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Every society clings to a myth by which it lives. Ours 
is the myth of economic growth. For the last five 
decades the pursuit of growth has been the single 
most important policy goal across the world. The 
global economy is almost five times the size it was 
half a century ago. If it continues to grow at the 
same rate the economy will be 80 times that size 
by the year 2100. 

This extraordinary ramping up of global economic 
activity has no historical precedent. It’s totally at 
odds with our scientific knowledge of the finite 
resource base and the fragile ecology on which 
we depend for survival. And it has already been 
accompanied by the degradation of an estimated 
60% of the world’s ecosystems. 

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

The reasons for this collective blindness are easy 
enough to find. The modern economy is structurally 
reliant on economic growth for its stability. When 
growth falters – as it has done recently – politicians 
panic. Businesses struggle to survive. People lose 
their jobs and sometimes their homes. A spiral of 
recession looms. Questioning growth is deemed to 
be the act of lunatics, idealists and revolutionaries. 

But question it we must. The myth of growth 
has failed us. It has failed the two billion people 
who still live on less than $2 a day. It has failed 
the fragile ecological systems on which we depend 
for survival. It has failed, spectacularly, in its own 
terms, to provide economic stability and secure 
people’s livelihoods.

Today we find ourselves faced with the imminent 
end of the era of cheap oil, the prospect (beyond the 
recent bubble) of steadily rising commodity prices, 
the degradation of forests, lakes and soils, conflicts 
over land use, water quality, fishing rights and the 

momentous challenge of stabilising concentrations 
of carbon in the global atmosphere. And we face 
these tasks with an economy that is fundamentally 
broken, in desperate need of renewal. 

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

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

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

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

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

Tim Jackson 
Economics Commissioner

Sustainable Development Commission,   March 2009
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Growth has delivered its benefits, at best, unequally. 
A fifth of the world’s population earns just 2% of 
global income. Inequality is higher in the OECD 
nations than it was 20 years ago. And while the 
rich got richer, middle-class incomes in Western 
countries were stagnant in real terms long before 
the recession. Far from raising the living standard 
for those who most needed it, growth let much of 
the world’s population down. Wealth trickled up to 
the lucky few.

Fairness (or the lack of it) is just one of several 
reasons to question the conventional formula for 
achieving prosperity. As the economy expands, so do 
the resource implications associated with it. These 
impacts are already unsustainable. In the last quarter 
of a century the global economy has doubled, while 
an estimated 60% of the world’s ecosystems have 
been degraded. Global carbon emissions have risen 
by 40% since 1990 (the Kyoto Protocol ‘base year’). 
Significant scarcity in key resources – such as oil – may 
be less than a decade away. 

A world in which things simply go on as usual 
is already inconceivable. But what about a world 
in which nine billion people all aspire to the level 
of affluence achieved in the OECD nations? Such an 
economy would need to be 15 times the size of 
this one by 2050 and 40 times bigger by the end of 
the century. What does such an economy look like? 
What does it run on? Does it really offer a credible 
vision for a shared and lasting prosperity? 

These are some of the questions that prompted 
this report. They belong in a long tradition of serious 
reflection on the nature of progress. But they also 
reflect real and immediate concerns. Climate 
change, fuel security, collapsing biodiversity and 
global inequality have moved inexorably to the 
forefront of the international policy agenda over 
the last decade. These are issues that can no longer 
be relegated to the next generation or the next 
electoral cycle. They demand attention now. 

Accordingly, this report sets out a critical 
examination of the relationship between 
prosperity and growth. It acknowledges 
at the outset that poorer nations stand in 

urgent need of economic development.  
But it also questions whether ever-rising incomes for 
the already-rich are an appropriate goal for policy in 
a world constrained by ecological limits. 

Its aim is not just to analyse the dynamics of 
an emerging ecological crisis that is likely to dwarf 
the existing economic crisis. But also to put forward 
coherent policy proposals (Box 1) that will facilitate 
the transition to a sustainable economy. 

In short, this report challenges the assumption 
of continued economic expansion in rich countries 
and asks: is it possible to achieve prosperity without 
growth? 

The Age of Irresponsibility 

Recession throws this question into sharp relief.  
The banking crisis of 2008 led the world to the 
brink of financial disaster and shook the dominant 
economic model to its foundations. It redefined the 
boundaries between market and state and forced 
us to confront our inability to manage the financial 
sustainability – let alone the ecological sustainability 
– of the global economy. 

This may seem an inopportune moment to 
question growth. It is not. On the contrary, this crisis 
offers the potential to engage in serious reflection. 
It is a unique opportunity to address financial and 
ecological sustainability together. And as this report 
argues, the two things are intimately related. 

Chapter 2 argues that the current turmoil is not 
the result of isolated malpractice or simple failures 
of vigilance. The market was not undone by rogue 
individuals or the turning of a blind eye by incompetent 
regulators. It was undone by growth itself. 

The growth imperative has shaped the 
architecture of the modern economy. It motivated 
the freedoms granted to the financial sector. It 
stood at least partly responsible for the loosening 
of regulations and the proliferation of unstable 
financial derivatives. Continued expansion of credit 
was deliberately courted as an essential mechanism 
to stimulate consumption growth. 

Economic growth is supposed to deliver prosperity. Higher incomes should mean better 
choices, richer lives, an improved quality of life for us all. That at least is the conventional 
wisdom. But things haven’t always turned out that way.

Summary
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This model was always unstable ecologically. It 
has now proven itself unstable economically. The 
age of irresponsibility is not about casual oversight 
or individual greed. If there was irresponsibility it 
was systematic, sanctioned widely and with one 
clear aim in mind: the continuation and protection 
of economic growth. 

The failure of this strategy is disastrous in all sorts 
of ways. Not least for the impacts that it is having 
across the world, in particular in poorer communities. 
But the idea that growth can deliver us from the 
crisis is also deeply problematic. Responses which 
aim to restore the status quo, even if they succeed 
in the short term, simply return us to a condition of 
financial and ecological unsustainability. 

Redefining Prosperity 

A more appropriate response is to question the 
underlying vision of a prosperity built on continual 
growth. And to search for alternative visions – in 
which humans can still flourish and yet reduce their 
material impact on the environment. In fact, as 
Chapter 3 makes clear, the voluminous literature on 
human wellbeing is replete with insights here. 

Prosperity has undeniable material dimensions. 
It’s perverse to talk about things going well where 
there is inadequate food and shelter (as is the case 
for billions in the developing world). But it is also 
plain to see that the simple equation of quantity with 
quality, of more with better, is false in general. 

When you’ve had no food for months and the 
harvest has failed again, any food at all is a blessing. 
When the American-style fridge freezer is already 
stuffed with overwhelming choice, even a little 
extra might be considered a burden, particularly if 
you’re tempted to eat it. 

An even stronger finding is that the requirements 
of prosperity go way beyond material sustenance. 
Prosperity has vital social and psychological 
dimensions. To do well is in part about the ability 
to give and receive love, to enjoy the respect of 
your peers, to contribute useful work, and to have 
a sense of belonging and trust in the community. 
In short, an important component of prosperity is 
the ability to participate meaningfully in the life  
of society.

This view of prosperity has much in common 
with Amartya Sen’s vision of development as 
‘capabilities for flourishing’. But that vision needs to 
be interpreted carefully: not as a set of disembodied 

freedoms, but as a range of ‘bounded capabilities’ 
to live well – within certain clearly defined limits. 

A fair and lasting prosperity cannot be isolated 
from these material conditions. Capabilities are 
bounded on the one hand by the scale of the global 
population and on the other by the finite ecology 
of the planet. To ignore these natural bounds to 
flourishing is to condemn our descendents – and our 
fellow creatures – to an impoverished planet. 

Conversely, the possibility that humans can 
flourish and at the same time consume less is an 
intriguing one. It would be foolish to think that it 
is easy to achieve. But it should not be given up 
lightly. It offers the best prospect we have for a 
lasting prosperity. 

The Dilemma of Growth

Having this vision to hand doesn’t ensure that 
prosperity without growth is possible. Though 
formally distinct from rising prosperity, there 
remains the possibility that continued economic 
growth is a necessary condition for a lasting 
prosperity. And that, without growth, our ability to 
flourish diminishes substantially. 

Chapter 4 explores three related propositions in 
defence of economic growth. The first is that material 
opulence is (after all) necessary for flourishing.  
The second is that economic growth is closely 
correlated with certain basic ‘entitlements’ – for 
health or education, perhaps – that are essential to 
prosperity. The third is that growth is functional in 
maintaining economic and social stability.

There is evidence in support of each of these 
propositions. Material possessions do play an 
important symbolic role in our lives, allowing us 
to participate in the life of society. There is some 
statistical correlation between economic growth and 
key human development indicators. And economic 
resilience – the ability to protect jobs and livelihoods 
and avoid collapse in the face of external shocks – 
really does matter. Basic capabilities are threatened 
when economies collapse. 

Growth has been (until now) the default 
mechanism for preventing collapse. In particular, 
market economies have placed a high emphasis 
on labour productivity. Continuous improvements in 
technology mean that more output can be produced 
for any given input of labour. But crucially this also 
means that fewer people are needed to produce the 
same goods from one year to the next. 
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As long as the economy expands fast enough to 
offset labour productivity there isn’t a problem. But 
if the economy doesn’t grow, there is a downward 
pressure on employment. People lose their jobs. 
With less money in the economy, output falls, public 
spending is curtailed and the ability to service 
public debt is diminished. A spiral of recession 
looms. Growth is necessary within this system just 
to prevent collapse. 

This evidence leads to an uncomfortable and 
deep-seated dilemma: growth may be unsustainable, 
but ‘de-growth’1 appears to be unstable. At first this 
looks like an impossibility theorem for a lasting 
prosperity. But ignoring the implications won’t make 
them go away. The failure to take the dilemma of 
growth seriously may be the single biggest threat to 
sustainability that we face. 

The Myth of Decoupling 

The conventional response to the dilemma of growth 
is to call for ‘decoupling’: continued economic growth 
with continually declining material throughput. 
Since efficiency is one of the things that modern 
capitalist economies are supposed to be good at, 
decoupling has a familiar logic and a clear appeal as 
a solution to the dilemma of growth. 

As Chapter 5 points out, it’s vital to distinguish 
between ‘relative’ and ‘absolute’ decoupling. 
Relative decoupling refers to a situation where 
resource impacts decline relative to the GDP. Impacts 
may still rise, but they do so more slowly than the 
GDP. The situation in which resource impacts decline 
in absolute terms is called ‘absolute decoupling’. 
Needless to say, this latter situation is essential if 
economic activity is to remain within ecological 
limits.

Evidence for declining resource intensities 
(relative decoupling) is relatively easy to identify. 
The energy required to produce a unit of economic 
output declined by a third in the last thirty years, for 
instance. Global carbon intensity fell from around 
one kilo per dollar of economic activity to just under 
770 grams per dollar. 

Evidence for overall reductions in resource 
throughput (absolute decoupling) is much harder 
to find. The improvements in energy (and carbon) 
intensity noted above were offset by increases 
in the scale of economic activity over the same 
period. Global carbon emissions from energy use 

have increased by 40% since only 1990 (the Kyoto  
base year). 

