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1 Theissue

Environmental issues are at the forefront of European Union policy. The Treaty of European
Union (1992) (the Maastricht Treaty) elaborated the role of environmental goalsin EU policy. It
spoke of the goa of 'sustainable growth respecting the environment' rather than the Treaty of
Rome's 'continuous and balanced expanson’. Second, it spoke of the need to integrate
environmental issuesinto all policies, whether environmental or not. This second provision is an
explicit recognition of the pervasiveness of environmental impacts from al economic activity
The Maagtricht Treaty also introduced the ‘precautionary principle’ (the PP). The PP effectively
says that lack of scientific evidence linking cause and effect shall not be deemed sufficient
reason to take no action when there are significant risks. Finaly, the Treaty extended the EU's
role into international and global environmental policy.

The Amsterdam Treaty of 1997 introduced the notion of the achievement of 'sustainable
development’ as one of the EU's tasks, set out in Article 2. It had become clear that 'sustainable
growth respecting the environment' had not raised the profile of the environment high enough,
nor was it very clear what it meant. Sustainable development, which was however also not
defined, took the place of sustainable growth. It was also clear that the previous attempts to get
environment integrated into al policy actions had not succeeded. The Amsterdam Treaty repeats
the need for this integration to take place and declares that it is one of the means of securing
sustainable development.

But stating goas and adopting decision-making and decision-guiding procedures to achieve
them are very different things, athough the articulation of goals does have implications for the
way in which they are secured. The literature on environmental policy is replete with an amost
endless array of concepts, methodologies and procedures all of which are claimed to have some
relevance to the overriding question:

how to take environmental issuesinto account in decison-making.

This paper attempts to provide an over-arching framework that defines and organises the various
concepts and methodologies and shows how this framework can be made relevant to decison-
making.

The literature is often presented as if the different methodologies are competing for centre stage
in decison-making: i.e. they are presented as if they are answering the central question set out
above. Infact, it isfar from clear what questions some of the techniques are trying to answer. In
other casesit is clear that they are trying to answer different questions. Accordingly, the
literature can be confusing if it is construed as having relevance to decision-making about
natural resource management. We suggest that, while the entire literature isinteresting, only a
limited part of it isrelevant to public policy.

The sections that follow are necessarily succinct given the limitation on space, and each section
could be expanded considerably to allow for the various caveats and extensions.



2 Palicy goals and target populations

Wetake it that the purpose of the resource management methodologiesin questionisto assist in
the evaluation of policy. Policy evaluation® is the subject of a huge literature, generally known
as 'public policy analysis. Evaluation means deciding whether a given policy is good/bad,
desirable/undesirable, acceptable/unacceptable. What is good or bad depends on the viewpoint
of the decison-maker: what is good for me may not be good for you; what is good for industry
may not be good for society as awhole; what is good for the EU may not be good for the world
asawhole, and so on. Policy evaluation cannot be carried out unless we know what the tar get
population is. EU decison-making tends to have severa focuses for its policy:

1 The European Union population

2 EU plus potential accession country populations
EU plus associated nations populations
The wider Europe (defined by UN ECE boundaries, say)

3 The developing countries
4 The world asawhole

5 Current generations only (in any of the regions defined above)
Current and future generations (in any of the regions defined above)
Vulnerable groups within current generations (geographically, or within aregion)
Vulnerable groups across current and future generations (geographically, or within a

region)

All policy evaluation must therefore define who matters, or, asthe public policy literature puts
it, who has'standing'.

Group 1 above defines a narrow, current-generation oriented target population. Group 2 allows
for the growth of the Union and for transboundary impacts between the EU and other
countries. Group 3 defines the target group for EU development aid policies. Group 4 defines
the group for EU global policy, e.g. on climate change. Group 5 raises the issue of sustainable
development in terms of targeting vulner able gr oups within society now, and future

gener ations who could be worse off as a consequence of current generation policies. These are
intra-gener ational equity and inter-gener ational equity concerns.

The five groupings above assume that it is human beings who have standing. The focusis
anthr opocentric. Some people argue that al sentient beings have standing, in which case the
target population has to be extended to include at least non-plant species. A 'deep ecologist’
might also extend the targeted population to include plant biota and even non-sentient 'things. It
meatters considerably what the target population is. In what follows, we retain the
anthropocentric focus but the analysis could be extended to see what difference the appreciation
of 'intrinsic’ values would make.

! Also known as policy appraisal. We refer to 'policy’ throughout, but all the analysis applies equally well to
choosing investment projects or programmes.



The outcome of policy evaluation will be sengtive to the definition of the target
population. Selecting target populationsis not straightforward. 1t may be determined
by political boundaries, but political interests, and by moral concerns. Disputes over
methodol ogies can sometimes be traced to a failure to define the target population.

The next mgjor issue isto what is policy trying to achieve? There hasto be an agreement on the
goals of policy. The European Union has various goals and there is no guarantee that these goals
are consistent. By consistent goals we mean goals that, if any one of them is achieved, others
are not prevented from being achieved. Consistency tends to show up in what has become
known as win-win solutions. While it isa matter of judgement, the suggestion here is that win-
win solutions are actually not common. Policies usually involve inconsistent goalsin these sense
that there isatrade-off between achieving more of one goal and more of another. Policy may
therefore involve compr omise between goals. The problem with compromiseisthat it leaves at
least one party feeling that it could have achieved more from the policy than it did, and maybe
all partiesfedl this. Unless they accept the compromise, they then haveincentives to disrupt the
policy in the hope of doing even better. The design of incentives is thus crucial to the design of
policy. Essentialy, policies have to be designed so as to approximate solutions in which the
relevant stakeholders” are better off with the policy than without it.

Neglect of thissmple'game theoretic' observation - that the population must be better
off with the policy than without it - isa fundamental weakness of some of the
suggested policy evaluation methodologies.

The goals for policy are twofold®:

Improving the individual wellbeing of the determined target population
Improving the collective wellbeing of the targeted population.

The difference between the two is that the former relies on individuals to determine what their
own wellbeing is- 'individual sovereignty'- whereas the latter focuses on a concept of society
that is not necessarily the same as the sum of individual's wellbeing. 1n both cases, individuals
may make the decisions about what is good or desirable, but in the former case they act in their
own interests, whilein the latter they act asif they are citizens whose concerns extend to what is
good or desirable for all individuals. This distinction is fundamental to the policy evaluation
literature. Space forbids that we addressit in detail. But the essence of the debate is that the
former criterion appears to be based on self-inter est, whilst the latter does not. For some,
making decisions on the basis of self-interest is morally unacceptable, and hence the relevant
criterion for good decison-making isthat decisions be responsive to 'citizens preferences
rather than individuals preferences. In turn, this raises the issue of how preferences areto be
elicited. The market place would appear to be a medium for dliciting self-interested

2 Stakeholders are those with standing. But deciding who the stakeholders are is not straightforward - see Section ...
% |t might appear that these two goals do not embrace all the goalsimplied in the discussion of target populations.
But in genera they do. For example, sustainable development says that the goal is the wellbeing of current plus
future generations, or the vulnerable now and the potentialy vulnerable in the future. The exceptions will be goals
based on some notion of 'survivability'.



preferences. The political arena would appear to be alocation for dliciting citizens
preferences’.

While fundamental to an understanding of the debate about decison-making, the contrast
between the two forms of decison-making is less helpful than it first appears:

there is nothing in the notion of an individual preference that says that such preferences have
to be sdlf-interested. Preferences are motivated by a myriad concerns: self-interest, the
interest of the decision-maker's household, concern for others, concern for animals, and so
on. The now vast literature on expressed preferencesis testimony to this’.

there is no guarantee that political institutions, new or old, €licit citizens preferences since
political decision-making is open to the influence of lobby groups, political self-interest etc.
care has to be taken that rejecting individuals preferences does not constitute a moral
offence of disenfranchising individuals in the decison-making process. It is not clear, for
example, who decides what is a 'legitimate’ preference and what is not, opening the way for
elitism at best and totalitarianism at worst.

even if individuals preferences are motivated by self-interest, arule that says everyone's
preferences matter would automeatically detect those who suffer from the actions of others,
i.e. interdependencies, or ‘externalities should automatically be recorded®.

The debate over policy evaluation techniques reflects substantial differences of
opinion about how far individuals make decisions, or can be trusted to make
decisons, that arein the interests of society as a whole. But the contrast between elf-
interested and socially-motivated preferencesisalmost certainly an exaggerated and
unhelpful one.

* The literature on 'deliberative and inclusionary procedures argues that prevailing political institutions are not
guaranteed to dlicit citizens preferences and that 'new’ ingtitutions such as focus groups and citizens juries are
required. Thisissue isdiscussed in Section....

® The fault here probably lies with the vast number of economics textbooks that continue to portray preference-
formation asif it is motivated by self-interest alone, despite frequent admonitions to the opposite effect from
distinguished economists over the lagt fifty years or so.

® An externdlity is any adverse or beneficial effect of an action by agent A on agents B, C...such that B,C... are not
compensated for any adverse effect and are not charged for the benefit of any gain.

5



3 The policy matrix

Policy analysts emphasise the need to establish at the outset some framework for the comparison
of thecriteriaof a'good' policy (project, programme etc) and the aternative optionsthat are
open. A typical exampleis shown in Tablel, which reveals the nature of the trade-offsin all
choices. We have chosen a simple speed limit example, but any other example would suffice.

