Wayne Hayes: Economic Strategies For Sustainability
1

Economic Strategies For Sustainability

Wayne Hayes

June, 2005

Introduction

How can the economy be harnessed to serve sustainability? What makes this question so ironic is that the growth in the physical scale of the economy under the prevailing regime of economic globalization has depleted resources, destroyed ecosystems, overwhelmed natural waste disposal sinks, waged war on subsistence cultures, and produced shocking maldistribution of wealth and income. How, then, can the economy be turned around to reinforce sustainable development rather than to destroy ecosystems, resource endowments, and indigenous cultures? This alchemy must be resolved to promote sustainability. 

The now familiar definition of sustainable development from the Brundtland Commission Report (World Commission on Environment and Development) defines sustainable development as: "development that meets the needs of the present without compromising the ability of future generations to meet their own needs." How operational is this definition? What economic strategies can promote sustainability? Can the precept adequately define guidelines for policy prescription and ethical principles? Does it ensure justice? Will democracy be nurtured?

Ecological economics takes up the challenge of working out a functional analysis from which to base public policy and normative legitimacy. The global economy, a robust engine of change, must generate sustainable development rather than amplify entropy. The USA, the single most powerful economy in history, must be given foremost consideration. With only 4.5% of the world's people, the USA consumes about 25% of global resources and produces the same proportion of greenhouse gases. The USA dominates the Bretton Woods institutions--the International Monetary Fund, the World Bank, and the World Trade Organization --- which shape the global economy, enforcing its ideology of neo-liberalism.

The purpose of this essay is to provide sustainers an overview of how economics might appropriately relate to sustainability. The reader will find aspects of the intersection of economics and sustainability throughout this anthology. Two chapters, in particular, complement this essay:

1. "Fairness in a Fragile World: A Memo on Sustainable Development," by Wolfgang Sachs

2. "Ecological Economics and Sustainable Development," by Peter Montague

Sachs has contributed a sobering explanation of the current status of sustainable development without resorting to orthodox economic analysis. Montague provides a succinct overview of the seminal book in ecological economics, Beyond Growth: The Economics Of Sustainable Development, by Herman Daly.

Part I: Situating Economics I: Ecology and Economics

What is an economy? The national economy is measured as the monetized market value of the total amount of goods and services produced in a nation. Probe the language and we discover that the term “economy” derives from the Greek oikonomia, household management, based on oikos, "house," and nemein, "manage." Now consider the etymologically related term, “ecology,” which is defined as "the branch of biology concerned with the relations of organisms to one another and to their physical surroundings." Ecology also derives from the ancient Greek term oikos, but instead of management, focuses on logos, "reason" (Oxford English Dictionary).

We must unravel these critical terms, ecology and economy. Confusing them will fog our analysis. Consider two aspects of the relationship between economics and ecology. 

1. Which should precede the other? Surely, we must understand the home of humanity before we muster the audacity to manage it. The sheer complexity should daunt us and make us prudent. However, this is not the case. In the last century and more, economy has obviously trumped ecology, to the detriment of the earth. This imbalance cannot be sustained. This implies that at some time in the future a threshold will be crossed and the economy/ecology will crash. We do not know when. We also recognize that many humans, particularly those living in the industrialized temperate climatic zones, have greatly, but unevenly, benefited from economic growth, enshrining economic growth as a prize worthy of emulation by others. Six billion people driving SUVs cannot happen; the earth cannot support such recklessness. The hubris of economics cannot endure. Hence, we must explore more deeply the nexus between the management of the human house, economy, and our understanding of its internal relations, ecology. Harmonizing this essential distinction must ground any approach to the economy that supports sustainability, even if that strategy originates from outside economics per se.

2. Scrutinize ends and means. Management of the human house, economics, implies the administration of means, a service function. The purpose of the economy is to serve humanity and the expanded human "house,"--our planet--not the obverse. Ends must come before means. Means must be subordinate to ends. Ecology should precede economics.

In both these instances, the prevailing hierarchy of economy and ecology must be inverted: Means define ends and reason restrains the will to control. This brings us back to our initial question: How can the economy be harnessed to serve sustainability? How economics can be made congruent with ecology is the challenge that the Brundtland Commission posed when it defined the mission of sustainable development. Economics, like technology, must serve sustainability, and ends must be defined in terms of culture and nature through open, participatory, ethical discourse, reinforcing democracy and transparency.

Sustainability should not reinforce the privileged position of economics, but should spark an inclusive conversation. The emerging field of eco-economics does attempt to reconcile ecology with economics, building an intelligible and critical bridge between science and social thought. Further, eco-economics lends itself to both normative considerations and prescriptive analysis, enlarging the scope of sustainability analysis to include ethics and public policy. The emerging field of eco-economy drives the discourse of sustainability further away from the dominance of economics.

The extended essay in this collection by Wolfgang Sachs exemplifies the truth inherent in inverting economics and ecology and in listening to other voices and stories. For example, Sachs realizes that copycat development, the replication of the economic development practices of the global rich, will surely lead to global ruin: more poverty within vast ecological catastrophe. Orthodox western economics can neither be extended to the majority of the earth's human inhabitants nor can it be sustained indefinitely by the 20% or so who enjoy its cornucopia. Sachs reveals the parasitical political character of global capitalism masquerading as shared economic development.