There are rising global trends in a number of other 
resources – a range of different metals and several 
non-metallic minerals for example. Worryingly, 
in some cases, even relative decoupling isn’t 
happening. Resource productivity in the use of some 
structural materials (iron ore, bauxite, cement) has 
been declining globally since 2000, as the emerging 
economies build up physical infrastructures, leading 
to accelerating resource throughput. 

The scale of improvement required is daunting. 
In a world of nine billion people, all aspiring to a 
level of income commensurate with 2% growth on 
the average EU income today, carbon intensities 
(for example) would have to fall on average by 
over 11% per year to stabilise the climate, 16 times 
faster than it has done since 1990. By 2050, the 
global carbon intensity would need to be only six 
grams per dollar of output, almost 130 times lower 
than it is today. 

Substantial economic investment will be needed 
to achieve anything close to these improvements.  
Lord Stern has argued that stabilising atmospheric 
carbon at 500 parts per million (ppm) would mean 
investing 2% of GDP each year in carbon emission 
reductions. Achieving 450 ppm stabilisation would 
require even higher levels of investment. Factor 
in the wider capital needs for resource efficiency, 
material and process substitution and ecological 
protection and the sheer scale of investment 
becomes an issue. The macro-economic implications 
of this are addressed in Chapter 8. 

More to the point, there is little attempt in existing 
scenarios to achieve an equitable distribution of 
incomes across nations. Unless growth in the richer 
nations is curtailed, the ecological implications of a 
truly shared prosperity become even more daunting 
to contemplate.

The truth is that there is as yet no credible, 
socially just, ecologically sustainable scenario of 
continually growing incomes for a world of nine 
billion people.

In this context, simplistic assumptions that 
capitalism’s propensity for efficiency will allow us 
to stabilise the climate and protect against resource 
scarcity are nothing short of delusional. Those who 
promote decoupling as an escape route from the 
dilemma of growth need to take a closer look at 
the historical evidence – and at the basic arithmetic 
of growth.

1 De-growth (décroissance in the French) is an emerging term for (planned) reductions in economic output. 
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The ‘Iron Cage’ of Consumerism 

In the face of the evidence, it is fanciful to suppose 
that ‘deep’ resource and emission cuts can be 
achieved without confronting the nature and 
structure of market economies. Chapter 6 exposes 
two interrelated features of modern economic 
life that together drive the growth dynamic: the 
production and consumption of novelty. 

The profit motive stimulates a continual search 
by producers for newer, better or cheaper products 
and services. This process of ‘creative destruction’, 
according to the economist Joseph Schumpeter, is 
what drives economic growth forwards. 

For the individual firm, the ability to adapt and 
to innovate – to design, produce and market not just 
cheaper products but newer and more exciting ones 
– is vital. Firms who fail in this process risk their own 
survival. 

But the continual production of novelty would be 
of little value to firms if there were no market for the 
consumption of novelty in households. Recognising 
the existence, and understanding the nature, of this 
demand is essential. 

It is intimately linked to the symbolic role that 
material goods play in our lives. The ‘language of 
goods’ allows us to communicate with each other 
– most obviously about social status, but also about 
identity, social affiliation, and even – through giving 
and receiving gifts for example – about our feelings 
for each other. 

Novelty plays an absolutely central role here 
for a variety of reasons. In particular, novelty has 
always carried important information about status. 
But it also allows us to explore our aspirations for 
ourselves and our family, and our dreams of the 
good life. 

Perhaps the most telling point of all is the 
almost perfect fit between the continual production 
of novelty by firms and the continuous consumption 
of novelty in households. The restless desire of the 
consumer is the perfect complement for the restless 
innovation of the entrepreneur. Taken together 
these two self-reinforcing processes are exactly 
what is needed to drive growth forwards. 

Despite this fit, or perhaps because of it, the 
relentless pursuit of novelty creates an anxiety that 
can undermine social wellbeing. Individuals are at 
the mercy of social comparison. Firms must innovate 
or die. Institutions are skewed towards the pursuit 
of a materialistic consumerism. The economy itself 
is dependent on consumption growth for its very 

survival. The ‘iron cage of consumerism’ is a system 
in which no one is free.

It’s an anxious, and ultimately a pathological 
system. But at one level it works. The system 
remains economically viable as long as liquidity is 
preserved and consumption rises. It collapses when 
either of these stalls. 

Keynesianism and the Green New Deal 

Policy responses to the economic crisis are more or 
less unanimous that recovery means re-invigorating 
consumer spending so as to kick-start economic 
growth. Differences of opinion are mainly confined 
to how this should be achieved. The predominant 
(Keynesian) response is to use a mixture of public 
spending and tax cuts to stimulate consumer 
demand. 

Chapter 7 summarises some of the more 
interesting variations on this theme. It highlights 
in particular the emerging international consensus 
around a very simple idea. Economic recovery 
demands investment. Targeting that investment 
carefully towards energy security, low-carbon 
infrastructures and ecological protection offers 
multiple benefits. These benefits include: 

•	 freeing up resources for household spending 
and productive investment by reducing 
energy and material costs

•	 reducing our reliance on imports and our 
exposure to the fragile geopolitics of  
energy supply

•	 providing a much-needed boost to 
employment in the expanding ‘environmental 
industries’ sector

•	 making progress towards demanding global 
carbon reduction targets

•	 protecting valuable ecological assets 
and improving the quality of our living 
environment for generations to come.

In short, a ‘green stimulus’ is an eminently 
sensible response to the economic crisis. It offers 
jobs and economic recovery in the short term, 
energy security and technological innovation in 
the medium term, and a sustainable future for our 
children in the long term. 

Nonetheless, the default assumption of even 
the ‘greenest’ Keynesian stimulus is to return the 
economy to a condition of continuing consumption 
growth. Since this condition is unsustainable, it is 
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difficult to escape the conclusion that in the longer 
term something more is needed. A different kind 
of macro-economic structure is essential for an 
ecologically-constrained world. 

Macroeconomics for Sustainability

There is something odd about the modern refusal to 
countenance anything but growth at all costs. Early 
economists such as John Stuart Mill (and indeed 
Keynes himself) foresaw a time in which growth 
would have to stop. 

Herman Daly’s pioneering work defined the 
ecological conditions of a steady-state economy in 
terms of a constant stock of physical capital, capable 
of being maintained by a low rate of material 
throughput that lies within the regenerative and 
assimilative capacities of the ecosystem.

What we still miss from this is a viable macro-
economic model in which these conditions can be 
achieved. There is no clear model for achieving 
economic stability without consumption growth. Nor 
do any of the existing models account fully for the 
dependency of the macro-economy on ecological 
variables such as resources and emissions. In short 
there is no macro-economics for sustainability and 
there is an urgent need for one. 

Chapter 8 explores the dimensions of this 
call in more detail. It presents results from two 
specific attempts to develop a macro-economics 
of sustainability. One of these suggests that it is 
possible, under certain assumptions, to stabilise 
economic output, even within a fairly conventional 
macro-economy. A crucial role is played by work-
time policies in this model, to prevent rising 
unemployment. 

The second model addresses the macro-
economic implications of a shift away from fossil 
fuels. It shows that there may only be a narrow 
‘sustainability window’ through which the economy 
can pass if it is to make this transition successfully. 
But crucially, this window is widened if more of 
the national income is allocated to savings and 
investment. 

These exercises reveal that a new macro-
economics for sustainability is not only essential, 
but possible. The starting point must be to identify 
clearly the conditions that define a sustainable 
economy. 

These conditions will still include a strong 
requirement for economic stability as the basis for 

protecting both people’s jobs and their capabilities 
for flourishing. But this condition will need to 
be supplemented by conditions that ensure 
distributional equity, establish sustainable levels of 
resource throughput and emissions, and provide for 
the protection of critical natural capital. 

In operational terms, there will be important 
differences in the way that the conventional 
variables play out in this new macro-economy.  
The balance between consumption and investment, 
the split between the public and the private sector 
spending, the nature of productivity improvements, 
the conditions of profitability: all of these will have 
to be re-negotiated. 

The role of investment is particularly crucial. 
Sustainability will need enhanced investment in 
public infrastructures, sustainable technologies 
and ecological maintenance and protection. 
These investments will operate differently from 
conventional capital spending (Appendix 2) and will 
have to be judged and managed accordingly. 

Above all, a new macro-economics for 
sustainability must abandon the presumption of 
growth in material consumption as the basis for 
economic stability. It will have to be ecologically 
and socially literate, ending the folly of separating 
economy from society and environment.

Flourishing – within Limits 

Fixing the economy is only part of the problem. 
Addressing the social logic of consumerism is also 
vital. This task is far from simple – mainly because 
of the way in which material goods are so deeply 
implicated in the fabric of our lives. 

But change is essential. And some mandate for 
that change already exists. A nascent disaffection 
with consumerism and rising concern over the 
‘social recession’ have prompted a number of 
initiatives aimed at improving wellbeing and 
pursuing an ‘alternative hedonism’ – sources of 
identity, creativity and meaning that lie outside the 
realm of the market. 

Against the surge of consumerism there are 
already those who have resisted the exhortation to 
‘go out shopping’, preferring instead to devote their 
time to less materialistic pursuits, to their family, or 
to the care of others. 

Small scale ‘intentional’ communities (like the 
Findhorn community in Scotland or Plum Village in 
France) are exploring the art of the possible. Larger 
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social movements (such as the ‘transition town’ 
movement) are mobilising people’s desire to live 
more sustainably. These initiatives don’t appeal 
to everyone. But they do provide an invaluable 
learning ground, giving us clues about the potential 
for more mainstream social change. 

Chapter 9 discusses their strengths and limitations. 
It explores why people may turn out both to be 
happier and to live more sustainably when they 
favour intrinsic goals that embed them in family 
and community rather than extrinsic ones which 
tie them into display and social status. Flourishing 
within limits is a real possibility, according to this 
evidence. 

On the other hand, those at the forefront of social 
change are often haunted by the conflict of trying to 
live, quite literally, in opposition to the structures 
and values that dominate society. These structures 
represent a culture of consumption that sends all 
the wrong signals, penalising ‘good’ environmental 
choices and making it all but impossible, even for 
highly-motivated people, to live sustainably without 
personal sacrifice. 

In this context, simplistic exhortations for people 
to resist consumerism are destined to failure. 
Urging people to insulate their homes, turn down 
the thermostat, put on a jumper, drive a little less, 
walk a little more, holiday at home, buy locally 
produced food (and so on) will either go unheard 
or be rejected as manipulation for as long as all the 
messages about high street consumption point in 
the other direction. 

For this reason, structural change must lie at the 
heart of any strategy to address the social logic of 
consumerism. And it must consist in two main avenues. 
The first is to dismantle the perverse incentives for 
unproductive status competition. The second must be 
to establish new structures that provide capabilities 
for people to flourish – and in particular to participate 
meaningfully and creatively in the life of society – in 
less materialistic ways.

The advantages in terms of prosperity are likely 
to be substantial. A less materialistic society will 
enhance life satisfaction. A more equal society 
will lower the importance of status goods. A less 
growth-driven economy will improve people’s 
work-life balance. Enhanced investment in 
public goods will provide lasting returns to the  
nation’s prosperity. 

