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Abstract

This essay will congder the rdlevance of the social sciences - especidly economics - to
the foundations of sustainable development. Looming environmenta crises have served
as a prime motivating force for reevauating fundamenta principles. In particular, the
concept of sustainahility, carrying with it clear requirements for vaues, gods and ethics,
has begun to reshape economics. The broadest conception of sustainability isfound if we
understand sustainable development to mean Socidly And Environmentaly Just And
Sugtainable development - "SAEJAS deve opment”.

Throughout the paper we will see examples of rules, or norms, that serve to organize
human behavior without requiring that everything be rethought al the time. Among these
may be found some ethica rules that lay the foundation for responding to the current
gtuation in which humanity findsitsdf. What notice should the socid sciences take of
such rules? How would the socid sciences - epecidly economics - haveto changein
order to be able to pay appropriate attention to ethica norms?

"Participatory science,” involving citizens as well as specidids, is proposed as an outline
for the kind of science that is needed under contemporary circumstances. The approach
described under this rubric will be contrasted with the methods and assumptions of
maingtream economics. The essay will give some attention to how economic ideas - for
better or for worse - affect and shape culture and society. The theory of sustainable
development is proposed as offering strong, practica e ements of a needed dternative
economic paradigm. The conclusion will remind us thet theory aone hasllittle effect, and
will point to an area where theory and practice can work together to civilize modern
€CoNnomies.
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I ntroduction

Most people, if they think about the purpose of the socid sciences, assumethat it isto
serve the well-being of humankind. That is a reasonable assumption; at lea, it is shared
by the author of this article. However, within my own discipline, economics, under
certain circumstances, a different assumption is stated and believed: that economicsis
vaue-neutral. Such abdief, whereit is actudly followed, strips economics of the
possbility of having a purpose, or agod; how can you have agod if you have no
vaues? That, some economists have claimed, is just the point; economicsis no more than
atool, to be used for any god pursued by any user of that tool.

Such alogic impliesthat the practice of economicsis entirdy individudidtic, like the
practice of painting. A person who has learned how to use a brush and pigments can paint
pictures purely for her own pleasure, or for sde, or in the hope of becoming famous, or
infamous, or to creete gifts for friends, or as an expression of fedings or bdiefs. While
close friends and family may not aways be able to avoid looking at the painter's

products, the circle of those who are forced to take this medicine does not extend very
far. If | paint bad pictures, it probably will not affect your life.

By contradt, the practice of economicsis often, in its effects, asocid activity. The
collection of ideas, assumptions and explanations that make up this discipline probably
does affect your life, in avariety of ways. Government policy-makers as well as CEOs
and managers of large and smdl firms consult economists, or recal what they had
learned in economics classes, when they make decisons on local, nationd and
internationa levels. Roads are built here instead of there, or instead of railroad tracks.
Loans are made to these people, or these nations, rather than to those. Laws are made to
regulate indugtries, or not. Internationa trade negotiations affect what is produced,
where, cregting some jobs and diminating others. Minimum wage legidation, education
policy, tax palicy, interest rates, and myriad other pieces of the socia framework are
shaped by economic analyss.

If the practice of economicsis going to affect our lives, it seems reasonable for you and
me to care that this discipline be oriented towards our well-being - or, at least, towards
the wdl-being of humanity, of which we are apart.

That statement can be argued. The neoclassical economists” who have urged that
economics should be vaue-neutra can point to higtorica reasons why vauesin the socid
sciences can be dangerous. Neverthdess, this article will point to changesin the world
that appear to tilt the balance in favor of the socid sciencesin generd, economicsin
particular, accepting some ethical respongbility; and it will suggest some ways to define
that respongibility.

We will start from the proposition that godls, values and ethics are critica parts of the
civil context; and the civil context is, in turn, essentid for the healthy functioning of an
economic system.
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1 The Civil Context
1.1. Goals, Values and Ethics as Social Capital

Gods, vaues and ethics are just beginning to receive renewed atention in the
maingtream of economics. Thisislargely due, viaasomewhat circuitous route, to the
recent emphasis on sustanability.

It has long been recognized that production, of virtualy any kind, isaprocessin which
capitd stocks (an example might be a factory with machinery and stocks of lumber) are
deployed to produce a flow of output (such as wooden furniture). Traditiona economics
has focused on output flows. Thinking about sustainability has directed attention to the
importance of maintaining the socks on which these flows depend.

Labor economigts, as well asless maingream groups such as feminist economists and
ecologica economigts, have pointed out that "built capita™ (such as machines, or milled
lumber) is only one of the kinds of stocks that are required for production. We aso need
natura capital (the trees that yielded the lumber, the land and ecosystem that produced
the trees) and human capita (the skill and knowledge of the workers who will operate the
machines).

All of these things together are till not enough to achieve efficient production. Wherever
cooperation is required among two or more people there so has to be akind of socid
cohesion, built upon some leve of trust. Examples of the trust that greases the whedls of
ordinary economic life include the ability to believe, for example: "the workers share my
god of producing output that meets an acceptable quality standard;” or "I will recaive far
wages for my work;" or "I am not the only one who cares whether my working conditions
are safe” Such trugt is compounded of many things, including culturd norms which

make it shameful to do too bad ajob; or to chest, outside of the circumstances where the
particular culture winks at cheating; or to let down aworking buddy; etc.

These norms may be codified in ethics - accepted rules of behavior that can avert
"tragedy of the commons' outcomes by raisng individua behavior above the narrowest
concept of individua rationdity, toward what is good for theindividua becauseit is
good for society. Still more controversid, and newer, than notions of natura and human
capitd, theterm "socid capitd” isintended to describe the existence and importance of
the culturd norms, ethics, trust, and other socid habits or tendencies which impeact the
efficiency with which cooperative endeavors (such as production) can be carried out.
(See Fukuyama, 1999)

1.2. Ethicsin Civil Society

A dosdy dlied intelectud movement israising interest in theideaof "civil society” -
and even a"civil economy." (See Bruyn, 2000) Neoclassca economists have modeled
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markets as pure collections of economic laws, operating in asocia and physica vacuum.
This view has been largdly discredited by the tragic examples of Russa and some other
trangtiona economies; places where, in the albsence of appropriate socia capital, markets
have developed that are, by dmost any measure, inefficient and inequitable. It is
becoming evident that there is not only one kind of market economy; there are many
kinds, with clear bases for preferring some over others. (We will return to the questions:
who does the preferring? and on what basis?)

Civil society is sometimes defined as dl parts of society outside of government and
business.® It may be regarded as the locus of socia value; in one version of this view, the
purpose of the other two sectors - government and business - isamply to serve civil
society. Civil society may be emphasized as the place to look for the generation and
nurturance of socid capitd. Alternatively one may focus on an opposite causal chain:
socid capitd isadso required to maintain a hedthy civil society - onethat can convey
congtructive godsto its government and urge gppropriate norms of behavior on its
businesses. A topic of particular rdlevance to this paper is civil society'srolein creating
the context for a civilized economy.

1.3. An Example: The UN Conferences

Lest thisal sound too abstract, | will give an example of aset of civil society activities
which have had the function of affecting a number of rdevant normsin important ways. |
refer to the series of UN sponsored globa forathat took place during the 1990s. notably,
the UN Conference on Environment and Development (“'the Earth Summit™) in Rio de
Janeiro; the World Conference on Women in Beijing; the International Conference on
Population and Development in Cairo; the Conference on Human Settlementsin Istanbu;
and The World Summit for Socid Development in Copenhagen. When | participated in

one of these, | arrived with the question: "What is actually going on at these conferences?
What are they really set up to accomplish?" | came away with a clear answer.

What | observed was speaker after speaker getting up to read a statement of values -
saying, in effect: "Thisiswheat redly matters™ What | heard underneath the Satements
was "Thisisthe best draft | have come up with, so far, for the values that need to be
emphasized in light of current world redliities. Do | have it right? Do others agree?' To be
sure, the vaue statements were backed up by recitations of facts; e.g.: "We should be
concerned about the environment because human activities are having thefollowing

kinds of impacts..." "It makes sense to give specid attention to women in devel opment
because women play the following pivotd roles..." But the substantive thing that was
happening was that people from dl over the world, from myriad different agpects of civil
society, were working towards a convergence - even, at best, a consensus - on the basic
vauestha are required as the foundation for setting goals and for reshaping norms and
ethics for the coming century.*

This may sound abstract and "soft." The results are widespread and increasingly concrete.
People involved with development are thinking about it differently and acting differently,
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because dl over the world additional emphasisis being given to the role of women and of
the environment. The atempt to give anew emphasisto socid equity has yet to have an
equaly evident impact; but it is possible thet this has alonger gestation period, and will
yet percolate through to globa norms. (This possibility will be revisited below.)