Situating Economics II: Economic Globalization

This entire volume examines economic globalization, the backdrop to the story of sustainability. Prominent economists who have provided insight to validate economic globalization include Joseph Schumpeter, the Austrian champion of exuberant capitalism, and David Ricardo, the neoclassical economist who authored the principle of comparative advantage, the cornerstone of the neoclassical theory of trade.

Joseph Schumpeter coined a fateful term to capture the dynamics of capitalism: "the perennial gale of creative destruction" (84). Indeed, Thomas Friedman calls this elusive doctrine "the business model of globalization capitalism" (11). Schumpeter recognized the turmoil endemic to capitalist expansion, as did Karl Polanyi (Transformation), but Schumpeter disregarded the concurrent misery and devastation, instead envisioning an often hidden generative capacity. Yet, the doctrine of creative destruction has become a fixation, a dogma embraced by the faithful on a crusade for triumphant global capitalism. 

Growth remains the engine of economic globalization without which the system as constituted would crash--although with runaway material growth earth's ecosystems will surely crash. Schumpeter put it this way: "Capitalism, then, is by nature a form of economic change and not only never is but never can be stationary" (82). Schumpeter derided the "textbook picture" that depicted economic progress as the result of market-based competition (84). Rather, he pointed to innovation in products, sources of supply, organization, and technology that created a new context "which strikes not at the margins of the profits and the outputs of the existing firms but at their foundations and their very lives" (84). Indeed, Schumpeter foresaw that capitalism itself would fall victim to the turbulent task environment of its own making: 

The capitalist process not only destroys its own institutional framework but it also creates the conditions for another. Destruction may not be the right word after all. Perhaps I should have spoken of transformation  (162).

David Ricardo's theory of comparative advantage, superficially examined, claims that  benefits derive to all who trade at long distances. Ricardo recognized that local specialization in the production of goods that can be produced inexpensively can result in mutual economic gains when traded for goods produced more cheaply in other areas. Both parties to the transaction benefit. However, Ricardo was also formalizing the common sense insights of Adam Smith into a broad theory of economic society based on the institutionalization and rationalization of trade through totalizing markets--a notion fundamentally antithetical to sustainability (Polanyi, "Economy" 131-132).

Ricardo assumed that neither labor nor capital were mobile, that externalities were absent, and that prices changed little with trade, conditions contravened by economic globalization (Daly 152-153; Ekins 307-308). Comparative advantage is the creed of the WTO, the IMF, and the World Bank, providing the basic tenet underlying neo-liberalism.

The international experience, however, demonstrates that the gains from trade are exaggerated, are unequally shared among and within nations, and that the ensuing burden of debt service often leads to the dreaded, now staunchly resisted, structural adjustment programs imposed by the IMF. Other consequences of comparative advantage undermine sustainable development: 

1. As poor countries compete in commodity markets, prices drop. The terms of international trade depend greatly on market structure. Industrial nations enjoy decisive advantages in maintaining prices through oligopolistic practices and from policies protecting home markets, despite the preaching of free trade doctrine to the weaker trade partners.

2. Subsistence production is not accounted as global trade, but when resources and people are shifted, often through coercion, into the monetized economy, these activities do show up in the market economy, exaggerating the gains and disguising the losses from trade.

3. Intensive specialization can lead to dependence and the permanent loss of diversity, economically and ecologically. Specialization can morph into runaway monoculture that destroys natural systems and the livelihood nature supports--although to the advantage of land owners and agribusinesses peddling seeds and chemical elixirs.

4. Export trade is highly subsidized, including its distribution and transportation functions. Removal of these subsidies encourages local production and consumption and averts the high energy costs and resulting pollution of long-distance transport. Export-oriented growth policy, propped up by coalitions of vested interests, deters domestically oriented policies--all in the name of free trade.

Despite the historical record, as reported by Sachs in this anthology, and the limits within their own theories, the doctrines of comparative advantage and creative destruction continue unabated as the main economic principles underlying the neo-liberal agenda. Sustainers should recognize this reality when contemplating the role of economics in promoting sustainability--and look elsewhere for economic strategy.

What Brand of Economics Supports Sustainability?

All this does not signal the end of economics for sustainability, but promotes the invention and application of a more humble version of and scope for what Karl Polanyi calls substantive economics, as distinct from the formal economic analysis practiced by academically certified economists ("The Economy"). This inversion of economics is the foundation of a strategy of sustainability and a preoccupation of this essay. Simply put, economics has a place, and economics must be put in its place. So, what is that place? How can we properly situate economics for sustainability?

To guide us through the labyrinth of economics, consider three schools of thought, each with implications for sustainability:

1. Classical economics originated with Adam Smith’s landmark book, The Wealth of Nations, published in 1776, and has been steadily augmented by (British) political economists such as David Ricardo (comparative advantage), Alfred Marshall (price theory, or microeconomics), and John Maynard Keynes (macroeconomics). We will discuss below aspects of microeconomics and macroeconomics in relation to sustainability. But neoclassical economics will not support sustainability, even in the guise of "environmental economics," which acknowledges, but trivializes as "side effects," the social costs of markets.