The aternative policy options are shown at the top right of the matrix, say changesin a speed
limit on mgjor roads. The criteria by which the desirability of changes in the speed limits could
be judged are shown to the left of the matrix. The criteria might be the number of serious
accidents, travel time saved and the cost of operating vehicles. The criteriareflect the goals of
the decision-maker. The cells of the matrix 1athen show estimates of the change in speed
limits on each of the criteria used. Illustrative numbers are provided. The second matrix, Table
1b, shows the same information but this time ‘normalised’ on an existing reference base, e.g. the
current speed limit. Since injuries and vehicle cost increase with higher speed, but time spent
travelling falls, there is atrade-off between the criteria, reflecting the point made earlier that
goals arerarely consistent.

Tables 1aand 1b make it clear that the choice of the ‘right’ speed limit depends on factors over
and above the ‘basic’ information provided about the effects of speed limits. What is required is
some mechanism for trading off the time, cost and injuries, i.e. we need to know at what rate the
benefits of saving time can be traded for increased cost and increased injuries. Economists adopt
preferences, as revealed through willingnessto pay, as the means of making the trade off, but
any set of weights can be used to illustrate the principles involved. Toillustrate, Table 1c
shows what happens if we adopted the following money vauation figures: each injury is valued
at ?1 million and ayear of saving timeis also valued a ?1 million. Then the computation is
smple, as Table 1c shows. The highest net benefit would be for a change in the speed limit
downwardsto 70 kmg/hr. Again, note that the matrix in Table 1c could also be generated by any
procedure which produces rates of trade-off.

Tablela Criteria/Alternatives M atrix: Original Data

Alternative speed limit options knvh
Criteria 70 80 90 100
Serious injuries per million vehicle kms 5.0 54 5.9 6.5
Time spent travelling: years per million vehicle | 3.3 31 29 2.7
kms
Vehicle operating costs per million vehicle kms | 12.6 12.8 13.2 13.8
(? million)

Tablelb

Criteria/Alternatives M atrix:

ormalised on 70 kms/h

Alternative speed limit options

Criteria 70 80 90 100
Serious injuries per million vehicle miles -0.4 0 +0.5 +1.1
Time spent: years travelling per million vehicle | +0.2 0 -0.2 -04
miles

Vehicle operating costs: ? million per million | - 0.2 0 +0.4 +1.0
vehicle miles




Table 1c Criteria/Alternatives M atrix; M onetised Outcome

Alternative speed limit options
Criteria 70 80 90 100
Money value of seriousinjuries: +0.4 0 -05 -11
? million
Money value of time spent: ? million -0.2 0 +0.2 +0.4
Money value of vehicle operating costs. ? +0.2 0 -04 -1.0
million
Aggregated net benefit ? million +0.4 0 -0.7 -1.7

The policy matrix isthere to remind usthat with any form of decison-makingitis
essential to state the goals clearly (the criteria), the different policy options and the
effectsthat each policy option have on the goals. The matrix also shows that, whatever
decision procedure we adopt, all evaluative proceduresinvolve finding weights that
reflect the relative importance of goals’. Finally, the sensitivity of outcomesto
different weights can easily be tested: a form of 'value sensitivity analysis®

These reminders are necessary because the illusion is sometimes created in the literature that
policy evaluation can be 'value fre€. It cannot be, nor should it be. Nonetheless, the fact that it
has value content means that the goal (criteria, objective function) or goals should always be
stated clearly. In many cases the goals of some supposed evaluative procedures are not stated by
their advocates.

" Note that treating each criterion as being equally important still involves the selection of weights, in this case unity.
Note aso that only if al goals are congstent in the sense defined in the text and only if changes in policy affect each
of the goalsin the same direction would there be no need of weights. Thisis so unlikely as not to be an interesting
case

8 Thé phrase 'value sengtivity analysis was introduced in Pearce et a (1975).



4 Sustainable development

We can now proceed to investigate the various decision-making procedures and the linkages
between them.

41  Limitsand sustainability

A common feature of nearly al decison-making procedures emerging from the environmental
literature is that they acknowledge some form of 'bio-physical’ limitsto economic activity. This
statement may come as a surprise, since alarge literature has developed which centres on the
view that some decision-making procedures, especially economics-based procedures, operate as
if there were no such limits. While this characterisation is justified with reference to some of the
more esoteric theoretical literature in economics, it does not describe the policy-relevant
literature®. The debate has therefore become somewhat misguided and the real differences of
view relate to the following issues:

How are limits detected?
How far into the future will the limits 'bind' decision-making?
Wheat are the policies that might accommodate limits and ameliorate them?

Space forbids a detailed discussion, but some have argued that limits, for example on physical
resources, will be reflected in resour ce prices. If the limits are binding, real prices will rise.
Thereis little evidence that, globally, real resource prices are rising, but this observation also
somewhat misses the point. The resources that would appear to be binding, if ecologists and
others are correct, are those without markets - global atmosphere, biodiversity, for example - and
if there are no markets, there are no resource prices to be observed. Indeed, the implicit priceis
then zero and at zero prices more of the resource will be demanded than at positive prices that
would rule if there was a market™®. Anyone deriving the conclusion that non-rising real resource
prices imply aworld without 'limits has therefore misunderstood the limitations of this
literature.

A critical issue with respect to 'biophysical limits is how they are to be accommodated if
markets do not exist to register and adapt to scarcity. The two central notions relevant to his
debate are (a) substitution and (b) constraints on the overall levels of 'consumption’. Again,
much of this debate is confusing because of afailure to define concepts properly. The issues can
be illustrated through an analysis of the concept of sustainable development.

Sustainable development is defined as rising per capita levels of human wellbeing over time. As
stated, it is an anthropocentric concept designed to deal with the aleged problem of inter-
generational equity. Inter-generational equity problems arise when actions by the current
generation threaten the wellbeing of future generations. Hence policies aimed at sustainable
development will focus on the avoidance of activities that threaten future wellbeing. Contrary to

® Space forhids a detailed discussion. Some of the economic growth models of the 1970s were certainly constructed
in such away that some form of continuous substitution between natura resources and other inputs could go on ‘for
ever'. Modern-day 'cornucopians (see the writings of Julian Simon and Herman Kahn) have also tended to borrow
some of the suggestions of this literature, but they tend to be more persuaded by what they see aslack of evidence of
actual rather than theoretical limits.

191t isanirony that many environmentalists object to markets as ameans of alocating scarce resources when it is
the absence of marketsthat largely explain the degradation of those resources.



the impression given by much of the popular literature, sustainable development is easy to
define, the conditions for achieving it are more interesting and complex**. The literature has
focused on conditions defined in terms of the capacity to develop, a capacity defined by capital
stocks and their interaction with technological change and population change. Without
offering any proof here, the intuition is that future generations can only be better off'? if they
have more capital per capita than we have today. It isimmediately obvious that population
growth isinimical to sustainable development since it 'dissipates’ the capital stock™.
Technological change, on the other hand, enables a given capita stock to generate more
wellbeing per unit of the stock. An easy way to think of it, then, isto say that future generations
will be no worse off if capital stocks are ‘constant’ and for the rate of technological change to just
offset the rate of population growth. If technological progressis faster than population change
then fﬂture generations could till be as well off aswe are today with alower capital stock, and
soon”.

Capital stocks, asis now well known, involve man-made, natural, human and social capital.
This broadening of the concept of capital is critical to an understanding of sustainable
development. For it is now easy to see that the total capital stock could be rising while any one
form of capital is declining. The ideathat forms of capital substitute for each other is embodied
in the notion of weak sustainability. If, on the other hand, forms of capital are not substitutable
then the requirement that the total stock be constant (rising) hasto be supplemented by the
requirement than the relevant specific capital stock should aso be non-declining. In the
literature, this has been termed strong sustainability.

4.2  Weak and strong sustainability

Thereis, for example, a heated debate between ‘weak' and 'strong’ schools of sustainability
which tends to neglect the following issues™:

while the strong sustainability literature has focused on natural capital as a congtraint, it is
arguable that social capital isaso aconstraint (e.g. socia organisation is threatened, with
some people arguing that socia breakdown may be more important that environmental
breakdown. Of course it is possible to believe both threats are very important);

one cannot have strong sustainability without having weak sustainability, i.e. it is
pointlessto set a constraint on one form of capital unless thereis aso an overall constraint
on the total stock. Otherwise the implication isthat only one form of capital generates
wellbeing, which is patently untrue. Some of the literature seems not to have understood this
point;

1 We abstract from the issue of defining 'development'. The suggestion, not proven here, is that the conditions for
achieving sustainable development will be largely invariant with the definition and measurement of development.
12 Strictly, can only have the potential to make themsalves better off since capital stocks provide potential not
guaranteed wellbeing. Future generations may, after dl, fail to manage the capital stocks efficiently. Onthe
foundations of the theory of sustainable development see Pearce et d. (1989) and Pearce and Barbier (2000).
13 Again, the issue is complex. If population growth stimulates technological change, then its benefits could exceed
its cogts in terms of capital disspation.
1% The precise relationships are more complex, but these statements capture the essence of the modern theory of
sustainable development.
1> Roughly speaking, the debate defines the difference between ecological economists (those who do not believein
subgtitution) and environmental economists (who probably do believe in subgtitution in the main). However, seethe
text for how confused the meaning of substitution has become.
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substitution implies commensur ability - i.e. acommon unit of measurement for
aggregation,

strong sustainability also implies commensurability since it would not otherwise be possible
to know whether one was faced with constant, rising or falling natural capital, i.e. we must
be able to aggregate different types of natural capital. Since one cannot have strong
sustainability without weak sustainahility, it is also arguable that the wider notion of
commensurability applies, i.e. between different forms of capital;

constant natural capital is sill consistent with substitution within the total stock of natural
capital: solar power substitutes for fossil fuel, groundwater for surface water etc. Strong
sustainability does not therefore imply no substitution at all. Again it is unclear if the point is
fully appreciated. If there is no substitution within natural capital, then natural capital cannot
be aggregated and arule of not depleting the stock of natural capital has no operational
meaning (no single item of natural capital could be depleted without replacing it with exactly
the same form of natural capital).

