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Executive Summary

The task of reaching a more sustainable kind of economic process is narrowly related with
a double problem: up to date most societies have pursued an explicit strategy of economic
growth, although its successes are now disappearing and, at a closer look, its negative eco-
logical and social side effects appear to be even growing.

The first part of this article contrasts the ambiguity of the growth concept with a concept
of social welfare, which aims at a more qualitative kind of growth, considering the avail-
able natural and social capital as well.

It will become clear that even GDP as a traditional and politically crucial indicator for the
success or failure of a country’s economic development necessarily gives ambiguous signals
if one looks at this parameter of the national accounts by the light of a sustainable devel-
opment.

More recent calculations of the national welfare index for Germany (NWI) result in some
interesting discussion lines: the aggregated progress of 19 variables shows an significant
difference in its development: between 2000 and 2007, the NWI tends to fall in comparison
with GDP/GNI (gross national income). This discrepancy is to be seen as evidence of the
fact that there might be an increasing economic growth even without any improvement in
welfare.

Quite on the contrary, in the years 2008 - 2009 the NWI does not seem to follow the drastic
collapse of GDP/GNI at the same pace.

This article aims at providing an overview both of the social context in which NWI was cre-
ated as a complementary reporting system integrating GDP/GNI and of its construction
principles as well as of some results.

From all this, some conclusions will be drawn about how the index can be helpful in the
development of a more sustainable concept of welfare. For example, it will become under-
standable that improvements in welfare can be achieved even without economic growth.
This process could go hand in hand with reflections on economic transformation and cul-
tural change. It is all about future strategies allowing a reduction in the physical material
and energy flux as well as in the negative impacts on ecosystems and nature due to eco-
nomic activities, so that societies will profit from such change.
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1. Introduction

Concepts of prosperity based on economic growth are the dominating model for socie-
ties hoping to achieve material wealth, social security and political stability. In Germany
some positively connoted word associations like “economic miracle” and “prosperity
model” have been related with those concepts for many years.

The most recent investigations show that material prosperity, measured in terms of the
GDP, must be regarded as the most important factor of influence, also when one tries to
explain the environmental damages caused by a certain country (see Bradshaw et al.
2010).

Globally, flexibility with regards to GDP growth and CO2 emissions lies over 80 % (see
Hertwich and Peters 2009). More narrow connections can be seen, particularly, with the
use of land, the rapid loss of biodiversity and the growing amount of waste. While eco-
nomic systems are prospering the degradation of ecosystems goes on and the increase in
produced capital leads to a reduction in natural capital at the same time.

The destruction of the natural basis for life following globalisation processes leads to a re-
markable depletion of important raw materials and is now threatening the economic per-
formance of - not only - Germany as a production site. Both the related changes in the
ecosystems and their contribution to social welfare are usually underestimated both in
economics and in the adopted policies (for the first balancing see the TEEB report 2010).

Official economic policies have a certain delay in following real processes. While environ-
mental policies, in Germany at least, have undergone a process of “economisation” and
have often explicitly recognised the importance of economic aspects and consequences of
environmental policy strategies with regards to new jobs, export increase, contribution to
economic growth or required investments, as well as with regards to the savings achieved
in the costs of environmental damage, economic policies keep walking in the path of their
traditional postulates: the environment is not suitably recognised as a relevant factor in
production processes and in economic growth; it is neither considered as a potential pa-
rameter nor as a restriction parameter, except for the energy factor and for the common
perception of some important theoreticians of economics who have already seen the end
of growth looming at the horizon, which implies, for instance, that Keynes should be seen
as one the first theoreticians of stagnation.

In this context environmental protection primarily plays a role of reparation, consisting in
the elimination of damage caused by producers and consumers. In accordance with this
point of view, environmental protection only intervenes after economic processes and,
therefore, it is not a genuine parameter of influence to be observed in economic policies.
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A sign of this is the point of view, widely spread among economic and political decision
makers, according to which, growth has to be generated in the first place, in order to have
enough resources for the reparation of environmental damage." It is not surprising that
such a “moderate” position in the way of dealing with the environment, connected as it is
with financial profit, has brought about mediocre conceptual environmental strategies
only. For instance, the Federal Association of German Industry has been maintaining for a
long time that Germany should not play any forerunner role inside the EU, since the im-
plementation of European standards is seen as being sufficient. The same is true for many
other countries as well.

In case of doubt, the primacy of economy, and particularly of markets, seems to be still
prevailing?. Therefore, it makes sense to remember the reasons for “market failure” in
solving environmental problems and in preserving both natural capital and the perform-
ance, as well as, particularly, the functionality of ecosystems.