Governance for Prosperity 

Achieving these goals inevitably raises the question 
of governance – in the broadest sense of the word. 
How is a shared prosperity to be achieved in a 
pluralistic society? How are the interests of the 
individual to be balanced against the common 
good? What are the mechanisms for achieving this 
balance? 

Particular questions arise about the role of 
government itself. Chapter 10 identifies an almost 
undisputed role for the state in maintaining macro-
economic stability. For better or worse, government 
also ‘co-creates’ the culture of consumption, shaping 
the structures and signals that influence people’s 
behaviour. At the same time, of course, government 
has an essential role to play in protecting the 
‘commitment devices’ that prevent myopic choice 
and support long-term social goals. 

History suggests a cultural drift within government 
towards supporting and encouraging a materialistic 
and individualistic consumerism. This drift is not 
entirely uniform across all countries. For example, 
different ‘varieties of capitalism’ place more or less 
emphasis on de-regulation and competition. But all 
varieties have a structural requirement for growth, 
and rely directly or indirectly (eg in export markets) 
on consumerism to achieve this. 

Government itself is conflicted here. On the one 
hand, it has a role in ‘securing the future’ – protecting 
long-term social and ecological goods; on the other 
it holds a key responsibility for macro-economic 
stability. For as long as macro-economic stability 
depends on economic growth, government will 
have an incentive to support social structures that 
undermine commitment and reinforce materialistic, 
novelty-seeking individualism. Particularly where 
that’s needed to boost high street sales. 

Conversely, freeing the macro-economy from a 
structural requirement for growth will simultaneously 
free government to play its proper role in delivering 
social and ecological goals and protecting long-term 
interests. 

The narrow pursuit of growth represents a 
horrible distortion of the common good and of 
underlying human values. It also undermines the 
legitimate role of government itself. At the end of 
the day, the state is society’s commitment device, 
par excellence, and the principal agent in protecting 
our shared prosperity. A new vision of governance 
that embraces this role is urgently needed. 
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The Transition to a Sustainable Economy 

The policy demands of this analysis are significant. 
Chapter 11 presents a series of steps that governments 
could take now to effect the transition to a sustainable 
economy. Box 1 summarises these steps. They fall 
into three main categories: 

•	 building a sustainable macro-economy

•	 protecting capabilities for flourishing

•	 respecting ecological limits. 

The specific proposals flow directly from the 
analysis in this report. But many of them sit within 
longer and deeper debates about sustainability, 
wellbeing and economic growth. And at least some 
of them connect closely with existing concerns of 
government – for example over resource scarcity, 
climate change targets, ecological taxation and 
social wellbeing. 

A part of the aim of this report is to provide a 
coherent foundation for these policies and help 
strengthen the hand of government in taking them 
forward. For at the moment, in spite of its best 

efforts, progress towards sustainability remains 
painfully slow. And it tends to stall endlessly on 
the over-arching commitment to economic growth.  
A step change in political will – and a renewed vision 
of governance – is essential. 

But there is now a unique opportunity for 
government – by pursuing these steps – to 
demonstrate economic leadership and at the 
same time to champion international action on 
sustainability. This process must start by developing 
financial and ecological prudence at home. It must 
also begin to redress the perverse incentives and 
damaging social logic that lock us into unproductive 
status competition. 

Above all, there is an urgent need to develop 
a resilient and sustainable macro-economy that is 
no longer predicated on relentless consumption 
growth. The clearest message from the financial 
crisis of 2008 is that our current model of economic 
success is fundamentally flawed. For the advanced 
economies of the Western world, prosperity without 
growth is no longer a utopian dream. It is a financial 
and ecological necessity.
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Box 1: 12 Steps To a Sustainable Economy

Building a Sustainable Macro-Economy 

Debt-driven materialistic consumption is deeply unsatisfactory as the basis for our macro-economy. The time is 

now ripe to develop a new macro-economics for sustainability that does not rely for its stability on relentless 

growth and expanding material throughput. Four specific policy areas are identified to achieve this:

1.	 Developing macro-economic capability 

2.	 Investing in public assets and infrastructures 

3.	 Increasing financial and fiscal prudence 

4.	 Reforming macro-economic accounting 

Protecting Capabilities for Flourishing 

The social logic that locks people into materialistic consumerism is extremely powerful, but detrimental ecologically 

and psychologically. A lasting prosperity can only be achieved by freeing people from this damaging dynamic and 

providing creative opportunities for people to flourish – within the ecological limits of the planet. Five policy areas 

address this challenge.

5.	 Sharing the available work and improving the work-life balance 

6.	 Tackling systemic inequality 

7.	 Measuring capabilities and flourishing 

8.	 Strengthening human and social capital 

9.	 Reversing the culture of consumerism

Respecting Ecological Limits 

The material profligacy of consumer society is depleting natural resources and placing unsustainable burdens on 

the planet’s ecosystems. There is an urgent need to establish clear resource and environmental limits on economic 

activity and develop policies to achieve them. Three policy suggestions contribute to that task.

10.	Imposing clearly defined resource/emissions caps 

11.	Implementing fiscal reform for sustainability 

12.	Promoting technology transfer and international ecosystem protection.

For further details see pages 103-107
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Introduction

1

“�I think all of us here today would acknowledge 

that we’ve lost that sense of shared prosperity.”

Barack Obama

March 20081
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There is also a sense in which individual prosperity 
is curtailed in the presence of social calamity. 
That things are going well for us personally is of 
little consolation if our family, our friends and our 
community are in dire straits. In both these senses 
– of caring about the future and of caring about 
others – prosperity has something in common with 
the concept of sustainability. The broad aim of this 
report is to explore that relationship – between 
prosperity and sustainability – in more detail. 

At the heart of this exploration is a simple question: 
what can prosperity possibly mean in a finite world 
with a rising population that is expected to exceed 
nine billion people within decades?1 

One response – perhaps the most familiar one 
– is to cast prosperity in economic terms and to 
recommend a continual rise in national (and global) 
economic output, with a corresponding increase in 
people’s incomes. This response has an appealing 
logic for the world’s poorest nations, where 20% of 
the population earn just 2% of the world’s income. 
A meaningful approach to prosperity must certainly 
address the plight of the one billion people across 
the world who are living on less than $1 a day – half 
the price of a small cappuccino in Starbucks.2 

But prosperity is not synonymous with income or 
wealth. Rising prosperity is not the same thing as 
economic growth. Until quite recently, prosperity 
was not cast specifically in terms of money at all; it 
was simply the opposite of adversity or affliction.3 
The concept of economic prosperity – and the elision 
of rising prosperity with economic growth – is a 
modern construction. It is a construction that has 
come under considerable criticism. 

Economic growth, claim its critics, doesn’t always 
increase our prosperity. On the contrary, it can detract 
from it in various ways. Perhaps most relevant here, 
the material implications of economic growth lead to 

the depletion of natural resources and the degradation 
of the environment, impoverishing both present and 
future generations. Climate change, depletion of oil 
resources, water scarcity, the collapse of fish stocks 
and the chronic loss of biodiversity are a few of these 
material concerns.4 

Particular urgency pertains to the twin challenges 
of climate change and ‘peak oil’.i In the first case, 
we can probably keep the economy going for a 
while even as we head towards the cliff. But as Sir 
Nicholas Stern has argued, costs will be punishingly 
high when the crunch comes. Early investment in 
the transition to a low carbon society is vital to 
avoid economic collapse later on.5

In the second case, oil price hikes have already 
shown they have the potential to destabilise the 
global economy and threaten basic securities. Fears 
peaked in July 2008 when oil prices reached $147 
a barrel. Though prices fell sharply in the following 
months, the threat of peak oil hasn’t gone away. 
The International Energy Agency estimates that 
the ‘peak’ could arrive as early as 2020. Other 
commentators believe it could be even sooner.6 

Beyond these ecological concerns lie social ones. 
There is disturbing evidence that both the benefits 
and the costs of economic growth are unevenly 
distributed. The continuing disparities between 
rich and poorer nations are unacceptable from a 
humanitarian point of view and generate rising social 
tensions: real hardships in the most disadvantaged 
communities have a spill-over effect on society as 
a whole.7 

Finally, the continued pursuit of economic growth 
(beyond a certain point at least) does not appear to 
advance and may even impede human happiness. 
Talk of a growing ‘social recession’ in advanced 
economies has accompanied the relative economic 
success of the last decade.8

Prosperity is about things going well for us – in accordance with (pro- in the Latin) our 

hopes and expectations (speres). Wanting things to go well is a common human concern. 

It’s understood that this sense of things going well includes some notion of continuity.  

We are not inclined to think that life is going well, if we confidently expect things to fall apart 

tomorrow. There is a natural tendency to be at least partly concerned about the future. 

i �Peak oil is the term used to describe the point at which global oil output reaches a peak, before entering a terminal decline. 
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These three related arguments – ecological, social 
and psychological – are now well-rehearsed in the 
literature on sustainability (and on happiness). It is 
not the aim of this study to dwell on them in detail. 
Rather the intention is to turn the relationship 
between rising prosperity and economic growth on 
its head. If economic growth and rising prosperity 
are not the same thing, and since growth can 
damage both people and planet, should we not 
perhaps think about doing without growth, at least 
in the richer nations? 

Clearly such a prospect is problematic in the 
poorest countries. But the conditions of living in 
cosmopolitan Europe or the USA are a far cry from 
the abject poverty of rural Africa and parts of South 
Asia and Latin America. 

In a world of finite resources, constrained by strict 
environmental limits, still characterised by ‘islands 
of prosperity’ within ‘oceans of poverty’,9 are 
ever-increasing incomes for the already-rich really 
a legitimate focus for our continued hopes and 
expectations? Is there some other path towards 
a more sustainable, a more equitable form of 
prosperity? 

In short, this report challenges the assumption of 
continued economic expansion in rich countries and 
asks: is it possible to achieve prosperity without 
growth? 

Some would say it’s ironic to be asking such 
questions when economic stability is itself 
under threat and the world struggles with global 
recession. Raising deep, structural questions about 
the nature of prosperity in this climate might seem 
inopportune if not insensitive. ‘That is not what 
people are interested in when financial markets are 
in turmoil,’ admits George Soros of his own attempt 
to dig deeper into the global credit crisis.10 But there 
are several reasons not to postpone this inquiry until 
the economy looks brighter. 

The first is that the cumulative impacts of economic 
growth – climate change, resource depletion, social 
recession, for example – are unlikely to go away, 
just because growth slows down in the advanced 
economies. Some may get better, temporarily. But 
some of them may even get worse. 

The second is that the current state of the economy 
and the concerns of this report are not unrelated.  
On the contrary, as we see in Chapter 2, it is impossible 
to ignore the influence of financial markets and 
commodity prices in the relationship between 
growth and prosperity. This interrelatedness has not 
gone unnoticed amongst world leaders. Speaking on 
the opening day of the 2008 G8 Summit in Hokkaido, 
UN Secretary General Ban Ki-Moon referred to the 
problems of climate change, soaring food prices and 
development as ‘deeply interconnected’ crises that 
need to be addressed simultaneously.11 

The economist Peter Victor, one of the contributors to 
the SDC’s Redefining Prosperity project, has argued 
that our overriding challenge is to build economies 
which are ‘slower by design, not by disaster’.12  
But if the current economic crisis really does indicate 
(as some predict) the end of an era of easy growth, 
then the concerns of this report are doubly relevant. 
Prosperity without growth is a very useful trick to 
have up your sleeve when the economy is going 
down the pan. 