the domain over which substitution takes place needs car eful definition. In one sense,
strong sustainahility hasto be true: it is self-evidently not possible to substitute for natural
capital as a whole. To see this, consider what one would substitute for the world's oceans or
for the whole ozone layer. The answer isthat not that there is limited substitution but that the
guestion is meaningless. Without natural capital as awhole, life would cease. A large part of
the 'substitution’ debate fails to recognise that substitution in the economic sense refersto
substitution at the margin: i.e. asmall change in damage to the ozone layer, an incremental
level of damage to the oceans, etc. Thisfailureto distinguish total and marginal
substitution has rendered a significant amount of the debate fruitless. Equally, it can be
argued that some advocates of strong sustainability are talking about total substitutability
since they feel that the world is close to its physical (total) limits. Whatever is the case,
economists have perhaps been less than clear in explaining the marginal concept of
substitution™;

the empirical evidencefor and against substitution at the mar gin has been generally
absent, the literature tending to resort to pure assertion one way or the other;

if natural capital isa constraint, it suggeststhat it isitsper capita quantity that matters.
If so, then unless natural capital can be augmented by technological progress, a constant
level of natural capital per capitaimplies arising total level of natural capital in the face of
population growth. It is obvious that technological progress does augment many forms of
natural capital (e.g. we are more efficient in the use of materials) but less obvious what it
means for other forms of natural capital. If so, apolicy of avoiding natura capital lossis not
good er;?ugh, natural assets must be expanded at arate at least equal to the rate of population
growth™";

weak sustainability is often characterised as being consistent with a'no limits standpoint,
whilst strong sustainability explicitly acknowledges alimit on natural capital. But there is
nothing in the weak sustainability paradigm that says the cost of substituting one form of
capital for the other is constant or declining. Such aview would be consistent with the
declining real price of resources argument, but, as noted, this argument applies only to

18 Thisfailure is at the heart of the well-meaning but totally misguided efforts to place an economic value of world
ecosystems - see Costanza et a (1997). Economic vaue derives from marginal changes, not from total stocks. The
Costanzawork is criticised in Pearce (1998).

" The example underlines the earlier discussion about targeted populations. It is arguable that constant natural
capital per capitais an achievable goa within the EU, but far less likely if the focusis the global population.
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marketed resources'®. Hence it is not correct to define weak sustainability asif it failsto
acknowledge biophysical limits. Thisjustifies the point made earlier that the debate about
'limits’ has tended to miss some of the central issues.

The policy evaluation implications of weak and strong sustainability are potentially very
different. If natural capital is not substitutable at the margin, then aggressive policies are needed
not only to maintain what natural capital thereis, but to expand it, especialy if the population
target is developing countries or the world as a whole since population growth makes the
‘constant per capita capital’ rule more difficult to achieve. Since the population of the existing
EU is projected to decline by 2050, hence both strong and weak sustainability arguments would
then theoretically be consistent with amodest running down natural capital stocks'™. One could
envision a policy of just maintaining natural capital in the EU but implementing a stronger
policy of augmenting natural capital in the developing world, an effective radical shift in policy
for the EU if it came about. More redlistically, the EU should seek to expand its natural capital
base but should seek to do much more than thisin developing economies.

The decision-guiding evaluation approach implied in strong sustainability does not involve a
weighing up of costs and benefits: the constraint of non-declining natural capital smply hasto
be observed whatever it costs in terms of forgone alternative benefits®. However, this does not
mean that the natural capital stock need not be valued in some sense, sinceiit is not possible to
know whether it is changing unless some concept of an aggregate stock is developed.

Strong sustainability also has implications for the choice of policy instruments. Since
environmental taxes and charges cannot be guaranteed to achieve a quantity target, they will not
be preferred, whereas tradable quota systems (which are quantity-based) will be preferred, as
will outright bans, prohibitions, quantity-based environmental targets etc.

It is perhaps not widely recognised that there arereal-world policy parallelsfor strong
sustainability, an issue that is again perhaps not widely understood. In the USA, for example,
the public trust doctrine declares that damage to a natura resource simply hasto be negated by
reinstating the pre-damage conditions (Pearce, 2000). This doctrine makes no reference at al to
costs. The same philosophy can be detected in the US Endangered Species Act. Similarly, some
countries have 'nature laws that permits loss of, say, wetlands, on condition that some offsetting
equivalent natural asset is created. Such offset policies are effectively strong sustainability
policies. Such policies have been severely criticised for ignoring the opportunity cost of
conservation.

Strong sustainability would imply the use of quantity-based policy measures at the
expense of the more uncertain price-based measures, and the neglect of any
evaluation procedure requiring costs to be estimated. Arguably, strong sustainability is
not consistent with the environmental policy objectives of the various treaties defining
the Union (e.g. Article 130R on comparing costs and benefits).

18 One helpful way of thinking about it is to say that weak sustainability is consistent with 'Ricardian scarcity’, i.e. a
gradual risein the real price of natural resources, whilst strong sustainability has built into it a Malthusian concept of
absolute scarcity, i.e. biophysical limits. These notions, though not in the context of sustainability, are explored in
Hall and Hall (1984). The essential point is that both notions of sustainability conditions embrace concepts of ‘limits.
19 This remark needs careful interpretation. We are not saying that natural resource should be run down.
20 Effectively, at the level of the constraint, the shadow price of natural capital isinfinite.
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If thereis substitution at the margin, i.e. weak sustainability applies, then what mattersisthe
compar ative social rate of return to incremental changesin different types of capital. It
may pay society to make a marginal reduction in natural capita if the socia rate of return to the
use of the land supporting that natural capital is higher in some alternative use. This weak
sustainability is consistent with the use of cost-benefit analysis because cost-benefit analysis
explicitly allows for gains and losses to be weighed against each other. Weak sustainability
would also be consistent with other forms of decision-making such as cost-effectiveness, risk
assessment etc. where costs and outcomes are compared in some form or another. By
implication, weak sustainability is consistent with EU environmental policy as currently set out
in the various Articles of Union. However, it is not clear if other principles affecting
environmental policy are equally consistent.

Note that the weak sustainability paradigm stresses that non-market assets be valued in monetary
terms or in some terms that permit comparison.

It matters which version of sustainable development the European Union is committed
to. Strong sustainability implies quantity-based regulations designed to protect at least
what natural capital thereis, and dictating a radical expansion of natural capital in
the developing world. Strong sustainability is not consistent with cost-based evaluation
procedures. the cost of meseting the environmental congtraint issmply irrelevant. This
neglect of cost raises profound issues since, clearly, other socially high priority goals
could be sacrificed because of the cost of meeting a strong sustainability constraint.
But some existing policy initiatives based on the public trust doctrine embrace strong
sustainability. Weak sustainability is consistent with cost-benefit type appraisal in
which substitution is assumed, and would be consistent with a decline, constancy or
risein natural capital, depending on comparative social rates of return.
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5 Sustainable consumption

Like sustainable development, the notion of sustainable consumption has created substantial
confusion in the literature. This confusion derives from (@) failure to integrate the notion with the
theory of sustainable development, of which it isanatural component, and (b) afailureto
distinguish between ‘consumption’ as an economic concept and the resource inputsto
consumption. What is meant by sustainable consumption depends very much on what
definition of consumption is employed.

4.3  Sustainable consumption within the theory of weak sustainable development
Because of the development of the theory of sustainable development it is in fact possible to
give the notion of sustainable consumption a rigorous meaning. To show this we require a small
digression into the theory of modified national income accounts.

Conventional national accounts take the form:

NNP=GNP-dK,=C+1 - dKp,

Where NNP = net national product, GNP = gross national product, dkm = depreciation on man-
made capital, | = grossinvestment.

Expanding the notion of net nationa product to include human and natural capital (K, and Ky)
gives.

gNNP=C +1 - dKn +aKo, - dK,,

where dK , is depreciation on natural capital, and aKy, is appreciation on human capital®. gNNP
denotes ‘'green’ national product.

We can aso write

S=GNP-C

Where Sis the conventional measure of gross savings. Hence
Se=GNP-C-dKy

and

S;=GNP- C- dKpy, + &K - dK,,

S is'genuine' or 'green’ savings and is equal to the conventional notion of gross savings (GNP-
C) less any depreciation on capital stocks plus an appreciation on capital stocks.

21 Appreciation because human capital relates to the stock of knowledge and skills and these tend to grow through
time rather than decline.
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S is a measure of weak sustainability. As long as §; > 0, a nation is saving more than the
depreciation on its capital assets. If Sy < 0, then the nation is consuming capital and it is not
sustainable over any reasonable period of time (Atkinson et &, 1997)%.

S = 0 therefore defines 'knife edge' sustainability in the weak sense. Setting S;= 0 gives us the
maximum level of consumption consistent with sustainability, i.e.:

Cmawis = GNP = de + a|<h = dKn

The (maximum) sustainable level of consumption isthat which is consistent with genuine
savings being zer 0. In other words, sustainable consumption can be given a meaning within
the context of weak sustainability. (Technology has been ignored but could be added to the right
hand side. Social capital can aso be allowed for)?*. Ironically, this approach appearsto be
consistent with what some advocates of strong sustainability argue. Thus, for Costanza et a
(1991) sustainable consumption is

"..that amount of consumption that can be continued indefinitely without degrading
capital stocks, including natural stocks (Costanza et d. (1991), p.8)*.

