NATIONAL INCOME is as poor a measure of its people’s overall well-being as the last chapter suggested, why does every industrialized country judge not just its government’s success, but also its national vigour on the basis of the size of its annual increase in GNP? Why are national leaders never content with moderate rates of growth and constantly striving to speed up the process, as shown by the quotation above?


It is not the results of growth that are important to the people who make it happen. What matters is the process itself; and the more of that process there is, the better politicians and business people like it. Growth means change. More rapid growth means even more change; more change means more market opportunities to be turned into profits. And more profits are not only the system’s motivating force but the source of the financial resources needed for it to grow faster still. For a company director, corporate growth creates a virtuous circle with increased profits leading to increased investment leading to more growth, more profit and more investment still. For his ally, the politician, national growth means more tax revenues to spend and more influence in the world.


But it is not just that firms like growth because it makes them more profitable; they positively need it if they are to survive. A fundamental part of the modern capitalist system is the payment of interest on borrowed money. If someone borrows £10,000 at 10 per cent interest, there are only two ways in which they can find the extra £1,000 they will owe twelve months later. One is by taking the money out of their salary or savings — in other words, impoverishing themselves. The other is by investing in some business enterprise that will give at least a 10 per cent return so that they can pay the interest from its profits. But where do the profits come from?


Profits can only be made in three ways, although combinations of these are common. Growth is one method. When an economy grows, incomes increase and profits can come from those extra incomes without anyone having to be made worse off. (This is why we pay such attention to the growth of GNP and why, unfortunately, it is likely to remain the primary national indicator for a very long time. Despite its faults in other directions, the amount by which GNP increases from year to year is a measure of the potential for profit in an economy.)


The second way of making profits applies if there is little or no growth. In this case a new business must win orders previously filled by other firms. In other words, some or all of its profits will be made at the expense of someone else. This is of course the fundamental reason why the Roman Catholic Church condemned usury until as late as 1830 and why Islam still does. In economies that were growing only very slowly, if at all, as was the case in Europe until the Agricultural Revolution and in the Muslim countries until oil was found this century, no one could pay interest on borrowings except at their own expense or that of others. As both courses were undesirable, it made sense for society, through religion, to ban an unproductive, harmful practice.


The third way of securing profits to fund interest payments is by inflation. Let us suppose that most businesses in a country find that their profits have fallen because sales have not increased by as much as was expected or because interest rates on their borrowings have gone up. No managing director likes having to report to shareholders that the ratio of profit to turnover has fallen and firms will want to restore their margins by putting prices up. In a closed economy, one that does not trade overseas, they will be able to do this because most of their competitors will be in the same situation and will be putting prices up too. And so inflation will take place. In a more open economy, however, companies have less freedom to raise prices as they risk losing business to foreign competitors who do not need to raise their prices as they are not experiencing the same profits squeeze. Consequently, only firms minimally exposed to outside competition will be able to push prices up by as much as they need; the rest will have to put up with lower profits to some degree.


So what happens in Britain or Ireland if the economy does not grow? In both countries, new investment is taking place each year. Britain devotes around 20 per cent of its GNP each year to increasing — not just maintaining — its capital stock, which is the national collection of machines, factories, roads, houses and so on. In Ireland, the equivalent figure is 19 per cent a year. If there is no growth, it means that huge sums — in Britain almost £130,000 million in 1997 — have been spent without generating any return.26


The immediate effect is on industry. Firms that have borrowed from their banks or shareholders to expand find that they have not earned anything extra to pay the additional interest or dividend they are committed to pay and that, because of international competition, they cannot restore their margins by inflating their prices. The extra interest payments have to be met out of existing profits, which are consequently reduced, leaving less available for investment from retained earnings the next year. But less investment is needed anyway, since each business has underused capacity created by the current year’s unproductive investment. So investment programs for the next year are cut back, causing job losses among builders, machinery suppliers, architects, lawyers and financiers. Naturally, the newly unemployed have less to spend with the businesses that supply them, and chain stores, travel agents and garages are forced to make lay-offs too. And so we enter a downward spiral, with no growth leading to an actual depression, not just a year or two of marking time. In our present economic system, the choice is between growth and collapse, not growth and stability. No wonder people want growth so badly.