“Markets in general do not have (a) the capability to detect long-term environ-
mental damage, (b) private firms do not have an adequate incentive to develop
marketable solutions, and typically markets are (c) unable to create sufficient de-
mand for such solutions - which need high market penetration to be effective in
terms of environmental protection.” (Janicke /Zieschank 2011, p. 316f).

Moreover, the attempt to manage scarce natural resources, be they renewable or not, and
ecological functions, like the preservation of water cycles, of the fruitfulness of land, the
creation of biomass etc., through mere price signals does not seem to be promising. In
fact, it can either lead to an even faster pace of depletion or to a remarkably delayed
economic reaction; when we wait until such scarcity really becomes visible in the market
price, then the overexploitation of ecosystems is usually in such an advanced stage that ir-
reversible damage has already taken place. (see Hey 2011, manuscript).

Recurring to the substitution optimism of, say, a neoclassical growth theory, expanded to
include the question of technical replaceability of natural resources, does not help in an-
swering the question as to which increase in resource efficiency or substitution effects will
suffice to incorporate the requirements of ecological sustainability of the economic system
both in the theoretical model and in the everyday practice of production and consumption.

,Growth, as measured with gross domestic product, is not everything, but without such growth,
a lot of things come to nothing.“ (HaB 2010, 699).

However, recent position papers by the Hanns-Seidel Foundation and by the Bertelsmann Foun-
dation, for instance, as well as the latest economic report of the German Federal Government
show some modifications.
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Does all this necessarily result in the question about an alleged primacy of ecology? This is
the case when we look at the capital stock in natural capital - including the functionality
of ecosystems - as a crucial basis for social welfare (that is to say not only for material
prosperity but also for “immaterial” aspects).

To this respect, it will be impossible to ignore guidelines, objectives and requirements go-
ing beyond markets and also beyond the requirements assigned by traditional economic
theory building.

Since early discussions about “market failure” (for example Janicke 1979) it has been clear
that this is either a task of ecosystem and climate research, of civil society including asso-
ciations for environmental protection or it is an important task of state institutions:

“Here the constitutional obligations and legitimation mechanisms of democratic
government become relevant. The role of public policy is especially important
when the pressure for change is high and the rate of technical progress too low
(e.g. for climate change). Governments, individually or by concerted action, typi-
cally translate environmental threats into regulations, particularly if they come
under political pressure.” (Janicke/ Zieschank 2011, p. 316f).

2. Preliminary conclusions

Solving the problems of environmental consumption and impacts related to the economic
process must be an essential integral part of an ecologically sustainable welfare concept if
we want to consider natural capital as an essential basis for social wellbeing and progress.
Moreover, a similar way of thinking can be applied to the creation and the development of
human and social capital.

These aspects must not only be identified and explained, which is primarily a task of sci-
ence, but they must also have a certain bindingness and an orientation allowing to estab-
lish a new practice in production and consumption processes, the whole of which actually
lies in the competence domain of state policies.

Considering the dominant orientation of many economic and political actors targeting con-
tinuous economic growth, a welfare concept making a central reference to the preserva-
tion of natural capital (and in later phases to its renewed growth as well) needs a convinc-
ing information basis.

Expanding the idea of the previous paragraph: a part of this underlines the importance of
an active role of the state.
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The first implication of all that has to do with the welfare concept itself, which cannot be
exhaustively dealt with at the level of individual responsibility, since, in the context of a
sustainable development, it shows a collective and institutional level, which is narrowly
connected with the idea of the common good (this differentiation is equally recognisable
between “welfare” and “wellbeing”). Social welfare cannot be generated out of individual
interests, since it needs the classical function of the state as an all-encompassing entity
and, ideally, as a neutral one.

If the state is the only institution which can take responsibility for the whole society, at
least in the sense of a process, then the protection of the natural basis for life is an impor-
tant task of the state, too. According to the reflections on the definition of the purpose of
the state made by the Council of Experts on Environmental Issues (SRU 2011, 23), article
20a of the Basic Law for the Federal Republic of Germany results in a long term responsi-
bility for future generations, strengthened by the precautionary principle of environmental
protection policies as well as by the principle of sustainability as it is now understood after
the Brundtland Commission.

Therefore, the definition of such aims bears an important orientation function for all social
and economic actors.