The formula above defines a context in which net investment is actually zero. The amount of
investment taking place isjust sufficient to offset depreciation. Thiswill not guarantee non-
declining per capitawellbeing if population is growing, nor would it achieve some target rate of
growth of wellbeing, e.g. that people should be 'better off' as each year goes by. More generally,
Crmaxws 1S the maximum sustainable level of consumption but it is not necessarily the optimal
level of consumption®. Thus, Crnaxus is best thought of as some upper limit on optimal
consumption. Indeed, Craxws for the EU islikely to be above current levels of consumption
because World Bank estimates show that EU countries have positive genuine savings (Hamilton
and Clemens, 1999). Genuine savings could therefore be lower, and hence sustainable
consumption could be higher than it is at the moment. However, we repeat that maximum
sustainable consumption is not the same as optimal consumption.

What policies would follow from a focus on the genuine savings/maximum sustainable
consumption notion? The genuine savings approach shows that there are anumber of policies
which could ensure sustainable consumption is as high as possible - investment in education,
invest in technology, investment in social capital, reduction of environmental damage through
decoupling of the relationship between consumption and resource inputs and, more generally,
encouragement of savings viatax-breaks and interest rate changes. The lessons are not new, but
they now fit together in a coherent story of sustainable consumption.

22 pgain, it is more complicated than this, but the rules as stated capture the essence of the issue.
2 Thisis the 'Hartwick path’. Note that it is a sustainable but not necessarily an optimal path.
24 Aswith much of the analysisin this short paper, there is a clear need for much more detailed exposition, perhaps
in afuture document or report.
% Costanza et a. may not have recognised that this is aweak sustainability criterion since it embraces all capital
stocks, but they may have intended to imply that the overall stock of capital should not decline and, additiondly, the
stock of natural capital should not decline, i.e. strong sustainability.
% The reasonsthat it is not equivalent to an optimal path are complex and are not addressed here. See Hamilton
(1993).
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52  Sustainable consumption within the theory of strong sustainable development

How does the picture change if strong sustainability is assumed? The basic difference is that
thereis an added congtraint. In addition to requiring that Sg 2 O, we require that dK,, £ 0. The
maximum sustainable consumption level is now:

Cmax,ss = Cmax,ws' OCeons

The expression OCns iS the sacrifice of consumption that hasto be made in order to conserve
Kn at itsexisting level.. It can be thought of as a cost of conservation or, analogoudly, an
abatement cost such that the expenditure involved conserves the stock of natural capital.

The maximum sustainable level of consumption islessunder strong sustainability by
the cost of avoiding natural capital depreciation. Thisis because some consumption
hasto be diverted to replacing natural resourcesin order to honour the commitment to
keep natural capital at least constant.

Annex 1 shows a diagrammatic exposition of the different consumption paths.

53  Optimal and sustainable consumption

In economics, it is assumed that consumption alone produces 'utility’ or ‘wellbeing'. In aworld
without population growth, then, the optimal level of consumption appears to be the highest
level of consumption consistent with sustainability. That has aready been defined as 'Crax’ in the
previous sections. The redlity is more complex for various reasons. First, population growth
rates are usually positive, so that the pursuit of Crax @bove would not guarantee non-declining
per capita consumption, which is the requirement for sustainability. Second, technological
change needs to be considered as this will augment the efficiency of resources, i.e. will raise the
ability to generate consumption from given inputs. Third, optimality is usually derived from
setting up the problem as one of maximising the discounted future flows of consumption,
whereas sustainability might not be consistent with this formulation of the problem (see the
Annex)?’. Fourth, for complex reasons, the two maximal sustainable consumption paths (Crexws,
and Caxss) are not themselves optimal. It is possible that an optimal path with rising per capital
consumption exists but it will involve significant technological change.

54  How should 'sustainable consumption' be achieved?

We have seen that sustainable consumption has meaning in the context of the theory of
sustainable development and that what constitutes the maximal sustainable level of consumption
depends on whether we believe the weak or the strong view of sustainability. We have also seen
that maximal sustainable consumption is not the same as optimal consumption, but technical
difficulty and space forbid an elaboration of this point here.

%" That optimality and sustainability need not be the same thing was originally shown by Page (1977). For amore
recent statement see Pezzey (1988).
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Suppose now that any of these notions of sustainable consumption is set as a policy objective.

The essential differencein policy isthat a strong sustainability view would not allow
any sacrifice in the aggregate total of natural resources unless these are compensated
for by offsetting investmentsin the same or substitute resources, while the weak
sustainability view would allow natural resourcesto decline provided the decline was
offset by investment in some other form of capital.

It isvery important to note that weak sustainability isnot consistent with running down
resour ces and consuming the proceeds™. Weak sustainahility does require an offsetting
investment, but that investment can be in any form of capital. Strong sustainability limits the
offset to investments in natural capital. Weak sustainability requires that the rentsfrom
natural resour ces be reinvested, not consumed?®.

On the weak sustainability approach, policy appraisal rulesthat compared ‘true’ rates of return to
investments would ensure that investment is allocated across the various forms of capital in an
optimal fashion. The environment would be degraded if and only if the opportunity cost of
conserving natural resources was higher than the return from conservation. As noted before, this
underlines the importance of ‘valuing' the environment in commensurate terms that permit rates
of return to be compared, and the only means of doing thisis viamoney as a measuring rod. Full
and detailed cost-benefit appraisal is thus essential to the weak sustainability approach.

On the strong sustainability approach some form of valuation is still required. Recall that the
rule requires that the total stock of K, does not decline. But K, is made up of amyriad set of
resources that cannot be measured in common units (hectares, tonnes, cubic metres etc.). Even if
they had the same units, the relative importance of their loss is not the same. It matters less than
one tonne of sand is used up than that one tonne of PCBsiis released. Hence aggregating K,
involves a common unit that builds in some method of weighting for relative importance.
Money does that because it reflects human preferences. It is possible to imagine some other
index of natural resources that is weighted in some way to reflect toxicity etc.% Whenever the
resulting index shows a decline, action would need to be taken to restoreit to itsinitial value. In
a sustainable consumption context that would imply taxing consumption and ensuring that the
proceeds are reinvested in natural capital until the index resumesitsinitial value.

Some form of earmarked tax on consumption would therefore appear to be a policy implication
of strong sustainability. On the weak sustainability paradigm, atax might also be used to reduce
consumption and increase savings, or revenues might be used to ensure that investment takes
place in education, technology etc. In practice the difference between the two policies may not
be that great because a strong sustainability policy has also to honour aweak sustainability
congtraint on the overall stock of capital, as noted earlier.

But there are problemswith any policy designed to reduce aggr egate consumption.

28 Thisiswhy so many countries actually fail awesk sustainability test. See Hamilton and Clemens (1999).
2 Thisis the 'Hartwick rule again.
% Efforts have been made to derive asingle indicator based on changes in individual indicators which are then
weighted by public opinion. See Hope et a. (1991) and Hope and Parker (1995). For an approach based on trend
indicators weighted by the gap between the existing state of the environment and the target to be achieved see
Adriaanse (1993).
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Fird, it isvery likely to be socially unacceptable unless it is secured through strong
incentives to save. Reducing consumption is likely, for example, to reduce individual
wellbeing and could have serious employment consequences if the sectors receiving
earmarked funds are equally labour-intensive as the consumption sectors.

Second, it could have consequences for nations exporting to the EU, and especialy
developing nations in so far as they export consumption products rather than investment
products.

Third, other than through consumption taxes and savings incentives, reducing consumption
appears to involve 'lifestyle changes: somehow individuals are transformed in such away
that they decide not to consume so much and save more. Some of the literature implies a
different scenario even to this, namely that people simply consume less because they work
less, i.e. their consumption declines because their incomes decline™. But, despite the
evidence to the effect that people in advanced economies have undergone ‘value shifts over
time, thereislittle evidence that these shifts have atered consumption levels. Therisk is that
if lifestyle changes are not brought about spontaneoudly, or by encouragement and
persuasion, they will be brought about by fiat. Therisk hereis that such measures would
infringe individuals basic rights to choose how to lead their lives.

Fourth, changing the aggregate level of consumption appears to be a very blunt policy
instrument for the objective of reducing environmental degradation. Thislast point is
perhaps the important one for it highlights a major confusion in the literature on sustainable
consumption. It is possible to haverising levels of consumption and falling levels of
resour ce depreciation and environmental degradation. What has got confused isthe
difference in meaning between ‘consumption’ and the resources going into consumption.
There are many high valued consumption activities that are demanding of very little by way
of resources. If consumption and resource use can be 'decoupled’, then the objective of
maximising sustainable consumption can be achieved without significant further degradation
of the environment. It seems clear from the literature that this decoupling or
dematerialization is what many people mean by sustainable consumption. But many do not
mean this and this latter group is far more clearly aming to reduce economic growth and
hence consumption levels*2,

3! This appears to be what many ‘anti-growth' advocates believe.
%2 part of the confusion stems form loose wording and vague phrases like 'consumption patterns.
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6 Decoupling/dematerialization

Section 5 showed that there were quite rigorous meanings to be attached to the phrase
'sustainable consumption’. It also suggested that, while it is theoretically possible to achieve
maximum sustainable consumption through policies designed to reduce aggregate consumption
(assuming that was required), thisis at best an inefficient approach and at worst a socialy
disastrous one. A more sensible approach isto change the ratio of consumption to natural

capital, i.e. to decouple the economy and natural resources. All kinds of indicators exist for
checking what these ratios are (although they are usually expressin terms of ratios of inputsto
GNP rather than consumption). The most famous are energy/GDP ratios and, more recently,
materials-intensity ratios. An example isthe total materials requirement (TM R) approach in
Adriaanse et a (1997). TMR involves what is essentially a familiar activity of constructing
input-output accounts but in physical terms®. The TMR approach adds up all the resources used
in the production of economic goods, including those resources that are discarded as waste and
which have no economic value. Those entering the monetary flow are recorded in conventional
national accounts but those not afforded a market price are excluded from those accounts, the so-
called 'hidden flows. Theresult isa set of figures of resource flows in the economy. Advocates
of TMR approaches argue that these figures could be used to track whether ‘decoupling’ is taking
place or not. Adriaanse et a (1997), for example, show time series of TMR per capita for

several countries. These would suggest that, of the four countries they study, only the USA is
experiencing 'dematerialization’, with Germany, the Netherlands and Japan showing rising TMR
per capita. But expressed asaratio to GDP, al countries show a dematerialization trend.