This was the reason that the former British Prime Minister, Edward Heath, once said “the alternative to expansion is not an England of quiet market towns linked only by trains puffing slowly and peacefully through green meadows. The alternative is slums, dangerous roads, old factories, cramped schools, and stunted lives.”


For governments, the effects of no growth are equally bad. Since business profits fall sharply, the amount of tax collected from companies drops. Then overtime falls and lay-offs start, cutting the amount the state collects in income tax while pushing social security payments up. Finally, there are the second-round effects, like lower VAT (value-added tax) receipts because the unemployed and people on reduced incomes do not buy so many luxury goods. And if the government has itself been borrowing to fund its capital spending program (or even current expenditure), it will have increased interest payments to make, compounding its problems further.


A government caught in this position can cut its spending to keep its budget in balance, but this will exacerbate the depression. An alternative is to borrow money to pump into the economy to keep demand up and prevent the slump becoming too bad. However, this strategy cannot be continued for more than two or three years without the national debt burden becoming cripplingly high. Successive Irish governments found this out the hard way between 1975 and 1985 when they tried to eliminate unemployment entirely and then, after 1979, to shield the country from the worldwide recession caused by OPEC’s oil price increase. Ireland’s foreign borrowings jumped from £4 to £2,269 a head during this period as a result.


It is easy to see why businesses and governments constantly strive to create growth, since the alternative is debt, depression, unemployment and commercial disaster. They are obeying the growth imperative, a force that has largely shaped the past 240 years, leading to the construction of empires, two world wars and the creation of the European Economic Community, among much else. More recently this imperative has endangered the planet environmentally and has generated such an orgy of financial speculation that the savings of millions of people are almost certain to be lost.



Expand or die



The growth imperative works on Darwinian principles: it ensures that only the fastest-growing businesses and nations survive. And just as evolutionary survival is due to the possession of more appropriate genes, the key to commercial growth is the adoption of more appropriate technology. In a Third World village, the growth potential of traditional technology is exhausted. In his book Transforming Traditional Agriculture (1964), Theodore Schultz quotes from a study made by David Hopper in a village in India in the mid-1950s:




An observer in Senapur cannot help but be impressed with the way the village uses its physical resources. The age-old techniques have been refined and sharpened by countless years of experience, and each generation seems to have had its experimenters who added a bit here and changed a practice there and thus improved the community lore. Rotations, tillage and cultivation practices, seed rates, irrigation techniques, and the ability of the blacksmith and the potter to work under handicaps of little power and inferior materials, all attest to a cultural heritage that is richly endowed with empirical wisdom.





Hopper made careful measurements of the time and the amount of land each farmer devoted to a particular crop and compared these with the relative produce prices. He concluded that the villagers could not improve their economic output by switching the proportions around. “Are the people of Senapur realizing the full economic potential of their physical resources?” he asks. “From the point of view of the villagers, the answer must be ‘Yes’ for in general each man comes close to doing the best he can with his knowledge and cultural background.”


Hopper also calculated that the return on any additional capital investment made by the villagers would be low — around 3 per cent — regardless of whether it was spent on land, on bullocks or on extending the irrigated area, so long as they remained within the confines of their traditional technology. From this we can conclude that the farmers have carried on investing until they reached the point where they would rather consume the investment funds this year than have 3 per cent more to consume next year. After all, the future is uncertain and next year they might be dead, so they might as well live a little better now, especially as the extra from investing would make so little difference anyway. (In economic jargon, the villagers’ investment stops when the rate of return drops to equal their rate of time preference.)


The point of a new technology is that it enables an item to be made or grown with a different, lower-cost selection of the factors of production (land, labour, energy, capital) than was possible previously. Because costs are lower per item produced, profits can be made, at least until everybody adopts the same method and competition causes prices to fall. When Hopper visited Senapur, a field was irrigated by yoking two oxen to a rope tied to a big leather bucket down a well. During the past thirty years, however, electrical or diesel pumps have been introduced to the village. Although it required very much more capital to buy them in the first place, and a regular input of energy from the outside world, the new pumps displaced the oxen and the men who drove them. The first farmers to go over to the new ways found that they were able to irrigate a larger area than in the past and that consequently they could either get higher yields of some of their existing crops or put a bigger area under water-demanding ones like rice, which tend to earn a higher return than crops that can be grown almost anywhere.