Particularly, from the conceptual triad consisting in a more encompassing welfare concept
at the level of society as a whole, in the state task of a long term ecological responsibility
and in the principle of sustainability, it can be inferred that the preservation of the Earth’s
life-sustaining capacity must be an essential purpose of modern industrial societies. Ger-
many’s Federal Government have already stated this in their second progress report on the
national strategy for a sustainable development, where the life-sustaining capacity of eco-
systems is considered to be the absolute outer limit, within which the pursuit of all other
various aims has to be “optimised”. (Germany’s Federal Government 2008). In the special
expert opinion of the Council of Experts on Environmental Issues (SRU) of the year 2011 the
concept of “ecological imperative” was used to indicate the principle under which all eco-
nomic and social aims, otherwise considered to be relevant, must be reconciled and bal-
anced. (SRU 2011, 27).
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3. GDP vs. sustainable development

GDP /GNP is still regarded as a key indicator for the performance of national economies; it
is still used worldwide as a compass for politics and the public opinion in the judgment of
the economic development of a given country and of the success or failure of its economic
policies. This is probably the reason why that this leading economic indicator has also been
included in the German federal sustainability strategy since 2002, not only as an independ-
ent target quantity but also as a reference quantity in other indicators of the German sus-
tainability strategy, such as energy and resources productivity, or in relation to traffic.
Precisely with reference to this positioning in the set of indicators of the sustainability
strategy, a new discussion on the informational value of GDP was sparkled after the first
critical evaluations, as early as in the 1980s. (For more details see: Diefen-
bacher/Zieschank 2010).

In the meantime it has become clearer and clearer that the main goals of a sustainable de-
velopment, if we take them seriously, are scarcely compatible with everlasting economic
growth and with a more and more material-intensive and energy-intensive economic model
in the East and in the West. The narrow connection, already mentioned above, between
greenhouse gas emissions, land consumption, extinction of species and environmental im-
pact on one side, and global economic growth on the other side, is not merely casual and
raises the question as to whether there might be an equally far-reaching political managing
of economic processes of another kind.

This perception is countered by many politicians and representatives of public life, who
are still strongly convinced that solving social and economic problems through quantitative
growth, and achieving a remarkable welfare improvement as well, has been a successful
strategy during long phases of the last few decades.

Therefore, the severe slump in economy in the wake of the financial and economic crisis
(see graph 1) has been seen as a serious threat:

3 While in the last few years statistics discussions among experts have been prone to adopt gross n

tional income (GNI) as a parameter, the change has not yet reached public opinion. GDP refers
to the market value of all goods and services produced for final use or consumption within a cer-
tain country in a given year. GNI equals gross domestic product (GDP) minus primary income
payments to the rest of the world plus income receipts received by economic entities within the
country from the rest of the world.
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Economic growth
Gross domestic product adjusted for prices, chained index*)
Change from previous year in %

Graph 1: Wirtschaftswachstum der Bundesrepublik Deutschland

Wirtschaftswachstum
Bruttoinlandsprodukt preisbereinigt, verkettet *)
140 Verdnderung gegeniiber dem Vorjahr in %

“} Die Ergebnisse von 1950 bis 1870 (Fruheres Bundesgebiet) sind wegen konzeptioneller und definitorischer Unterschiede nicht voll mit den

Ergebnissen von 1871 bis 1891 (Friiheres Bundesgebiet) und den Angaben ab 1991 (Deutschiand) vergieichbar. Die preisbersinigten Ergebnisse, |
won 1950 bis 1970 (Fruheras Bundesgebiet) sind in Preisen von 1991 berechnet. Die Ergebnisse von 1871 bis 1991 (Frineres Bundesgabiet) -
-60 sowie die Angaben ab 1981 {Deutschiand) werden in Preisen des jeweiligen Viorjahres als Kettenindex nachgewiesen. E

The results from 1950 to 1970 (related to the territory of the Federal Republic of
Germany before reunification) are not fully comparable with the results from 1971
to 1991 (related to the territory of the Federal Republic of Germany before reunifi-
cation) or with data from 1991 on (present day Germany) on account of differences
in concepts and definitions. The results adjusted for prices from 1950 to 1970 (re-
lated to the territory of the Federal Republic of Germany before reunification) are
calculated in 1991 prices. The results from 1971 to 1991 (related to the territory of
the Federal Republic of Germany before reunification), as well all data from 1991
onwards (present day Germany), are expressed in prices of the previous year as a
chain index.