Perhaps most telling of all is the clear window of 
opportunity – and overwhelming imperative – that 
now exists for change. In the face of economic 
collapse, governments have an undisputed duty 
to intervene. Public investment is essential. 
Restructuring is inevitable. Targeting these 
interventions towards sustainability makes obvious 
sense. 

In short, there is no better time to make progress 
towards a more sustainable society. To invest in 
renewable technologies that will reduce both carbon 
emissions and our dependence on finite resources. 
To renew our financial and social institutions and 
create a fairer world. To invest in the jobs and skills 
that these tasks demand. To initiate the transition to 
a sustainable economy.  

Whatever the state of the economy, the central 
question addressed in this report is undiminished. 
It has haunted debates on sustainable development 
for several decades. And in a very real sense, now 
may be the best possible time to make some clear 
progress in answering it. That at any rate is the 
intention of the following pages. 
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“�This has been an age of global prosperity.  

It has also been an era of global turbulence. 

And where there has been irresponsibility,  

we must now clearly say: the age of 

irresponsibility must be ended.”

2

The Age of 
Irresponsibility

Gordon Brown

September 20081
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This question was thrown into sharp relief during 
the course of writing the report. The banking crisis 
of 2008 led the world to the brink of financial 
disaster and shook the dominant economic model 
to its foundations. It redefined the boundaries 
between market and state and forced us to confront 
our inability to manage the financial – let alone 
social or environmental – sustainability of the global 
economy. 

Consumer confidence has been shattered. 
Investment has stalled and unemployment is rising 
sharply. Advanced economies (and some developing 
countries) are faced with the prospect of a deep and 
long-lasting recession. Public sector finances will be 
stretched for a decade or more. Trust in financial 
markets will suffer for some considerable time to 
come. Not to stand back now and question what 
happened would be to compound failure with failure: 
failure of vision with failure of responsibility.

In search of villains

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

A dramatic rise in basic commodity prices during 
2007 and early 2008 (Figure 1) certainly contributed 
to economic slowdown by squeezing company 
margins and reducing discretionary spending.  
At one point in mid-2008, advanced economies  
were facing the prospect of ‘stagflation’ – a 
simultaneous slow-down in growth with a rise in 

inflation – for the first time in thirty years. Oil prices 
doubled in the year to July 2008, while food prices 
rose by 66%, sparking civil unrest in some poorer 
nations.2 

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

Political response to the crisis provides us with some 
clues. By the end of October 2008, governments 
across the world had committed a staggering $7 
trillion of public money – over three times the Gross 
Domestic Product (GDP) of the UK – to securitise 
risky assets, underwrite threatened savings and 
recapitalise failing banks.3 No one pretended that 
this was anything other than a short-term and deeply 
regressive solution. A temporary fix that rewarded 
those responsible for the crisis at the expense of the 
taxpayer. It was excused on the grounds that the 
alternative was simply unthinkable. 

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

The conventional formula for achieving prosperity relies on the pursuit of economic growth. 

Higher incomes will increase wellbeing and lead to prosperity for all, in this view. 

This report challenges that formula. It questions whether economic growth is still 

a legitimate goal for rich countries like the UK, in the context of the huge disparities in 

income and wellbeing that persist across the globe and the constraints of living within finite 

environmental limits. It explores whether the benefits of continued economic growth still 

outweigh the costs and scrutinises the assumption that growth is essential for prosperity.  

In short, it asks: is it possible to have prosperity without growth?
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understandable indignation over the unjustness of 
the solution. 

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

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

It was abundantly clear, by the time the World 
Economic Forum met in Davos in February 2009, 
that a little reflection was in order. Political leaders, 

economists and even financiers accept the point.  
The suspension of practices like short-selling; 
increased regulation of financial derivatives; 
better scrutiny of the conditions of lending: all of 
these became widely accepted as inevitable and 
necessary responses to the crisis. There was even 
a grudging acceptance of the need to cap executive 
remuneration in the financial sector. 

Admittedly, this was born more of political necessity 
in the face of huge public outcry over the bonus 
culture than through recognition of a point of 
principle. In fact, huge executive bonuses were still 
being paid. Goldman Sachs paid out $2.6 billion in 
end of year (2008) bonuses in spite of its $6 billion 
dollar bailout by the US government, justifying 
these on the basis that they helped to ‘attract and 
motivate’ the best people.5 

But even these responses were seen as short-term 
interventions, designed to facilitate the restoration 
of business as usual. Short-selling was suspended 
for six months, rather than banned. The part-
nationalisation of financial institutions was justified 
on the basis that shares would be sold back to 
the private sector as soon as reasonably possible. 
The capping of executive remuneration was 
‘performance related’. 
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Figure 1:  Global Commodity Prices: Jan 2003 – Feb 2009

Figure 2: UK Consumer Debt and Household Savings 1993-2008
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Extraordinary though some of these interventions 
were, they were largely regarded as temporary 
measures. Necessary evils in the restoration of a 
free market economy. Their declared aim was clear. 
By pumping equity into the banks and restoring 
confidence to lenders, the world’s leaders hope to 
re-invigorate demand and halt the recession. 

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

Yet question it we must. Allegiance to growth was 
the single most dominant feature of an economic 
and political system that led the world to the brink 
of disaster. The growth imperative has shaped the 
architecture of the modern economy. It motivated 
the freedoms granted to the financial sector.  
It stood at least partly responsible for the loosening 
of regulations, the over-extension of credit and 
the proliferation of unmanageable (and unstable) 
financial derivatives. 

The labyrinth of debt 

In fact, it is generally agreed that the unprecedented 
consumption growth between 1990 and 2007 
was fuelled by a massive expansion of credit and 

increasing levels of debt (Box 2). One aspect of this 
was the rise and rise of consumer indebtedness. 
Over the course of more than a decade consumer 
debt served as a deliberate mechanism for freeing 
personal spending from wage income and allowing 
consumption to drive the dynamics of growth. 

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

There were also clear differences between the so-
called ‘liberal’ and ‘coordinated’ market economies’, 
with the former typically showing higher levels of 
consumer indebtedness than the latter.6 The UK and 
the US were particularly vulnerable to the problem. 

Personal debt in the UK more than doubled in less 
than a decade. Even during 2008, as recession 
loomed, it was growing at the rate of £1m every 11 
minutes. Though the rate of growth slowed down – 
as it tends to do in a recession – by the end of 2008, 
the cumulative personal debt still stood at almost 
£1.5 trillion, higher than the GDP for the second 
year running.7 Savings, on the other hand, had 
plummeted. During the first quarter of 2008, the 
household savings ratio in the UK fell below zero for 
the first time in four decades (Figure 2). 
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Box 2: Debt in Perspective

Lending and borrowing money is (in normal times at least) a fundamental feature of the modern economy (see 

Chapter 6). Households, companies and governments all participate both in lending (e.g. through savings and 

investments) and in borrowing (e.g. through loans, credit accounts and mortgages). Financial debts (sometimes 

called liabilities) are the accumulated money owed at any one point in time by a person, a firm, a government or 

indeed the nation as a whole. 

A fundamental principle of capitalism is that these accumulated liabilities attract interest charges over time. 

Debt rises in two ways: firstly by borrowing more money (e.g. for increased public spending); and secondly 

through interest accumulated on the debt. For any given interest rate, a higher level of debt places a greater 

demand on people’s income to pay off the interest and stop the debt accumulating. 

Some of this requirement could be met from revenues generated by people’s own financial ‘assets’ or savings. 

By participating in the economy both as savers and as borrowers, people can try and balance their financial 

liabilities (money borrowed) against their financial assets (money lent). The extent to which it ‘matters’ how 

much debt we hold depends (in part) on this balance between assets and liabilities. And as the current crisis has 

shown, on the financial reliability of the assets. 

Three aspects of debt have attracted media and policy attention over the last decade: personal debt, the 

national debt and the gross external debt. Though all are concerned with money owed, these debts are quite 

different and have different policy implications. The following paragraphs set out the key elements of each and 

their relevance for economic sustainability. 

Personal Debt

Personal (or consumer) debt is the amount of money owed by private citizens. It includes home loans, credit card 

debt and other forms of consumer borrowing. Personal debt in the UK is currently dominated by home loans, 

which at the end of 2008 comprised 84% of total. For as long as the value of homes continued to rise people’s 

financial liabilities (home loans) were offset by the value of their physical assets (homes). Problems arise when 

house values collapse. Liabilities are no longer balanced by assets. When this is compounded (as in a recession) 

by falling incomes, debt – and the financial viability of households – becomes highly unstable. Like much of the 

growth economy (Chapters 4 and 6), financial stability turns out to be dependent in an unsustainable way on 

growth – in this case growth in the housing market. 

National Debt

The national (or public sector) debt is the money that government owes to the private sector.9 When a government 

continually runs a deficit (i.e. spends more than it receives in revenues) the national debt rises. Just as for 

households, reducing the debt is only possible when the public sector runs a surplus (i.e. it spends less than it 

receives). Increased debt is a common feature of public finances during recession. But servicing this debt – without 

compromising public services – depends heavily on future government revenues increasing. This can happen in 

only three ways. First, by achieving the desired aim of growth. Second, by increasing the tax rate. And third, by 

using the debt to invest in productive assets with positive returns to the public purse. A continually rising public 

debt in a shrinking economy is a recipe for disaster. 

External debt 

The total debt held outside the country by government, business and households is called the external debt.  

The sustainability of this debt depends on a complex mix of factors, including the extent to which it is balanced 

by external ‘assets’, the form of both assets and liabilities (including the currency in which they are held) and the 

relative strength of domestic currency on the international market. Particular pressure is placed on an economy 

when its economy is shrinking and its currency is losing value. In extreme circumstances, a country may find itself 

unable to attract investors willing to support its spending and unable to liquidate its assets to compensate for this. 

At this point the level of external debt relative to the GDP becomes critical. Calling in debts worth almost five times 

the national income (as in the UK) would be catastrophic. 
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People are encouraged into debt by a complex 
mix of factors including (Chapter 6) the desire for 
social status and the drive to boost high street 
sales. But when this strategy becomes unstable – 
as it did during 2008 – it places large sections of 
the population at risk of lasting financial hardship. 
Inevitably, that risk falls mainly on those who are 
most vulnerable already – the lower income groups 
who profited less from the last two decades of 
growth.10 Far from delivering prosperity, the culture 
of ‘borrow and spend’ ends up detracting from it.

The same vulnerability can afflict the nation as a 
whole. There are different kinds of indebtedness at 
the national level (Box 2). One of the key measures 
is the national – or public sector – debt which 
measures how much government owes to the 
private sector. This can vary widely across nations. 
France, Germany, Canada and the US all have public 
sector debts above 60% of GDP. Italy and Japan hold 
public sector debts that are higher than their GDP. 
Norway by contrast holds no public debt at all and 
on the contrary has enormous financial assets.  