2. A big leap forward comes with the advent of ecological economics. The seminal work in ecological economics belongs to Herman Daly, Beyond Growth: The Economics Of Sustainable Development. Daly, an academic economist who also worked for the World Bank, provides a critical analysis of how orthodox microeconomics and macroeconomics comes up short for sustainability. Peter Montague provides a succinct overview of Daly in another chapter within this collection--I will refrain from repeating his excellent summary. But note, Daly uses the tools of economics to critique economics--still thinking in the language of economics. Two major advances of ecological economics are the decoupling of qualitative development from quantitative growth and the embedding of the economy within nature.

3. In contrast, eco-economics takes a step away from the profession of economics. A principal contributor, Lester R. Brown, a scientist who founded the WorldWatch Institute, also has an article in this volume, "Eco-Economy Offers Alternative to Mid-East Oil." Eco-economy uses economics as a practical tool to shape situations for the purpose of promoting sustainability but embeds its diagnosis and prescription in cultural and natural contexts. For eco-economy, economic analysis, like technological innovation, remains a means, not the ultimate objective.

Those who are not economists should realize that as we move through this typology, the dominance of neo-classical economics, including its virulent current manifestation as neo-liberalism, ceases (George). The concrete realities of culture, ecology, and ethics displace the primacy of abstract economics, ceding territory to a discourse based on pragmatism and common sense, thus providing access to economic practice for sustainers.

Finally, note that this discussion of economic globalization and the contributions of ecological economics and eco-economy contain no mention of any significant contribution by Karl Marx, a major figure in economic thought. While Marx contributes to the discussion of class, distribution, and justice, his version of material progress differed only in kind from the modernist economic project (Schroyer 65). John Stuart Mill glimpsed a "steady state" in which a stationary condition of economic equilibrium could be achieved without the dread of stagnation. Rather, qualitative development would emanate from creative leisure (Daly 3), thus recognizing the limits of material satiation, essential to Gandhian "enoughness" (Riwan). No champion for the environment or for the principles of sustainable development emerged within neoclassical economic thought.

We turn to a critical examination of those economic categories that speak to sustainable development, distinguishing among neoclassical economics, ecological economics, and eco-economics. Then, we will close with some remarks on substantive economics and on coping with global capitalism.

Neoclassical Economics

The neoclassical school of economics yields two major theoretical divisions: microeconomics, the behavior of the basic economic units, and macroeconomics, the dynamics of the aggregate economy. Neither is satisfactory for sustainability, but should nonetheless be critically understood, as they are in ecological economics.

Microeconomics

Microeconomics deals with the behavior of the fundamental economic units, such as the firm and the consumer. Its flawed assumptions about perfect competition among small firms defy the reality of mammoth transnational corporations as the principal agency of economic globalization. Instead of recognizing such market distortions as externalities, discussed below, neoclassical economists claim to catch sight of Adam Smith's "Invisible Hand" of the unfettered market. Neoclassical economics is not only blind to environmental degradation and social disintegration but is enthralled in a mystical séance of market perfection, a reification exceeded only by neo-liberalism.

Microeconomic theory projects that human behavior is motivated

by an intense utilitarian urge to "maximize satisfaction" and is totally preoccupied with unsustainable, self-centered materialism. This cultural premise, happily, is not widely shared, but still assumed for the construction of theory, little of which has been historically informed or empirically confirmed. Market distortions, such as externalities, create theoretical problems, which, too, can be swept away as inconsequential aberrations. The founder of microeconomics is Adam Smith, refined greatly by Alfred Marshall into formal price theory.

Macroeconomics

Macroeconomics attempts to explain economic aggregates, categories such as consumption, unemployment, savings, investment, money, finance, and the rates of interest. The founder of macroeconomics is Lord John Maynard Keynes, a dissenting architect of the Bretton Woods accords that ground economic globalization to this day.

Put mildly, macroeconomics has been obsessed with economic growth. In the world of the macroeconomist, more is always better. No consideration is given to what is produced, so long as it enhances the total flow of goods and services. Prisons, bloated health care costs, responses to toxic spills, the repair of the damage caused by climate change all are "goods" that add to economic output--not "bads" which should be prevented. The depletion of natural capital and the stress induced on waste sinks are not considered within this methodology. Growth is good, period.

But not every observer concurs. Note how a shift away from the context of industrial society and toward nature and subsistence alters the story of growth as seen by Vandana Shiva, below:

Instead of living up to its promise to alleviate poverty, economic growth actually undermined ecological stability, thereby destroying people's livelihoods and causing further poverty. Moreover, development strategies have been based on the growth of the market economy, even when large numbers of people operate outside of this network. The emphasis on the market economy has resulted in the destruction of the other economies of nature's processes and of people's survival, but this destruction is seen as nothing more than the 'hidden negative externalities' of the development process. (87)

The article in this collection by Wolfgang Sachs also tells the other story of economic growth, within which ecological systems are sacrificed and patterns of human livelihood demolished, not as accidents or externalities, but as government enforced policies of neo-liberalism reinforced by powerful, but undemocratic and opaque, international agencies: the World Bank, the IMF, and the WTO.