At the same time, the strongest forces shaping the world today are not the people whose
prime concern iswith development as such; they are corporations. The red impact of the
globd fora mentioned above depends upon the extent to which the vaues promulgated
there can reach beyond civil society, to business. We will discuss, at the end of this paper,
some possihilities for achieving this. Firdt let uslook at the kinds of ethicsthat arein
question.

1.4. EthicsasBehavior Rulesfor Situations of Inter dependence

Ethics are rules which, when followed, cause individuals to behave as though recognizing
interdependence. Humanity is aware as never before of globa interdependence,
connecting individuds with other, unknown individuas, connecting groups (such as
nations) with other groups; and re-connecting humans with the non- human world.

Our planet, "Spaceship Earth", is, in most respects, a self- contained system. Technology
and population growth have enabled us to brush up againgt many of the limits of that
system. Thisredlity importantly weakens some of the claims to sovereignty of the nation
gtates, which must bow to the fact that, metgphoricaly, we are al poisoning our
neighbors wells, and we are dl drinking our neighbors water. The consequences of our
actions go abroad and then return home in anew guise, whether we are damming ariver,
exterminating a species, dumping things into the ocean, or creating nuclear wadte.

Thisnew, globa redlity poses the need for anew ethic. At the sametime, it provides the
foundation for such an ethic.

Most mgor rdigions contain an ethica imperative desgned to ded with
interdependence. Chrigtianity's verson isthe familiar Golden Rule: " Do unto others as
you wish that they would do unto you" .

Thisethicis recaelving anew kind of support by association with the Evolutionary Rule:
"Survival isthefirst imperative'. As products of evolution, we are born with a strong
commitment to survivd: asindividuds, for our families, and as a gpecies. Upon this
commitment it is possible to go along way in building a vaue- orientation that will be
congructive and bonding, rather than divisve.

Assaurvivd - for individuds, groups, nations, and the whole human race - isincreasngly
understood to be intimately connected with the hedth of loca and globa ecosystems, the
Evolutionary Rule trandatesinto an Environmental Rule: " Do what is necessary to
preserve the health of the ecosystem, for your own survival dependsupon it”. Itisa
nice coincidence that everyone else's surviva depends upon the same thing.
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One trandation of thisruleisthe requirement for dl to live within our budget condraint;
our communa planetary budget congraint, as well as that faced by each individua. This
means, for example, taking care that, as we use our income (the flow of production of
food, machines, people, etc.) we do not deplete the capitd stocks upon which the income
flow depends. As noted before, the capital stocks we must protect include stocks of
natural, human and socid aswell as built capitd.

Aswe think about the future and about sustainability, we find more points of overlap
between economics and ecology, between evolutionary and mora imperatives, but it will
not be a smple matter to make this agreement operationa. Widespread adoption of, and
attention to, the Evolutionary Ruleisagood first step.

2. A New Kind of Sciencefor the Current Mess

A second step may be the recognition that, in many areas, we are facing akind of
problem that seems to demand a specid term. (As with the term "sustainable
development,” anew name can be an important start for anew way of thinking, and then
of acting.) Much of what we now face is not asingle problem, but an interlocked set of
them, such that it ssemsimpossible to solve any part sngly; the set has to be approached
asawhole. | will recdl aterm used by socia scientists in the 1960s when this not very
elegant Stuation was described by anot very eegant term: a"mess’.

2.1. Characteristics of the Environmental M ess

The mess of environmenta crises that we face has some additional characteristics.

- It has transgenerationd aspects. The economist John Maynard Keynes, confronted
with the short term crisis of the Great Depression, dismissed the longer view with the
gatement, “in the long run, we're al dead". True enough, Keynes and his cohort are gone,
but we, today, are living in the long run of which Keynes spoke; and our long run will, in
turn, be someone e se's here and now.

-- Similarly, our mess has many globa aspects.

-- The transgenerationd and globa features create important equity dimensions, for
the problems created in one place may be fdt in another, with the costs and benefits of
actions unequally distributed among rich and poor groups and nations.

-- The environmenta degradation being brought about by current actions
increasingly appears to threaten irreversible effects, occurring in anon-linear,
unpredictable fashion.

-- Our messis characterized by uncertainty and a high degree of complexity.

-- Its elements are interconnected and mutually reinforcing.

-- And findly, thisis amesswith very high stakes: the consequences of decisons
taken in the near future seem likdy to have sgnificant bearing on the surviva of human
cvilization, even of the human species.
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2.2. Responses to the Environmental Mess: Starting with Values

One response to the mess has been the enunciation of The Precautionary Principle,
which emphasizes the need to recognize scientific uncertainty by taking extra
precautions. This principle dso lays a greater burden of proof on those who recommend
behaviors that are consdered a possible source of danger to the future of humanity than
on those who counsdl devoting resources to averting possible caamity; and it proposes
the use of democratic processes to carry out and enforce the principle®

To many thinkers, the vaue of survivd, when paired with an informed understanding of
the nature of "the mess’, trandates into an emphasis on foresight and prudence, and on
building into dl planning a wide tolerance for errors and the unexpected. Humility
emerges as an important vaue, to enable us to anticipate the possbility of error before
our errors are fatal . Serious attention to the current mess should lead us to examining and
perhaps recasting the ways in which we define success, not only for ourselves as
individuas, but aso how we define such terms as "progress', "development”, or
"wefare', which refer to the success of human societies. The way we define these words,
will affect our behavior and, ultimately, the success of our speciesasawhole.,

Other vaues emphasized by recognition of the current mess include those of
commitment, respong bility, stewardship, and a respect (sometimes aso caled reverence)
for that which is not onesdlf: other ways of thinking, other peoples, other generations, and
other species. Along with agloba view of Spaceship Earth there also appearsto bea
surviva vaueto local connectedness. Local connectedness can be trandated into a sense
of community, an attachment to and understanding of specific places, and, often, an
aesthetic and emotiond gppreciation of the naturd world. It then implies empathy with
and obligation to others.

2.3. Participatory Science

Over recent decades it has become clear to thinkers from awide variety of fields that
some of the rules that have been evolved for reductionist, experimenta science are
ingppropriate to dedl with a"mess' as described above. Traditional science assumes
adequate feedback |oops, in which causes have effects that can be observed intimeto
comprehend and respond to them. In Stuations characterized by high degrees of non+
linearity and complexity, disastrous irreversible effects may take place before the normal
scientific gpparatus has been able to measure, assess, peer-review and cometo a
consensus on the relationship between causes and effects. As an example, norma science
has had severd decades in which to examine the feedback effectsin the complex
chemistry that appears to be cresting globa warming. Scientific debate continues,
regarding which causes are producing, and will produce, which effects. Meanwhile, the
cregtion of atmospheric CO, by human-organized systems continues at arapid rate. By
the time the feedback loops are completed, so that we have certain understanding of the
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effects of the emissions of the 1990s, we will be well into the twenty-first century, with
no way of changing the history that has remodeled the sky.

Researchersin socia improvement-oriented sciences, such as nutrition and devel opment,
have proposed methods and approaches under awide variety of names, such as "action
research” or "participatory rura appraisa.” A fundamenta aspect of such approachesis
the recognition that science cannot only be the responsibility of scientists. The stakes
aretoo high; we are dl implicated. A leading philosopher of science, historian Bruce
Mazlish, makes the point thet, while the development of the human sciences must be
embodied in a scientific community,
[t]he Situation for the human sciences differs from that for the natural sciences,
where the community at issue can be, and generdly is, asmal number of
professonas. The community that is willing to accept the knowledge acquired in
the pursuit of the human sciences and that is prepared to act on the basis of such
acquisition idedlly has to be humanity at large... (Mazlish, 1998, p. 3)°

Participatory science is required when a society faces decisions on such questions as.

What efforts should be made to redesign cities to use less energy and provide a better
quality of life? What resources should be devoted to combat global warming or other
major environmental threats? and, How should society spread the burdens of these
efforts, or the costs if they fail? Many different sciences - both physical and socid - may
be needed to assist in policy issues such asthese, but the role of the scientist needsto
embrace anew humility, honoring the potential contributions of al stakeholders. A basic
reason why a broader community needs to be involved in solving amodern messisthat it
inevitably raises politica/cultura/ethica questions; and these mix, inextricably, issues of

fact and of value.

2.4. Mixing"is" and " ought to be"

Neoclassical economicstexts are full of dicta about the necessity of kegping positive
(factud) statements drictly separate from normative (vaue-based) statements; e.g., the
oft-repeated pronouncement: ™Y ou cannot derive'is from ‘ought,’ or ‘ought’ from 'is.”
Participatory science takes account of the redity that many - perhaps even most -
datementsin the socid sciences are amixture of "is' and "ought” - of poditive and
normative. And it turns out that you can derive amixed "islought” concluson from
mixed "islought” premises.