So the pioneer farmers increased their production and altered the relative amounts of the crops they grew. For a while, prices remained unaffected and they enjoyed good profits. However, as more and more pumps were installed, output increased significantly and prices began to fall, reducing the income of those farmers who had failed to adopt the new irrigation method. This group suffered another setback too. The new power pumps meant that more water could be extracted and from greater depths than previously possible, so the water table around the village dropped. Naturally, the old-style farmers deepened their wells and lengthened their ropes, but because their oxen had farther to haul, they were unable to raise as much water as they used to. In short, these farmers found themselves caught in a rather neat, but nasty, pincer movement: they could not produce as much as before because they had less irrigation water, and the market price for their reduced output had fallen. Moreover, if they tried to install pumps to catch up with their neighbours they would not get as much profit as the pioneers did, because of the price fall. Indeed the traditional farmers’ situation might have deteriorated to such an extent that they would be unable to service the loans on their pumps, even supposing they were able to arrange them.


Here is the growth imperative at work: once change begins to take place, no one has the option of not adapting to it. Anyone who doggedly continues in the traditional way will be wiped out, just like an old man I saw on a visit to India in 1988. He was standing beside his one-room shack in a remote part of Tamil Nadu, waiting for his neighbours to bring him their leather irrigation buckets to repair. But now that power pumps had arrived nobody was coming any more, and beside each well in the surrounding fields was a freshly dug pile of earth, a sign that the hole had been deepened recently and that fierce competition for water was going on.


Economists refer to this type of struggle as “the agricultural treadmill.” An innovation comes along, almost always involving the increased use of industrial inputs, such as the replacement of the horse by the tractor. Richer farmers, who can afford to take risks, buy tractors and make money from them by increasing their acreage of tillage crops. Other farmers, seeing their success, buy tractors too and increase their output as well. As a result, the price of whatever they are growing falls, driving those farmers who are still ploughing with horses out of business because they can no longer support their families at the lower price level. The remaining farmers, who buy the land of those who leave, are probably no better off financially than they were before they adopted the innovation. Indeed, their lives could be worse because not only are they cultivating much larger areas, but they are living closer to the financial edge because a higher proportion of the money they receive from their sales now has to be paid over to the industrial sector for vital supplies. If the price of their output falls again, it could eliminate the margin they have left for themselves.


This is why Eugene Hayes, who runs training courses for young farmers on behalf of the Irish government’s agricultural development agency, Teagasc, told an environmental conference in Skibbereen in 1989 that he thought that very few of his trainees would be able to make a life on the land. “I haven’t told them so,” he said, “but they’ve left it three years too late. Technology represents a carrot and a stick and for those who go for it first, there is success. For those who are slow to move there is a fight for survival because the increased production due to new methods drives prices down and makes it financially impossible for people using the old ways to continue to do so. They can only go on making sacrifices for so long.”


The growth imperative applies equally harshly in industry, where it forces manufacturers to adopt the latest, lower-cost methods or go to the wall. The best-known and most exhaustively studied example is that of the improved spinning methods introduced to the British cotton industry at the start of the Industrial Revolution. In the thirty years from 1780, this transformed a small, struggling, part-time occupation for rural people that was unable to compete with Indian imports into an industrial sector that provided 8 per cent of GNP and 40 per cent of Britain’s exports in 1812. The price of yarn fell dramatically from 38s (£1.90) per pound in 1786 to 6s 9d (34p) in 1807, and although part of this reduction was due to a fall in raw cotton prices, itself the result of Whitney’s invention of an improved gin, those who did not take a spinning jenny into their home to replace their spinning wheel could not continue in business. Moreover, once changes in the industry had started they led to others so that by 1812, spinning could only be carried out economically in factories where water or steam power was available, and the number of home workers began to decline. Ten years later the power loom arrived and independent home weavers were forced from the trade — and into great poverty — by relentless downward pressure on their earnings. In her account of this period in her book The First Industrial Revolution (1965), Phyllis Deane writes:




Britain was first in the field with the new machines and with cheaper, finer cottons and was therefore able to reap the innovator’s profits. By the time her rivals had followed her lead, prices had fallen to more competitive levels and the boom profits had been won. The initial lead … meant that the country … could go on getting higher-than-average profits for a considerable time, simply because it was enjoying larger economies of scale and could go on supplying its products at keener prices.