A half-century ago, the industrialized nations, haunted by the Great Depression, had installed economic growth as public policy (Shonfield). In the U.S.A., the national government assumed the role of growth underwriter in the New Deal of President Franklin Delano Roosevelt, an obligation codified into U.S. law with the Employment Act of 1945. Woe to the political leader whose term in office is marred by declining Gross National Product, recession. Since globalization, however, the role of central banks in macroeconomic policy has been gradually eroded, constrained by the forces of global finance--an erosion of sovereignty.

We next turn toward economic categories and strategies that reject the neoclassical heritage of economics: ecological economics and eco-economics. You will find them accessible, even welcoming, to non-economists.

Ecological Economics

Fortunately, ecological economists recognize the blinders their neoclassical colleagues bring to sustainability. Externalities are not trivial side effects. Growth has been decoupled from human well-being and not to be considered as outside of natural limits of resource endowments and carrying capacities. In his overview of Herman Daly's seminal treatment of ecological economics, Peter Montague points out the three functions within which economics claims a legitimate standing and the proper role of economics in each:

1. Allocation: the efficient allocation of resources toward competing ends. Efficiency has long been the principal concern of economics. Competitive markets--not corporate-dominated oligopolies--can perform well here so long as side-effects, such as externalities, are incorporated into prices. Ecological economists recognize a legitimate role of the market in society based on the efficiency of allocation of resources--"all other things being equal," as economists typically condition their conclusions.

An externality is a consequence, positive or negative, of an economic activity that affects other parties without this affect being incorporated into market prices. Thus, market price deviates from the "true" social cost, sending the wrong signal. Note also the subtle linguistic trivialization. Interestingly, the economics profession has long neglected to assess the size or significance of externalities or to calculate the damages perpetrated on its victims, who by definition had these harms inflicted upon them without their participation—despite the obvious dysfunctions of industrialization and urbanization. Indeed, the bias of public policy in the USA has been to protect the producers, not the public at large. Daly comments on the trivialization of externalities by neoclassical economics:

When increasingly vital facts, including the very capacity of the earth to support life, have to be treated as “externalities,” then it is past time to change the basic framework of our thinking so that we can treat these critical issues internally and centrally. (45)

A related topic, rarely brought into view, is the plethora of perverse, often hidden, subsidies, including externalities, enjoyed by corporations in such established industries as energy, agriculture, and transportation. Not only do these gifts typically promote older, dirtier, less efficient industries, but they also stymie the development of innovative, cleaner alternatives—depressing prospects for sustainability. For example, subsidies to cotton farmers in the USA disadvantage cotton cultivators in Africa and subsidies to nuclear power generators present an unfair advantage to start-up wind power producers. These often hidden subsidies undermine economic efficiency and promote environmental damage, but go largely neglected in the economic literature. A study released in 2001 by Norman Myers and Jennifer Kent estimates the global cost of perverse subsidies at two billion dollars, about 5.6% of the $35 trillion global economy (187-188). The subsidy-rich, environmentally poor Bush-Cheney energy policy was formulated behind closed doors with input from energy giants like Enron but with no public disclosure. Eliminating perverse subsidies must be a first step toward building a sustainable economy.

2. Distribution: the socially acceptable distribution of the goods and the bads produced by the economy. This issue lies outside the domain of technical economic analysis, incorporates values and ethical choices, and is properly resolved by democratic political institutions. Hence, the term political economics--as if there were any other kind.

Left to itself, a market society will produce large maldistributions in wealth and income. In practice, the market-driven returns to capital, as profits and capital gains, accrue to the wealthy few, the capitalist class, while the returns to labor, wages and salaries, go to a multitude, the working class. This dynamic produces a class-based inequality of both wealth and income, which translates into differential political power. In the past, the inequalities were mitigated by redistributive tax policies--anathema to neo-liberalism, as exhibited by the recent Bush tax cuts. In the era of economic globalization, inequality has grown sharply within nations, including the USA, and on the global scene. Yet, economists regard this normative concern as outside the ken of "scientific economics." Therefore, when issues of social justice are openly discussed in the context of sustainable development, do not turn to economics for insight.

Worse, the laissez faire policies of neo-liberalism preclude all attempts to either share wealth or income, or to prevent or compensate for externalities. Should any remnant of the welfare state threaten to redistribute goods or avert bads, the hammer of global competition will punish those who misbehave. International investors will withdraw confidence, undermine the currency, and demolish the economy--with the blessing of the IMF (Stiglitz 201-213). Without unions, wages decline further as the weak collectively race to the global bottom--all in the name of progress.

3. Scale: the appropriate size of the material economy relative to nature's carrying capacity. This aspect of macroeconomics has been altogether disregarded by the dominant neoclassical school of economic thought. In sharp contrast, ecological economists such as Herman Daly have emphasized the importance of scale, which is central to sustainability (48-52). Neoclassical economics regards nature as outside the economy, not situating the economy within nature—abdicating concern for the planet. Natural capital, the stock of resources and ecological services basic to all life, has therefore been denied economic value. When Adam Smith wrote, the scarcity of labor and capital constrained production, not nature's resources and services. That condition has largely been reversed, but natural capital depletion is yet not recognized by neoclassical economics. 