From the point of view of academia, thisis, indeed, amess! Not only are postive and
normétive issues intermingled; the idea of the "expert” dso becomes blurred. Who isthe
expert who can decide what is the best way to redesign a city or atransportation system?
The citizens cannot refine their common vauesinto an agorithm that the professionas

can smply plug in, any more than the professonas can, comprehensibly, present dl the
facts that would be relevant for al values and gods. It must be accepted that often the
most vaid (specific) gods are derived through an interactive, highly communicative,
time-consuming process, wherein the professionds can say, "if that's what you care
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about, here are some options," and the citizens can respond, “those options don't |ook
very gopeding - let's reconsder what we said we wanted..." and so on.

3. How Sustainable Development is Saving Economics from I tself

3.1. Some Problemsin Mainstream Economics

During the course of the twentieth century the legacy of Smith, Ricardo, Marshal,
Keynes and many other economists was gradually re-formed into a system of theory that
boasts of being "fully axiomatized" (in the presumed mode of physics), so that (it is
clamed) dl economic conclusions can be logically traced back to a single assumption
about human psychology: "Rationd economic man maximizes his perceived sif-
interest.”

It is reasonable that the discipline of economics, whose subject is human behavior, should
begin with a psychological observation. However, one observation, no matter how
important, may be much to smple for the work required of it. Moreover, questions can
legitimately be raised about the single observation that was sdected; eg., isthe
presumption of exdusvey sdf-interested behavior adequate to an understanding of al
relevant economic outcomes? This question becomes more pointed with a recognition of
the significance of socid capitd; thereis, indeed, evidence that important pieces of socid
capital (such as honesty and civility in economic relations) are actualy eroded by an
education that teaches that only the maximization of sdif-interest isrational. (See Frank
et. a, 1993 and 1996.)

Other concerns have to do with the methodology thet is claimed, though not, in fact,
completely implemented. The clam of neoclassical economicsistha, by sticking to only
a single assumption about human psychology, one knows exactly where oneis. there are
no hidden assumptions that might skew the results. In fact, in spite of the discipling's
effortsto be "saientificaly value-freg," hidden assumptions do cregp in, along with
hidden vaues and gods. For example, the rationality assumption is more often than not
used and interpreted to mean that human behavior is, and should be, purdy sdfish.
(Cardess use of the rationdity assumption can be somewhat justified on the grounds thét,
when the assumption ismost careful parsed, it turns out to be a pure tautology, of no real
usea dl.) Asjugt one other example, efficiency is offered, on the surface, asavaue-
neutral meansto any possible end. However, it turns out that the word, "efficiency,”
cariesits own freight; it often means maximizing the output that can be produced with a
given quantity of inputs. This, dearly, is often desirable, but thereisno point in
pretending that "maximizing output” is not agod, or that it conveys no vaues.

There are two possible responses to this criticism. Oneisto attempt, ever more

rigoroudy, to root out hidden values and gods. The other is to accept that the effort to
cregte purely positive socia sciences has been proven impossible to achieve. (This

10
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acceptance should be made easier by the fact that the natura sciences have long since
abandoned their own pretensons to trict positivism.)

Vdue-neutraity has astrong appedl for anumber of reasons, aside from the fact that, to
many people, it looks more "scientific.” It seems to offer an escape from Victorian
judgmentaism and associated hypocrisy, aswell as from the divisve effects of

ideological confrontations. It was hoped that the adoption of vaue neutrdity would
defend againgt the ever-present danger of theorists describing what they believe should be
true (whether for sdfish or for ideologica purposes) rather than what they actudly
observe. Together these motivations offered a truly noble dream. Buit it has become clear
that it cannot be redlized. Therefore we should now be asking: what is the best way of
developing asocid science that admits to the presence, and the importance, of values,
gods and ethics?

3.2. Enter Sustainable Development

We may find the beginning of an answer to this question in the work that is being done
on the theory of sustainable development. Thisis a concept that is, from the start,
diginguished by its gods. One goa is embedded in the word "devel opment;” that hasto
do with making life (but for whom?) better (in what ways?) than it was before. Thisis,
clearly, not aword with an obvious, Smple definition; we will have to return to it. But
fird, taking "development” for the moment as given, let us consder the goasthat are
implied in the other word, "sustainable.”

That word has to do with making something endure. It means that, for example, the
achievement of atrangportation system or alibrary in some region in Africaisnot ared
development successif, after afew years, that region loses access to trangportation and to
the written word. Since the publication of the Report of the World Commission on
Environment and Development (growing out of the Earth Summit), the consensus has
been growing that, whatever development we want for ourselves now, we aso want for
people of the future. Thisisnot only agod, itisavaue by adopting the word
"sudtainable’ we implicitly state that the conditions of the people of the future matter to

us.

That iswhat vaues are about: they are convictions regarding what matters - what matters
agreat ded - even, in some cases, what matters the most. (In other cases - and thisturns
out to be a significant divison between different vaue sysems - thereisno snglething
that maiters "the mogt;" there may be a group of find vaueswhich areendsin

themsdalves where no one of them is entirely explained by, or clearly superior to, the
others))

How isal of this related to the economy, or to economics? One answer isthat the
discipline of economics desperately needed the idea of sustainable development; as
cynics have said about God, if it didn't exist, we would have had to invent it. And why
would economics need to invent sustainable devel opment? Because over the course of the

1
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20th century this discipline had progressively denied its values, its gods, and, with them,
its excuse for exiding.

Early economigts, up though the time of Alfred Marshal (writing up to the 1920s), took it
for granted that economics was not Smply a descriptive science. (Nor had they yet taken
on Milton Friedman's god, that it be a predictive science.) Its goa wasto help people to
understand the workings of a market economy, but this understanding was not only to
sarveidle curiosity. Normatively, the purpose of the study of economics was to enable
people to keep the system working aswell as possible. "Aswell as possible” of course,
implies, again, gods and vaues. It raises the questions: what kind of good are we
seeking? And for whom? Exactly the questions we raised about devel opment.

Deve opment can mean many different things. It might mean massve inflow of foreign
investment; or it could mean rgpid promoation of production for export. Both of these
possbilities again raise the questions: what is being produced, by whom - and who
benefits, in what ways? (Scenarios can readily beimagined - or cited - in which the
natural resources of a country may be destroyed in a devel opment agenda that focuses
exclusvely upon foreign investment, or upon production for export.) A more common
assumption is that development is smply about raisng Gross Domestic Product (GDP).
GDP can grow in ways that improve the living conditions of the mgority of the people;
or it can grow in ways that make a smdl group very rich while leaving the rest worse off,
or no better off, than before; or it can grow through exploitation or pollution of natural
resources in away that will impoverish the people of the future. If we care about which
of these kinds of growth actudly does occur, we need to make our vaues explicit: smply
saying we want growth in GDP will not do that. Growth in GDP can be an important
aspect of development, but it isameans, not an end initsdf - to be vaued only when it is
an effective meansto ultimate gods.

3.3. Defining the Goals

So how might one define the ultimate gods of development? | will sart by referring to

the stream of thought thet is exemplified in the Human Development Reports of the

UNDP, and in work by atheorist such as Amartya Sen. (See for example Sen 1993.) A
magor theme of these analyses may be summarized as (God statement #1): Development
isthe use of economic meansto enhance peopl€'s choices and improve human well-
being.

The concept of sustainability, asfirst defined in the 1987 report of the World

Commission on Environment and Devel opment, adds an additiond requirement (God
statement #2): Achievementsin development must not imperil thewel-being or the
range of choices of peoplein thefuture.

A further, humanitarian, assumption, which is emphasized in the works of Paul Streeten,
is (God gstatement #3): Development must be especially concer ned with the people
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who now have the most unsatisfactory quality of life and the poorest choice set. (See
Streeten, 1981 and 1995.)

These three god's may be combined as" SAEJAS Development:” i.e,, Socially And
Environmentally Just And Sustainable Development. SAEJAS development can
include, but is not limited to, market ingtitutions and market-oriented devel opment. It
differs from most stlandard economic concepts of development which tend to be focused
on output growth, and are insengtive to the second and third godsjust stated. Because of
its breadth of concern, SAEJAS development must also recognize possible tensons
between the gods of poverty dleviation and environmenta preservation.

| would like to believe that, increasangly, terms such as "'sustainable development” and
"human development” are used as a shorthand for the more complete SAEJAS concept.
While these concepts go beyond the idea of Smply changing the relationship between
economic development and the natural environment, it was the recognition of
environmenta congraintsin particular, and of how development collgpses upon itself
when these condraints are ignored, that got people thinking about the broader questions
involved in sustainability.

