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Until recently, most corporations waited to begin
cleaning up their products and processes until some citizen
activist group or stockholder campaign forced them to do so.
No one should be surprised at this corporate foot-dragging
behavior. Traditional economic theory (which has changed
remarkably little in the past twenty years) holds that corpo-
rate decisions should be narrowly focused on the balance
sheet and on maximizing share prices and stockholders’
returns. Corporate concern for broader social issues is still
viewed in many textbooks as irrational or even immoral. As
far back as the early 1970s, when environmental issues were
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just beginning to receive widespread attention, I and others
pointed out that such short-term economic theorizing was
shortchanging society and imposing significant environ-
mental costs. These hidden costs of production were being
passed on to consumers (for example, in ill health and clean-
ing bills), taxpayers (in the cost of trash collection), and future
generations as these pollution problems worsened.

Today much has changed—environmentalists are
now courted to serve on corporate boards and accept corpo-
rate grants. Yet traditional economic theories, investment
analyses, and models of pricing and marketing still impose
serious constraints on the abilities of managers to make
environmentally wise decisions.

Traditional economics is destructive to the environ-
ment partly because of its obsessive focus on continually
increasing the GDP. The kind of economic growth that both
GDP and corporate balance sheets measure is distorted; it
does not take into account the heavy social costs borne by
local governments and taxpayers who have to clean up the
mess. To deal with broken neighborhoods, crime, drugs, and
pollution, they must raises taxes or incur budgetdeficits; they
thus begin to compete with each other to ease pollution
standards and zoning regulations to lure companies to their
areas to provide jobs and tax revenues. But this only leads to
even greater social and environmental costs—finally result-
ing in the politicians calling for more economic growth to
“solve” the problems. The focus on money transactions and
balance sheets causes unwise decisions and unrealistic as-
sessments of the hidden costs of this type of “economic
development.”

Faulty, obsolete economics led to the “bubble”
economy in Japan and the United States during the economic
growthof the 1980s. Now we cansee the real-world hangover
in both countries in failed financial institutions, overvalued
stock markets and real estate; and the loss of faith of small
investorsand citizens as they see the systemic effects of greed
and efforts to maximize profits and the bottom line. Narrow
“economism” fails to see the potential of increased energy
efficiency to make America more competitive with Japanand
Europe. Underemployment, falling real incomes, the need
for work-force retraining, and the rising indebtedness of
consumers were overlooked and economists overestimate
GDP—measured “recoveries” and expectell job-creation. The
Economist actually hails “jobless economic growth” as “the
Holy Grail of economic prosperity.” Such oxymorons flow
from per-capita averaged statistics on GDP and productivity.
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This same thinking has been behind the pursuit of a North
American Free Trade Agreement (NAFTA) with Mexico,
even though cheap Mexican labor will pull down the wages
of U.S. workers—making it harder for them to support the
U.S. GDP with adequate purchasing power. The “supply-
side” paradigm sees the economy from a top-down business
perspective that assumes that low wages and decreased
spending on educationand retraining is the best way to boost
profit. But as systems thinkers know, what goes around
comes around and taxes must support retraining of those
disemployed by corporate substitution of workers through
automation. We now see theindustrial value systemsplitting
in many mature industrial countries, including the United
States, where short-term profit maximizing is giving way to
older, more traditional community concerns, socially re-
sponsible investing, and the search for a “greener,” gentler
economy.

What Companies Are Doing to Respond

Many companies are responding to the challenges of
“green” marketing, “greener” products, and more socially
responsible ways of doing business. The best indicator is the
overall growth of the socially responsible investment move-
ment, up from $40 billion in assets in 1982 to $750 billion in
1992, with this type of “clean and green” investing growing
faster than any other market segment. In addition, some of
the socially responsible funds outperform the market, even
though they exclude companies that pollute, produce weap-
ons or nuclear energy, and firms that are unfair to workers,
test their products onanimals, or do business with repressive
foreign regimes.

For many years, environmentalists exerted pressure
on electric utilities to get them to clean up, to increase
efficiency, and to help their customers purchase less wasteful
appliances, light bulbs, and shower heads and insulate their
homes. Today, utilities that once resisted that pressure are
jumping on the environmental bandwagon and realizing
that it is cheaper for them to even give their customers
efficient light bulbs and shower heads and offer them low-
interest loans to install insulation than it is to build new
power plants. Conservation is at last recognized as many
times more cost-effective than adding new power supply.