The distinction between development and growth is fundamental to ecological economics and central to sustainable development. Daly writes:

Since physical growth is limited by physical laws, while qualitative development is not, or at least not in the same way, it is imperative to separate these two very different things. Failure to make this distinction is what has made “sustainable development” so hard to define. With the distinction, it is easy to define sustainable development as "development without growth--without growth in throughput beyond environmental regenerative and absorptive capacities.” (69)

This insight buttresses the discussion of sustainability and provides an operational definition to promote a strategy of sustainable development.

This entire discussion of economic functions situates the boundaries of professional economics, a vital contribution of ecological economics to sustainability. Ecological economics initiates the synthesis of ecology with economics, building an intelligible and critical bridge between natural science and social thought that can support sustainability. Further, ecological economics lends itself to both normative considerations and prescriptive analysis, enlarging the scope of sustainability to include public policy and ethics. 

Yet, sustainable development requires much that is outside the range of ecological economics, expanding the discourse further. Which is why ecological economics should be extended to encompass the eco-economy, to which we now turn.

Eco-Economy

The argument so far has been to abandon, even resist, formal economics as usual, especially the virulent, dominant strain of neo-liberalism, the underlying ideology of contemporary economic globalization. Environmental economics extends neoclassical economics toward rudimentary environmental impacts, but trivializes, even disguises, very real "external" effects of economic activity and decision-making, resulting in faulty market signals. Ecological economics has contributed significant insights to support sustainability, such as the essential distinction between growth and development and the identification of eco-taxation devices. These are necessary to support economic strategies for sustainability, but not sufficient. Where next?

Karl Polanyi has pointed the way by his distinction between the formal economy analyzed deductively by the economics profession and the substantive economy that Polanyi identified through history and anthropology ("Economy" 142-148). The meaning of this shift for sustainability is that the primacy of economics surrenders to the concrete analysis embedded within culture and nature. Non-economists who recognize the centrality of the economy to sustainability are working out the vision of an eco-economy. Lester R. Brown writes: "we need a vision of what an environmentally sustainable economy--an eco-economy--would look like” (Eco-Economy xv) and "The preeminent challenge for our generation is to design an eco-economy, one that respects the principles of ecology” (Eco-Economy 21).

An example Brown cites is the application of wind energy to turbines, thus replacing coal mining in Europe and opening up economic opportunity on marginal lands in Kansas. Brown rightly examines specific practices with an eye toward the material basis of these practices, a triumph of common sense over formal, deductive economic rhetoric. Schumpeter's innovation wears a different color: Paul Hawken, Amory Lovins, and L. Hunter Lovins delineate a form of industrialism built on living systems (310-313). This grounding in innovation and common sense emerges from the thoughtful integration of ecology, economics, and technology. Markets that tell the true price and development decoupled from physical growth, as prescribed by ecological economics, provide sympathetic preconditions reinforcing an eco-economy.

Note well how the eco-economy embodies the practice of sustainability as vernacular, common sense, virtuous, ecologically and economically durable practices that remain accessible to all of us within our households, our communities, and our regions. The vision of eco-economics harkens back to the innovation that Schumpeter envisaged as the real engine of progress. Old habits of mind, institutional inertia, and vested interests hinder the progressive tendency inherent in the eco-economy.

Eco-economics, not neo-liberalism, takes up Schumpeter's challenge. The process of creative destruction envisioned by an innovative eco-economy requires the dismantling of an ossified economic order and its high-priests, the economists, who defend it. This is the ultimate economic strategy promoting authentic sustainability.

The concluding section of this essay examines how economic globalization has been absorbed by neo-classical economics to form the dominant ideology guiding contemporary global transformation. The theory and practice of neo-liberalism subverts sustainable development and frustrates the actualization of both ecological economics and eco-economics, as explained above.

Part II: Economic Globalization: 

Neo-liberalism and the Prospects for Sustainability

How did the contemporary regime of economic globalization come to be? The story begins at Bretton Woods as an arrangement among nation-states under the auspices of the United Nations to provide order to the international economy, to promote post-World War II economic growth, and to forestall relapse into a global economic depression similar to the 1930s. The original mission of the Bretton Woods institutions was subverted into the ongoing catalyst of economic globalization under the ideology of neo-liberalism beginning in the 1980s.

The story spells out the implications of neo-liberalism in theory and in practice, noting how the altered character of the Bretton Woods institutions has stimulated a world-wide backlash to the prevailing form of economic globalization. Finally, this section speculates on the significance of neo-liberalism for the prospects for sustainability and suggests alternatives. This segment builds on the essay above, unraveling the economic aspects of sustainable development.

Bretton Woods

The story of neo-liberalism emerged in an idyllic setting within the White Mountains of New Hampshire, at the palatial Bretton Woods retreat in July, 1944. The official title of the gathering from 44 nations was the United Nations Monetary and Financial Conference. There, the presumed victors of World War II gathered to anticipate the post-war state of the economy of the North Atlantic community. The specter of relapse into the Great Depression, the global economic slump which the war economy had remedied, haunted Bretton Woods. Progressive reform rooted in nationalism comprised the Bretton Woods agenda.