In the UK, public sector debt rose sharply through 
the financial crisis (Figure 3). This was in part a 

result of the increased borrowing needed to protect 
the banks and fund economic recovery. By the 
end of 2008, the national debt was already higher 
than at any time since the early 1980s, well above 
the Treasury’s self-imposed ceiling of 40% of the 
GDP and rising fast. The UK Government’s own 
calculations had public sector borrowing rising 
from 2.6% of GDP in 2008 to 8% within a year or 
so. And the Government accepted that this would 
push national debt to almost 60% of GDP by 2010. 
Crucially, this figure excluded the costs of purchasing 
equity in the part-nationalised banks.11 

Public sector debt is not in itself a bad thing. It simply 
reflects the amount of money that government owes 
to the private sector. This includes money saved by 
its own citizens. And the idea that citizens hold a 
financial interest in the public sector has some clear 
advantages. It can be thought of as part of the ‘social 
contract’ between citizen and state. But when the 
household savings rate collapses (Figure 2) and the 
national debt rises (Figure 3), further borrowing 
increases what is called the external debt (Box 1) – 
the money a country borrows from outside its own 
boundaries. This inevitably exposes the nation to 
the volatility of international markets. 

Figure 3: The UK Net Public Sector Debt: 1993-2008 
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Some countries may be better placed than others 
to weather this volatility. External debt varied 
widely across nations (Figure 4) during 2007/8, 
from as little as 5% of GDP (in China and India for 
example) to over 900% of GDP (in Ireland). In the 
UK, the gross external debt increased seven and a 
half times in the space of just two decades. By the 
end of 2008, it was equivalent to almost five times 
the GDP and ranked as the second highest absolute 
level of external debt in the world after the US. 

These external liabilities were set off – at least 
in part – by a higher than usual level of external 
assets. But in an unstable market this placed the UK 
in a vulnerable financial position. More to the point, 
as the International Monetary Fund points out, this 
position was deliberately courted by the UK in its 
role as an international centre of finance. 

The architecture of financial recovery in the wake 
of the 2008 crisis – and in particular the role of the 
public sector as an equity-holder in the banks – owed 
much to the UK Prime Minister, Gordon Brown. In 
this respect, the UK Government attracted deserving 
praise for its response to the crisis. Part-nationalising 
the banks may have been suboptimal from a 

free market perspective but it was considerably 
more progressive than simply pumping in cash or 
guarantees to ensure liquidity. At least it allowed 
for the possibility of a financial return to the public 
purse. 

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

This is not to suggest that the UK is alone in facing 
the severity of the current crisis. On the contrary, 
in an increasingly globalised world, it was difficult 
for any country to escape this recession. Even those 
economies – like Germany, Japan and China – which 
retained strong manufacturing sectors, largely 
avoided consumer debt and delivered strong public 
sector surpluses – suffered. During the last quarter 
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11

Steps towards a 
Sustainable Economy

“�In the end, this economic agenda won’t just require new money. 

It will require a new spirit of cooperation… We will be called 

upon to take part in a shared sacrifice and shared prosperity.”
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This extraordinary ramping up of global economic 
activity is without historical precedent. It appears  
to be totally at odds with our scientific knowledge 
of the finite resource base and the fragile ecology 
on which we depend for survival. And it has  
already been accompanied by the degradation of  
an estimated 60% of the world’s ecosystems. 

For the most part, we tend to avoid the stark 
reality of these numbers. The default assumption is 
that – financial crises aside – growth will continue 
indefinitely. Not just for the poorest countries, 
where a better quality of life is essential, but even 
for the richest nations where material wealth adds 
little further to people’s quality of life and may even 
threaten the foundations of our wellbeing. 

The reasons for this collective blindness are easy 
enough to find. The modern economy is structurally 
reliant on economic growth for its stability.  
When growth falters, as it has done recently, 
politicians panic. Businesses struggle to survive. 
People lose their jobs and sometimes their homes. 
A spiral of recession looms. Questioning growth 
is deemed to be the act of lunatics, idealists and 
revolutionaries. 

In short, society is faced with a profound dilemma.  
To resist growth is to risk economic and social collapse. 
To pursue it is to endanger the ecosystems on which 
we depend for long-term survival. 

For the most part, this dilemma goes unrecognised in 
mainstream policy or in public debate. When reality 
begins to impinge on the collective consciousness, 
the best suggestion to hand is that we can somehow 
‘decouple’ growth from its material impacts. 

Never mind that decoupling isn’t happening. Never 
mind that no such economy has ever existed.  
Never mind that all our institutions and incentive 
structures continually point in the opposite 
direction. The dilemma, once recognised, looms so 
dangerously over our future that we are desperate 
to believe in miracles. Technology will save us. 

Capitalism is good at technology. So let’s just keep 
the show on the road and hope for the best. 

We can’t entirely dismiss the potential for 
technological breakthroughs. In fact we already 
have at our disposal a range of technologies that 
could begin to deliver effective change. But the idea 
that these will emerge spontaneously by giving free 
reign to the competitive market is patently false. 

This delusional strategy has reached its limits. We 
stand in urgent need of a clearer vision, more honest 
policy-making, something more robust in the way 
of a strategy with which to confront the dilemma 
of growth. 

The starting place must be to confront the structures 
that keep us in damaging denial. The analysis in this 
study suggests that nature and structure conspire 
together here. The endless creativity of capitalism 
and our own relentless striving for social status have 
locked us into an iron cage of consumerism. Affluence 
itself has betrayed us. 

Affluence breeds – and indeed relies on – the 
continual production and consumption of consumer 
novelty. But relentless novelty seeds social anxiety 
and weakens our ability to protect long-term social 
goals. In doing so it ends up undermining our own 
wellbeing and that of others. And somewhere along 
the way, we lose the sense of shared prosperity that 
we sought in the first place. 

For at the end of the day, prosperity goes beyond 
fleeting material pleasures. It transcends material 
concerns. It resides in the quality of our lives and in 
the health and happiness of our families. It is present 
in the strength of our relationships and our trust in 
the community. It is evidenced by our satisfaction at 
work and our sense of shared meaning and purpose. 
It hangs on our potential to participate fully in the 
life of society. Prosperity consists in our ability to 
flourish as human beings – within the ecological 
limits of a finite planet. 

For the last five decades the pursuit of growth has been the single most important policy  

goal across the world. The global economy is almost five times the size it was half a century 

ago. If it continues to grow at the same rate the economy will be 80 times that size by the 

year 2100. 
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Delivering these goals is not an entirely unfamiliar 
task to policy-makers. Governments care about 
health provision. And the recent focus on wellbeing 
has extended that concern to psychological health. 
At the same time these goals too often take second 
place to economic growth. The role of the state 
is too narrowly framed by a misguided vision of 
unbounded consumer freedoms. Governance itself 
stands in urgent need of renewal.

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

The policy demands of this task are considerable. 
Specifying them with any degree of precision 
is beyond the scope of this or any other single 
document. First and foremost, they call for a 
concerted and committed effort on the part of 
government to establish a detailed set of viable and 

effective policies for a sustainable economy. This is 
a challenge that governments can no longer afford 
to ignore. Beyond that need, it is possible to identify 
a range of broad policy recommendations on which 
the transition to a sustainable economy could be 
built. 

In the following paragraphs, these recommendations 
are grouped into three main themes that flow 
directly from the analysis in this report. Specifically 
these themes are: 

•	 Building a macro-economics for sustainability

•	 Protecting capabilities for social flourishing; 
and 

•	 Respecting ecological limits

Inevitably, there is some overlap between these 
groupings. Undoubtedly there are things missing 
from the range of policies suggested here. Not all of 
them can be achieved immediately. Not all of them 
can be achieved unilaterally. But taken together they 
offer the foundation from which to build meaningful 
and lasting change. 

Building a Sustainable Macro-Economy

A macro-economy predicated on continual expansion of debt-driven materialistic consumption 
is unsustainable ecologically, problematic socially, and unstable economically (Chapters 2, 5, 6).  
The time is now ripe to develop a new macro-economics for sustainability (Chapters 7 & 8) that 
does not rely for its stability on relentless growth and expanding material throughput. This theme 
includes four specific policy areas to help achieve this goal. 

resource or emission caps; and 3) evaluating the 
impact of changes in natural assets and ecosystem 
functioning on economic stability. 

Examples/precedents: Canadian LowGrow model; 
climate-economy models (cf. IPCC, Stern Review); 
Cambridge Econometrics’ MDM-E3 model; the EU’s 
TEEB study, the Millennium Ecosystem Assessment.2

1 

Developing macro-economic capability 
There is an urgent need to develop the capabilities 
required to build a new macro-economics for 
sustainability. This will include developing tools to 
explore different configurations of the key macro-
economic variables and to map the interactions 
between these and ecological variables. Particular 
challenges include 1) exploring the investment 
demands associated with a sustainable economy; 
2) investigating the economic implications of strict 

12 STEPS TO A SUSTAINABLE ECONOMY
A
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2 

Investing in jobs, assets and infrastructures 
Investment in jobs, assets and infrastructures 
emerges as a key component – not just of economic 
recovery – but of a new macroeconomics for 
sustainability. Targets for this include: public sector 
jobs in building and maintaining public assets; 
investments in renewable energy, public transport 
infrastructure, and public spaces; retrofitting 
the existing building stock with energy- and 
carbon-saving measures; investing in ecosystem 
maintenance and protection; and providing fiscal 
support and training for green businesses, clean 
technologies and resource efficiency. 

Examples/precedents: the American Recovery and 
Reinvestment Act (ARRA); UK Pre-Budget Report 
‘green stimulus’; UNEP’s global Green New Deal; 
Deutsche Bank ‘Green Investment’; SDC Sustainable 
New Deal. 

3 

Increasing financial and fiscal prudence 
Debt-driven materialistic consumption has propped 
up economic growth for over a decade. But 
maintaining it has destabilised the macro-economy 
and contributed to the global economic crisis.  
A new era of financial and fiscal prudence needs to 
be ushered in to: reform the regulation of national 
and international financial markets; increase public 
control of the money supply; incentivise domestic 
savings, for example through secure (green) national 

or community-based bonds; outlaw unscrupulous 
and destabilising market practices (such as short-
selling); and provide greater protection against 
consumer debt. 

Examples/precedents: G20 statement on regulation 
of finance and currency markets (Nov 2008); 
Tobin tax; Obama Administration plan to protect 
borrowers. 

4 

Improving macro-economic accounting 
The shortfalls of conventional output or 
consumption-based measures of the GDP are now 
well-established. There is an urgent need to develop 
more robust measures of economic wellbeing that 
correct for the most obvious drawbacks in using 
the GDP. These new measures will need: to account 
more systematically for changes in the asset base; 
to incorporate welfare losses from inequality in the 
distribution of incomes; to adjust for the depletion 
of material resources and other forms of natural 
capital, to account for the social costs of carbon 
emissions and other external environmental and 
social costs; and to correct for positional consumption 
and defensive expenditures. 

Examples/precedents: longstanding critiques in the 
economic literature; the World Bank’s Adjusted Net 
Savings measure; RDA policies on Regional-ISEW; 
Sen/Stiglitz recommendations from the French 
Commission on the Measurement of Economic 
Performance and Social Progress.  