The obvious problem for theissue of policy guidanceisthat, while such estimatesare

inter esting, they have no policy meaning. The reason is actually acknowledged by the
researchers. One tonne of material A is not the same as one tonne of material B in terms of
environmental importance. The idea of aggregating al materiasinto tonnesis therefore
meaningless for policy purposes. What mettersis the ‘impact weighted' amount of materials and
one cannot know what these impacts are without knowing: the environmental toxicity of the
material in question, the assimilative capacity of the receiving environments, levels of exposure
and levels of human and ecosystem response to such levels of exposure. Additionally, if policy
isto be sengitive to human preferences, the weights must also relate in some significant way to
those preferences TM R totally neglects the issue of whether a given tonne of materialsis
important or not. Interms of the criteria/policy matrix introduced in Section 3, tonnes have
been equally weighted in the TMR approach and there is no conceivable justification for this
beyond the convenience of being able to add up different tonnes.

Much the same remarks apply even to very popular indicators, such asthe ratio of energy to
GDP. Each energy input is not equally important because it depends on what impact the
different energy inputs have on the environment. Natural gasis, for example, less damaging
than, say, coal.

Indicators of materialsintensity areinteresting but their use for policy purposesis
extremely limited because of a failure to define what the goal is meant to be. It appears
to be that one should reduce the TMR of economic activity. But this has no necessary
implication for environmental improvement since the mix of materials matters as

33 Environmental and resource input-output accounts were popular in the 1970s and derived from the early work on
materials balances by Kenneth Boulding, Allen Kneese, Ralph d'Arge and Robert Ayres.
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much as, if not morethan, thetotal. What is needed then isa set of weighted
materials and energy input coefficients. The weights could be based on human toxicity
(dose-response coefficients), ecosystem toxicity, public opinion, and individuals
preferences expressed in monetary terms. Essentially, what appear to be 'new
indicators come full circleto indicatorsthat have to be weighted by some set of risk
factorsor preferences. But the notion of dematerialization isa sound one and, indeed,
hasto be the basis of effortsto improve the environment and to achieve sustainable
development.
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7 Carrying capacity
7.1  Thenoction of carrying capacity

One long-standing notion of biophysical limit isthat of carrying capacity. In the context of
humans, carrying capacity is set by the 'binding resource, i.e. the resource that is most limited in
supply. Assuming that humans have a minimum viable requirement for the resource below
which they would cease to exist, then carrying capacity is given by the smple formula:

CCi= MSP, = Annual resource yield(i)
Minimum resource requirement per capita

Wherei isthe binding resource, and M SP is maximum sustainable population.

How useful is the notion of carrying capacity? It has some value as anawar eness raising
indicator. Beyond that its policy relevance is negligible. The reasons for this are:

Carrying capacity indicators imply zero substitutability between assets. But resources can be
substituted at least by other resources even in developing country contexts (fuelwood by
kerosene for example).

Resource yields can be increased by technological change in the case of renewable
resources, and depletion profiles can be extended by technology in the case of non-
renewable resources.

Carrying capacity calculations have limited relevance when trade is possible since the scarce
resource can be imported in exchange for another asset in which the exporting nation has a
comparative advantage. Wenote below a carrying capacity concept that appearsto imply
that trade is not desirable, however.

It is often possible to invest in carrying capacity even in poor country contexts, e.g. by
improving water supplies through better capture of rainwater.

CCisalimit. It tells us nothing about the desirable level of population. More than this, it isa
limit determined by resource availability and by minimum input requirements. No-one
would suggestthat CC represents a desirable state of affairsif everyoneisliving at

minimum requirements levels. In many respects, carrying capacity is a survivability concept
not asustainability concept. Survivability is about maximising the time available on Earth
for human species, independently of the quality of that existence.

The evidence from exercises involving crops and food, and from fuelwood availability
suggests that quite afew African countries have gone well beyond carrying capacity. But
this means that they must be steadily dying or starving (independently of any crisis droughts
etc), or that the numbers are wrong, or that they have found other strategies for coping with
physical scarcity. Thereis evidence to suggest that statistical surveystend to under-report
investments in carrying capacity, e.g. woodlots and reforestation.
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But thereisa sensein which carrying capacity serves as a benchmark. It may help to signa
that certain policies are urgent:

raising resource productivity

investing in carrying capacity

encouraging trade

limiting population

encouraging substitutes

changing the ratio of resource use to consumption

Note that these policies are very similar to those derived from the analysis of sustainable
consumption.

7.2  Isthere absolute scarcity?

One way of looking at whether absolute scarcity existsisto estimate the physical scarcity of an
exhaustible resource via the 'exponential index' of stocks. This measures the number of years
before stocks are exhausted given an estimate of stocks and an estimate of the rate at which
consumption grows. A simple formula for estimating thisindex, T, which isin years, is:

T=In(sg+ 1)/g
Where T istime to exhaustion, Inislogarithm, Qy/qo = swhich is the static reserve index, i.e. the

total stock in the initial period (Q) divided by the extraction in the initial period (@), and g is
the growth rate of extraction. Table 2illustrates for some global resources.

Table2 Changing values of 'resour celife' 1970 to 1994
Resource Tigroyears Tiges yeR'S Rate of changein T
% p.a
Aluminium 31 104 52
Copper 21 25 0.7
Iron 93 115 0.8
Lead 21 11 -23
Mercury 13 20* 1.8
Silver 13 na na
Cod 111 139 0.9
Gas 22 42 2.7
QOil 20 35 2.3

Resource lives actually increase rather than decrease.

Such indicator serveto remind us that technological change improves the efficiency with which
we use resources, and that discoveries often occur faster than depletion. But al the resourcesin
Table 2 are marketed. As noted earlier, the real concern about resource exhaustion is not about
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marketed resources, it is about the generally non-marketed ones, diversity, atmospheric sinks,
water resources etc.

Thereisa need to develop better indicators of carrying capacity for non-marketed
resources, especially biological diversity. Thereality isthat we do not know what a
minimum viable level of divergty is. In the same way, we do not know what an
"acceptable’ maximum rate of climate changeis (despite the concept being embodied
asagoal in the Framework Convention on Climate Change). Thereisa substantial
research agenda in thisrespect.

7.3 Carrying capacity and net primary product

Arrow et al. (1995) propose that a more general indicator be employed such asthat set out by
Vitousek et al. (1986). This describes pressures in terms of how much Net Primary Productivity
(NPP) human beings currently appropriate asan indicator of human appropriation of ecosystems
under avariety of scenarios. The starting point is photosynthesis, the process whereby energy
from the sun isturned into chemical energy embodied in biomass and which is the basis for life
on earth. Ecologists tend to use energy or carbon flows as their measures so that:

GPP = gross primary production = energy or carbon fixed by green plants in photosynthesis, all
measured per unit of time.

NPP = net primary production = energy or carbon fixed in photosynthesisless the energy (or
carbon) used up by plantsin respiration.

Rates of conversion of solar energy to chemical energy are very low, perhaps of the order of 1
per cent. Foresttend to be more efficient at capturing solar energy than oceans. Essentidly, it is
NPP which is potentially ‘available’ for use by non-plant species, including humankind. The
concept of an 'ecological limit' can be measured by the extent to which human beings
‘appropriate’ the NPP. The higher the level of appropriation, the less NPP is available for all
other forms of life that need to consume NPP. Thus, in forests perhapss-7% of NPP is
consumed by animals, but in the open ocean the figure may be as high as 40%.

Estimates of human appropriation of NPP suggest that humans aready dominate the
consumption or use of NPP. Vitousek et al. (1986) estimated thatmore than 40% of the Earth's
land surface has been transformed by man. NPP is like a surplus or a net investment after
depreciation (what is required for maintenance of function). The standing stock of biomass
today is probably around 1800 x 10™ grams (about 1800 x 10° tonnes, i.e. 1800 billion tonnes),
and the NPP is about 175 hillion tonnes. In turn, NPP on land is about 132 billion tonnes and of
this it is thought that humans "appropriate’ about 30-40% (Vitousek et al, 1986). Interestingly,
only a minute fraction, around 1 billion tonnes, is consumed directly for food. Most of it is
appropriated in the form of wasted food, forest products, residues and pastures.

Does it matter than humans appropriate 30-40% of NPP? The problem is that this fraction will
rise faster and faster as population expands and this means that there is less and less NPP |eft
over for the other functions to be served by primary producers. Those other functions can be
summed up as life-support functions. The NPP approach is not strictly telling us anything
different to the story about land conversion, defor estation, pollution etc. It is another way
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of saying that humans ar e displacing other species and capturing ecological functions that
are also valuable aslife support systems.

Vitousek et a (1997) elaborate these statistics by adding that man is responsible for 20% of CQ
concentrations in the atmosphereover 50% of water use and nitrogen fixation, are responsible
for introducing 20% of plant speciesin Canada, account for over 20% of bird extinctionsin the
last few millennia, and have degraded or overfished some 60% of the world's fisheries. Ina
detailed assessment of just one region, Haberl (1997) finds that over 40% of NPRs appropriated
by man in Austria. One consequence of this process of appropriation is the loss of biological
diversity, essentially because man competes for available land with other species.