Two leaders set the stage for post-war economic planning: Lord John Maynard Keynes, the august British economist, and Harry Dexter White, an intimate adviser to President Franklin Delano Roosevelt of the United States. No one at Bretton Woods imagined a transcendence of the nation-states whose interests they represented and promoted. The global economic institutions they envisioned, based on the acumen of Keynes, rested on the accepted cornerstone of national economic policy making, the welfare states constructed throughout the 1930s. Reconstruction of the war-ravaged industrial nations was foremost, with little thought to what were then the colonies of Asia, Central and South America, and Africa.

The UN Monetary and Financial Conference at Bretton Woods founded two principle agencies, technically specialized operations of the United Nations, the World Bank and the International Monetary Fund (IMF). Both are headquarted in Washington, DC.

Keynes himself soon abandoned support for the Bretton Woods accords after the USA blackmailed the British delegation with threats of withdrawal of desperately needed post-war loans if the dominance of the IMF and World Bank by financial and trade interests was challenged. The developing nations were held hostage by a regime of strict financial austerity (Monbiot 2).

That was then. The original mission of Bretton Woods promoted economic integration within the international order, particularly among the industrial nations. Contemporary economic globalization advances quite another cause, not Adam Smith's mythical "invisible hand," but the tangible helping hand extended to the true beneficiaries of globalization, transnational corporations. Herman Daly, the seminal ecological economist puts the case this way:

Globalization refers to global economic integration of many formerly national economies into one global economy, by free trade, especially by free capital mobility, and also, as a distant but increasingly important third, by easy or uncontrolled migration. Globalization is the effective erasure of national boundaries for economic purposes ("Globalization" 1).

Ironically, economic globalization dismantles the authority of the international order by undermining national sovereignty. This analysis provides the working definition of economic globalization used here: the dismantling of national and sub-national restraints on economic activity. Daly, again:

Since there can be only one whole, only one unity with reference to which parts are integrated, it follows that global economic integration logically implies national economic disintegration--parts are torn out of their national context (disintegrated), in order to be re-integrated into the new whole, the globalized economy ("Globalization" 1).

Renato Ruggiero, former Director-General of the World Trade Organization (WTO) unabashedly stated as much: "We are no longer writing the rules of interaction among separate national economies. We are writing the constitution of a single global economy" (qtd. in Daly "Globalization" 2).

Margaret Thatcher, however, proclaimed the ultimate catchphrase of economic globalization: "There is no alternative," abbreviated to simply TINA. The triumphalism of neo-liberalism has proved to be premature.

The protest of the WTO summit in Seattle in November 1999, and subsequent, but often suppressed demonstrations, have modulated such arrogance as that exhibited by Thatcher and Ruggiero. Other scenarios have been put forward. One is based on a reform of the original Bretton Woods accords, reverting to traditional nationalism. Another, voiced at the World Social Forum at Porto Alegre, Brazil, in 2001 and 2002, claims "Another world is possible," founded on federated but decentralized global networks (Cavanagh and Mander, et al. 3). The former is compatible with environmental economics and perhaps with elements of ecological economics, as defined above, while the latter provides fertile soil within which eco-economies might thrive, the best hope for sustainability.

The proponents of economic globalization make the universal claim that export-driven economic growth will diminish poverty and, by raising income, elevate environmental protection standards. Neo-liberals also postulate that specialization promotes trade and efficiency, as we have seen in the economic thought survey, above. As in other matters of economic theory such as the scale of externalities and the efficacy of comparative advantage, such claims reflect faith but are not based on empirical research. Winners presumably greatly outnumber temporary losers.

Of course, the added material and energy demands of physical growth also diminish resources, create pollution, and exacerbate the waste disposal load. Such illusory economic policies, presupposing an "invisible hand," cannot incidentally promote sustainability, but must be intentionally designed to achieve such goals, directly and not as a side effect or a trickle-down.

No one disputes that poverty reduction and the integrity of the Earth stand as high priorities. Neo-liberalism and economic globalization advocates openly proclaim that these ends are outcomes automatically produced by their policies. Should these proponents therefore be held accountable for the outcomes? Should the terms of the debate focus on results, not on predictions or promises? Sustainability rests on what Schroyer dubs "A World That Works," on achieving specific desirable and intended outcomes tied to human needs, social justice, and earth-vitality. Does the World Bank or the IMF ever openly state that, say, its policies, below, are installed to enrich corporate clients? As Deep Throat admonished: "Follow the money." Reckon the results.

The Bretton Woods Trio

The logic built into the economic planning of Bretton Woods rested firmly on Keynesian macro-economic theory, predominant through the 1930s and entrenched in the national welfare states. This economic order extended to the Marshall Plan that continued well after World War II in the war-torn nations of Europe. Keynesianism, in practice, promoted the expansion of the role of the state, management of national currencies, and redistribution through progressive taxation, functions anathema to contemporary neo-liberalism. The economic planners at Bretton Woods devised an international system based on the cooperation of interdependent nation-states. No one foresaw a seamless globalization that transgressed the sovereignty of same nation-states that founded the Bretton Woods institutions.