B 

Protecting Capabilities for Flourishing 

The social logic that locks people into materialistic consumerism as the basis for participating in 
the life of society is extremely powerful, but detrimental ecologically and psychologically (Chapters 
4-6). An essential prerequisite for a lasting prosperity is to free people from this damaging dynamic 
and provide opportunities for sustainable and fulfilling lives (Chapter 9). We offer five policy areas 
to help achieve this task.
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5 

Sharing the work and improving the  
work-life balance3

In a declining or non-increasing economy, working 
time policies are essential for two main reasons: 1) 
to achieve macro-economic stability; 2) to protect 
people’s jobs and livelihoods. But in addition, 
reduced working hours can increase flourishing by 
improving the work-life balance. Specific policies 
need to include: reductions in working hours; 
greater choice for employees on working time; 
measures to combat discrimination against part-
time work as regards grading, promotion, training, 
security of employment, rate of pay and so on; 
better incentives to employees (and flexibility for 
employers) for family time, parental leave, and 
sabbatical breaks. 

Examples/precedents: French, German and Danish 
work-time policies; TUC Green and Decent Work 
seminar.4 
	

6 

Tackling systemic inequality 
Systemic income inequalities drive positional 
consumption, increase anxiety, undermine social 
capital and expose lower income households to 
higher morbidity and lower life satisfaction. Too 
little has been done to reverse the long-term 
trend towards income inequality. But redistributive 
mechanisms and policies are well-established 
and could include: revised income tax structures; 
minimum and maximum income levels; improved 
access to good quality education; anti-discrimination 
legislation; implementing anti-crime measures and 
improving the local environment in deprived areas; 
addressing the impact of immigration on urban and 
rural poverty.

Examples/precedents: proposals for higher income 
tax on higher rate earners in PBR 08; restrictions 
on bonuses in the financial sector; Obama ‘shared 
prosperity’ plan; history of redistributive taxation, in 
many countries.  

7 

Measuring prosperity 
The suggestion that prosperity is not adequately 
captured by conventional measures of economic 
output or consumption leaves open the need to 
define an appropriate measurement framework for 
a lasting prosperity. Specifically this would entail the 
assessment of people’s capabilities for flourishing in 
different sections of the population and across the 
nation as a whole. Developing national accounts of 
wellbeing (or of flourishing) could proceed through 
the measurement of outcome variables such as 
healthy life expectancy, educational participation, 
social wellbeing, trust in the community, social 
capital and so on. A further requirement here is to 
adjust existing economic measurement frameworks 
to account systematically for ecological and social 
factors. 

Examples/precedents: Defra SD indicator No 68; 
Dutch capabilities index; nef’s national wellbeing 
accounts; the Government Economic Service project 
on sustainability and Green Book. 

8 

Strengthening human and social capital 
Understanding that prosperity consists in part in 
our capabilities to participate in the life of society 
demands that attention is paid to the underlying 
human and social resources required for this task. 
Creating resilient social communities is particularly 
important in the face of economic shocks. Specific 
policies are needed to: create and protect shared 
public spaces; strengthen community-based 
sustainability initiatives; reduce geographical 
labour mobility; provide training for green jobs; 
offer better access to lifelong learning and skills; 
place more responsibility for planning in the hands 
of local communities; and protect public service 
broadcasting, museum funding, public libraries, 
parks and green spaces. 

Examples/precedents: Cabinet Office study on social 
capital; Foresight study on wellbeing and intellectual 
capital; Transition Town movement; Environmental 
Action Fund; Young Foundation’s Local Wellbeing 
Project; the ‘Capital Growth’ project. 
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9 

Reversing the culture of consumerism
The culture of consumerism has developed in part 
at least as a means of protecting consumption-
driven economic growth. But it has had damaging 
psychological and social impacts on people’s 
wellbeing. There is a need systematically to 
dismantle incentives towards materialistic 
consumption and unproductive status competition. 
This recommendation will require: stronger 
regulation in relation to the commercial media; 
enhanced support for public sector broadcasting; 

more effective trading standards and stronger 
consumer protection – particularly on questions 
of product durability, sustainability and fair trade. 
Other measures might include: banning advertising 
to children, the establishment of commercial-free 
zones and times, and a funded right of reply to 
advertisers’ claims. 

Examples/precedents: Scandinavian advertising 
policies; public transport ‘quiet zones’; Brazil’s Lei 
Cuidade Limpa. 

C 

Respecting Ecological Limits

The material profligacy of consumer society is depleting key natural resources and placing 
unsustainable burdens on the planet’s ecosystems (Chapter 5). Establishing clear resource and 
environmental limits and integrating these limits into both economic functioning (Chapter 8 and 
Appendix 2) and social functioning (Chapter 9) is essential. The following three policy suggestions 
contribute to that task. 

10 

Imposing clearly defined resource/emissions caps 
A lasting prosperity requires a much closer attention to 
the ecological limits of economic activity. Identifying 
and imposing strict resource and emission caps is 
vital for a sustainable economy. The contraction 
and convergence model developed for climate-
related emissions should be applied more generally. 
Declining caps on throughput should be established 
for all non-renewable resources. Sustainable yields 
should be identified for renewable resources. Limits 
should be established for per capita emissions and 
wastes. Effective mechanisms for imposing caps on 
these material flows should be set in place. Once 
established, these limits need to be built into the 
macro-economic frameworks developed in 1 above. 

Example/precedent: UK climate change budgets; the 
Supplier Obligation; rationing – post-war and Cuba; 
contraction & convergence proposals; Kyoto and post-
Kyoto negotiations; concept of ecological space. 

11 

Fiscal Reform for Sustainability 
The argument for an ecological tax reform – a shift 
in the burden of taxation from economic goods (e.g. 
incomes) to ecological bads (e.g. pollution) – has 
been broadly accepted for at least a decade and 
has been implemented in varying degrees across 
Europe. But progress towards this goal has been 
painfully slow. In the UK the proportion of taxation 
from green taxes is now lower than it was in 1997. 
There’s an urgent need to achieve an order of 
magnitude step-change in the structure of taxation. 
A sustained effort by government is now required 
to design appropriate mechanisms for shifting the 
burden of taxation from incomes onto resources and 
emissions. 

Example/precedent: UK Government 1997 Statement 
of Intent on Environmental Taxation; Danish, German 
experience in Ecological Tax Reforms; the UK Green 
Fiscal Commission (reporting 2009).
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12 

Promoting Technology Transfer and Ecosystem 
Protection 
A key motivation for redefining the basis of 
prosperity in advanced economies is to make room 
for much-needed growth in poorer nations. But as 
these economies expand there will also be an urgent 
need to ensure that development is sustainable and 
remains within ecological limits. International policy 
will be required to establish a global technology fund 
to invest in renewable energy, energy efficiency, 

carbon reduction, and the protection of ‘carbon 
sinks’ (e.g. forests) and biodiversity in developing 
countries. This could be funded through a carbon/
resource levy (payable by importers) on imports 
from developing countries, or through a Tobin tax 
on international currency transfers. 

Example/precedent: Global Environmental Facility, 
Clean Development Mechanism; Development Aid 
targets; funding provisions of the UN Biodiversity 
Convention. 

In summary, these 12 steps offer the foundations 
for a comprehensive policy programme to make the 
transition to a sustainable economy. There is a unique 
opportunity here for government to demonstrate 
economic leadership and champion international 
action on sustainability. But it’s also essential to 
develop financial and ecological prudence at home. 
And we must also begin to redress the perverse 
incentives and damaging social logic that lock us into 
unproductive status competition and materialistic 
consumerism. 

Above all, there is an urgent need to develop a 
new ecologically-literate macro-economics capable 
of offering meaningful guidance for a lasting 
prosperity: a prosperity that for now at least will 
have to do without growth; and may eventually be 
able to replace it altogether. 
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Prosperity without Growth? represents the 
culmination of an extensive inquiry by the UK 
Sustainable Development Commission into the 
relationship between sustainability and economic 
growth. That inquiry was launched in 2003, 
when the Commission published its landmark 
report – Redefining Prosperity – which challenged 
Government ‘fundamentally to rethink the 
dominance of economic growth as the driving force 
in the modern political economy, and to be far 
more rigorous in distinguishing between the kind 
of economic growth that is compatible with the 
transition to a genuinely sustainable society and the 
kind that absolutely isn’t’.1 

That earlier report summarised evidence of a 
‘mismatch’ between economic growth, environ
mental sustainability and human wellbeing, and 
called on politicians, policy experts, commentators, 
business people, religious leaders and NGOs to ‘put 
these issues on their must-get-to-grips-with agenda, 
rather than defer them endlessly as tomorrow’s 
issues’. The Commission itself kick-started that 
process with a series of stakeholder workshops 
(held during the latter part of 2003) to discuss the 
report’s findings. 

During 2004 and early 2005, SDC worked closely 
with government to renew the UK Sustainable 
Development Strategy. In particular, the Commission 
itself led the engagement process that resulted in 
the five Sustainable Development ‘principles’. A key 
element in these principles is the recognition that 
– rather than being an end in itself – a ‘sustainable 
economy’ should be regarded as the means to 
reaching the more fundamental goal of a ‘strong, 
healthy and just society’ that is ‘living within 
environmental limits’.2 

Following the launch of the new Strategy, 
the Commission helped Government meet its 
commitment in Securing the Future to explore the 
concept of wellbeing and develop new wellbeing 
indicators for the UK. In particular, SDC convened a 
web-based consultation involving several hundred 
respondents to explore people’s perceptions of 
the relationship between wellbeing and economic 
progress.3 

A key finding from the consultation was that the 
conventional measure of economic output – the 
Gross Domestic Product (GDP) – is widely regarded 
as an inadequate measure of sustainable wellbeing, 
and that there is a need to ‘open out political 
space’ within which to address the shortcomings of 
conventional approaches to prosperity. 

In the spirit of ‘opening out space’, SDC launched a 
new programme of work on prosperity during 2007. 
The programme involved a series of workshops – 
held between November 2007 and April 2008. The 
workshops entailed intensive discussions based 
around invited ‘think-pieces’ on different aspects 
of prosperity from senior academics, policy-makers, 
business and NGOs. The essays and the workshops 
were organised around four related themes. 

•	 Visions of Prosperity: identified a variety of 
different perspectives (historical, economic, 
psychological, religious) on the meaning and 
interpretation of prosperity

•	 Economy ‘Lite’: examined international 
evidence concerning the feasibility of 
‘decoupling’ economic progress from material 
throughput and environmental impact 

•	 Confronting Structure: addressed the 
structural drivers associated with continued 
economic growth and explored the 
impediments to a ‘stationary state economy’

•	 Living Well: explored the links between 
prosperity, economic progress and the 
recent surge of policy and media interest in 
happiness and wellbeing.  

It is intended to publish the seminar contributions as 
an edited collection.4 In the meantime, draft versions 
of these papers can be found on the SDC website 
at: www.sd-commission.org.uk/pages/redefining-
prosperity.html. Together with ‘background’ reports 
prepared by SDC staff (and interns) and the extensive 
literature on growth and sustainability, these essays 
provide a part of the ‘evidence base’ from which 
this study has drawn. 