Among Britain’s rivals were Indian hand-weavers who made such fine quality cloth that Parliament banned imports of their printed calico in 1700 to give domestic producers a chance. Between 1797 and 1813, a further impediment was put in the Indians’ way — the duty on white calico was raised from 18 per cent to 71 per cent. Later, to speed the expansion of the English mills, India’s British rulers cut the import duty on Lancashire cottons to 2.5 per cent at a time when the duty on Indian cloth consumed in India was 17 per cent. They also imposed a tax on household spinning wheels.


Somehow, however, traditional Indian producers have managed to survive and the battle between them and highly mechanized mills — in Bombay, this time — is still going on. In 1989 V.P. Singh’s incoming government, worried by increasing unemployment, made noises about assisting the hand-loom sector, but even had its period in office been rather longer there is very little doubt that the outcome would have been the same. Only tourists and committed followers of Mahatma Gandhi are today prepared to wear khadi, the local name for hand-spun and hand-woven cloth. When I watched the weavers do their traditional dance in Rudrur, a village in Andhra Pradesh, one night in 1988, they had not woven anything for over eight years.


In Ireland and Scotland too the march of technology is irresistible and only a few hand-looms remain. One-third of Irish tweed is produced by Magee’s of Donegal, which uses modern German looms for the bulk of its production, changing them every five years to keep up with the latest developments. The company also employs thirty home weavers working by hand on simple, traditional looms to produce the fabric for their men’s jackets, which — for marketing reasons rather than social concern or sentiment — are always made from hand-woven cloth. Scotland’s Harris tweed has an identical marketing strategy.


Every industry provides dozens of similar examples of battles between new technology and older methods in which the old-style producers lose market share and are eventually driven out of business. No quarter is ever given; advanced firms never limit their output to allow older methods to survive except on a token basis within their own organizations, which enables them to talk about tradition in their advertisements. Innovators always seek increased markets for their output because this not only maximizes their profits but also increases their chances of survival. Once an innovation appears, no firm can be sure of being able to continue to produce as it did before for more than a limited time, no matter where it is in the world. No society is safe either, since the technologies it chooses — or is forced by competitive pressures to adopt — will determine the future relationships between the people who make it up.



Imperialism: Trade at the point of a gun



In the past, even military might has been used to compel countries wanting to protect their producers or to preserve their society to open up to competition. Britain imposed the Anglo-Turkish Commercial Convention on the Ottoman Empire in 1838 and repeated the process with Persia in 1841. The first of these actions had particularly serious consequences. By 1881 the Turkish state was bankrupt, although the empire was allowed to stay largely intact for a third of a century more, because the European powers were reluctant to compete too fiercely for its territory in case this led to war.


In the end of course it did, or, more accurately, it provided the spark for one that would have broken out anyway. The growth of nationalism and Turkey’s financial problems provoked two revolts in the Balkans in 1875 and 1878. During the second of these, Russia helped Serbia to become independent, and the Austro-Hungarian Empire took over Serbia’s neighbour, Bosnia-Herzegovina. When the Austrian Archduke Franz Ferdinand was shot by a Serb in Bosnia-Herzegovina in 1914 and the Austrians and their German allies decided that Serbia should be punished, Russia felt it could not stand aside and allow its protégé to be invaded. It called on Britain and France to honor their obligations under a treaty designed to contain Germany, and the First World War began.


The effects of other commercial interventions by capitalist states have been just as far-reaching. The most flagrant case of a country being opened up as a market against its rulers’ wishes is that of Japan. For over two hundred years the country had deliberately isolated itself by restricting the size of ships that its people were permitted to build, refusing food, water and fuel to foreign vessels and trading only through the Dutch, who were confined to an island in Nagasaki Bay and allowed onto the Japanese mainland only once a year. “The policy of the shogunate was to maintain a static society,” says Richard Stony in his History of Modern Japan (1960), describing how travel within the country was deliberately restricted, to the extent that the use of boats was banned at one river crossing so that everyone had to wade across, except for a few important travellers, who were carried.