3.4. Additional Contrasts Between M ainstream Economics and Sustainable
Development

It seems agtonishing, in retrospect, that these considerations were not emphasized sooner.
One of the greatest weaknesses of the neoclassica paradigm has dways been the fact
that, because it is difficult to include useful representations of the passage of time in most
tractable economic models, the legp from gtatic to dynamic modeling and theory hastoo
rarely been made. Theidea of sustainable development, by contras, is centraly
concerned with time - so much <o that it will be obliged to eschew methods that only
work tidily under gtatic assumptions. One of the useful observations that has dready
emerged from this emphasisis that, the longer the time horizon of any two economic
actors, the greater is the chance that they will find a convergence, rather than a
competitive conflict, of interests. For example, when environmenta regulations make it
clear that businesseswill pay a price in the future for pollution they create in the present,
lenders and investors, who care about future revenue streams, will force businessesto act
asif, they, too, care about the future. The interests of businesses and environmentalists
will converge, asthe former discover that the warnings of the latter are useful to them.

Another discovery (the cause as well as the result of the move to develop atheory of
sugtainable development) is that, within alonger time horizon, many devel opment
"successes' turn out to be failures. A system of deep wells that ooks good when first
ingtdled becomes afailure when it dangeroudy lowers the water table. A scheme for
promoting literacy isaflop if it only lagts aslong as the pilot program finances the
teecher's dary, or if it isonly used by the ditein avillage setting.

13
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One reason for such falluresis that the short-term perspective is the sdfish perspective;
those who go into development work for the quick buck or the quick promotion create
Potempkin villages that do not endure. A second common reason is that devel opment that
isorganized by the rules of "normd" science too rardly involve the individuals to whom
development is supposed to happen. When outside experts assume the gods and st the
agenda, failure often results from the resstance of the loca populace to changes which
they do not regard asin their interest. A third reason for development failuresis that too
many development efforts have been undertaken without adequate knowledge of, or
regard for, the impact of human activity on the natura environment.

Unfortunately, the economic actors who produce the greatest environmental damage have
often, in the past, managed to escape the consequences, leaving others who have less
politica and economic power to bear the burdens of ill health and reduced productivity.
Wil known are the "cancer dleys' where toxic wastes are dumped near the residences of
the poor. This brings usto the definition of a"negeative environmenta externdity” - an
economic term for a cost created by one economic actor and borne by another.

To make this discussion complete and comprehensble, we will aso define a*postive
externdity,” as abenefit produced by one actor and enjoyed by another. An exampleis
the value to society of good parenting, which may cost the parents agreet ded in
foregone income, lost deep, etc.. In former times, the parents regped the rewards of what
was then defined as good parenting (i.e., the production of obedient and productive
children) because the children were their old-age insurance. Today society benefits from
parenting that resultsin hedthy, intdligent, well-motivated members of the next
generation, but - for better or for worse - many of the links between this outcome and the
parents continuing well-being have been broken.

Let us return to the more specific topic of negative environmentad externdities. Asit
becomes increasingly widdly known that powerful economic actors routingy dump their
costs (e.g., wastes) on those with little recourse, while the powerful receive the benefit
from the actions that produced the wastes, thisis viewed asimmora. Neoclassicd
€0oNomics, in atempting to be vaue-free, hastried to avoid recognition of the mord
element in any discusson of economic theory; the neoclassca response to negetive
externdities, once it became impossible to ignore their extent, was to say that these
represent market imperfections, and hence are sources of inefficiency.

A mgor function of mordity isto formalize the link between particular human actions
and their effect upon the actor at a future time, and upon other human beings both now
and in the future. Economics, eschewing this link and limiting its judgments to the less
obvioudy action-rdaed issues of efficiency/inefficiency, must bear the blame for much
unsustainable development. Economic theory will only be able to contribute to truly
sustainable development when it accepts the redlity that economic actions do not occur in
avacuum; they must be understood within the socid/psychologica context of human
moativations, ethics, history, culture, politics and ingtitutions, aswell asthe physica
context of technology and the naturd environmen.

14
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4. The Reciprocal I nfluence Between Economic Ideas and Social Realities

Economics is both descriptive and prescriptive. Asit performsits function of describing
the world, it o affects those who read or hear of this particular way of understanding
redity.

4.1. The Danger of a Particular Biasin Economic Theory

Neoclassica theory - the kind of economicsthat isa present dominant in the West - has
co-evolved with the actudity of market economies, developing in a particular relaionship
with the economic systemsthat it describes. That relationship has a bias towards the
people in society who possess the greater part of the resources; they are, after dl, the ones
who are most apt to be paying the sdlaries of economists outside of academia- and the
thinking that goes on inside of academia has not been able to escape from that influence.

Any theory gives adant to the redity that it attempts to organize into a description. The
process of organizing the "blooming, buzzing confuson” of redlity into a coherent theory
necessarily involves a sdective emphasis, where some things are brought into the
foreground and others receive reldively little mention. As described earlier, neoclassica
economics largely ignores the degree to which the efficient workings of markets actualy
depend upon trust, honesty, responsibility and concern for the welfare of others. It has
been actively dismissive of such norms as cooperation and socia conscience.
Unfortunately, when the theory treats these issues as if they do not - or even asif they
should not - exig, then marketsincreasingly evolve in ways that minimize
encouragement for these qudities. In such cases, enforcement mechanisms must replace
mora norms, and heavy transactions costs (more reports to fill out, more hidden TV
monitors, more barred windows, more lawyers fees) are added to the ordinary cost of
doing business.

Neoclassica economic theory has aso idedlized competitiveness, and, initsview of
individua motivations, has given support to legd and economic inditutions that
emphasize short-term profit-making at the expense of dl dse8 It has astrong bias against
government interference with markets, based upon an idedlized notion of the efficiency
that would occur in aworld that met anumber of never-achieved conditions for perfect
compsetition. The advice of economigts, and the generd beliefs they encourage, have
detracted from efforts to strengthen governmerts ability to step into the gap that is
created when an economy operatesin a cultural environment that does not respect
ordinary mordity.

Governments are, to be sure, only a second best; astrong set of ethical normsis certainly
the mogt efficient basis for awdl-working market. When the cultura/ethica norms are
underdeveloped, and the State is not organized to create fair and efficient enforcement
mechanisms, then businesses create their own mafiato fill the gap - asthey have donein
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Russig, in parts of Italy (which gave the world the term, "mafid") and in a number of less
developed countries. Such private enforcers operate without regard to due process, and
often brutaly. The totdl socid welfareis greatly diminished as everyone, in such an
environment, scrambles to maximize his own individua welfare without regard to the
overdl effect.

4.2. A First Step to Reforming Economics

We have mentioned only afew of the serious criticiams that may legitimately be leveled
againg the discipline of economics asit exists today. These criticisms need not, however,
imply that the entire system of theory needs to be abandoned. Insteed, it is a reasonable
god to take what is valid and condructive from the existing theory, and integrate
additiona dementsthat can support SAEJAS development. Obvioudy, this cannot dl be
accomplished in this paper: the god hereisjudt to give ataste for how one might go
about congtructing such arevised paradigm.

An interesting example of ared sep that is being taken towards revision is an economic
version of the Golden Rule, whichis: "I nter nalize the exter nalities'. That means
"Insart into the cost and profit accounting of individua and ingtitutiona actors the costs
and benefits their actions impose on society or on other individuas'. If this could be
achieved, we should be adle to have aworld in which any polluting firm would bear the
full cost of its pollution, rather than leaving individuals to bear the cost in terms of ll
hedlth, etc.; and every family whaose children grow up to be constructive members of
society would be fully compensated for the foregone earnings and other costsinvolved in
devoting time and resources to raising children.

4.3. The Limitsto Internalizing Exter nalities

The economic golden rule can only produce degp changeif it is accompanied by the
recognition that there are some market imperfections that cannot be cured within the
system. If the neoclassica paradigm is stretched to embrace the assumption thet all
externdities can be interndized, it may appear that there is no reason to look beyond
markets to resolve any problems that have an economic component. Economists can then
continue to judtify their attack on the role of governments. In fact, however, externdities
are effects that occur outside of the "natura” or "free" operations of a market. Effects that
are externd to such amarket can only be interndized if an outsde agent (usudly a
government, but sometimes a civil society group) has sufficient power to change the
indtitutions that govern the market - to changeitsbasic rules.

Unfortunately there are some irreducible measurement problems that make it impossible
to interndize dl externdities. There are many ways of assessing, for example, the value
of education or of human hedth, or the cost of ill-hedlth or of a degraded ecosystem; but
none of these is even moderatdy satisfactory for most uses. There aretimeswhen it is
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important to use them nonetheless - when a poor measurement is better than none - but
their limitations must dways be remembered.

Thus, interndizing externditiesis an excdlent ided towards which it isimportant to keep
griving; but we must not be fooled into thinking that, when economics has accepted the
Economic Golden Rule, it has solved al of its problems. One example of the kind of
problem that remains shows up in the fact that the Economic Golden Rule can be applied
in two different ways.

-- A socidly responsible economic system would strive to ensure that those who regp the
rewards of particular economic activities pay the costs.

-- Thisis different from the currently fashionable neoclassica idea that those who are

hurt should be compensated.

