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Creating a Sustainable and
Desirable Future

Robert Costanza

( Professor and Chair in Public Policy, Crawford School
of Public Policy Australian National University)

Abstract

This chapter describes what an “ecological economy” embedded in an
“ecological civilization” could look like and how we could get there. We be-
lieve that this future can provide full employment and a high quality of life for
everyone into the indefinite future while staying within the safe environmental
operating space for humanity on earth. This is consistent with the new UN Sus-
tainable Development Goals. To get there, we need to stabilize population;
more equitably share resources, income, and work; invest in the natural and
social capital commons; reform the financial system to better reflect real as-
sets and liabilities; create better measures of progress; reform tax systems to
tax “bads” rather than goods; promote technological innovations that support
well — being rather than material growth, and create a culture of well — being
rather than consumption. Several lines of evidence show that these policies are
mutually supportive and the resulting system is feasible. The substantial chal-
lenge is making the transition to this better world in a peaceful and positive
way. There is no way to predict the exact path this transition might take, but
painting this picture of a possible end — point and some milestones along the

way will help make this choice and this journey a more viable option.
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The current mainstream model of the global economy is based on a num-
ber of assumptions about the way the world works, what the economy is, and
what the economy is for (see Table 1) . These assumptions arose in an earli-
er period, when the world was relatively empty of humans and their arti-
facts. Built capital was the limiting factor, while natural capital was abun-
dant. It made sense not to worry too much about environmental “externali-
ties” , since they could be assumed to be relatively small and ultimately solv-
able. It also made sense to focus on the growth of the market economy, as
measured by gross domestic product (GDP), as a primary means to improve
human welfare. And it made sense to think of the economy as only marketed
goods and services and to think of the goal as increasing the amount of these
that were produced and consumed ( Costanza et al. , 2013; Costanza et al. ,
2013) . @

Now, however, we live in a radically different world—one that is rela-
tively full of humans and their built capital infrastructure. We need to recon-
ceptualize what the economy is and what it is for. We have to first remember
that the goal of any economy should be to sustainably improve human well —
being and quality of life and that material consumption and GDP are merely
means to that end. We have to recognize, as both ancient wisdom and new
psychological research tell us, that too much of a focus on material consump-
tion can actually reduce human well — being. We have to understand better
what really does contribute to sustainable human well — being and recognize
the substantial contributions of natural and social capital, which are now the
limiting factors to improving well — being in many countries. We have to be a-

ble to distinguish between real poverty, in terms of low quality of life, and

(@ This chapter is adapted from a report commissioned by the United Nations for the 2012 Rio +
20 Conference as part of the Sustainable Development in the 21st century project; see R. Costanza et
al. , Building a Sustainable and Desirable Economy — in — Society — in — Nature ( New York: United
Nations Division for Sustainable Development, 2012) and from a shorter version published as Chapter
11, pp. 126 — 142 in: State of the World 2013 ; Is Sustainability Still Possible? Island Press. Wash-
ington, D. C.
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low monetary income. Ultimately we have to create a new model of the econo-
my that acknowledges this new “full world” context and vision ( Kasser,
2002) .

Some people argue that relatively minor adjustments to the current eco-
nomic model will produce the desired results. For example, they maintain
that by adequately pricing the depletion of natural capital (such as putting a
price on carbon emissions) we can address many of the problems of the cur-
rent economy while still allowing growth to continue. This approach can be
called the “green economy” model. Some of the areas of intervention promo-
ted by its advocates, such as investing in natural capital, are necessary and
should be pursued. But they are not sufficient to achieve sustainable human
well — being. We need a more fundamental change, a change of our goals
and paradigm ( Easterlin, 2003 ; Layard, 2005) .

Both the shortcomings and the critics of the current model are abun-
dant—and many of them are described in this book. A coherent and viable
alternative is sorely needed. This chapter aims to sketch a framework for a
new model of the economy based on the worldview and following principles of
ecological economics ( Costanza, 1991; Daly and Farley, 2004; Costan-
za et al. , 2013) .

® Qur material economy is embedded in society, which is embedded
in our ecological life — support system, and we cannot understand or manage
our economy without understanding the whole interconnected system.

® Growth and development are not always linked, and true develop-
ment must be defined in terms of the improvement of sustainable human
well - being, not merely improvement in material consumption.

e A balance of four basic types of assets is necessary for sustainable
human well — being: built, human, social, and natural capital ( financial
capital is merely a marker for real capital and must be managed as such) .

® Growth in material consumption is ultimately unsustainable because
of fundamental planetary boundaries, and such growth is or eventually be-

comes counterproductive ( uneconomic) in that it has negative effects on
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well — being and on social and natural capital.

There is a substantial and growing body of new research on what actual-
ly contributes to human well — being and quality of life. Although there is still
much ongoing debate, this new science clearly demonstrates the limits of
conventional economic income and consumption’ s contribution to well — be-
ing. For example, economist Richard Easterlin has shown that wellbeing
tends to correlate well with health, level of education, and marital status
and shows sharply diminishing returns to income beyond a fairly low thresh-
old. Economist Richard Layard argues that current economic policies are not
improving well — being and happiness and that “happiness should become
the goal of policy, and the progress of national happiness should be meas-
ured and analyzed as closely as the growth of GNP ( gross national prod-
uct)” (Easterlin, 2003 ; Layard, 2005) .