Nevertheless Japanese scholars kept a close eye on the progress of science and technology in the West after 1719, when the eighth shogun had been shown an astronomical telescope and realized how important it could be for calculating the calendar; previously anyone found studying Western culture had been imprisoned or killed. In 1811, the magnificently named Institute for the Investigation of Barbarian Books was set up to translate foreign works. But Japan was not allowed the luxury of settling for itself whether it should adopt or adapt Western methods. The United States decided it would force it to do so. “From the late eighteenth century onwards there was a new wave of Western expansion in the Far East,” writes Pat Barr in his book The Coming of the Barbarians (1967). “The wealthy nations of the world were seeking new outlets for the goods which their new industrial skills could produce; Japan was known to be a relatively prosperous nation — a completely untapped market. The end of her seclusion was inevitable. It was mainly a question of who got there first.”


On 8 July 1853 Commodore Matthew Perry’s squadron sailed into Tokyo Bay. After several days, during which the Americans made every attempt to overawe the Japanese with their military might and their technology — troops paraded daily and a model steam railway on which people could ride was set up — a meeting was held with representatives of the shogun. Perry told them that the American president wanted to make a treaty with Japan so that trade could flourish across the Pacific and then Japan would grow great and prosperous in its own right. He would return again with more ships in the spring for an answer.


Diaries and letters written by the Americans at the time show that they were well aware that they were about to change an apparently idyllic society irrevocably. The shogun’s advisers realized it too, and were divided over whether they should attempt to repel the foreigners by force or accept the inevitable. The latter group won and in 1858 a commercial treaty was signed, by which time the Japanese had already started an iron and shipbuilding firm in Mito. Ten years later the country had built its first railway entirely from its own resources. Did the Americans ever feel that they should have left well alone?


Like Japan, China tried to avoid trading links with the outside world. As Tsui Chi says in his Short History of Chinese Civilisation (1947), “the Chinese mind is naturally conservative and respectful of tradition; suspicious of innovation. And with their huge productive land and their modest standard of living the majority were able to live in perfect contentment, working the land by the ancient traditions and producing simple but beautiful goods without the use of machines. They had no desire to trade with the foreigner nor to learn his methods.” In 1793, when King George III of England sent Lord Macartney to request that Macao (now Aomen) and Canton (Guangzhou) cease to be the only ports open to foreign vessels and that three more ports be opened up, the Manchu emperor, Qian Long, rejected the suggestion, replying, “As your ambassador can see for himself, we possess all things. I set no value on objects strange or ingenious and have no use for your country’s manufactures.”


Another attempt was made by Lord Amherst in 1816. However, he high-handedly landed at a port closed to foreigners in the north of the country because it was closer to Beijing and was consequently refused an audience with the emperor, although this may also have had something to do with his refusal to kowtow.


In spite of these rebuffs, unofficial trade with China began. British ships laden with opium produced by the East India Company would anchor in the estuary of the Pearl (Zhujiang) River between Macao and what is now Hong Kong and smugglers’ boats would come out to them under cover of darkness. The smugglers paid for the opium in silver, and it is estimated that 1,270 tonnes of coins were removed from the Chinese economy in 1838 alone. A drain on this scale could not be ignored, particularly as the people found it hard to get enough silver currency to pay their taxes, and the emperor decided to make opium smoking a capital offence, giving his citizens a year to break the habit. Lin Zexu, governor of two central provinces, decided that he could not eradicate the problem there unless the supply was cut off at source and he went south to the Pearl estuary, where he ordered defences and look-out posts to be built along the shore. Then he wrote to the British consul in Canton, demanding that all the opium owned by the British merchants be handed over within three days.








[image: ]

Figure 2.1 Commodore Perry’s black ships arrive in Tokyo Bay to force the Japanese to open their economy to international trade. 








When this demand was rejected, Lin blockaded the houses used by the British in the part of the port where they were allowed to stay for six months of each year. When it became clear that he intended to starve them into submission, the merchants capitulated and over a thousand tonnes of opium was delivered to him, which he destroyed on the beach, flushing the remains into the sea. Lin then wrote to the emperor suggesting that in future, Westerners trading in opium should be hanged, although he made it clear that normal trading was welcome in the provinces for which he was responsible. However, when British seamen killed a Chinese man in a brawl a little later and the consul refused to hand over the culprits, Lin banned all foreign trade until the matter was settled. This was too much for the British and in 1840 they sent not just the customary gunboat but fifteen, with 15,000 troops on board.