The second formulation finds its way into theory in the assumption that an economic
activity is conddered worth undertaking if it generates enough wedth so that those who
receive that wedlth could, theoretically, compensate those who are hurt. Unfortunately,
that theoretica compensation dmost dways remainsjust thet - theoreticdl. It is
commoner for the businesses that created a " cancer dley" to be forced to clean up the
toxic dump than for the victims to receive compensation for their ill-health and lost work

days.

Moreover, the second formulation - the one that has received more atention in forma
economic theory - emphasizes an individuaistic gpproach, requiring the identification of
individua losers. When the ecosystem is the locus of harm, theindividua losers are hard
to identify. They may include people who are not yet born, or a diffuse collection of
many people who may live in many different nations, and they may aso include other,
non-humean life forms. Often (though not dways) it is Ssmpler to identify the winners.
Therefore amgor goa of economic thinkers should be to find ways of bringing hometo
the gainersthe full cogts of their economic activities.

This requirement may be the centra issue in the uphill sruggle of adiscipline thet, as
mentioned earlier, has grown up in aclose reationship, not only to a particular kind of
economy (varioudy caled market-oriented, or capitdist), but aso to the economicaly
dominant segment within such economies. This segment comprises the economic winners
- precisely that group that has economic power, and that is accustomed to using it to
externalize some of their costs onto those who have less power.

5. A Balance Between Equity and Efficiency

Teachers of mainstream economics are human beings, who sometimes remember their
humanity and forget their training enough to admit that: Yes, in fact, economic theory is
supposed to support two values - equity and efficiency. Regrettably (they dmost dways
add), the economic methodol ogies that have been devel oped during the twentieth century,
while often brilliant & showing the way to increase efficiency, are generdly dlent on the
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subject of equity. (This methodological bias has been entirdly compatible with the
friendly relationship that has existed between the dominant economic paradigm and the
dominant economic actors.)

5.1. Some Reasons for Optimism

We need to ask: What kind of economics would adopt, as overt gods, not only the
Environmenta Rule ("Do what is necessary to preserve the hedth of the ecosystem, for
your own surviva depends upon it"), but so well-being for al humans? Such a sysem
of theory would surely continue to pay significant attention to efficiency; properly
understood, thisisavauethat is highly gppropriate to the surviva of humanity and the
hedlth of globa and loca ecosystem. The obvious departure from the present isthat this
theory would give equa weight to equity - the step-child of neoclassica economics.

We have said that sustainable development, especidly when clearly defined as SAEJAS
development, requires a substantive change in focus. It need not disdain al those who
control large resources, indeed, for SAEJAS development to take placeit is essentid that
the economicaly powerful be congtructively engaged.9 However, any proponent of
sugtainable development must distance him or hersdf from the interests of those who
benefit from externdizing their costs onto others; and she or he must be prepared to adopt
new methodologies - new ways of developing and communicating the content of

economic theory - that are at least as good for fostering equity asthey are for fostering

effidency.

Thisisatdl order, but | do not believe we should be too pessmistic about it, for two
reasons. Oneis an essentia core, in academia, of respect for truth. While intellectuas can
follow a path of expedience for avery long time, when the evidence mounts that this path
isfase, and when an dternative, truer path is available, the theoreticians will (gradually

if not rapidly) shift towards the |atter.*°

The other reason for optimism is that, as the concept of externdities gets to be widely
understood, it becomes ever harder for economic winners to judtify foisting these costs
onto others. Human norms of fairness exist in every society, and, though they differ in
details, there are many common themes and widdly shared assumptions. | know of no
society where the idea of externdizing costs, once it is explained, would not be
consdered illegitimate. Thereis till a distance to go, between declaring something
mordly illegitimate, and putting a stop to it. However, as the idea of economic
externditiesisincreasngly accepted into normative structures, avery strong start has
been made towards a Sgnificant shift towards equity.

Thisideawill be pursued through some specific examplesin the concluding section. For
now let us turn toward one of the most concrete issues associated with the idea of equity:
namely, the digtribution of resources. | will argue that a more equitable distribution will

be necessary, though it may not be sufficient, to get us through the current mess.
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5.2. Why Justiceis Necessary for Sustainability

There are anumber of reasons why we cannot achieve environmenta sugtainability until
we have more distributiona justice. To understand these reasons we must revisit some of
the basic facts about the evolving relations between human economies and the
environmen.

5.2.1. The Need to Reducethe Material Flow

Since the beginning of the industria revolution, production was understood as an
essentidly linear flow, in which materia is taken from nature, processed, esten, delivered
to the consumer, used, and then turned into something regarded as waste and thrown
away. Thereisaword which is sometimes used to refer to everything that goes through
thet flow: it is cdled "throughput”. Right now, in industriaized countries, much of the
materia that goes through that flow ends up degraded or as waste. In recent decades it
has become evident that thisis unsustainable; you can't redlly throw things away, because
"thereis no away". We therefore confront the necessty to convert the linear flow to a
circular one, where the output of each production processis the input to another one. We
must convert "throughput” to what | propose to cal "circumput”.

Asthis requirement has been increasingly recognized, there has been a growing emphasis
on reprocessing and recycling. Unfortunately, these activities are often fairly energy
intengve; thus, even with atrangtion to a more congstent circular materias flow, present
patterns of production and consumption could require more energy than it issafe to
employ (assuming the redlity of globa warming, aong with other negative environmenta
impacts from energy use). Can this problem be solved by converting to renewable energy
sources? There may continue to be environmenta impacts from virtudly any energy
source; aso, depending on the technology used, even when we tap into renewable energy
we could bump up againg the limits of available energy.

It seemslikely, then, that we will not only have to convert the flow of materiasfrom a
linear to acircular one; we must so control the total content and the composition of that
flow. Thereis more leaway for usng materidsin "circumput” than in "throughput”, but

in neither case can we continue on apath of endless increase of materids use. (See, eg.,
Vitousek et a, 1996.)

5.2.2. Can Economic Growth Continue I ndefinitely?

These observations suggest the need to look hard at the individual and societa goals and
vaues that affect what and how we produce and consume. The dterations in technology
and capital stock needed to make sizable and continuous reductions in TP/CP (the
proportion of ThroughPut to CircumPut) are likely to be fdt first (indeed, they are
dready in evidence) on the production sde. However it is possble, even likdly, that
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reductionsin the TP/CP ratio will be insufficient to achieve sugtainability, given even the
mogt optimistically smal projections for foreseeable population growth. Then the next

line of defense will be on the consumption sSde, with the requirement to change the
compostion of consumption. Just to give one example: if food consumption in rich
countries were to shift, overdl, away from meat and towards grains, the same total
amount of calories and other nutrients could be made available to a growing world
population without an increase - possibly even with a decrease - in the rate of degradation
of agriculturd lands.

The overriding question is whether economic growth, in anything resembling the form it
has taken during the twentieth century, can continue without disastrous consequences to
the environment. Perhgps a shift from fossl to renewable fuds, and from throughput to
circumput, aong with changesin patterns of consumption and digtribution, will nat, dl
together, suffice to achieve a sustainable development peth. Then the find line of defense
- onethat no society islikey to choose, but that could be forced upon us by
environmenta redlities - would be reduction, cessation or even reversa of aggregate
growth of output.

It is hard to know quite what meaning to give to such a proposition. The idea of
"aggregate output” is conventionaly summarized in GDP figures, but there has been
much recent discusson of the value and meaning of those figures. They blend together
indiscriminately intangible services (some of which, like education, may have minimd
direct environmenta impact) and tangible products, like bicycles, lawn mowers and
refrigerators. They count some environmental and socid "bads’ (e.g., military
expenditures, the cost of cleaning up an oil spill, or increased medica costs dueto air
pollution) as contributing to GDP, while some "goods' (the value of standing timber or
the hedlth created by preventative medicine) are neglected or undercounted. And they
ignore the value of anything that is not bought and sold through a market transaction.
Consdering dl this, one could imagine Stuations in which tota GDP, as now measured,
could decline while most people would fed better off (at least, if they were not depressed
by the knowledge that GDP was declining!).

Indeed, there is evidence that a Significant fraction of the high consumers of the world are
being encouraged by our economic and cultura systems to consume more than they wart,
more than is hedthy for them, according to many reasonable indicators - and certainly
more than the planet can stland. At the same time, however, there are many other people
who are consuming at far too low aleve, so that malnutrition, illness and lack of
education shorten and immiserate thair lives, and can prevent them from making positive
contributions to the society. While some people at the high end of resource use could
have happier lives by reducing both their working hours and their expenditures, there are
others at the low end who have no work, or whose work is so poorly paid that they are
aways seeking more of it - miserable though it may be - just to make surviva possble.
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5.2.3. Four More Reasonsfor SAEJAS Development

(8 Extrapolating from the experience of the Asan (and globa) economic criss of the

late 1990s, we can expect that the working poor and the jobless will suffer the most when
environmentd redlities cause economic dowdowns. The best way to prepare for this
eventuality isto try to reduce the economic inequalities that keep market economies
addicted to growth.