Energy use is the key to environmental quality, and
when all the social and environmental costs are included in
the price of energy, we find that the environmental solution
is also the economic solution. More and more countries are

Conservation
is at last
recognized as
many times more
cost-effective
than adding new
power supply.
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seeing that energy-efficient, environmentally sound econo-
mies are necessary for truly sustainable development in the
long term. In the private sector, especially in global compa-
nies, the twin lessons of energy efficiency and preventing
pollution at the source are being learned. These goals can be
achieved only when prices are corrected to reflect their full
costand investments are costed out over their full useful life,
so that the most ecologically benign technologies win out.

Cutting-edge companies are moving beyond recy-
cling into remanufacturing and reuse. Some companies are
getting into environmental enhancement rather than just
pollution control. “Greening” can be good business. A recent
survey of the 1,000 largest industrial companies by Covenant
Investment Management of Chicago found that the “top 200”
insocialresponsibility had outperformed Standard and Poor’s
500 in total five-year returns by almost 15 percent. Many
consulting companies and advertising agencies are now
offering the big multinationals “green” ideas for marketing
and promotion, and several hundred firms in the United
States and Europe now offer environmental auditing ser-
vices. Unless the private sector gets deeply involved, the shift
to environmentally sustainable technologies and companies
will be slow indeed.

Many environmentalists have understandable mis-
givings about big multinational corporations and large-scale
environmental projects. Indeed, such projects must be as-
sessed very carefully, to determine their effects on local
people, cultures, and ecosystems. Thus, bioremediation and
ecological restoration are new industries of the twenty-first
century. At a recent meeting of the Society for Ecological
Restoration, the “trade association” for the new ecological
remediation business, thousands of participants discussed
projects such as restoring rain forests and recreating lost
wetlands, freeing rivers whose flows had been channeled,
greening desert areas, replanting wasteland around power
facilities, and reintroducing lost species into their former
habitats.

Making “Greening” Fair

The “Economists versus Ecologists” debate has
changed little since my Harvard Business Review article in
1973. The struggle concerns whether economic management
tools suchas the GDP will continue toreign Supreme over the
affairs of nations, or broader social and ecological values will
move the policies of business and government beyond the
traditional “bottomline.” There are economic mechanisms to
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internalize hidden social and environmental costs and ex-
pand the limits of market-based policies in dealing with long-
term values. But economic approaches are not a panacea and
the new markets must, in fact, be legislated into existence.
Another apparent oxymoron reveals the truth that all mar-
kets are sets of rules derived from different cultural DNA
codes. “Green” markets, like all others, will not be “free” or
even cheap, since they require complex regulation, monitor-
ing, and enforcement and may be ethically dubious, such as
the new markets now trading air pollution licenses.

Furthermore, these measures will not necessarily be
fair. Traditional economic theory based on Pareto Optimality
formulasignores the growing gap betweenrichand poorand
assumes that everybody has equal power and information.
As a consequence, most economists tend to favor “incen-
tives” and subsidies to ease the pain of restructuring wasteful
old industries rather than backing a “greening” of tax law to
level the playing field for new and budding enterprises in
energy conservation and efficiency, recycling, and renew-
ableresources. Althoughmany “green” markets will be more
efficient overall, they will produce winners and losers (often
workers or low-income citizens).

Since Earth Day 1970, environmentalists have chal-
lenged economists’ definitions of progress, wealth, and de-
velopment, pointing out that traditional economic theories
and models shortchange nature as well as future generations.
They highlight absurdities of GDI* accounting such as post-
ing gains after the Exxon Valdez oil spill in Alaska by adding
the costs of the cleanup to GDP. GDP ignores the value of
clean water, fish, and pristine, scenic environments such as
Prince William Sound.

The social equity issues glossed over in economic
_theories were challenged in Rio at the 1992 Earth Summit in
a North-South debate over “sustainable development,” a
term now widely co-opted by governments and business.
Sustainable development, if it is not to become another
oxymoron will require that northern industrial countries
consume less energy and materials if the countries of the
south are to achieve sufficient levels of development to meet
their needs.