Source: German Federal Statistical Office

In the coalition agreement of the last German Federal Government, under the leitmotiv
“prosperity for everybody” in the chapter Economic Growth and Recovery, you can find the
following explanation for far-reaching measures: “In the present day situation we must
overcome the slump in economic growth as quickly as possible and achieve a new, stable
and dynamic recovery.” Among the measures adopted there was also a “growth accelera-
tion law”, which came into force in early January 2010. (This quotation should merely
serve as a typical, historical example for a way of thinking which is well established in the
USA and in Europe).
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The fact that there might be economic growth without any improvement in welfare -
namely when the negative external effects of growth mentioned above neutralise welfare
improvements* - was accepted only slowly and initially only in some parts of economic
theory. But the opposite is also possible: an improvement in the quality of life unrelated
with economic growth. However, the conceptual conclusion of decoupling the concept of
social welfare from economic GDP-growth still seems to be far from being envisaged, and
not only in Germany.

Earlier critical discussions about further developments in statistical economic reporting,
had already expressed concerns primarily related to the merely quantitative addition of
private, corporate and state activities.

As an illustration of the meaning of this aspect: all growth stimulus measures recently
adopted throughout the world should lead to an increase in GDP, since their declared goal
is higher turnover. The “neutrality” of GDP as regards the quality of the goods and services
produced is based on the assumption of an the same evaluation for all kinds of economic
activities, which can turn out to be a wrong estimate from the point of view of welfare as-
pects.

Another aspect must be added to this respect: at least in the USA and in Great Britain the
keeping of a positive GDP/GNI was connected both with private and public indebtedness at
an unprecedented level and with the creation of virtual financial products, leading neither
to sustainable development nor to an improvement in social welfare. Quite on the con-
trary, there arose an apparent prosperity, which was not based on productive capital, but
on debt: in the USA alone, private debt amounts to 42 thousand million dollars and state
debt to another 23 thousand million dollars, according to conservative estimates.

Along with the political decision to take further measures at federal level, aimed at stabi-
lising global economy, the topic of the shaping of a sustainable or of a non-sustainable
economic model turned up in the political agenda. In view of the equally gigantic conjunc-
ture programmes mentioned above, amounting to over 2.8 thousand million dollars, the
political dependence on positive economic growth rates is going to increase all over the
world.

*  The authors understand social welfare as the sum of the material basis - prosperity - and of in-

tangible components of wellbeing. In this perspective, the approach of sustainable development
can be interpreted as a combination of intragenerational and intergenerational welfare, since
the concept of sustainability also focuses on the consequences of today’s management of econ-
omy for different population groups and for future generations, which is not the case in the tra-
ditional welfare concept.
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Therefore, the traditional orientation on GDP/GNI encourages an idea of welfare, which fi-
nally remains illusionary while, at the same time, both the problem of indebtedness and
the negative social and ecological consequences of quantitative growth are forgotten.

Indeed, so called defensive costs and negative external effects are likely to neutralise the
growth rates achieved at the level of mere calculation. All measures taken after traffic ac-
cidents, the costs of crime and diseases caused by alcohol or drug abuse are included in
GDP, just like the elimination of industrial waste or the renewal of building facades af-
fected by the emission of air polluting substances. On one hand, these factors lead to an
increase in GDP/GNI, but clearly not yet to an improvement in social welfare.

During the last few years a lively international debate has developed as to how social pro-
gress and welfare “beyond GDP” can be measured in a better way with respect to contents
and methodology. Among the participants in this debate there are not only representatives
of science (whose best known result is the Stiglitz/Sen/Fitoussi-Report of 2009) but also in-
stitutions like the EU, the OECD or the World Bank.’

Already in 2008 the European Economic and Social Committee stated:

,GDP is an important indicator of economic growth but, as a policy guiding instru-
ment, it is inadequate to meet the challenges of the 21st century.*

A whole series of reporting systems and indices capable, as an ensemble, of filling in many
gaps in welfare measuring were published in Germany, too, although they were not always
explicitly conceived to that purpose; among them there are social and ecological reporting
systems, the Ecological Economic Accountancy of the German Federal Statistical Office as
well as several indicators for the assessment of the quality of life. Nonetheless, in order to
be able to counter GDP/GNI with an alternative at the same level, it will be necessary not
only to conceive integrative reporting systems and indicator systems, but also to sum up
the various aspects of a welfare accounting in one single index.

The two following chapters are devoted to the construction of an integrative information
basis for GDP/GNI as well as to the empirical results of the first calculations for a “Na-
tional Welfare Index”

> For a quick review see the home page of the EU Commission about the topic “beyond GDP”

http://www.beyond-gdp.eu/. The OECD is running an international initiative for the measuring
of social progress:

http://www.oecd.org/document/32/0,3746,en_21571361_46558043_ 47823328 1_1_1_1,00.html
; in 2011 the World Bank presented a new report about “The Changing Wealth of Nations”.
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4. The construction principle of the National Welfare Index

In order to be able to discuss the traditional deficits in the calculation of social product
this article suggests the use of an index based on several components. It must be stated in
advance that, in this context, there is a requirement for certain working procedures which
cannot be carried out in the framework of national accountancy because of methodological
reasons, as well as on account of the definition of the institutional tasks of the German
Federal Statistical Office: firstly, the German Federal Statistical Office is actually focussed
on parameters for which market prices are available and, secondly, it cannot include any
ecological damage or any developments considered to be socially negative.