NPP appr opriation indicator s provide one inter esting measur e of 'biophysical limits'. It is
not clear that human ingenuity could change therate of global photosynthesis much, so
that, in this sense, NPP is much more akin to an unalter able carrying capacity concept.

7.4  Carrying capacity: ecological footprints

The concept of an 'ecological footprint' (EF) was developed by Wackernagel and Rees (1996) as
ameasure of the extent to which the earth's carrying capacity is appropriated by human activity.
The approach is essentially one based on strong sustainability in which the aim isto conserve the
stock of natural capital (and idedlly increase it). But whereas the economic approach to
sustainability requires that natural capital (and other forms of capital) be monetised, advocatesof
EF reject monetisation because, reflecting as it does a statement of human preferences, those
preferences may fail to recognise biophysical limits. Wackernagel and Rees object to
monetisation not just on these ground: they are opposed to discounting (the monetary rate of
exchange between consumption now and consumption in the future)fo marginal analysis
generaly, and to any suggestion that natural capita has substitutes. The approach adopted by
Wackernagel and Rees is therefore to find some other common unit of human impact and they
choose land area.

To compute the EF the procedure is as follows:

identify and measure the components of consumption in a given region: food, energy,
transport, consumer goods and services.

for each item of consumption, estimate the area of land that would have to exist in order to
generate the resources involved in that consumption

add the land areas to determine the complete ‘footprint’ of the region

compare the footprint with the actual size of the region generating the footprint.

An example will help.

Wackernagel et a (1999) illustrate the EF approach for Italy. Each consumption commodity
(e.0. ceredls, fish, timber, tobacco etc.) islisted. Using internationally available statistics, the
‘apparent consumption’ of commodity i (G,;) is computed as:

Cai=Q + M- X;

where Q is domestic production of the good in question, Mis imports, X is exports. The units
of C, are whatever isrelevant, e.g. tonnes, cubic metres etc. G is then divided by the average
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productivity (yield) of land, y;, in producing the commodity in question. Since the unitsof y are
physical output per hectare, we have y= Q/L and hence the ecological footprint is measured in
per capitaterms as

EF = (Ca,l .Li)/Q.POP

Thus, Italy's apparent consumption of vegetables and fruit is 30.75 million tonnes, its population
is 57 million, 'average productivity' is 18 tonnes/ha, so the EF is

EF vegetables/fruit) = (30.75)(10°)/(57.10°.18) = 0.03 hectares per person.

Extending across all consumer commodities, and with various adjustments to secure
comparability, Wackernagel et al (1996) secure the result that each Italian ‘commands 4.2
hectares of land. The 'supply’ of 'bio-capacity’ is then estimated, i.e. the availability of land
within Italy for crops, CO.fixation etc. This comesto 1.3 ha/cap. If a policy am was self-
sufficiency, i.e. if it isthought that Italy should meet its own ecological demands from within its
borders, then, clearly, Italy isin 'national ecological deficit' of 2.9 halcap since domestic
ecological capacity can meet only about one-third of Italy's ecological demand.

How much ecological capacity is there available globally? Wackernagel et a (1999) suggest
that, globally, biologically productive 'land’ is made up of:

0.25 haarable land
0.90 haforest land
0.60 ha pasture land
0.50 ha sea space
0.06 built up land

But thisis biologically productive land and mankind is not the only ‘demander’ of this quantity.
A rough adjustment is made for non-human biodiversity demands at 12% of the world's land
area, so that the maximum available to humansis 2 ha/cap. (Note the links to the NPP approach
discussed above). Thisiswhat is'available' now. If population grows, so that a population of 10
billion would reduce the average to 2/(10/6) = 1.2 halcap. If the 'norm' now is 2 ha/cap itwill
clearly change very quickly to 1.2 ha/cap as population grows. Wackernagel et a. declare that
'the challenge is to reduce the average footprint to at least this size' (Wackernagekt al, 1999,
p.384).

Analysing 51 countries, Wackernagel et a. (1999) find that most developed countries have
significant ecological deficits of around 3-4 ha/cap. The highest deficit is Singapore with 6.8
hal/cap, not dissimilar to Hong Kong's at 5.1 ha/cap. The only developed economies with
ecological surpluses are the Scandinavian countries, Iceland, Canada, Australiaand New
Zedland. Some developing countries are in surplus, but a quite afeware in deficit: China, India,
Bangladesh, Philippines, Mexico, for example. Globally, the EF exceeds the world's ecological
capacity: average demand is 2.8 halcap compared to the notional 2.0 ha/cap available.
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The notion of the EF isclearly useful for awarenessraising. Interms of policy it addslittle to
what has been derived before from carrying capacity measures (which iswhat the EF is,
combined with some notional ‘right' to equal shares of the world's ecological capacity). Thus
Wackernagel et a. (1999) derive the following policy options:

raise productivity per unit land/sea area
lower resource use per unit consumption
'reduce consumption'.

The first two amount to the need to raise resource productivity increase discussed previoudly.
Thelast is problematic as was noted earlier and it is unclear that it would serve any purpose
other than causing more social problems, even if itwas the realistic object of policy. That it is
not arealistic policy is quickly seen by just two considerations:

(&) only some form of global government could overcome the fact that no-one country has an
incentive to reduce consumption unless others do the same;

(b) while the ‘ecological deficits are expressed in per capitaterms, their conversion to absolute
terms by multiplying through by population, shows that poor countries with large
populations have larger ecological footprints than rich countries with smaller populations.
Thisis shown in Table 3 below. But it is hard to imagine policies designed to reduce
consumption in Chinaand India, alogical consequence of the EF approach.

Table3 'Deficit" ecological footprintsfor selected countries
Country EF deficit/cap Population Tota EF deficit
= halcap =million =million ha
(rounded)

USA -3.6 270.0 -972

China -04 1238.6 -495

India -0.3 979.7 -294

UK -35 59.1 -207
Germany -34 82.1 -279
Denmark -0.7 53 -4
Netherlands -3.6 15.7 -57

Hong Kong -51 6.8 -35
Singapore -6.8 32 -22

Sources ecological deficits from Wackernagel et a (1999). Population from World Bank data sources

How useful is the concept of the EF for policy purposes? VVan Kooten and Bulte (2000) list the
following criticisms:

amajor component of the EF for developing countries relatesto their carbon dioxide
emissions. The EF methodology deals with this by measuring the area of land needed to
grow biomes that would sequester the carbon. But there is no particular rationale for
selecting sequestration as the only means of offsetting ecological demands brought about by
foss| fuel burning. The optimal mix of abatement measures may well include sequestration
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but will also include significant amounts of emission reduction, something the EF
methodology does not address. Additionally, what constitutes an optimal mix requires that
different time profiles of carbon fixing and emission reduction be compared, and this cannot
be done without some form of discounting. Y et the authors of the EF approach are opposed
to discounting.

There are substantial uncertainties about how to calculate the land areas required to offset
waste flows

While EF advocates are opposed to the notion of substitution between forms of capital, the
very process of aggregating different types of land assumes subgtitution. First, substitution
between land as natural capita is assumed. Land in different usesis ‘weighted by its
productivity, i.e. yield factors. This, of course, implies substitution between the land uses.
Moreover, yields are simply listed without investigating whether they reflect economic
distortions such as subsidies. '....solutions to environmental problems that depend on
substitution cannot be studied using the EF tool' (van Kooten and Bulte, 2000, p.265).
Substitution between natural capital and other forms of capital is denied but has actualy to
be assumed for the aggregation process to take place. This has to be the case because certain
investment activities, e.g. housing congtruction, are evaluated using assumptions about how
much land is needed for, say, timber. But the timber could come from land areas with very
much higher yields by engaging in international trade. So, rather than one hectare of land in,
say, Italy being required to produce X units of timber, Italy could secure X from another area
overseas where the land required would be only some fraction of X. In this respect, trade
reduces the EF. Overall, substitution isimplicit in the aggregation process and different
assumptions about substitution will affect the aggregate EF.

The EF makes no distinction between land uses that are sustainable and those that are not.
Land is also assumed to be 'uni-functional’, i.e. serving only one use, whereas much land is
multi-functional. Its productivity ('yield’) has to account for thesemultiples uses.

The EF is quite explicitly ‘autarchic'. The more a country engages in international trade the
bigger its EF islikely to be (thoughit is possible to have cases when this will not be the
case). Hence the policy implicationsis that nations shouldminimise, nor maximise trade
opportunities. Apart from the implications for this for human wellbeing, if nations should be
autarchic, so, presumably should regions within a nation. districts within aregion, and,
ultimately persons within a district.

As Table 3 shows, certain economies that are highly urbanised (Netherlands, Singapore,
Hong Kong) can never be sustainable since they can never meet their ecological demands
from their own land. Even maximising the land productivity of their imports probably
cannot get them to a net positive EF (i.e. an EF of less than the nominal 2 ha/person). What
are the policy implications for such nations if they can never be sustainable?

Van Kooten and Bulte (2000) conclude:
'in the construction of the EF metric, the very same measurement issues (aggregation,

substitutability, discounting, valuation) have not been dealt with in a meaningful way.
Dueto thisimperfection, the EF is usaless for policy analysis (p.264).
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8 Environment and equity
8.1 Environmental space

A significant part of the debate about resource management is motivated by an understandable
concern for equity between nations and especially equity between rich and poor nations. The
ecological footprint concept has a notion of 'entitlement’ to the world's carrying capacity, an
entitlement that is equal to global land yield (aggregated across different land functions such as
crops and carbon sequestration) divided by the world's population. As population grows, the
entitlement diminishes unless global land productivity rises. This notion borrows from an earlier
concept of 'environmental space' (ES) which can be defined as:

' the quantity of energy, water, land, non-renewable raw materials and wood that we can
usein a sustainable fashion' (Hille, 1997).