Appendix 1
The SDC Redefining Prosperity Project
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However, this report is not intended to be a 
commentary on the Redefining Prosperity workshops. 
Nor can it really do justice to the wealth of input and 
advice that we received from those who attended 
the workshops and contributed thinkpieces to them. 
Rather, Prosperity without Growth? aims to convey 
a coherent position on questions of sustainability 
and economic growth; and to offer some clear 
recommendations to policy-makers struggling to take 
concrete steps towards a sustainable economy.
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This annex addresses the broad goal of developing 
a macro-economics for sustainability (Chapter 
8). Explicitly, it sets out some of the features of a 
potential macro-economic simulation model for the 
UK that would be capable of testing the relationship 
between the economy and the demands of 
sustainability. Specific aims of such a model would 
be: 

•	 to test the stability of different macro-
economies under exogenously defined carbon 
emission and energy resource constraints

•	 to explore the potential for macro-economies 
with high investment to consumption ratios 

•	 to explore the potential for macro-economies 
with high public sector expenditure and 
investment

•	 to explore the stability of macro-economies 
with low or no consumption growth 

•	 to explore the stability of macro-economies 
with low or no aggregate demand growth. 

The rationale for exploring different investment-to-
consumption ratios and different public-to-private 
ratios follows from the discussion in Chapter 8. In the 
first case, it is assumed that changes in investment 
structure are a prerequisite for sustainability. In 
particular, there will be a need to shift investment 
substantially towards resource productivity, energy 
efficiency, and low carbon (e.g. renewable) 
technologies. Secondly, some of this investment 
may need to be led by the public sector – because of 
the nature of the required projects. This requirement 
is discussed in more detail below.  

Model Development 
A simple approach to developing a macro-economic 
simulation for the UK economy would be to take 
a broadly Keynesian model in which an aggregate 
demand (AD) function of the form: 

1)  AD ≡ C + G + I + X̄	

(where C = private consumption, G = government 
expenditure, I = investment and X̄  = net exports) is 
coupled with some form of production function. The 
simplest (and commonest) such production function 
is a two-factor Cobb-Douglas function of the form:

2) Y ≡ Y (K,L) = a.Kα  .L(1-α)			   

where K is capital, L is labour, a is an efficiency factor 
and 0 < α < 1 . The fundamental macro-economic 
identity is then given by the equation:1 

3) Y (K,L) = C + G + I + X̄	  

This form of production function has been subject to 
two main criticisms by ecological economists: first, 
that it includes no explicit reference to material 
resources; and second, that it assumes perfect 
substitutability between factors. For these reasons, 
we may want to adopt a production function that has 
explicit reference to (say) energy resources (E): 

4) Y ≡ Y (K,E,L)
		   
where the energy variable E ≡ E (F,R) accounts 
separately for fossil resources F and renewable 
resources R, and the level of renewable resources 
R in any given year is a function of investment IR in 
renewables capacity. 

5) R
t
 ≡ R

t
 (R

t–1 
,IR

t–1 
)			 

We may also want to use a production function 
where the elasticity of substitution is constant 
but less than 1. The general form of three factor 
constant elasticity of substitution (CES) production 
function is given by: 

6) Y ≡ a.(αKP +
 
βLρ +

 
γEρ)1/ρ

	
where a is an efficiency factor, α +

 
β + γ = 1  

and ρ = (s – 1)/s where s is the elasticity  
of substitution. 

Finally, we might want the production function 
to be able to ‘pick out’ improvements in resource 
productivity, separately from total factor productivity. 
Our initial requirements for a suitable production 
function are therefore as follows: 

•	 includes explicit account of energy resources 
•	 allows for incomplete substitutability 

between factors

Appendix 2	  
Towards a Sustainable Macro-Economy 
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•	 accounts for resource productivity 
improvements. 

Additionally, we are likely to want our model to 
reflect the more detailed account of investment 
structure that lies at the heart of our exploration 
of alternative macroeconomic structures. In fact, 
this feature of our model could be regarded as the 
single most important innovation over conventional 
macro-economic models and is worth setting out in 
more detail here. 

Specifically, we want to distinguish between different 
forms of investment in two distinct ‘dimensions’: 1) 
the target for investment and 2) the conditions of 
investment. 

Firstly, we are likely to want to identify different 
technological targets for investment. For instance, 
we might want to separate investment dedicated 
to reducing the demand for resources from 
conventional business investments aimed at the 
recapitalisation of productive capacity. Energy 
demand-reducing investments themselves could be 
of two main types, some devoted to improvements 
in energy efficiency; some devoted to substitution of 
renewables (say) for fossil-fuelled technologies. We 
may also want to consider investments dedicated 
to improving ecosystem functioning; or investments 
targeted at climate adaptation. 

Our second ‘dimension’ of investment structure 
follows on from this consideration of investment 
demands in different categories. Specifically, we 
need to identify different conditions of investment. 
For example, investment focused on technological 
efficiency might well be viewed straightforwardly 
as a conventional business sector investment. 
However, investment in ecosystem function or 
adaptation might more realistically be envisaged as 
requiring significant public investment. Somewhere 
between these extremes we might want to consider 
categories of infrastructure investment which 
typically require some public sector involvement. 
The Severn Tidal Barrage may be one potential 
investment in this category. 

Perhaps the most significant difference between 
different investment conditions is the required rate 
(and period) of financial return. Whereas typically, 
models of this kind would assume a single rate of 
return consistent with current commercial conditions, 

a part of the hypothetical exercise set out here 
would be to explore the potential for different kinds 
of investment conditions, which might be more 
suited to the long-term public sector investments 
needed to mitigate or adapt to climate change or to 
restore ecosystem integrity. Taken together, these 
two dimensions suggest a ‘matrix’ of investment 
types, something like the following:2 

Business 
sector – 
commercial 
rate of 
return

Public 
sector 
– quasi 
commercial

Public 
sector – 
social rate 
of return

Energy 
efficiency I E

B
  I E

P
   I E

S
      

Renewable 
supply I R

B
   I R

P
   I R

S
   

Other 
capacity I O

B
   I O

P
   I O

S
   

Climate 
adaptation I A

B
   I A

P
   I A

S
   

Ecosystem 
maintenance I M

B
   I M

P
   I M

S
   

Table 1: Potential Investment Dimensions in the Model

The next consideration in developing a model 
along the lines outlined here would be to connect 
these different investment types to the production 
function. In principle, investments should add to 
capital stocks, and the augmented capital stocks 
will then lead – via the production function – to 
increased output. In practice, however, connections 
between our different types of investment and the 
production function might be of different kinds. For 
example, energy efficiency investments might lead 
specifically to changes in the efficiency factor in the 
production function. 

Investments in ecosystem maintenance may have 
no direct impact on the production function at all. 
They are ‘non-productive’ in conventional economic 
terms – whatever their importance for sustainability.  
On the other hand, they ‘soak up’ income and have 
to be included in the model. 

Investments in renewable energy (as indicated 
above) might contribute directly to the E factor 
in the production function. Some may be less 
productive (in conventional terms) than others. The 
Tidal Barrage is an example of such an investment 
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– its value is difficult to capture at commercial rates 
of return, in part because of the longevity of the 
investment. 

This is not to denigrate these relatively ‘unproductive’ 
investments. They may be essential to reduce carbon 
emissions, to protect ecosystems or to guarantee 
long-term energy security. The point is that we 
need to be able to distinguish different categories 
of investment in terms of three key parameters: 
1) their contribution to emission limits or resource 
caps; 2) their contribution to aggregate demand; 
and 3) their impact on the productive capacity 
of the economy. While 1) and 2) are relatively 
straightforward to handle exogenously, 3) requires 
us to establish (within the model) a relationship 
between the schedule of investments determined 
by Table 1 and the production function. 

At the moment, it isn’t entirely clear how this is to be 
achieved. Several possibilities exist. One would be to 
assume that different forms of investment augment 
different categories of capital, each of which has 
a different productivity factor. Another would be 
to separate out (energy) resources specifically in 
the production function and relate investment 
to changes in the availability of those resources.  
A further avenue would be to aggregate capital into 
(say) two categories in the production function, 
with different productivity assumptions associated 
with each. 

Broadly speaking, the development of an 
appropriate production function emerges as one of 
the key tasks inherent in taking this work forward. 
One of the difficulties in achieving this lies in the 
calibration of the model. It isn’t clear that we have 

enough econometric data, for example, to estimate 
productivities separately for each of the capital 
stocks implied by Table 1. This may not necessarily 
matter for a simulation model, but at some level we 
will want to ensure that business as usual can be 
calibrated consistently with current trends.  

A further aspect that would need to be developed 
in the model is the ability to map the carbon 
emission and/or resource implications of different 
levels and compositions of aggregate demand. The 
most immediate way to take this forward would 
be to expand or disaggregate the subcategories 
of the aggregate demand function (C, G, I, X) 
and to use an Environmental Input-Output (EIO) 
model3 to attribute the carbon emissions and/or 
energy resource requirements associated with the 
different demand categories using known carbon 
intensities. In principle, this attribution exercise 
could also be used to develop different scenarios 
with different carbon/resource implications, subject 
to some obvious caveats about the limitations of 
the underlying EIO data.4 

In summary, this brief overview serves to establish 
the outlines for a macro-economic model that could 
be used to explore further some of the arguments 
made in this study. In particular, the enhanced 
capability to explore different targets of, and 
conditions for, investment is key. It will be essential 
in understanding how to build a different kind of 
macro-economics, one in which stability is no longer 
predicated on increasing consumption growth, but 
emerges through strategic investment in jobs, social 
infrastructures, sustainable technologies and the 
maintenance and protection of ecosystems.
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quarters of OECD countries. The scale of the 
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for National Statistics (accessed at www.
statistics.gov.uk). Data for 2008 are estimated 
on the basis of National Statistics data to end 
Sept 2008 (online at: www.statistics.gov.
uk/cci/nugget.asp?id=206) with an addition 
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contributed to the most recent bank bailout. 
Historical data before 1993 are available from 
Table B26 in the 2000 Pre-Budget Report 
available at www.hm-treasury.gov.uk/4124.
htm

13 	 See the CIA World Factbook. Online at: 
https://www.cia.gov/library/publications/
the-world-factbook/rankorder/2079rank.html  
See also IMF data available online at: www.
statistics.gov.uk/IMF

14 	 See The Economist, Race to the Bottom, 
February 13th 2009. Online at: www.
economist.com/daily/news/displaystory.
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15 	 Soros 2008, p 81 et seq. 

16	 See Greenspan 2008. 

17 	 In particular, Greenspan himself and several 
other free market economists believed 
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18	 The Economist, A short history of modern 
finance, 18th October 2008, p98.

19	 Barack Obama (amongst others) has offered 
a convincing historical perspective on this 

trend. See, for example, the speech at Cooper 
Union, New York on March 27th 2008. Online 
at: www.barackobama.com/2008/03/27/
remarks_of_senator_barack_obam_54.php

20 	 Citibank quote is from the Financial Times July 
10, 2007.

21	 Citigroup had to be rescued by the US 
government on 23rd November 2008, with an 
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22 	 FT.com 28/10/2008 ‘World Will Struggle to 
Meet Oil Demand’. Online at: www.ft.com/
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3		  Redefining Prosperity
1		  From Zia Sardar’s ‘thinkpiece’ for the 

Sustainable Development Commission  
(Sardar 2007). 