Neither are evaluations or normative decisions concerning a sustainability strategy, such
as, for example, including equality among generations, tasks of statistics.

Therefore, the further explanations regarding the National Welfare Index (NWI) will not
start from the conviction that the NWI might lead to an expansion or to a kind of moderni-
sation of national accountancy.

The related work is rather to be seen in the context of the research projects of the Ger-
man Federal Environmental Office and of the Federal Ministry for the Environment, Envi-
ronmental Protection and Reactor Security.

The new National Welfare Index (NWI) is a monetary quantity, i.e. all included variables
are provided in monetary form as yearly flux quantities, or could theoretically be provided
in such form. On the whole, the NWI includes 19 variables in its basic variant.®

- The NWI starts from the basic quantity “private consumption”. This starting point is
based on the assumption that private consumption, i.e. the consumption of goods
and services on the part of households, generates positive utility contributing to
welfare.

- On account of the reflections based on the theory of welfare, according to which
the same supplementary income in a poor household generates a greater supple-
mentary welfare than in a rich household, private consumption is weighted with in-
come distribution. The more unequal income distribution is in a given society, the
lower is the NWI, if all other conditions are equivalent.

- Value creation through housework and voluntary work, unpaid in the market, is also
included. The decision not to consider these forms of value creation in GDP/GNI

®  The list of all variables is to be found in the appendix of this text
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was already the object of controversial discussions at the time of the conceptual
definition of national accounts.

- Six indicators reproduce supplementary social factors: on one hand, the welfare
creating public expenditure on health care and education is added while, on the
other hand, the cost of crime and the cost of traffic accidents are subtracted.

- Ecological factors are represented by variables 11 to 19: expenses for the compen-
sation of environmental damage, damage costs on account of different environ-
mental impacts and substitution costs for the use of non-renewable resources.

- Lastly, the NWI, in its enlarged version, includes two economic indicators, the net
change in the value of fixed assets and the net change in capital accounts. Both
variables are subjected to strong fluctuations and have a remarkable influence. In
the basic version of the NWI they are not considered, in order to allow a synthetic
representation of the essential ecological and social corrections as well as of the
value creation unpaid in the market.

- A supplementary variant of NWI, which cannot yet be corroborated with empirical
data, also includes the net new indebtedness of public households (with a negative
value) and public expenses aiming at ecological transformation (with a positive
value).

The reliability of data bases still differs considerably from a variable to the other. While
some values are based on easily accessible primary data taken from official statistics, oth-
ers are based on mere estimates which must be verified through deepening analyses in the
context of a further development of the NWI. On the other hand, the problem of monetari-
sation cannot yet be always solved in a completely satisfactory way with the data and
methods available.

The National Welfare Index is not intended to replace GDP/GNI but rather to integrate it
as an informational counterpart.
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5. The results of the National Welfare Index

The following paragraphs are devoted to the discussion of two selected components of the
NWI: the development of voluntary work and the development of the costs of CO, emis-
sions.

Voluntary work is also part of the economic value creation of a country. The reason why it
is not considered in GDP (just as in the case of housework production), lies in a normative
decision of the committees which carried out the standardisation of national accountancies
focussing on paid work. The non-inclusion of voluntary work leads to a systematic depre-
ciation of this kind of work in the calculations of value creation in the whole economic sys-
tem and, therefore, it needs correction also from the point of view of a social develop-
ment of the country oriented on the common good (see graph n° 2 below). In the period
considered only two years (1992 and 2001) are available with precise statistics on time
use. Other values in the time series must be estimated through suitable extrapolation or
interpolation methods.