Two concepts appear to be embodied in this notion: some flow rate of use that is sustainable in
the sense of lasting for a very long time, and some notion of ‘equity’, i.e. what constitutes fair
accessto that flow rate of use. In some approaches there is also a minimum sustainable use rate,
i.e. some use rate below which human wellbeing would be threatened (the carrying capacity
concept introduced earlier).

How might an equitable share be computed? One suggestion is that &air shareisgiven by a
country's population as a fraction of world population. Hille (1997) reports on a Dutch analysis
carried out by Friends of the Earth that uses these notions. Using population shares will
obvioudly offend another equity principleif it is not modified. The reason isthat population
outside any given country may grow (at say arate ?POR,) faster than the population within the
given country ?POR so that the fair share' formula:

(where'i" denotes the country in question, ‘w' denotes the rest of the world, R denotes sustainable
resource flow, and POP is population) will result in R going down. Y et country 'i' is not
responsible for the increased population growth so that it seems unfair that it should be penalised
for population growth in the rest of the world. Moreover, if the above equatiomvas to be used as
a'fair shares formula, it would provide an incentive for each country to encourage population
expansion in order to secure alarger share. Environmentalspace beginsto imply unrealistic
notions of institutional change - it implies a virtually dictatorial world government in order to
avoid the game-theoretic context of an international agreement on such shares.

To avoid this aspects of unfairness, the Dutch study sets alimit on POR, which could be, say,
the population in a specified year. If acountry's own population POR rises after thet, its
entitlement would remain the same so that its per capita entitlement would actually go down.
The virtue of this approach isthat it at least recognises the central role of population growth,
something that often tends to be studiously avoided in discussions of 'sustainable consumption’
concepts.

Now consider R,. There are several problems of measurement, all of which were met with the
EF concept as well. Some resources are tradable - e.g. timber, energy - some have limited
tradahility - e.g. water - and some have no tradahility - e.g. land. Some resources are therefore
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defined within local geographical areas, others are defined globally. The equity notion in the
Dutch study is confined to inter-nation comparisons. There is no notion of equitable shares
within a country because 'people's judgements regarding distributive justice vary as between
countries (Hille, p10). This avoids, unfortunately by deight of hand, the problem found with EF
that, if trade between nationsis to be minimised, trade within nations should also be minimised,
so that we each end up with 'personal’ resource entitlements. In the same way, notions of
distributive justice cannot be different within a country and beyond it: what is fair must be
universally fair.

The next problem isto define what is sustainable use of resources. An example from the Dutch
study can be given. The sustainable use of the global atmosphereis a goal embodied in the
Framework Convention on Climate Change of 1992 which speaks of aiming for:

'stabilisation of greenhouse-gas concentrations....at alevel that would prevent
dangerous anthropogenic interference with the climate system'.

The Framework Convention does not define what 'dangerous interference’ means, so it offers no
guide to the sustainable use of the atmosphere. The Dutch study assumes the limit on rates of
warming is 0.1°C per decade and from this deduces an ‘allowabl€' rate of global emissions of
greenhouse gases, i.e.Ry, . This can in turn be converted toan energy entitlement so that Ry is
expressed in units of primary energy. The result isameasure of R. In the Dutch study the area
of focusisthe European Union so, for example, the energy entitlement becomes 60 GJ per
annum per person. As primary energy use in the EU is about twice that currently, the reduction
required is 50% by the target date, 2050 in this case. Note that thisis well within the 'Factor
Four' calculations for what is achievable. The details need not detain us, although some of them
areinteresting - e.g. quite explicit value judgements are made to the effect that nuclear energy is
'not desirable, resulting in it being hypothetically phased out, this raising the requirement of
other energy sourcesto meet the entitlement.

Materials are dealt with as an aggregate using the notion of 'material input'. Essentially what this
isin the addition of al the tonnage of materials used. To find the total tonnage it is necessary to
estimate the 'rucksack’ of a given extraction of materials. Suppose one tonne of auminium
requires 4.8 tonnes of bauxite for its manufacture, but each tonne of bauxite requires the removal
of 0.6 tonnes of soil. The total tonnage of materials required to produce one tonne of aluminium
isthus 4.8 + 4.8(0.6) = 7.7 tonnes of materials. The total materials requirement (TMR) isthen
7.7 ( sometimes recorded as 6.7 which is the 'rucksack’ because the tonne of aluminiumis
deducted).

The fallacy of this approach has aready been dedlt with. If TMR isan invalid construct, the
aternative isto set 'entitlements according to each individual material, and for that matter each
energy source as well. Once the requirements are set individually, the implication isthat thereis
no substitutability between then, but obvioudly there must be. Hence the process comes full
circle to the need for some aggregation system which makes explicit allowance for substitution.

The notion of an equitable share of environmental space is aso extremely suspect. The previous
equations can be used to derivecountry i's per capita entitlement, and, obvioudly it is smply

R,/ POPRy). = R/POP:;
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But different countries vary in the efficiency with which they use resourcesl ntroduce a concept
of wellbeing, U, then varying efficiencies mean that U/R; varies from one country to the next.
Equal resour ce use then implies differencein the level of wellbeing from one country to the
next. If developed countries are generally mor e efficient in their use of resour ces compared
to developing countries, the effect of the 'fair shares formulaisto lock the developing
countriesinto an inequitable shar e of theworld's'wellbeing'.

The central fact isthat an equal entitlement to resourcesis not at al the same thing as an equal
entitlement to what is generated by those resources (wellbeing, happiness, whatever).
Additionaly, concepts of entitlement and space require an aggregation process and none of the
procedures for aggregation, as in the case of environmental footprint, makes sense.

There is one argument that appears to favour the ES concept. Suppose, for argument’s sake, that
the world did 'agree’ on equal entitlements to resources. What matters, as we have seenis not
resources but what they produce. The focus on resources comes about because of the notion of
biophysical constraints. Given equal entitlements of resources, then each country would have a
massive incentive to raise the resource productivity of its entitlement. It would do this by
developing technology to raise resource productivity. But unlessthere is also 'equal allocation' of
technology, those with better technology endowments would generate more wellbeing from their
entitlementsthan those without the technology. It is easy to see that countries would have a
strong incentive to 'ring-fence' technological developments for their own purposes, unless such
technologies are truly public goods. Existing inequity in the distribution of income per capita
would simply be perpetuated.

A final observationisin order. Some of the sustainable consumption literature reads as if
reducing resource consumption in the North will somehow raise resource consumption in the
South, improving the South's wellbeing. But not consuming a tonne of material in the North
does not make that tonne available in the South unlesst is freely donated by the North to the
South. Resource availahility is not the same thing as being able to use the resource since that
ability depends on having income and wealth. The relevant policy isto raise the South's per
capitaincome, rather than to assume that reduced resource consumption in the north will
somehow magically reappear as resource consumption in the South.

It is easy to be sympathetic to the concernsthat have produced notionslike
environmental space and ecological footprints. They quite rightly emanate from
concerns about equity. In so far asthey remind us yet again that raisng resource
efficiency is paramount, they are helpful. Unfortunately, beyond thisthey littleor no
relevancefor policy.

8.2 Equity and efficiency

How should equity be ensured in natural resource decison-making? There are several waysin
which decision-making can be made sensitive to efficiencyand equity concerns. What needsto
be avoided isthe idea that equity is some overriding goal. The reason for thisisthat, without
efficiency, it islesslikely that equity goals can be served. The converse does not follow: it is
possible to be efficient without being equitable. The essence of the notion of efficiency isthat
resources are not wasted and that maximum aggregate wellbeing is derived from a given stock
of resources. In simple terms, the 'pie’ of wellbeing is maximised. Once efficiency is secured, a
separate decision can be made about how to distribute the pie, the equity decision. Clearly, if
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efficiency isignored the pie will be smaller and there will be less available to distribute
according to some equity criterion. It isin this sense that efficiency is a'higher order' goa and
great caution should be exercised when devising policy to ensure that efficiency is secured.

How might decisions be made so as to reflect equity concerns? Cost-benefit analysis has
traditionally sought to integrate equity with efficiency by adopting an ‘equity weighted' approach
to costs and benefits. This has largely gone out of fashion but was widely used in the 1970s and
early 1980s. For any set of individuals 1,2... with net benefits B1, B2 etc, the goal to be
maximised isnot B1+B2 etc, but aB1 + bB2 + cB3 etc, where gb,c are the weights. More
vulnerable groups would have higher weights determined by equity considerationd'. Whileit is
common to see the criticism that cost-benefit 'ignor es equity’, the statement isfalse.

3 See Pearce (1986). The weights might be some ratio of marginal utilities of income, or they might be weights
derived from marginal tax schedules.
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8.3Towards a rational resour ce management policy for the Eur opean
Union®

The previous sections have set out the kinds of considerations that are relevant to arational
resource management policy in the EU, and has sought to evaluate various ‘candidate
methodologies for implementing such arational policy. We now try to bring the various
arguments together.

The EU is committed to sustainable development. This involvesraising the per capita wellbeing
of the EU population, and other target populations and especially those in the potential
Accession countries and in the developing world. Sustainable development can only be achieved
if capital stocks areraised in per capitaterms over time, and if technological progress exceeds
the rate at which population grows.