The newrealism is expressed in Challenge to the South,
the final report (1990) of the three-year deliberations of the
South Commission—a prominent group of dignitaries from
the Southern Hemisphere. The report clearly accepts a new
level of responsibility for the South’s own development and

“Green” markets,
like all others,
will not be “free”
or even cheap.
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self-reliance in fostering its own human resources and still
unexploited natural wealth. It takes a sober look at the
outworn debates between capitalism and socialism and,
while acknowledging the need in many countries to replace
government bureaucracy with more use of markets, also
recognizes that most economies in the world are regulated
and that some government intervention is necessary. Chal-
lenge to the South acknowledges the failure of the much-
awaited North-South dialogue and emphasizes that the only
option left for the South is more concerted action on its own
behalf in matters such as trade, finance, debt, the environ-
ment, and new paths toward its own specific forms of devel-
opment. It sees blind imitation of wasteful Western-style
mass consumption patterns and slavish following of pre-
scriptions for boosting GDP as counterproductive and advo-
cates new indicators of a more balanced kind of develop-
ment. These include literacy rates, life expectancy, unpaid
productive work, energy efficiency, military versus civilian
budget ratios and environmental depletion, such as the UN’s
Human Development Index (HDI) and my own Country
Futures Indicators (C.F.L).

The transition to sustainable, renewable energy will
cause initial disruption and job losses, which also must be
cushioned by grants and retraining. Balanced, solar-based
economies will be more labor intensive, as spelled out in my
earlier books (see Chapter Nine of Politics of the Solar Age, and
Worldwatch Institute paper #104, “Jobs in a Sustainable
Economy,” September 1991).

Other groundbreaking recommendationsinclude the
forming of a debtors’ forum to guide concerted policies for
relief of debts; a new South Bank to make export credits and
investments more available to expand inter-South trade and
technological development; augmented data networks for
information sharing; and many programs for increasing
investments in human resources and education.

The paradigm of “productivity per capita” has led
inevitably to increasing the capital intensity of industrial
societies and to the drive for technological innovation and
automation. The debates of the 1970s over “appropriate
technology, scale, and centralization” have shifted the devel-
opment paradigm in the 1990s, particularly in the South.
Technological choices are more critically examined to deter-
mine whether they will disemploy people, widen income
disparities, draw populations from rural food production
into already burgeoning cities, or have detrimental environ-
mental impacts.
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Challenge to the South adopts many of the suggestions
of the Brundtland Commission report, for a more ecologi-
cally sustainable, and equitable form of development, al-
though it is understandably hardnosed concerning global
bargaining over issues such as global warming and ozone
depletion. It calls for a Planetary Ecological Fund so that the
costs of shifting to more benign, “green” technologies will be
borne fairly by the North—which is responsible for 80 per-
cent of these problems—as well as the South. Indeed, Chal-
lenge to the South is a major policy statement that may well
redefine what we mean by development.

People-Centered Development

It is now clear how misguided has been the effort to
industrialize the planet by the process by which Britain and
much of Europe industrialized almost three centuries ago.
The Eurocentric ideologies of industrialism and economic
“development” not only were derived from one-time histori-
cal processes but also were deeply culturally embedded—
not to mention their being based on inadequate scientific
understanding of the earth’s ecosystems. It has taken the rest
of the world over a hundred years of attempts to imitate this
process, supported by the proselytizing of generations of
well-meaning economists, to realize that the theory of eco-
nomics that has rationalized the European industrialization
experienceis notadaptable to other cultures and ecosystems.

The so-called UN Third Development Decade at last
revealed that in Europe, this “progress” was won at the
expense of colonial exploitation, stripping agricultural assets
and peasants of their rights to farm the “commons.” Further-
more, the earth’s population was not yet then stressing
ecosystems, and we are only now beginning to calculate the
“pollutionindebtedness” of these early industrial “winners.”
The northern industrial countries that have created most of
the world’s pollution still talk of the “indebted” countries of
thedeveloping world. Calculations of the social and environ-
mental costs (clearly in the trillions of dollars) that the world
has paid for this industrial development make it clear that it
is the industrialized countries that are most in deficit and
furthest in arrears! It now remains for countries of the South-
ern Hemisphere to negotiate their money debt on this basis.