2	  	 See in particular the ‘think-piece’ 
contributions to the SDC project from Tim 
Kasser (2007), John O’Neill (2008), Avner 
Offer (2007), Hilde Rapp (2007), Zia Sardar 
(2007) and Kate Soper (2008). Online 
at: www.sd-commission.org.uk/pages/
redefining-prosperity.html

3	  	 There are strong resonances here with Mary 
Douglas’ (1976) understanding of consumers 
as attempting to ‘create the social world and 
find a creditable place in it’; and also with 
Peter Townsend’s groundbreaking analysis 
of poverty, in which he argued that people 
can be said to be poor when their resources 
are ‘so seriously below those commanded 
by the average individual or family that they 
are, in effect, excluded from ordinary living 
patterns, customs and activities’ (Townsend 
1979, p 31). Rather than being about money 
or material possessions as such, Townsend 
claimed, poverty is about the inability to 
participate actively in society.

4	  	 Sardar 2007. 

5	 	 Brown and Garver 2008. 

6		  See for example Layard 2005, Dolan et al 
2006 & 2008, Jackson 2008a. 

7	 	 From a poll undertaken for the BBC by GfK 
NOP during October 2005. Results available 
at: http://news.bbc.co.uk/nol/shared/bsp/
hi/pdfs/29_03_06_happiness_gfkpoll.pdf

8		  The Living Standard (Sen 1984) was originally 
published in Oxford Economic Papers, an 
economics journal, but is usefully reproduced 
(Sen 1998) along with excerpts from some of 
Sen’s later essays on the subject in Crocker 
and Linden (1998). See also Sen 1985, 1999. 
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9		  Actually there is some disagreement as to 
whether the concept of utility is about the 
‘satisfactions’ received from commodities or 
the desires for them (Sen 1998, 290), but this 
distinction need not concern us here. 

10	 This distinction led the economist Kelvin 
Lancaster (1966) to develop a sophisticated 
theory of ‘attributes’ which attempted to 
get round the difficulty that commodities 
are not the same as satisfactions. There is 
also an extensive and useful discussion of 
the relationship between satisfaction and 
material commodities in modern needs 
theories; see for example: Doyal and Gough 
1991, Max Neef 1991, Ekins and Max Neef 
1992, Jackson et al 2004. 

11	 For a discussion of trends over time in the 
UK see Jackson and Marks 1999, Jackson and 
Papathanasopoulou 2008. 

12	 See Anderson 1991 for a concise analysis of 
the limitations of GDP and a discussion of 
alternative economic indicators. See Jackson 
and McBride 2005 (e.g.) for a survey of the 
literature on adjusted economic indicators – 
or green GDP. More recently, this issue has 
been addressed in depth by the Sen/Stiglitz 
Commission on the Measurement of Economic 
Performance and Social Progress set up by 
President Sarkozy and due to report shortly 
(CMEPSP 2008).

13	 Defensive expenditures are those incurred 
as a result of the need to ‘defend’ against 
activity elsewhere in the economy. The costs 
of car accidents and cleaning up oil spills have 
this character. Positional expenditures can be 
seen as a special case, in which expenditures 
– on positional goods – are necessary 
mainly to defend our social position. Though 
these expenditures makes sense at an 
individual level it is perverse to count them 
cumulatively as an addition to wellbeing. 

14	 Data on each of these countries can be 
found in Ruut Veenhoven’s ‘World Happiness 
Database’ available on the web at: www2.
eur.nl/fsw/research/happiness. 

15	 Source: Worldwatch Institute, State of the 
World 2008, Fig 4.1 Redrawn from data in 
Inglehart and Klingeman 2000. 

16	 See Ormerod 2008; O’Neill 2008.

17	 Kahnemann and Sugden 2005.  

18	 Statisticians say the two scales have different 
‘orders of integration’. For a more detailed 
discussion of this issue see Ormerod 2008. 

19	 Offer 2007, 2006. 

20	 Although this insight into a particular human 

frailty does have interesting lessons for 
government policy which I shall return to 
later. 

21 	 Sen 1998, p 295.

22	 And also with Townsend’s (1979) concept of 
poverty. 

23	 In Development as Freedom (Sen 1999) for 
example, he argues explicitly that freedom is 
both the means and the end of development.

24	 Robeyns and van der Veen 2007.

25	 Nussbaum 2006. 

4		  The Dilemma of Growth 
1	 	 Baumol et al 2007, p 23. 

2		  For more insight on the symbolic role of 
consumer goods see (eg): Bauman 2007; 
Douglas and Isherwood 1996; Dittmar 1992; 
Baudrillard, J 1998; McCracken 1990. On its 
relevance for sustainable consumption see 
Jackson in particular 2005a&b, 2006b, 2008b. 

3	  	 Berger 1969. 

4	 	 Belk et al 2003. 

5	  	 Douglas 2006. 

6	 	 For a more detailed exploration of Indian 
attitudes to the environment, see for 
example Mawdsley, E 2004. 

7	 	 As anthropologist Grant McCracken (1990) 
describes it. 

8	 	 Support for the relevance of income as a 
factor in wellbeing also emerged from Defra’s 
recent wellbeing survey (Defra 2007). Though 
not the most important influence, income 
clearly emerged as a contributing factor in 
the survey. 

9	 	 Evidence of the importance of relative income 
was first highlighted by Richard Easterlin 
(1972). For more recent confirmation see 
Easterlin 1995, Dolan et al 2006 & 2008. 

10	 Offer 2006.

11	 Data from the Health Survey for England, 
Madhavi Bajekal, National Centre for Social 
Research, cited in Marmot 2005. See also 
Wilkinson 2005, Marmot and Wilkinson 2005. 

12	 The most notable exception to the rule that 
higher social grades show higher satisfaction 
is in the domain of community, where the 
lower social grades profess themselves more 
satisfied on average than the higher grades.

13	 Offer 2006, op cit. Some have used this 
argument to explain the life satisfaction 
paradox mentioned in Chapter 3.

14	 Source Defra 2007; Defra, Personal 
Communication. 
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15	 See for example Layard 2005, nef 2006, 
James 2007. 

16	 Data are taken from statistics compiled for 
the Human Development Report, available 
online at the UNDP website: http://hdr.undp.
org/en/statistics/

17	 Data are taken from statistics compiled for 
the Human Development Report, available 
online at the UNDP website: http://hdr.undp.
org/en/statistics/

18	 Data are taken from statistics compiled for 
the Human Development Report, available 
online at the UNDP website: http://hdr.undp.
org/en/statistics/

19	 There are some notable recent attempts to 
develop this field of study, in particular Hans 
Rosling’s interactive GAPMINDER project. 
Online at www.gapminder.org

20	 There is a strong correlation (the R2 value 
on the graph) between per capita GDP 
and life expectancy; but a relatively weak 
dependency (the x-coefficient) on income 
growth.

21	 Data are taken from statistics compiled for 
the Human Development Report, available 
online at the UNDP website: http://hdr.undp.
org/en/statistics/

22	 Franco et al 2007, 1374. 

23	 In the conventional model, resources are 
often excluded from the equation and the 
main dependencies are thought to be on 
labour, capital and technological innovation. 

24	 For more detail on (and critique of) this 
underlying model see for example: Booth 
2004, Common and Stagl 2005, Ayres 2008, 
Victor 2008b.

25	 IFS 2009. 

5	 The Myth of Decoupling
1	  	 UNEP Press Release on the launch of the 

Green Economy Initiative, London, 22nd 
October 2008. 

2	  	 IPCC 2007, Table SPM.6.

3	  	 IPCC 2007 p4. 

4	  	 See Figure 25 in EIA 2008. 

5	  	 Data from Table E1G in the International 
Energy Annual 2006 (EIA 2008). 

6	  	 Data from Table E1G in the International 
Energy Annual 2006 (EIA 2008). 

7	 	 Measured as Direct Material Consumption 
(DMC) per unit of GDP, indexed to 1975. 

Data for Austria, Germany, Japan and the 
Netherlands taken from WRI 2000, Annex 2. 
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com/2008/10/13/global-economic-crisis-
li_n_134393.html

16	 For background on the evolution of social 
behaviours see Wright 1994, Sober and 
Wilson 1998, Axelrod 1984 .

17 	 This tension is what the historian Polanyi 
(1942) called the ‘double movement’ of 
society.

18 	 ‘People power vital to climate deal’. 
Guardian, 8th December 2008. Online at: 
www.guardian.co.uk/environment/2008/
dec/08/ed-miliband-climate-politics-
environment

19	 See for example, Doyal and Gough 1991; 
Helliwell 2003, Layard 2005. 
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11	 Transition to a sustainable economy 
1	  	 From a speech on ‘shared prosperity’ that 

Obama made in Janesville, Wisconsin, 
February 13th 2008. www.barackobama.
com/2008/02/13/remarks_of_senator_
barack_obam_50.php

2	  	 See, eg, www.camecon.com/suite_
economic_models/mdme3.htm

3	  	 Sharing the work is also an essential pre-
requisite for building a sustainable macro-
economy (see Chapter 8).

4	  	 See for instance: TUC Seminar report. Online 
at: www.tuc.org.uk/the_tuc/tuc-15673-f0.
cfm?regional=8/

Appendix 1 
The SDC Redefining Prosperity Project 
1	  	 Redefining Prosperity (SDC 2003) is  

available on the SDC website: www.sd-
commission.org.uk

2	  	 Securing the Future (Defra 2005) is 
available on the Government’s sustainable 
development website: www.sustainable_
development.gov.uk

3	  	 A report on this work – Redefining Progress 
(SDC 2006a) – is also available on the SDC 
website: www.sd-commission.org.uk

4	  	 Jackson and Anderson 2009.

Appendix 2
Towards a Sustainable Macro-Economy 
1	  	 This is similar to the basic form of the macro-

economic model in Peter Victor’s (2008a) 
study of the Canadian economy, although he 
does not constrain the production function 
indices to sum to 1. 

2	  	 Investment is shown in the table in each 
target and condition dimension. In practice, it 
is most likely that some targets (ecosystem 
maintenance eg) will only be undertaken 
under specific conditions (e.g. public sector, 
social).

3	  	 For example, the Surrey Environmental 
Lifestyle Mapping (SELMA) framework is an 
environmental input-output model that can 
be used to attribute the carbon emissions 
(and/or resources) associated with different 
final demand categories (Druckman et al 
2008, Druckman and Jackson 2008, Jackson et 
al 2007). 

4	  	 The paucity of basic UK IO statistics is now 
well-known. Official analytical tables for 
the UK have not been produced since 1995, 
in spite of a commitment by the Labour 
Government to produce them annually from 
2000, and a requirement in EU legislation 
to submit updated analytical tables to 
Eurostat on at least a five-yearly basis. Like 
the absence of up-to-date unemployment 
statistics in the ILO database, this failure of 
the UK Government to take essential social 
and environmental indicators seriously is 
positively embarrassing given its claims for 
international leadership in sustainability. 
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