(b) At present, economic growth in developing nations, and economic health in many
developed ones, is closaly linked to export success; and export successfor U.S. trading
partnersis closdy linked to the increasingly externd deficit-dependent, highly energy-
and materids-intensve U.S. demand. Alternative sources of demand must be found for
the world's producers. A more even distribution of the world's purchasing power (both
among and within nations) could achieve this. Moreover there is growing evidence that
environmentally destructive consumption is more increased by wedlth than it is decreased
by poverty; hence a more even distribution of weelth would tend to have beneficid
effects on the composition of outpuit.

(c) A sufficient response to looming ecological crises will probably have to include some
important vaue shifts throughout the world. Activities that consume large amounts of

raw materids and energy, whether in leisure or in production, will have to be devalued
relative to those that are relatively nonpolluting and nondestructive. Given human
psychology, it seems unlikely that this will be possble unlessthe life-styles of the richest
portion of humankind are the first to change. Improved economic distribution should be
highly compatible with this

(d) Finally, to repeat a point made earlier, many observers agree that what appear as
conflicts between the dictates of economics, on the one hand, and those of ecology, on
the other, diminish when along rather than a short time-frame is adopted. The only way
to find economic solutions today which are not ecologica disasters tomorrow isto atune
economic solutions to a more sophigticated, long-term understanding of individud,

group, nationa, and globa welfare. For thisto be possibleit is necessary that the level of
sophigtication of the human race - the incidence of an ability to see long-range and subtle
interactions of cause and effect - be considerably increased. For that, the only hopeisa
vadt increase in the level and qudity of education of dl peoples. (See Thomas Homer-
Dixon, 1992.)

Fortunately, people dl over the world recognize education as having a very high vaue;

for most poor families, once the basic necessities are met (and, for many, even before
they are dl met), the highest priority isto get an education for a least one member of the
family. Improved economic distribution can therefore be expected to be strongly
correlated with risng effective demand for improved education. A massive shift of globa
and nationa resources into education has a number of attractions. It can be donein away
that improves digtribution. It isareatively clean and green kind of production - akind of
demand shift that could raise GDP while improving the environmenta consequences of
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growth. And it is a0 the best hope for achieving solutions to ecological crises
somewhere short of disaster.

6. Conclusion: Looking Beyond Civil Society, to Government and Business

6.1. Economic Theory and Recent Events

At this point acynic might remark that theory adone rardly changes the world. We could
respond by pointing to the dramatic reorganization of the world's economies that
occurred during the 1980s, when sdf-interest and competitiveness were eevated by
economic theorigts (and others) as the mgjor accepted gods in public and businesslife,
and corporate and government behavior fdl into line. The values adopted in that period
should not be seen as the only possible expressions of human nature and economic
necessity. Economic behavior, up until thet time, had been rdatively more responsive to
other socid norms; and ethical regimes that have existed throughout most of the past
could exig again in the future. All the same, we would not claim that the
Reagan/Thatcher theorists were entirely responsgible for the changes of the 1980s; many
of those theorists were given attention because they said what those in power wanted to
hear. The point isthat the right theory, at the right time, can help to organize and focus
change.

The events of the last decade of the twentieth century have brought a growing number of
socid scientigts to reexamine the "Washington consensus' of the 1980s and '90s, dlong
with other assumptions and methodol ogies that had in many places (both North and
South) established a nearly monaopolistic dominance of thought about economics and
society. (See Stiglitz, 2000.) Recognition of the environmenta unsustainability of past
gpproaches to development, and of the economic ingtability of the world's current
financia structure, represents a powerful breakthrough - indeed, it offers the prospect of a
paradigm-ghift - in how it is possible to conceptudize and formulate socia science.

Academic understanding and theory may have an important role to play in changesin
thought and action that will foster SAEJAS development. However, pure theory will have
to be combined with strategic thinking to make such change both degp and enduring. This
paper will conclude with one example of the kind of interaction between ideas and action
that seems especidly needed.

6.2. Starting with L ess Restrictive Psychological Assumptions

| will begin, as other economigts do, with a statement about human psychology. Thiswill
be richer than the "rationdity postulate’ of neoclassical economics; but it will not be
offered as "dl you need to know about human mativation." Accepting the strong motive
of SHf-interest, let us add that other motives are often operative as wdll. Important among
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them are some characterigtics that evolution has given to our species, as socid animas:
these include a strong tendency to conform with accepted norms, a desire to be respected,
and awillingness to cooperate.

Business leaders are like other people: some smdl number of them are sociopaths, who
cannat tune in to the fedings or opinions of others; but most lie within the norma

spectrum of responsiveness to norms, expectations and peer pressure. If their peers sneer
a public opinion, cregting a climate in which peer repect goesto the individud who
succeeds best in externdizing costs onto the helpless, this may override broader socia
norms. It is unfortunate that neoclassical economic theory has defined rationdity in
business as nothing other than profit-maximizing, with a srong emphass on the short
term. This message, recelved by those who take economics courses in college or business
school, has probably added to the forces fostering a climate of cut-throat competition in
which employers find excuses to ignore the effects of their decisions on workers and
other stakeholders.

The neoclassical response to this observation would be a shrug: no one is expected to do
anything other than maximize sdf-interest - or, where sdlf-interest is coincident with
profits, to maximize profits. (That coincidence is not as wide-spread asis generdly
assumed; but thisis not the place to eaborate this point.) An adternative response isto
look at the broader set of human motivations, to see where are the leverage points for
change towards a hedthier reationship between business and its socid and physica
environment. With thisasthe intent, it is not hard to find anumber of contemporary
intellectud trends that can be aligned to create pressure towards better outcomes.

6.3. Three Useful New Emphasesin the Social Sciences

One such trend is the development of the concept of stakeholders - individuaswho, in
addition to the stockholders, have a legitimate interest in the activities of abusiness,
because they are affected, for better or worse, by its actions. Recognition of the
importance of externdities helps to explain and put into context the interest of the
stakeholders. when a business externalizes costs or benefits, the stakeholders may be
defined as those who suffer or benefit from the externdities.

Politica science contributes towards this collection of ideas aliterature on the topics of
legitimacy and transparency. Legitimacy is a subtle matter, operating outside of law or
other obviousforce. It is broadly related to common norms such as fairness; for example,
the idea that stakeholders have a"legitimate’ interest in the actions of a business reates
to the common belief that it is not fair for someone to suffer for actions taken by an
unrelated party who benefits from those actions. The concept is especiadly relevant to
businesses becauise they are in many way's cooperative endeavors, requiring internd
cooperation among the co-producers, aswell as externa cooperation with suppliers,
digtributors, etc. Cooperation is not efficiently extracted through coercion; it works best
when it is voluntarily offered. Thiswill only hgppen when dl concerned percaive the
business, and its particular decisons, as legitimate.
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The topic of trangparency is receiving new attention as it is recognized that stakeholders
will give or withhold legitimacy depending on their knowledge of what a busnessis
doing. If, for example, a business can hide from public knowledge its discharge of toxic
wadtes, it will not have to face public disapprova or withdrawd of legitimecy.

Financia fraud and abuse during the 1920s |ed the Congress of the United States of
Americato create the Securities and Exchange Commission (SEC), charged to require
firms to disclose the information needed by potential and actual investors. The need today
isto go beyond disclosure to stockholders, giving al stakeholders the informetion they
require in order to make informed choices about their relationships with individua
businesses. These stakeholders include consumers, employees, environmentaists,
suppliers, lenders and the communities that are host to businesses - aswell as
shareholders..

6.4. A Vision of Transparency in Business

Ralph Estes, formerly a senior accountant with Arthur Anderson & Co., and now
professor of business adminigration at George Washington University, has long called
for the creation of a reporting system that would provide such information.** His basic
observation is that
...corporate managers make their decisons againg the yardstick of the present
narrow and deficient definition of profit. Although other sandards may from time
to time be announced, the bottom line is the only continuous and cong stent
performance standard to which managers are held accountable.... Change the
performance evauation system and you change behavior. (Estes, 1996, p. 203)

The list of possible subjects for corporate reporting that will be laid out in this section is
Estes very broad one. Perhaps some of the dements on thiswish-ligt will never be
reported; but in fact, just during the last decade or two, progress has begun to be made on
an impressve number of them.

Egtes notes that many governments require labeling and other means of informing
consumers about foods, toxic substances, and a variety of other products and services. He
proposes that these data and more can be built into a reporting system that would not
replace labeling requirements but that (especialy with increasing use of the World Wide
Web) would enable consumers to make safe and informed market choices. Going beyond
the question, "how will this product affect me?' some customer behavior would also be
affected by information on the product's environmenta impact (in production aswell as
inuse or digposd), as well as facts about employment conditions.