Three powerful, ostensibly independent but interlocking branches now constitute the bulwark of the transglobal economic order originally devised at Bretton Woods. Only since 1980 have they been inverted into the core institutions engineering economic globalization from above.

International Monetary Fund

The lead institution of the Bretton Woods accords, the International Monetary Fund (IMF) was envisaged by Lord Keynes to provide the liquidity to underwrite national deficit spending to expand national economies, to forestall competitive devaluation in currencies, and to correct failures and distortions in financial markets. The IMF, with scant resources in its early years, fell short of becoming the central bank to the world but had the latent capacity to prevent a relapse of global depression due to inadequate aggregate demand (Dillard 701; Stiglitz 196).

The fierce criticism of the IMF by Nobel Laureate and former chief economist of the World Bank, Joseph E. Stiglitz, highlights the shift in paradigm of the IMF from its original Keynesian mission to neo-liberalism:

The Keynesian orientation of the IMF, which emphasized market failures and the role for government in job creation, was replaced the free market mantra of the 1980s, part of a new 'Washington Consensus'--a consensus between the IMF, the World Bank, and the U.S. Treasury about the 'right' policies for developing countries--that signaled a radically different approach to economic development and stabilization (16).

The most infamous current policy of the IMF is the Structural Adjustment Program (SAP), a set of conditions imposed in return for IMF loans, so desperately needed by poor, heavily indebted countries. The SAPs institutionalize the neo-liberal proclivities of the IMF. The debtor nation must rapidly expand the sale of exports by devaluing the currency, thus lowering price to foreign customers, and by promoting resource extraction, often through liquidation, forced sales of assets to transnational corporations. Government-funded services, such as health and education, must be sharply curtailed. Subsidies to consumers for food or energy must also be slashed while direct and indirect subsidies to export industries are encouraged. Wages are also cut and unions busted, even while purchasing power shrinks. Environmental regulations must be relaxed, increasing pollution and destroying natural environmental services. Restrictions on financial markets must also be eliminated, opening up the national currency to financial speculation, increasing the rate of interest, and contributing to the bankruptcy of native firms. Tariffs, of course, must be eliminated, even if this demolishes local industries and opens up the floodgates of imports, adding to external debt service (Cavanagh and Mander, et al. 37-52).

The Structural Adjustment Program of the IMF is the antithesis of sustainable development, crystallizing the antagonism of neo-liberal orthodoxy and sustainability. Satisfying IMF conditionality is typically a mandate for assistance by the World Bank and other international agencies. The control over the national economy by Bretton Woods is virtually complete. The devastating and infamous SAPs are now vigorously resisted.

World Bank 

Bretton Woods laid the foundation for the International Bank for Reconstruction and Finance, soon called simply the World Bank, but as a companion to the IMF centerpiece (Stiglitz 11). The original mission of the World Bank was to finance the reconstruction of war-ravaged Europe and to forestall lapsing into another global depression. Later, by 1965, the role of the World Bank expanded to provide seed money for infrastructure projects, mostly electric power and transportation, that would stimulate economic development and reduce poverty in the "developing nations" (Dillard 704-705). The official motto of the World Bank is: "Our dream is a world without poverty" (Stiglitz 23). The World Bank has recently incorporated sustainable development into its mission.

In the 1980s, the World Bank joined the IMF in adopting a missionary zeal in pursuing neo-liberal policies, purging heretics from its staff, and installing a free market ideology that blamed world poverty on failures of governments (Stiglitz 13). The World Bank integrated its operations with the IMF, but as a junior partner. Joseph Stiglitz comments:

Although the mission of the two institutions remained distinct, it was at this time that their activities became increasingly intertwined. In the 1980s, the Bank went beyond just lending for projects (like roads and dams) to providing broad-based support, in the forms of structural adjustment loans; but it did this only when the IMF gave its approval--and with that approval came IMF-imposed conditions on the country (13-14).

The World Bank provides loans to infrastructure projects. As natural assets and resources are privatized as a pre-condition, the beneficiaries of these loans become transnational corporations who gain control of assets and resources, not the local populations who forfeit ownership. Cavanagh and Mander, et al., write:

In recent years, the World Bank has provided hundreds of billions of dollars in low-interest loans to subsidize the efforts of global corporations to establish control over the natural resources and markets of assisted countries. Corporations in the energy and agricultural sectors have been among the main beneficiaries (39).

In fact, the Institute for Policy Studies names the World Bank as "the major contributor to global greenhouse gas emissions through fossil fuel projects that primarily benefit global corporations." Regional development banks tend to follow the lead of the World Bank, exacerbating the problem (Cavanagh and Mander, et al. 39).

Thus, the World Bank has also been captured by the neo-liberal agenda, partnering with the IMF in a joint effort to promote economic globalization, to advance the interests of transnational corporations, and to destroy prospects for sustainable development.

World Trade Organization

The lowering of tariffs became a point of contention at Bretton Woods, with no firm agreement. In 1948, a charter forged in Havana for the International Trade Organization was proposed, but Congress balked at ratification rather than compromise national sovereignty. Soon afterwards, trade negotiations commenced in Geneva, founding the General Agreement on Tariffs and Trade (GATT). Under President John F. Kennedy, the scope of GATT increased and tariffs dropped sharply, but disputes over agricultural subsidies undermined general agreement (Dillard 702-705). In 1986, trade negotiations resumed in Punte del Estay, Uruguay, concluding in Marrakech in 1993. In 1994, President William Clinton signed the master agreement that included 117 nations. On January 1, 1995, the World Trade Organization (WTO) was created, converting GATT and concluding the Bretton Woods trio (Stiglitz 7). 