Graph 2: development of voluntary work

Value of voluntary work (in thousand million €)
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Source: Diefenbacher/Held/Rodenhauser/Zieschank 2011

The value of voluntary work is included in the NWI calculations in accordance with a very
prudent approach assessing it at the hourly rate of unqualified work. An increase in volun-
tary work is usually evaluated positively as a sign of social cohesion. When social services
are replaced by voluntary work, such a development might be an indication of the reduc-
tion of benefits as well.
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In the following paragraphs the cost estimation for greenhouse gas emissions will be dis-
cussed as an example of ecological component. Greenhouse gas emissions, expressed in
CO,-equivalents, are available in long time series in the data bases of the German Federal
Statistical Office and of the German Federal Environmental Office. The average external
damage cost per tonne of CO,, which ought to take account of the negative impact on cli-
mate and public health as well as of material damage and crop failure, can be found in the
methodological convention of the German Federal Environmental Office (2007); in that
convention it was decided to adopt an average price of 70 €/t, while the estimates of the
studies used in the methodological convention varied between 14 €/t and 280 €/t. Social
costs resulting from the environmental impact caused by greenhouse gas are not consid-
ered to be sustainable in the sense of a positive contribution to ecological, economic and
health-related development. Therefore, damage arising from the consequences of climate
change has a negative impact on the index. As for volume and development see graph n® 3
below:

Graph 3: development of damage from greenhouse gas emissions
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Source: Diefenbacher/Held/Rodenhauser/Zieschank 2011

The comparison, carried out for the period from 1990 to 2009 between the GNI and the
National Welfare Index in its basic version, which aggregates social, ecological and eco-
nomic specific indicators, results in the following picture as shown in graph n° 4.
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Graph 4: comparison between Gross National Income and the National Welfare Index in
Germany (graphs normed 2000 = 100).
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The main result of the comparison is represented by the progression of the curves, which
shows whether GNI indicates the direction of welfare change correctly or not. The differ-
ence in the development of the two indexes shows that this is probably not the case: while
GNI grows quite constantly through the whole period, the modified NWI reaches its maxi-
mum in the year 2000 and shows a falling trend in the last few years.

The factors accounting for the decrease in the NWI are, particularly, the growing inequal-
ity in income distribution and the negative external effects in the environmental domain,
the quantitatively largest item of which is represented by replacement costs for the con-
sumption of non-renewable resources. Positive factors going into the calculation such as,
particularly, the value of housework and voluntary work, which are also growing, cannot
compensate this trend.
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The difference in the levels of GNI and NWI in absolute terms is to be ascribed to the
structural difference in their construction, since the respective calculations are carried out
using different bases. However, it can also be interpreted in the sense that not all results
of activities leading to economic value creation contribute to the enhancement of welfare
as well.

The exact corresponding numeric value both for NWI and (in the context of the observation
of welfare) GNI is often overestimated, since welfare measurements are ordinally scaled.
This implies that a twofold numeric value does not necessarily mean that welfare in a
given society has exactly doubled. Welfare measurements are only directionally stable;
therefore, a higher value always shows a welfare improvement and a lower value a welfare
reduction.

For this reason both curves in graph n° 4 are normalized to the year 2000 with an index
value of 100.
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6. Conclusions for the political debate

One of the central theses in favour of a sustainable economy could be the statement that
economic growth per se is no longer in the spotlight: historically, the latter has always
been controversial from the point of view of ecology but, additionally, in the last few
years, new imbalances have been created from the points of view of social distribution, of
excessive financial indebtedness and of the related theme of generational justice.

A better objective for a country might be an increase in social welfare, which includes the
natural and social capital available as well.

These reflections can be deepened in three different fields:

6.1 Increases in social welfare without economic growth

The NWI opens the chance of recognizing and strengthening other sources of prosperity and
welfare, such as a more equitable income distribution,’ the evaluation of social networks
and citizens’ commitment, as well as measures in fighting dependencies: costs merely
caused by the abuse of alcohol, tobacco and drugs can be estimated in the order of 56
thousand million euro yearly. Reducing environmental impacts and the consumption of
non-renewable resources is an option as well. Up to date the fact that avoided environ-
mental damage definitely contributes to an indirect growth of social welfare has been un-
derestimated.®

Remarkably, the other sources of welfare mentioned above create an important “buffer”
in times of economic downturn. As a matter of fact, in the last reporting periods the NWI
has not reflected the drastic slump of GDP/GNI in the same proportion, which is already
visible in the updating of NWI for the year 2009 (see Diefenbacher/ Held/ Rodenhauser/
Zieschank 2011).

As a consequence, the dependence of a society on high economic growth rates as a central
orientation quantity is implicitly decreasing.

7 Research on Happiness | gives some hints to the fact that a more just society is also a happier so-

ciety (see Wilkinson & Pickett 2010).

8 An indication to this respect can be seen in commentaries made by visitors from large towns lo-

cated in developing and emerging countries who appreciate the relatively cleaner rivers and the
lower level of smog they experience in Germany.
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Consistently with these reflections and, as the Enquete Commission of the German Federal
Parliament on “Growth, Prosperity and Quality of Life” now also recognises, it should be
considered that, because of the quantitative development level achieved in the meantime
in many old national economies, the annual growth rates tend to fall even in “normal”
economic conditions. This happens on the foreground of statistical basic effects, demo-
graphic change and increasingly saturated markets in certain areas, such as domestic sales
of food, textiles, cars etc.’