Employees themselves need better information on which to make career and work

choices, including data on a company's past history of layoffs, plant closings, employee
grievances and employment stability; its health and safety record; its record in equa
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employment; the opportunities it offers for training and promotion; its penson program;
how technology is affecting workers, and what plansit has for the future.

Communities, competing againgt one another to attract businesses, often offer expensve
tax breaks, zoning exemptions, free utility line extensons, industria development bonds,
and more. Corporations increasingly expect to be courted by communities for the sake of
the jobs and income they offer. The vaue of these offers could be better assessed if
communities had access to the kind of employment records just outlined. Also useful
would be knowledge of a company's past record of legal and regulatory actions, and
clams brought againgt them.

Esgtes concludes that afully effective reporting system should help customers decide what
to purchase, from what company; it should help workers decide where to work, and, once
there, what rights to demand or what abuses to protes; it should help communities

bal ance the costs and benefits associated with attracting a given company, so that they

will be better able to judge what concessons, if any, are worth making; and it should give
society a large the information necessary in order to decide which corporations deserve
to keep the corporate charter that permits them to exist, as contributors to (at the very
least, as neutrd toward) the public wedl.

Trangparency providesinformation - the missing piece, needed to empower stakeholders
to play their proper role in awell-functioning market, to reward those companies that
create real benefits to society, and to move toward making corporations bear the cost of
the negative externdities they generate. Owners - that is, stockholders - would dso
benefit from a reporting system that would indicate which companies are more, and less,
likely to thrive in an environment that holds firms accountable for their socid and
environmenta impacts.

6.5. Turning the Vision into Reality

The recent gppearance of asocid report from Roya Dutch/Shell is a harbinger of
the future. 1t provides details on generd business principles, performance
according to those principles, and even areport from the company's externa
auditors, KPMG and PricewaterhouseCoopers. Along with financial measures,
such as return on average capitd employed, the report coverstopics like child
labor and bribes, customer value, employee rights, and environmenta impact.
(Epstein and Birchard, 1999, p. 140.)

Frmsthat "invest" in socid wefare are ill asmal minority, but a growing public
awareness of acompany's socid impact isincreasingly felt by multinationa corporations,
and seems to be eroding the norm, championed by Milton Friedman (1962), that the only
business of busnessisto maximize profits. However, businesspeople are at least as
susceptible as the rest of the population to fads and fashions of thought; a normative
change such asthiswill not endure any longer than the lagt fad, unlessthereisan
indtitutional changeto lock it in place. The change that could do thiswould be a set of
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reporting standards - supported by law aswell as by public opinion - which would close
the loop between the socid impacts of corporations and public avareness of those

impacts.

Since 1996 Denmark has required that over 3,000 companies produce "green accounts,”
while French law has mandated socia reports since 1977. (Epstein and Birchard, 1999, p.
235.) Rdated initiatives that have been organized by business associations include,

among others, the Internationa Organization of Standards "'1SO 14000," the European
Eco-Management and Audit Scheme (EMAS), and the U.S.-based Council on Economic
Priorities social accountability standards, "SA 8000.%2

In the area of corporate environmenta impacts, "(a)ccording to a sudy by the ingtitute for
Environmenta Management and the accounting firm KPMG, 35% of the world's 250
largest corporations now issue environmenta reports*® More than 50 non-profit
organizations and other civil society groups throughout the world have devised reporting
standardsin recent years.

Other civil society organizations have formed to pressure corporations to report on ther
impacts on workers and other stakeholders.* As an examplein the area of |abor practices,
acadition cdled the Fair Labor Association (FLA) brings together concerned ingtitutions
inthe U.S,, including appard makers, U.S. colleges and universities, the Lawyers
Committee, and representatives of the Clinton adminigtration. As reported by Thomas
Friedman,

The gppard companies and human rights groups have agreed on aminimum
gtandard for worker conditions in their factories [both in the U.S. and abroad],
including child labor and working hours. They aso agreed on a uniform system of
monitoring that will involve independent externd monitors who are dlowed to
make surprise vigts to factories. The monitors will be accredited by the FLA and
could range from church groups to Price-Waterhouse. The FLA will issue an
annua report on each company's compliance, which will be broadcast on the
Internet and, it is hoped, published by Consumer Reports.

If acompany meets the standards, it will be dlowed to attach a specid
FLA labd onitsclothes, so for the first time consumerswill have creditable
information to differentiate between brands, to buy those that support workers
rights and shun those that don't.*

An Example: The Global Reporting Initiative

The mogt inclusive effort of this sort isthe Globa Reporting Initiative (GRI), organized
by the Codition for Environmentaly Responsible Economies (CERES), in concert with
UNEP, the World Business Council for Sustainable Development, the Association of
Chartered Certified Accountants, the Stockholm Environment Inditute, and Imperid
College. The last mentioned, located in London, was host to ameeting in March, 1999,
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that was organized to harmonize the reporting standards which had been devised by so
many different groups. The resulting GRI

seeks to establish a common framework for corporate sustainability reporting that
will result in credible, consstent, and comparable reporting. It so seeksto
elevate enterprise-level sustainable development reporting to the level of generd
acceptance and practice now accorded financia reporting, and to develop and
advocate greater stakeholder awareness and use of such reports.*®

Encouragingly, asgnificant number of the world's largest and most powerful
corporations have taken a postive interest in this process. Within afew months after the
sandards were announced CERES had more volunteers than it could handle, of
companies willing to follow the reporting requirements of the draft GRI, which will be
continualy revised in years to come as experience accumulates regarding its efficacy for
the public wed aswell asitsimpact on adopting firms’

Why should corporations be willing to expose themsdlvesin thisway? There are
probably avariety of answers, depending on the firm and its decison-makers. In some
cases the CEO genuinely cares about hisor her firm's effect on the world. As some sign
onto the GRI for reasons like this, others may follow because they fear to look bad if they
hang back.

From the descriptions of both the FLA, aU.S. organization, and the GRI, an internationa
initigtive, it is evident that a number of players need to be involved in any movement to
better dign corporate godswith socid goas. In addition to governments, "watchdog'
NGOs, groups specidizing in reporting and accounting standards, and advocacy groups
for stakeholders (including workers, consumers, suppliers, lenders, investors,
communities and the environment), there is dso acritica role to be played by enterprises
inwhat is caled the "aftermarket” for corporate information. Their job isto trandate
corporate reports into forms that al stakeholders can understand and use. The aftermarket
is dready well-populated with independent enterprises that assemble, transmit,
summarize and criticize information on pollution, workplace safety, and other indicators
of socid respongihility. It includes entities like Dow Jones, Moody's, Standard & Poor's
and Vdue Line, which digest SEC filings for public use. Not surprisngly (because this
offers them amgor new line of business) anumber of such organizations are keenly
interested in, and supportive of, the GRI.

Whilefinancid accounting standards focus on the accountability of afirm toits
stockholders, the standards upheld by the GRI take an additional step - one that is coming
to seem logica and obvious - of creating the trangparency that will alow other
stakeholders dso to require accountability. The importance of financid accounting
gtandards (such as those of the Financia Accounting Standards Board - FASB - inthe
US) isby now taken for granted, and governments throughout the world are under
pressure to support and enforce such standards, or to create them if they are not dready in
place. When the necessity for sustainability accounting is equaly taken for granted, a
magor step will have been taken towards digning the goals business - one of the most
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powerful forcesin the world - with the gods of civil society. Thisis the core dement of
what it meansto cavilize an economy.

The mechanism that will spur corporations to interndize externdities and care about their
socid impects is a complex chain, in which governments mandate transparency;
corporations respond by reporting on their own impacts; the "aftermarket” of non profit
and for-profit inditutions andyze and report on the accuracy and completeness of the
corporations reports, and abroad group of stakeholders reacts in ways that affect the
corporation's ability to function and to thrive.*® Such a chain of actions and reactions has
aradica potentia to change the mativations and the behavior of the huge corporations
that play adominant rolein the world today.*°

6.7. Theory Needsto Catch Up with Reality

The earlier discussion of the defining god's of sustainable development proposed thet the
gods of avil society incdlude improved overall human wellbeing and enhanced choice
setsfor the people of the present and the future, with special attention to improving
the situation of those who now have the least wellbeing and the poor est choice-sets.
The emphasis on the future ensures that, embedded here is aso the god of maintaining a
healthy environment.?°

By contrast, the god's of contemporary market economies gppear to be the maximization
of consumption, not for the wellbeing thet this will confer, but in order to absorb the
products that are being produced, so as to pay the producers - including both poor
workers and rich owners. This hasit backwards. Consumption should not be afind god,
but a means to an end; and the end should not be the perpetuation of the system aswe
know it, but the improvement of human wellbeing and ecosystem hedlth.

This article has emphasized the necessity for socid science theories to recognize these
priorities. llludtrations have been given of how government and business can and should
be pressured to play their proper role, of serving the third sector, civil society.
Governments can often follow the lead of civil society, affecting the regulatory
environment for business so asto aid socidly respongble firms and make socid
irresponsibility unprofitable.