Sustainable Development—Filipino Style

Themost highly articulated plan for the new, people-
centered ecological paradigm of development is the Eco-
nomic White Paper presented by Green Forum-Philippines,
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one of the most cogent critiques of the conventional economic
development paradigm. The Green Forum model is based on
scientific understanding of how ecosystems function to sup-
port human activities and is aimed at meeting real human
needs, not only for income but for health, education, nutri-
tious food, adequate housing, meaningful cultural and spiri-
tual lives, and sharing the fruits of labor in equitable, cohe-
sive communities. The paper documents with careful re-
search how the whole GDP-oriented “development” process
has devastated the Philippines and how, tied as it is to the
inequitable workings of world trade and the current financial
system, it continues to marginalize ever more rural Filipinos
while destroying the productivity of their land, water, and
forests.

The Green Forum model is a carefully researched,
tested plan to reverse this decline, reinvest in rural communi-
ties, raise agricultural productivity, and reduce the rampant
poverty that is now tearing the country apart. The plan is
eminently practical, even unremarkable, but it is this kind of
tested, hands-on common sense that eludes economists and
“development” officers with their computerized macro-
economic models. It doesn’t fit the formulas, and it can’t be
evaluated by their quantitative yardsticks.

Not that this new plan isn’t quantitatively measured
or computerized—it is. But it starts from the ground up, and
with different assumptions: that households, rather than cor-
porate enterprises, are the basic units of production and that
villages composed of these productive households can be
viewed as enterprises in a system of community-centered
capitalism, rather than analogues to the familiar worker-
ownership model. The principle of “subsidiarity,” that prob-
lems should be solved at the lowest possible level of gover-
nance, underlies the plan. Indicators of performance will
provide feedback to producers at all levels from households
to villages to the larger communities, which will act as
processing and marketing centers. Most importantly, each
community enterprise area will be nested within an ecologi-
cal zone with unique ecological features, natural resources,
biodiversity, rates of sustainable yields, and so on.

Thus, the main parameters of development will be
sustainability within ecological tolerances and household-
based “trickle-up” features, founded on local equity and
replacing the discredited top-down approach. Somewhat
similar approaches have been successful in the Sarvodya
Shramadana movement in Sri Lanka.
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The time seems ripe for Green Forum’'s bold new
plan, although it will depend on the foresight of the Philip-
pine government and on the determination to finally deliver
on promises of land reform. It is already backed by a broad
grass-roots coalition motivated by the vision of equitable,
homegrown, people-centered, ecologically sustainable de-
velopment.

Changing the Incentives

Long-term programs to enable industrialized coun-
tries to shift their economies to a resource and energy-
efficient, sustainable base must be set in motion now. Lack of
leadership in presenting all the options and resistance from
large, rigid industrial sectors are still deterring the transition
from polluting economies based on fossil fuels to the dawn-
ing solar age of economic and environmental sustainability.
Although this transition will not be painless or cost-free, it
can be accomplished through measures such as the follow-
ing:

* “Greening” tax codes—levying charges on
pollution, waste, planned obsolescence, and
resource depletion, such as a BTU (British
Thermal Unit) tax on energy or a carbon tax to
prevent buildup of carbon dioxide in the at-
mosphere and global warming.

¢ Increasingenergy efficiency standards forap-
pliances and cars.

* Restoring tax credits and government pro-
grams to encourage investments in alterna-
tive, renewable-energy technologies and elimi-
nating subsidies that favor nonrenewable en-
ergy such as oil depletion allowances.

* Enact employment tax credits to reduce tax
burden on domestic job creation.

* Encouraging subsidizing, and, where neces-
sary, mandating recycling programs.

¢ Strengthening pressure foragenuine national
energy policy. Entrenched energy interests
are still blocking the development of wind,
solar, biomass, hydrogen, and tidal energy
production. Germany, Italy, and Japan al-
ready outspend the United States on photo-
voltaics, wind, and other renewable energy;
during the 1980s, the U.S. share in the world

Entrenched energy
interests are still
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mass, hydrogen,
and tidal energy
production.
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wind energy market dropped from 27 percent
to 5 percent.

* Encouraging widespread debateand non-par-
tisan, scientific public opinion surveys, spell-
ing out all major policy issues and options.