In fact, if we want to assess the “real” economy—all the things that
contribute to real, sustainable, human well — being—as opposed to only the
“market” economy, we have to measure and include the nonmarketed con-
tributions to human well — being from nature, from family, friends, and
other social relationships at many scales, and from health and educa-
tion. Doing so often yields a very different picture of the state of well — being
than may be implied by growth in per capita GDP. Surveys, for instance,
have found people’ s life satisfaction to be relatively flat in the United States
(see Figure 1) and many other industrial countries since about 1975, in
spite of a near doubling in per capita income ( Hernandez — Murillo and
Martinek , 2010) .

A second approach is an aggregate measure of the real economy that has
been developed as an alternative to GDP, called the Index of Sustainable E-
conomic Well — Being, or a variation called the Genuine Progress Indicator
(GPI) . The GPI attempts to correct for the many shortcomings of GDP as a
measure of true human well — being. For example, GDP is not just limited—
measuring only marketed economic activity or gross income—it also counts

all activity as positive. It does not separate desirable, well — being — enhan-
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cing activity from undesirable, well — being — reducing activity. An oil spill
increases GDP because someone has to clean it up, but it obviously detracts
from society’s well — being. From the perspective of GDP, more crime,
sickness, war, pollution, fires, storms, and pestilence are all potentially
good things because they can increase marketed activity in the economy
(Lawn, 2003; Costanza et al. , 2009 ; Kubiszewski et al. , 2013 ; Cost-
anza et al. , 2014) .

Table 1 The basic characteristics of the current economic
model, the green economy model,

and the ecological economics model

Current Economic Model Green Economy Model Ecological Economics Model

More;: Economic
Better: Focus must shift
growth in the convention-
More but with lower envi- | from merely growth to “devel-
al sense, as measured by
ronmental impact: GDP |opment” in the real sense of
Primary GDP. The assumption is
growth decoupled from car- | improvement in sustainable
policy goal |that growth will ultimately
bon and from other material | human well — being, recog-
allow the solution of all
and energy impacts. nizing that growth has signifi-
other problems. More is
cant negative by — products.
always better.

Index of Sustainable Eco-

Primary Still GDP, but recogniz- | nomic Welfare ( ISEW ),
measure GDP ing impacts on natural cap- | Genuine Progress Indicator
of progress ital. ( GPI), or other improved

measures of real welfare.

Not an issue, since
A primary concern as a de-
Scale/car- | markets are assumed to
terminant of ecological sustain-
rying  ca-| be able to overcome any Recognized, but as-
ability. Natural capital and e-
pacity/role |resource limits via new |sumed to be solvable via de-
cosystem services are not infi-
of environ-|technology, and substi~ | coupling.
nitely substitutable and real
ment tutes for resources are al-
limits exist.
ways available.
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Cont

Current Economic Model

Green Economy Model

Ecological Economics Model

Distribu-
tion/pov-

erty

Given lip service, but
relegated to “ politics ”
and a “trickle — down”

policy: a rising tide lifts

all boats,

Recognized as important,
assumes greening the econo-
my will reduce poverty via
enhanced agriculture and
employment in green sec-

tors.

A primary concern, since it
directly affects quality of life
and social capital and is often
exacerbated by growth: a too
rapidly rising tide only lifts
yachts, while swamping small

boats.

Economic
efficiency/

allocation

The primary concemn,
but generally including
only marketed goods and
( GDP ) and

services

market institutions.

Recognized to include
natural capital and the need
to incorporate the value of
natural capital into market

incentives.

A primary concern, but in-
cluding both market and non-
market goods and services,
and effects. Emphasis on the
need to incorporate the value
of natural and social capital to
achieve true allocative effi-

ciency.

Property

rights

Emphasis on private
property and conventional

markets.

Recognition of the need
for instruments beyond the

market,

Emphasis on a balance of
property rights regimes appro-
priate to the nature and scale
of the system, and a linking
of rights with responsibili-
ties. Includes larger role for
institu-

common — property

tions.

Role of
govern-

ment

Government interven-
tion to be minimized and
replaced with private and

market institutions.

Recognition of the need
for government intervention
to internalize natural cap-

ital.

Government plays a central
role, including new functions
as referee, facilitator, and
broker in a new suite of com-

mon — asset institutions.
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Cont
Current Economic Model Green Economy Model Ecological Economics Model
Princi-
ples Laissez — faire market Recognition of the need | Lisbon principles of sustain-
of gov- capitalism. for government. able governance.
ernance
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*Mean happiness is the average reply from respondents to the U.S. General Social Survey when asked,
“Taken all together, how would you say things are these days ? Would you say that you are not too

happy [1], pretty happy[2], orvery happy[3]?”

Figure 1 Happiness and Real Income in the United States, 1972 -2008
Source: Hernandez — Murillo and Martinek (2010) .

GDP also leaves out many things that actually do enhance well — being
but that are outside the market, such as the unpaid work of parents caring
for their children at home or the nonmarketed work of natural capital in pro-
viding clean air and water, food, natural resources, and other ecosystem
services. And GDP takes no account of the distribution of income among indi-
viduals, even though it is well known that an additional dollar of income
produces more well — being if a person is poor rather than rich. The GPI ad-
dresses these problems by separating the positive from the negative compo-

nents of marketed economic activity, adding in estimates of the value of non-