The theory of sustainable development permits a rigorous concept of sustainable consumption to
be defined and measured. In general, a policy of strong sustainability does imply alower
aggregate consumption level than a policy of weak sustainability. The former differsfromthe
latter by the amount of consumption that has to be displaced in order to generatéunds which

can be used to hold the stock of natural capital constant in per capitaterms. But it cannot be
assumed that, in real world terms, either notion of sustainable consumption entails reducing
actual levels of aggregate consumption in the EU. The relationship between actual consumption,
maximum sustainable consumption and optimal consumption is very complex. It would be
sensible to commission research to establish what the links are between these concepts, in so far
asthey can be quantified.

Policies aimed at weak sustainability require that the EU should have a clear idea of the
comparative rates of return to different capital assets - man-made, human, socia and
environmental. The need for comparison arises because of the assumption that these forms of
capital are substitutable at the margin and hencethat choices can and should be made between
them. Those rates of return must account for the full impacts - marketed and non-marketed - of
resource use. Economic valuation and cost-benefit analysis provide one coherent set of
procedures for determining these comparative rates of return. It is possible that alternative
procedures could secure similar comparisons - e.g. health or risk indicators, but the advantage of
money measures is that they encompass many different dimensions of human concern - health,
amenity, resource depletion etc. It is also possible to integrate concerns abouiequity into cost-
benefit analysis (see Section 8.2).

Policies aimed at strong sustainability would require that the EU take afar stronger stance
towards restoration of natural resource damage and investment in 'new’' resources such as
renewable energy. But the foundations of strong sustainability are not themselves very secure: it
isnot clear that resources have no substitutes at the margin, nor isit easy to countenance a
context in which restoration of natural resource damage should take place regardiess of the
opportunity cost in terms of forgone benefits from the alternative use of conservation funds. This
said, public trust doctrine has already produced some instances in which resource damage hasto
be offset regardless of cost. Cost-benefit considerations cease to be relevant with strong

% Space limitations have prevented us from addressing the issue of uncertainty and risk management, but thisis not
likely to change the conclusions offered in this section.
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sustainability, but it is still necessary to 'value' resources in order to know whether the index of
natura capital isrising or faling.

There is one common feature to all the policy guidance approaches considered in the previous
sections: they all conclude thatimproving resour ce efficiency isimportant in varying degrees.
Thisistrue whether the issue is 'sustainable consumption' , materials intensity, ecological
footprints or environmental space. In theory the whole array of policy instrumentsis relevant to
achieving resource efficiency: command and control measures, economic instruments, voluntary
and negotiated agreements, public information, liability regulations etc. In practice, the weaker
the sustainability goal the more likely it isthat this wide array would be used. The close the goal
isto strong sustainability, the more likely it is that regulation would approximate quantity-based
approaches such as tradable quotas and traditional regulation. Price-based measures such as
charges and taxes might be considered to uncertain in their effects for strong sustainability to be
guaranteed. Thisis not avery firm conclusion but is perhaps an issue of emphasis rather than
rigid dividing line.

The relative merits of different policy instruments have been widely debated and space forbids a
discussion here, but afew remarks are in order. There isa strong resistance to al regulatory
measures and a number of EU governments have ‘de-regulation’ high on their political agendas.
The basic rationale is that regulation imposes costs on business that impair competitiveness. The
evidence that thisis so isin fact rather scant, but at the very least the perception that a
connection existsis a strong one. Choosing policy instruments must therefore take account of
the costs of regulation and minimum compliance cost instruments should be chosen wherever
possible. Thisin turn suggests a much stronger bias towards economic instruments than is
currently the casein the EU. It isknown that such instruments generally (but not aways) keep
compliance costs down. In so doing they minimise the incentive to industry to lobby against
regulations. They also maximise the chances that further environmental regulations will be
accepted. Adopting high cost regulation is therefore counterproductive in environmental terms,
let alone economic ones. Other incentive mechanisms such as recycling tax revenues so asto
reduce labour taxes are welcome initiatives practised in a number of EU countries. Less popular
and deserving of more attention are incentive systems such as accelerated depreciation on clean
technology and abatement technology. Such subsidies have a number of beneficial effects. They
are paid 'up front' and hence avoid industry's legitimate concern that policy measures will be
changed during thelife-cycle of the capital equipment of the firm. They can also induce
technological change with substantial savings in future costs as industry is stimulated to move
down the 'learning curve' of new technology. While it is not conventional to argue for these
subsidies, thereis a growing body of thought that suggests that they are just asimportant as
environmental taxes®.

In short, the means for stimulating resource efficiency are known and there is little by way of
'new’ policy to be devised. But instruments aimed at stimulating technological change that raises
resource efficiency do need far more rigorous development.

How might global equity best be served? It istempting to think that reducing resource
consumption in rich countries will serve an equity goal, but there is little to suggest that it would
help. The solution to the equity problem is not novel and remains that of investing in the capital

% Other subsidies should, however, generally be rejected and it remains the case that massive environmental gains
could be secured by changing subsidy regimesin the EU, especialy in agriculture and fishing, and redirecting at
least part of the savings towards encouraging sustainable resource management.
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and technology base of poor countries and encouraging the demographic transition. What the
literature on sustainable development indicatesis that capital-based policies remain important
but that the composition of those policies might be oriented far more to enhancing human capital
and natura capital, at the cost of some less emphasis on traditional policies aimed at man-made

capital.

Table 4 summarises some of the conclusions from the previous sections.

Table4 I mplications of resour ce models for natural resour ce management
Model Implication for the EU
Weak sustainability - Encourage savings

Invest in human capital (education)
Stimulate technology (accelerated
depreciation etc.)

Encourage economy-resource decoupling

by
market based approaches;

renewable energy
Population policiesin LDCs
Cost benefit appraisa
Modified national product accounts
Invest resource rents

Strong sustainability Asfor wesk sustainability but

More emphasis on quantity-based controls
Indices of natural capital

Less emphasis on cost-benefit but need to
develop notion of acceptable cost
Materials intensity o
Awareness raising

Encourage resource efficiency
Ecological footprints -
Awareness raising

Encourage resource efficiency
Environmental space
Awarenessraising

Encourage resource efficiency
Equity
Integrate with cost-benefit

Ensure efficiency goal is honoured




8.4 Future work

What future study work does the European Commission need to consider? The suggestion here
isthat the theory of sustainable development illuminates the contributions that various ‘resource
management methodologies can make. The central messages for policy do not readly differ
much from those that have been widely discussed in policy circles, but sustainability and

optimal consumption make it clear that resource management policies cannot be practised in
isolation of al other economic policy. The need to maintain a healthy savings ratio is at the core
of macroeconomic policy, but it is also essential for sustainable development. Some of the
suggestions made by the approaches considered here are misdirected - they are more likely to
divert attention away from what is needed. This is especially the case with notions of
environmental space, ecological footprints and 'reducing aggregate consumption'.

But thereis a need for well-targeted future study in some areas. Some suggestions would be;

1 Clarifying the relationships between (maximal) sustainable consumption under different
assumptions about sustainability, and the notion of optimal consumption. While this
would be atheoretical exercise to some extent, an attempt should be made to secure
rough rules of thumb that could be applied to actual magnitudesin the EU.

2 Securing afar better idea about the relevant parameters that determine whether
consumption paths are optimal or not. The most important are elasticities of substitution
between resources and other forms of capital, and the social discount rate. The latter
needs appraising in the context of recentwork which suggests very low discount rates
for long-term considerations, plus the notion that rates vary with time.

3 Determining the equity weights that might be used in formal appraisals, alowing for
income differences within the EU and between the EU and Accession countries.

4 Developing 'genuine savings accounts for the EU, hopefully building upon existing
work on national accounts modification.

5 Securing afar better understanding of causal processes at work in environmental
degradation. What are the relative contributions of market failures, government policies
(such as subsidies), information deficiencies and institutional weakness? Recent focus on
‘pressure- state- response’ approaches to causal analysis has not addressed these issues
adequately, perhaps because modelling them is complex and uncertain;

6 While the 'menu’ of policy instruments is well understood, and is not likely to change
much, the relative efficiencies of those policies in delivering environmental goalsis still
imperfectly understood. Despite the large number of policy innovationsin the EU, it is
hard to discover material that determines conclusively whether policy A is 'better' than
policy B. The general absence of 'ex post' policy appraisasin the EU partly explainsthis
state of ignorance.



Whether one believesin strong or weak sustainability, a common issue is the cost of
regulation and conservation. While much of the debate that takes place is about
measuring the benefits of environmental improvement, there isin fact still very little
understanding of the economy-wide costs of regulation.

In the context of development aid, it is not clear that the comparative rates of return to
developing counties of different forms of capital enhancement are understood. Some
clearer idea of what investment in natural resources would bring relative to say, human
capital enhancement, isrequired. Thisrequires a'cross sectora’ look that is often
missing.
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10 Annex: diagrammatic exposition of consumption paths

Maximising PV >

of futureC
Corexcurs ?
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/

/

Optimal consumption
with techn.change?

The traditional optimal consumption path is given by the inverted ‘U’ curve and results from
maximising the present value of future consumption. Whilst optimal the path is not sustainable:
consumption eventually goes tozero, aresult that is mainly driven by the existence of positive
discount rates (for utility). The two straight lines show themaximal constant consumption levels
that are also sustainable. The upper line shows sustainable consumption under a weak
sustainability approach and the lower shows maximal consumption under strong sustainability™’.
Neither path is optimal, for complex reasons. The final upward sloping curve combines
sustainability and optimality. To achieve such a path requires technological change to
accommodate population change and increasing depreciation on capital stocks.

3 The two straight line Cpe lines are actually constant consumption and hence constant utility lines. Hamilton
(1993) refersto these as 'minimal sustainability' paths because utility is not rising. We have chosen to illustrate
constant consumption, i.e. constant utility, paths. The problem can be formally stated as being one of achieving
maximal consumption (utility) with minimum sustainability, i.e. it isa'maximin’ problem.