While not much progress hasbeen madein the United
States, pollution levies, or “green taxes,” are approved by
most European governments and businesses. Currently
eighty-five kinds of “green” fees include deposits on return-
ables,depletion taxes, and levies onsuch pollutants as carbon
and sulfur dioxide, according to the Paris-based Organiza-
tion for Economic Cooperation and Development (OECD),
following its Polluter Pays Principle promulgated in the early
1970s.

Governments in Europe see “green” fees as a major
source of new revenue, while business executives see themas
much more palatable than bureaucracy and regulation. Most
economists approve of “green” levies, since they not only
help pay the costs of pollution but also provide correct price
signals and improve markets’ functioning. While markets
cannot achieve the wholejob, they can be effective—if fees for
polluters are set high enough.

The idea of replacing some taxes with pollution
levies to make the economy more efficient is promoted by
World Business Academy trustee Eckart Wintzen. Greening
our tax codes would also help correct national accounts.
Rather than the costs of cleaning up pollution and repairing

damage being added to GDP, as is done in the United States,

these costs should be subtracted from GDP as they are in
Japan—and the bills should go to the polluters. If prices of
polluting products included the costs of disposal and recy-
cling, cleaner, recyclable products would be able to compete
more fairly. Many of these products are offered by small, fast-
growing companies that don’t have the market power to
“fix” prices. Surveys show that the great majority of citizens
are willing to buy environmentally friendly products, evenat
higher costs (Business Week estimated the “green market” in
the United States will grow from $56 billion in 1990 to $174
billion by 1995, creating new jobs). In Germany taxes on
personal incomeare reduced proportionately as “green” fees
are raised. This shifts the financial burden from low-income
individuals to activities that pollute and deplete the earth,
while the tax policy remains revenue neutral overall.

Many companies that pollute see the handwriting on
the wall. Consumers and employees of such companies are
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bringing lawsuits for damages, and companies are being
found liable for a wide range of new claims. The U.S. depart-
ments of Defense and Energy will spend $400 billion on
pollution cleantups. Furthermore, the new Clinton-Gore
administration understands that the economy cannot com-
pete as long as it is so wasteful and continues using two and
a half times as much energy per unit of production as the
Japanese, and West Europeans.

The Changing Trade Paradigm

The classical economic paradigm builds on the con-
cept of “comparative advantage”: all other things being
equal, free trade with as few barriers as possible, with each
country specializing where it does best, would result in all
countries being better off. This was a perfectly sensible idea
in the 1800s, when European countries were beginning to
trade with each other and capital was as immobile as labor
and resources. But these conditions have vanished. Under
the global financial system of the 1990s, capital is so mobile
that trillions of dollars move around the electronic banking
and trading systems every day. These huge financial flows
dwarf trade flows between countries. At the same time, a
significant portion of trade flows between countries are
between divisions, joint ventures, and subsidiaries of multi-
national corporations (up to two-fifths of U.S. trade flows are
between parts of U.S.-based multinationals). Add to that the
fact that economic theory encourages all countries to expand
their economies by exploiting their “comparative advan-
tages”—whether of cheap labor, cheap land, or unregulated
environmental resources—and wehavetoday’s resistance to
both NAFTA and GATT.

In a system of global export competition, there are
always losers—countries whose balance of payments worsen
so that to continue playing the game, they must keep devalu-
ing their currencies or lowering their wages and allowing
their natural resources to be raped. Extreme differentials in
wages between countries as well as different regulatory
regimes cause many short-term corporate relocation deci-
sions that lead to excessive restructuring and disruption—
often abetted by tax codes that reward them with write-offs
and force localities to bid against each other with unrealistic
concessions. The “world trade” paradigm has to be re-thought.

Politicians are urged by their economic advisers to
espouse free trade; yet they are of necessity “closet protec-
tionists.” Until some rational new rules are promulgated for
leveling the global playing field, they must try to conserve
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whatlittledomestic “sovereignty” remains to run their econo-
mies, as Europe closed ranks around its farmers. Meanwhile,
workers have begun to move—mass migrations of people
are seeking higher wagesinother countries. The exploitation
of the environment continues in rich and poor countries to
gain “comparative advantage” for exports. Free trade econo-
mists see environmental protection rules as “protectionist”
barriers that can unfairly hamper trade. Yet the corollary of
such free trade purism is that labor should be as mobile as
capital. Thus all immigration restrictions, work rules, even
wage differences can be equally branded “protectionist.”