Socid science theory hasaroleto play in dl of this, but it does not operate in a vacuum.
(Thework of Adam Smith isagood example of theory developing in the wake of the
contemporary circumstances.) The circumstances of today demand anew kind of theory
which will probably need to develop dong the lines described for participatory science,
with attention to designing methodologiesin such away thet the basis for their
conclusions can be understood, argued over, and applied by nonspecidigts. (This would
contrast with the current tendency to make socia science methodologies mysterious and
inaccessible to those outsde the profession.) Appropriate socia science theory must take
account of the redlity of globa interconnectedness. Sustainable development (especidly
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when understood as SAEJAS devel opment) incorporates and fosters the ethics that
trandate thisredity into everyday action.

With regard to economics, in particular, no smaler changes than these will be sufficient
to correct the imbaance that has haunted this discipline from its inception. Even when it
was born, as part of "mora philosophy,” Adam Smith's theory subordinated
congderations of equity to condderations of efficiency. The outstanding effort to correct
this- Marxist economics - cannot be consdered a success. That sobering example
indicates the Sze of the task. The multiple "messes’ confronting humanity indicate the
urgency of the need. Recent thought in the socia sciences - emphasizing ideas about
participation, stakeholders, externdities, legitimacy, and trangparency - give suggestions
for how to proceed, and offer a number of the pieces of the puzzle that needs to be put
together.

If we are lucky and clever, the human race will be able to continue pursuing development
- aninevitably redefined form of development - from the platform of the current high
level of materid affluence. An dternative possibility is that we may have to think about
development from alower level of achievement, after a serious ecologica/economic
collgpse. Unlessthe future is even blesker, and the collapse is so greet that the idea of
progress smply disappears, we can look forward to a future in which economic
development has become synonymous with sustainable devel opment; for unsustainable
development, by its very definition, cannot continue indefinitely. The more gppedling
scenarios that can be imagined dl require that we achieve the difficult, but not
impossible, task that has been outlined in this paper: to civilize our economic theory, and,
more important, our economic systems.

Neva R. Goodwin is Co-director of the Global Development And Environment Institute at
Tufts University.

NOTES

! This paper was originaly prepared for the Encyclopedia of Life Support

Systems (EOLSS) sponsored by the United Nations Educationa, Scientific and Cultura
Organization (UNESCO).

2 Note that from the middle of this century on into the 1980s, mainstream Western
(especidly Anglophone), market-oriented economists defined themsdves as
"neoclassicdl;" connected to, but differentiated from, the classcal economics tradition of
Smith, Ricardo, Mill and Marshall. The popularity of this name has recently declined,
while its proponents increasingly use more generdized labels such as "market- oriented
economics'. For darity, however, | will continue to refer to the theory that istaught in
mainstream economics departments, especidly those with astrong U.S. influence, as
"neoclassca.”

3 Anealy use of theterm, by G. F. Hegd, identified civil society with business; this
usage is being replaced by the one cited in the text, which is the more ussful meaning in
this context (asin most others).
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4 Work toward the Earth Charter is an obvious continuation - perhaps, if it is successful,
acapstone of this process.

® A well known definition of the precautionary principle was spelled out in a January
1998 meeting of scientigts, lawyers, policy makers and environmentaists at Wingspread,
the headquarters of the Johnson Foundation in Racine, Wisconsin. The Wingspread
Statement on the Precautionary Principle summarizes it thus:

"When an activity rases threats of harm to the environment or human hedth,
precautionary messures should be taken even if some cause and effect relationships are
not fully established scientificaly.”

® Other philosophers of science who have taken up this issue indude Silvio Funtowitz
and Jerome Ravetz, who have proposed the name "post-normd science” for the new
mode that is needed. See, e.g., Funtowicz and Ravetz, 1993.

" Note that "vaue-neutrdity” is not intended to be synonymous with "objectivity." The
latter word refers to an attempt to seek, and to see, redity astruthfully as possible,
regardless of how it may conflict with or confirm one's values. Vaue-neutrdity isa
datement that oneis operating without the influence of vaues - a pose that, as stated in
the text, is an understandable reaction to some unconstructive uses of values, but that
cannot honestly be maintained, by an individual or by a socid science.

8 See Michael Porter in Goodwin, ed, 1996; see also Jacobs 1991.

¥ See NevaR. Goodwin, "Development Connections. The Hedgerow Modd" in Harris,
ed., 2000.

10 What has just been described is a classic aspect of what, starting with Thomas Kuhn,
has been cdled a paradigm shift. It has been noted that sometimes the replacement of old
with new ideas happens only as the holders of the old ideas die off, or at least quit their
teaching posts. The Stuation in economics is more complicated, asit is often the recent
graduates who are the most vigoroudly ideologica. Thereis, however, a cadre of young
economists - aswell as szable groups at older ages - who are disenchanted with what is
being taught, and would be glad to be given amore humane discipline to believein.

A critical aspect of the discussion to which this note is appended is the comment that
change will happen "when an dterndtive, truer path isavailable A reason why
neoclasscad economics has for 0 long failed to adapt in alarge way to the fundamenta
criticismsleveled a it is that the discipline has succeeded in defining the terms in which
an dternative must be offered. Challengers have, by and large, accepted the mainstream
assumption that a science of economics must be axiomatized back to asingle, smple
garting point (if not the rationdity postulate about human nature, then something equaly
ample); and that its methods must emphasize highly sophigticated mathemétics (even
though it iswidely recognized that the qudity of the available data often renders such
methods meaningless). Moreover, the theoretical edifice that has been constructed by
severd generations of neoclasscal economists appears so complete that anything less
weighty can hardly enter into competition.

Thisiswhy, in my own efforts to contribute to an dternative paradigm, amgor god
has been to bring out atextbook that is comparable to aneoclassica text in its coverage
of the basic economic issues. Thefirg edition of this textbook will be published in
Russan (with co-authors, Thomas Welsskopf, Frank Ackerman, Oleg Ananyin, and



G-DAE Working Paper No. 01-01: “ Civil Economy and Civilized Economics"'

Kevin Lancaster) in 2001, under the title Microeconomicsin Context. An earlier book
gGoodvvin, 1991) laid the methodologica groundwork for contextual economics.

1 Other accountants who early on perceived the need to broaden standard financia
accounting include Thomas Johnson and Robert Kaplan (1987).
12 These business initiatives are described in detail in Bruyn, op. dit.
13- AnsKolk, 2000, "Green Reporting;" Harvard Business Review, Jan+ Feb.
14 For example, in the U.SAA. the Families and Work Institute rates company
performance in three categories to produce a "family-friendly index." Business Week
magazine aso grades more than fifty mgor companies on "family-friendliness.”
15 Thomas L. Friedman, 1999, "The New Human Rights;" op-ed piecein The New York
Times, July 12.
16 Press rdease from UNEP Division of Technology, Industry and Economics, April,
1999.
17 For example, some reporting requirements are very time and labor intensive; these will
only be retained if they contribute to the company's own understanding of its impact, as
well asto the ability of outsders to understand the company.

Among the 20 companies selected to test pilot the draft GRI standards were British
Airways and Shell Internationa (UK), Bristol-Myers Squibb, Ford Motors and GM
(USA), ITT Hygt and Electrolux (Sweden), NEC Corporation and KST Hokkaido
(Japan), SASOL (South Africa), Henked (Germany), Excd Indudtries (India), and
VanCity Savings Credit Union (Canada).

For more information on the GRI, see White, 1999, or contact CERES (the Codlition
for Environmentaly Responsible Economies), 11 Arlington St., 6th Floor, Boston, MA
02116-3411; www.ceres.org. The GRI webste is www.globareporting.org.

18 The forms of these reactions can include, for example, stockholder resolutions, worker
actions, community decisons (on what kinds of supports or inducements to offer to a
corporation), consumer preferences (e.g., for products with an eco-labdl) and consumer
boycotts. (The lagt of these, normaly requiring organization of an especidly diffuse
(I:;roup, can be effective for only afew, very high-profile Stuations.)

° Anintroduction to the literature on corporate responsibility, as discussed above, may
be found in Goodwin, "Taming the Corporation” in Haris, ed., 2001
20 The hedlth of the environment is cited here as though it is a secondary god - ameans
to the end of human wellbeing. It would not change the argument of this paper if we were
to hold up human wellbeing and environmentd integrity asapar of equd find gods, or
if we were to define alarger number of equaly vdid fina gods; or if we were to accept
the position of Herman Day and others, that the angle find god isto please God, with
support for human wellbeing and environmental hedth understood as especidly
important ways of fulfilling this requirement. Any of these postionsis congstent with the
point being made here: it is essentia to recognize what our find gods are, and to orient
economic systems - aswell aslegd, educationa, and other systems - to the achievement
of what redly matters.
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