Therefore, welfare, when expressed with the components introduced in the NWI research
project, can keep growing even if traditional economic growth diminishes or stagnates.

Lastly, even a slight, continuous increase is not problematic in principle, differently from
GDP/GNI growth, which is usually not sustainable, at least environmentally, as it was ar-
gued above.

6.2 Remarks on economic transformation

The stronger orientation towards overall social welfare allows a stronger reference to
qualitative growth, if we want to sparkle discussion on the “core” of traditional economic
arguments: while GDP/GNI is fully neutral, not to say unconcerned, with respect to sus-
tainable or non-sustainable economic activities, in the context of a differentiated welfare
calculation an evaluation is made, which may be advantageous, in the middle or long term,
for countries having elaborated and applied a sustainable strategy in a target-oriented
way.

According to this argument, a new orientation away from energy intensive and material in-
tensive production and towards qualitative development would be particularly beneficial.
At the beginning there could be the elimination of environmentally detrimental subsidies:
in Germany alone, 48 thousand million euro are granted every year, either in subsidies to
activities which are directly connected with an intensification of land use, of energy and
material consumption, or in agricultural subsidies, in free distribution of CO, emission cer-
tificates, in EU fishing subsidies, scrapping bonus etc., or, as exceptional measures, in tax
benefits for the exemption of kerosene from energy tax, electricity and energy tax cuts for
the manufacturing industry or the forfeit taxation of corporate fleets (for more details see
German Federal Environmental Office 2010a).

°  The German model, with its very high level of export, recently praised by international organisa-

tions like OECD, is not transferrable, as a concept, to most remaining European states.
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The conclusions drawn from an alternative index complementary to GDP/GNI move in the
direction of a detachment of economic growth from energy and resources consumption,
not only in relative terms, but also in absolute quantities.

To this respect, energy savings and, especially, savings in the use of materials in produc-
tion and in consumption play a decisive role (German Federal Environmental Office 2010b,
Ekins/Meyer/Schmidt-Bleek 2010). In the German manufacturing industry the percentage
of material costs amounts to about 48% of production costs (data referred to the year
2008), which is more than twice as much as labour costs amounting to 18%. An increase in
this percentage, just like an increase in the productivity of labour over a period of many
years, would offer ecological and economic advantages at the same time, through savings
potential and an improvement in resource efficiency, without any losses on the part of
companies or consumers.

At the same time, the question of ecological renewal of economy and society has been
raised. Catchwords in this context are “green innovations” (Janicke 2008), or the interna-
tionally acclaimed concept of a “Green New Deal” (Barbier 2009) and relative investments,
which not only lead to a strengthening of the so called “eco-industries” but can also affect
large spheres of the whole economy. A considerable contribution to this “mainstreaming”
is due to the German machine building industry (see Deutsche Bank 2008).

Nevertheless, the NWI concept does not ignore the automatisms of the existing growth im-
peratives, characterized by interest payments on investments, the enhancement of indus-
trial productivity, international competition and globalization, as well as some safeguard
of social systems, although these growth imperatives cannot prevent recessions. However,
other differentiations have been undertaken: between the growth of financial parameters
and the growth of physical parameters related to material or energy flux as well as to the
impact on the environment and nature. The growth of the private income and the state
revenue of a country is not a problem as such, and the financial growth of deposits as such
does not cause any damage to ecosystems. But socially or politically relevant aspects of
such enhancements, for instance, can be analyzed through the NWI variables related to in-
come distribution as well as through the degree of private or public indebtedness.

All new approaches envisaging “green growth”, sometimes with elaborated model based
calculations, try to minimise the physical input and output of economic systems preserv-
ing, contemporarily, the same profit and income basis (see OECD 2011b, Jaeger et al.
2011, Meyer 2011). According to the estimates available, value creation achieved with en-
vironmentally relevant products, clean technologies, services and procedures now amounts
to about 8% of the traditionally calculated gross domestic product in Germany.
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To what extent a stronger qualitative growth in the sense described above will bring about
really sufficient ecological relief, new jobs, better competitiveness and a relief in state
expenditure cannot be established through a welfare calculation like NWI, but it can, at
least, be brought into discussion in a more suitable way.