Idonot suggest going back to anarchy and protection-
ism—impossible in any case in our interdependent world. In
fact, “freetrade” could help change therules in favor of better
worldwide standards for environmental protection and con-
sumer and worker safety, if trade agreements were to incor-
porate such social costs and environmental values in its
calculations and ratify new indicators of development.

If all countries’ social policies can be targeted as
“protectionist,” then all trade debates are likely to become
rife with intractable conflicts or to incur even broader social
costs. Environmentalists, often in coalition with workers and
poor people, are helping economists realize that trying to
level playing fields for trade by homogenizing all cultures
and life-styles or by leveling ecosystems and exploiting land
in the name of “global efficiency” will lead in the wrong
direction. Instead, all countries need to work toward leveling
the global playing field upward, by raising its ethical floor.
This entails continuing work on agreements toward a lattice-
work of standards and protocols on consumer protection,
worker safety, and environmental conservation and reduc-
ing the disparity in wages and living standards. Unless trade
gaps are narrowed in this future-conserving way, old GDP-
scored competition will continue rewarding the most ex-
ploitative companies and shortsighted countries.

“Greening the global economy” will require policy
interventions at these five levels in the following ways:

* Individuals. The “greening” of the economy
willrequire that individuals change their con-
sumption, investments, and voting habits.
They must acquire fewer and more environ-
mentally sound goods; meet more of their
transportation needs through mass transit,
bikes, or smaller alternatively powered cars;
and recycle and reduce waste. They should
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switch their investments to local banks and
credit unions that invest in local enterprises
and to socially and environmentally respon-
sible invastment vehicles. And they should
educate and organize themselves to reform
government and vote at all levels.

* Local governments. New ordinances must be
enacted allowing multiple-use zoning to re-
knit communities and reduce travel, and sub-
sidies for garbage hauling should be abol-
ished so the full costs are levied on local
residents, thus encouraging recycling. Energy
efficiency mustbe builtinto local construction
codes, and water and other utilities such as
highway use should be priced at full cost.

* Private sector. Businesses of all sizes can rede-
sign their products and operations to mini-
mize energy and materials use and eliminate
inherently polluting and wasteful products
and overpackaging. Internal environmental
audits can assess acompany’s vulnerability to
lawsuits, new regulations, citizenactions, and

low consumer ratings. Marketing, and public
relations can reposition the redesigned prod- Research and
uct lines to take advantage of “green mar-

kets.” Research and development programs develop ment
should focus on long-term opportunities to programs
innovate new “green” technologies. should focus on
* National governments. New scorecards of long-term
progress are needed to correct the errors of opportunities

“GDP thipking.” N_ationalibuc.iget priorities to innovate
need to shift toward increasing incentives and 14 ”
R&D funds for energy efficiency and building hew ~green

a renewable, resource-based society. Trans- technologies.
portation policy should favor public transit,

and eliminate the current enormous subsidies
to the auto and highway systems; energy
policy should shift from fossil fueland nuclear
to solar and renewables. Tax codes should
penalize depletion of virgin resources, waste,
planned obsolescence, and pollution.

¢ International level. Leveling the global playing
field by raising its ethical floor requires rigor-
ous leadership in forging new agreements
and protocols governing the global financial
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and trade system. This system itself has now
‘become a crucial global “commons.”

Most urgently needed are new agreements on finan-
cial systems and trade. What is needed is nothing less than a
“New Bretton Woods” conference. Ad hoc G-7 meetings and
other such piecemeal approaches are stopgap measures at
best. GATT was a compromise to satisfy American objections
to the proposed International Trade Organization, in which
all countries would participate. Thus GATT is widely viewed
asunfair to developing countries, favoring the interests of the
North and multinational corporations. The World Bank and
the International Monetary Fund are similarly biased. The G-
7 needs to give way toa World Economic Council in whichall
countries can participate to establish new global protocols on
environmental sustainability, consumer and worker protec-
tion, currency regimes, and new reserve currencies.

Paradigms in Progress is available from Knowledge Systems,
Inc., 7777 West Morris Street, Indianapolis, IN 46231, for $16.95
plus shipping and handling. To order call 1-800-999-8517.
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Let's treat the earth as if we planned to stay.

—7Peter and Trudy Johnson-Lenz
Awakening Technology Online




	
	
	
	
	
	
	
	
	
	
	
	
	
	