The outcome was that Canton, Amoy (Xiamen) and Shanghai were captured and when Nanjing came under the British guns, the Chinese court panicked and accepted an unequal treaty that not only opened four more ports to foreigners but meant that the British were paid $6 million to cover the cost of the war and $9 million for the loss of their opium and the dislocation of trade.


In 1856 the Second Opium War broke out, again over a trivial incident. Again more ports were opened and massive reparations were paid. Tsui Chi describes the result:




The huge sums of money that had to be squeezed from the groaning people as indemnities to the wealthy Europeans brought the Empire to the verge of bankruptcy. Through the low customs duty and preferential tariffs accorded in the treaties to the industrial nations of the West, foreign machine-made goods poured into China, and not only ousted native goods but effectively prevented the development of a national industry … The most grievous of all the consequences was that the Chinese lost all faith in themselves and their nation; they relaxed their endeavors at reform and development; they were over-impressed by the scientific inventions and war machinery of the Westerners that they began to despise their own ancient civilization and servilely to imitate the foreigners.





Materials as well as markets


During the second half of the nineteenth century, a change began to take place in the relationship of the industrialized countries with the rest of the world. Although manufacturers still needed wider and wider markets to keep their profits buoyant, they increasingly began to look abroad for their raw materials too, and with the development of the railway and the steamship it became possible to ship not just high-value luxuries and precious metals but bulk commodities from almost anywhere on the globe. Plundering missions, like those of the Spanish in the New World, the Portuguese and later others in Africa, and the East India Company in India, were converted to a more formalized system necessary to keep the “mother-country” supplied with raw materials.


As part of this change the East India Company was abolished in 1858, discredited by the “Indian Mutiny” the year before; its armies and officials were transferred to the Crown. “It was deprived of its powers which had been wielded for two centuries with such merciless despotism … the public conscience of the nation was awakened by the spectacle of a structure of tyranny and wrong far exceeding in atrocity and extent anything that had ever been known in the history of the human race,” wrote an American author, C. Edwards Lester, in The Glory and Shame of England (1864). An English merchant agreed, saying that the company had obtained local goods “by every conceivable form of roguery … fines, imprisonment, floggings, forcing bonds upon them etc.”27 The company’s indigo trade was typical: peasants in Bihar and Bengal were made to grow the crop at loss-making prices for fear of imprisonment, and forced labour was also used for its processing.


A more subtle form of exploitation began, which was later attacked by the Indian economist Dadabhai Naoroji in Poverty and UnBritish Rule in India (1901). Naoroji pointed out that increasing amounts of tax revenue were being taken out of his country to cover India’s share of the maintenance costs of the British army and navy throughout the world, the pensions of expatriate government officers and railway staff, and the huge debt incurred in building the railway system. He calculated that this drain had been £3 million a year at the beginning of the 1800s and was over £30 million by 1900, a sum equivalent to £1,600 million today. “Even an ocean, if it lost water every day which never returned to it, would be dried up in time. Under similar conditions, even wealthy England would soon be reduced to poverty,” he wrote. “The former rulers were like butchers hacking here and there but the English with their scientific scalpel cut to the very heart … and soon the plaster of the high talk of civilization, progress and what-not covers up the wound.”28


In Africa the need for supplies as well as markets brought about the scramble for territory among the European powers during the 1880s and 1890s. Until that time, apart from some settlement by the Dutch and the English in the far south and the French in the far north, European colonization had been largely limited to a few trading and slaving posts at the mouths of the greater rivers. Although the slave trade is estimated to have killed a hundred million people and destroyed native societies over much of Africa, it was not banned internationally until 1884. However, the American explorer H.M. Stanley realized the true potential of the continent several years earlier. “There are forty millions of people beyond the gateway of the Congo and the cotton-spinners of Manchester are waiting to clothe them. Birmingham foundries are glowing with red metal that will presently be made into ironwork for them and the trinkets that shall adorn those dusky bosoms,” he told a meeting of British businessmen in 1872.