6.3 Remarks on cultural change

The fact that the aspect of social welfare is likely to be more strongly discussed in future
is a result of the perception that economic growth and mass production played an impor-
tant role in Germany during the years of reconstruction, and with due cause. However,
nowadays the question arises as to whether the importance of material goods as a basis for
personal wellbeing, success and life quality should not be assessed differently.

While income has been growing for decades in the USA, in Switzerland and in Germany
since World War Il, personal life satisfaction has been keeping a fairly constant level since
the mid-1970s; material wealth does not seem to be an automatic guarantee for life satis-
faction, as the research carried out on satisfaction and happiness showed (Layard 2005 and
Ruckriegel 2012). While Miegel (2010) finally insists on a cultural change in view of the
negative consequences of the postulated everlasting growth, Fromm described already in
1979, nearly prophetically, both the deficits and the system-immanent or external limita-
tions of industrial systems:

“The scope of this great promise, and the marvellous material and intellectual
achievements of the industrial era, must be visualised in order to understand the
trauma that the beginning perception that it might not be fulfilled is producing to-
day.”

Moreover, Fromm stated that more and more people would become aware that “happiness
or even maximum possible pleasure do not result from the unrestricted satisfaction of all
desires and do not lead to well-being;” (Fromm 1979,14).

In 1976, in the former Kingdom of Bhutan it was suggested to replace the leading economic
concept of “Gross Domestic Product” with another concept, i.e. with “Gross National Hap-
piness”, and to take the latter as the prevalent development philosophy for the country
and as the long-term goal of social development processes.

Furthermore, there is an emancipation effect going hand in hand with these various reflec-
tions: the transition from the concept of growth to the concept of welfare corresponds to
the role change from a mere “consumer” to a “citizen”, who is interested and partaking in
the shaping of public life.
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An economic actor, completely unsuspicious of both happiness research and growth criti-
cism, having taken advantage of an increase in turnover and of its own role as a fuel sup-
plier in many economic processes up to date, the Royal Dutch Shell corporation has now,
remarkably, dealt with the question of a voluntary reduction of demand; a study called
“Signals and Signposts” (Shell 2011) contains, for the first time, a warning that the further
pursuit of the growth in energy consumption registered up to now would lead to serious
negative consequences, undermining the very foundation of economic development. This is
noteworthy, since, in many countries, sufficiency strategies have not yet been included ei-
ther in environmental policies or in discussions of economic policies. A turnover reducing
effect of economic demand, apart from single initiatives'® and from the free decisions of
consumers, should, indeed, already be ascribed to cultural change, at least in Western in-
dustrial nations.

6.4 The National Welfare Index as an information tool

The new reporting system of NWI includes a whole series of political potentials. In this
way, the informational background for political decision making might be improved, on one
hand through the comparison with the progression of the GDP/GNI indicator and on the
other hand through the recognition of the social trends about which the components of the
index provide information.

On the whole, several political functions can be connected with the aggregated compo-
nents of the NWI:

* An improved monitoring of the development of social welfare

e Information for political decision makers (‘engineering function’)

e Monetary evaluation of the measures taken in the context of a sustainable devel-
opment

e Beginning of new goal definition processes

» Information for political learning processes (‘enlightenment function’).

Moreover, the creation of reliable and differentiated information about a complementary
understanding of economic development represents an important starting point for the
participation of citizens in the discussion on the purpose of social development: What is
the meaning of social progress and how can it be achieved?

' For example in the case of “Sundays without cars” during the oil crisis, which was not, in fact,
the result of free discernment, but it was introduced because of the dependence on fossil fuel.
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Appendix 1

Core set of variables for the national welfare index

Variables (Basic variant)

Plus and minus sign for
NWI calculation

Index of income distribution

Weighted consumption expenses

Value of housework

Value of voluntary work

Public expenditure on health care and
education

Consumer durable goods Costs / Benefits

+/ -

Travelling between home and workplace

Costs of traffic accidents

Costs of crime

10

Costs of alcohol, tobacco and drug abuse

11

Compensatory social expenses due to en-
vironmental impact

12

Damage from water pollution

13

Damage from soil pollution

14

Damage from air pollution

15

Damage from noise

16

Loss or profit from changes in wetland
areas

+/-

17

Damage from the loss of agricultural ar-
eas

18

Replacement costs due to the exploita-
tion of non-renewable resources

19

Damage from CO, emissions




ffu-report 02_2012

Variables included in the enlarged form of NWI

20 | Net change in fixed capital (without +/-
premises)
21 | Change in capital account + /-

New variables for a future variant of NWI

22 | Net new indebtedness -

23| pyblic expenditure on ecological trans-

formation

Further variables under discussion:

Costs of anthropogenically caused or
favoured natural disasters

Costs of the loss of species --
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