Other countries had spotted Africa’s potential too, and by the end of the century France had secured 4 million square miles, Britain 3 million and Germany, Portugal, Belgium and Italy about 900,000 each. Only two countries — Liberia and Ethiopia, just 4 per cent of a continent the same size as the United States, Australia, India and China put together — were not incorporated into the supply and marketing system of a major power. Ghana (the Gold Coast), which had been a source of gold and slaves since the Portuguese built the first coastal fort there in 1482, became a British colony in 1874 even though a parliamentary commission had recommended withdrawal from the forts only nine years before on the grounds that there was no point in keeping them since Britain had banned the Atlantic slave trade in 1807. The reason for the sudden change of heart was that indigenous entrepreneurs had turned to producing palm oil and palm kernels that the mechanized factories of Europe needed for lubrication and the manufacture of soap and candles. The country was one of the world’s top five rubber producers by 1890, and that same year cocoa production started.


One of the first acts of the imperial power in many of the new colonies was to impose a hut tax or a head tax since this broke down local self-sufficiency and started the process of monetarizing their economies. It also had the effect of forcing the people to come to work for the new overlords or to produce something to sell to them. Ghana fiercely resisted the hut tax when attempts were made to impose one in 1852. As a result, revenue had to be raised largely from import duties instead, and this meant that the colony’s administrators were doubly reluctant to encourage the development of indigenous industry; not only would local firms supplant British products but import duties would drop.


The years from 1860 to 1914 have been called the period of “neo-mercantilism” because each industrial country sought to form a large, self-sufficient trading unit to which it supplied manufactured goods and from which it obtained foodstuffs and raw materials. In 1864 C. Edwards Lester wrote this analysis of British policy from an American perspective:




Yes, England preaches to us Free Trade which means for us to buy everything from her and she take nothing from us in return but breadstuffs, provisions and raw materials for manufacture … That has always been her policy towards all nations, especially us. Her power and importance — now all reduced down to her balance in exchange — gold. All countries owe her money, we most of all. She makes money by taking the raw material from other nations, manufacturing and selling it back, and in both cases to a considerable extent, fixing the price herself … She knew that she could not rule the world by her arms but by her manufactures. She has, therefore, always endeavored to suppress the development of manufactures in other nations … England always drained everyone of her customers of their gold and thus held what she is struggling to keep, the balance of exchanges in her favor.





A crucial plank of mercantilist doctrine was to prevent gold leaking from one economic system to another. Accordingly, each rival colonial system erected tariff barriers against the others; Germany in 1879, France in 1892 and finally Britain with the introduction of “imperial preference” in 1897. But Germany, the most populous European power as a result of Bismarck’s assembly of previously independent states and by 1913 the most economically powerful, had come rather late to the territory-grabbing game and was unhappy with what it had got. The French historian Marc Ferro puts it this way:29







Following English and French examples, Germany was in turn converted to overseas expansion, either for new markets or for cheap raw materials. But the world had already been conquered and partitioned; there was no “place in the sun” for Germany and her immense economic power remained concentrated on a relatively small national territory, her field of expansion narrowly circumscribed by her rivals’ positions. The vast demands of a maturing economy could not be met although the economy was itself fully competitive, nor did she have a financial base on the same scale as her economic power. England felt threatened … Anglo German rivalry became a public matter, orchestrated and fomented by press and cinema. Some statesmen in both countries sought accord but the two countries were pushed by the logic of imperialism.





Thus it was the need for growth that brought about the First World War.




26 It is, of course, possible for a firm to show a profit on its capital investment without generating higher sales by achieving higher labour productivity. However, since it has to shed its surplus workers to achieve this profit, its surplus is made at the workers’ expense and that of the rest of the economy, which is taxed to enable the state to pay the redundant workers’ dole. We will explore the consequences of this later.


27 Quoted by Betsy Hartmann and James Boyce in Needless Hunger (1982), which provides a good account of how the British broke down the Indian economy. C. Edwards Lester, The Glory and Shame of England (1866), has some useful material, but the fullest account of the downside of British involvement in India is probably Reginald Reynolds’s White Sahibs in India (third edition, 1946). For the effect of imperialism on Africa see Walter Rodney, How Europe Underdeveloped Africa (1972). Richard West’s Brazza of the Congo (1972) tells a sickening story of how commercial interests beat an idealist.


28 Quoted in S.K. Srivastava, History of Economic Thought (1983).


29 Marc Ferro, The Great War 1914–1918 (1974).
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