The WTO, founded as a treaty among sovereign nations, is perhaps the most controversial of the core institutions of economic globalization. WTO prevents governments from regulating international trade and investment, thus favoring the interests of transnational corporations over nations. The WTO can levy permanent sanctions against nations it deems as transgressors of its trade rules. Import substitution policies, seen by many as crucial to incipient sustainable development, are not permitted under WTO rules. The Battle of Seattle in 1999 has focused attention and ire on the WTO more than on the IMF or the World Bank--and the WTO disdains notoriety.

The WTO decides its cases surrounded by secrecy, delegating anonymous trade specialists for its tribunals. It promulgates not only in matters of tariffs, but also in what it deems to be non-tariff barriers to trade, such as India's national constitution which permits generic pharmaceuticals, Canada's cultural policy that restricts magazines from the USA, and the European Union's preference for bananas produced by cooperatives and not agribusinesses Dole and Chiquita (Cavanagh and Mander, et al. 45). Thus, unlike the IMF and World Bank, the WTO intrudes on the domestic affairs of rich and powerful nations, including the USA. 

Tariffs have shrunk persistently since Bretton Woods, but agricultural subsidies chronically divide nations and work to the disadvantage of developing countries. Trade-Related Intellectual Property Rights (TRIPs) have divided poor and rich nations, with the USA siding with patent-holders such as giant pharmaceutical and agribusiness firms. At stake are patent claims over agricultural seeds and medicinal plants and the future of biodiversity itself. 

The WTO appears to recognize its deficit of accountability and its excess of controversy. Despite its small budget and staff and its hesitation to leap into disputes, the WTO mission and methods contribute to the legitimation crisis of economic globalization (Nye 107-108). The controversies surrounding the WTO even divide political conservatives who decry the erosion of sovereignty. The WTO appears to tread gingerly, at least for now. However, WTO critics sound an ominous note, claiming, "the WTO is a blueprint for the hegemony of the largest corporations based in the rich countries" (Cavanagh and Mander, et al. 46).

Consequences of Bretton Woods Under the Regime of Neo-liberalism

The WTO occupies a strategic niche in the march of neo-liberalism and economic globalization. Fundamental to neo-liberalism is the aggressive abolition of impediments to unfettered trade among nations, facilitating the unhindered movement of goods, resources, currency, and investment, but not enabling migration. Neo-liberalism champions the rights of corporations to seek cheap resources, maximum profits, fluid investment opportunity, and expanded markets--all in the name of efficiency and the eventual gains accruing to all stakeholders. Anathema to neo-liberalism are tariffs; regulations of all kinds, such as labor and environmental standards; and restrictions on flows of currency, capital, and investment, even for unproductive speculation. Freedom in the context of neo-liberalism means abolition of all governmental oversight, even if popular and democratic. So, for some, the WTO represents liberty while for others it stands for domination by transnational corporations. 

The revamped Bretton Woods accords set in motion what economic historian Karl Polanyi calls a double-movement. From above, the proponents of economic globalization maneuver to set the stage for transnational corporations to enjoy privileges denied sovereign peoples and to literally control the fate of the Earth. The myriad dialectical reverberations from below, now dubbed the anti-globalization movement, collide with the centralized movement from above. The resolution of the double-movement will determine the prospects for sustainability (Polanyi "Great Transformation"). Proponents of neo-liberalism are heavily outnumbered, but hold predominant political and economic power. The situation remains fluid.

Neo-Liberalism And Sustainability

Neo-liberalism cannot be reconciled with sustainability; there exists no middle ground. The principles underlying each and the dynamics they drive are thoroughly incompatible. If neo-liberalism triumphs, sustainability cannot be achieved, with drastic implications for future generations of humans and for the hospitality of the Earth for life. The stakes are high and the prospects grim.

Consider what neo-liberalism means in practice. The neo-liberal program of economic globalization makes the world safe for transnational corporations to roam the earth at will. Neo-liberalism shifts power from the nation-state and sub-national governments toward transnational corporations. The consequences are stunning: the capacity of popular resistance is undermined; the protections afforded labor and the environment are curtailed; publicly held assets, including natural resources, are liquidated, a license for exploitation; internal national financial management is supplanted by global financial circuits, including rampant currency speculation; indigenous economies built on internal trade, public goods, and subsistence livelihood are demolished; and welfare state provisions providing economic security, public health, and education are eliminated. This is what "free trade" means in practice and why the neo-liberal agenda has met with increasingly stiff but spontaneous opposition, the diverse amalgam of anti-globalization advocates.

Note the transformation of the role of the state in the globalization process. Rather than expressing the will of its citizenry, the state is displaced by the remote agents of globalization, the Bretton Woods trio. This convoluted process, ironically, is obfuscated by neo-liberalism as the spread of democracy. The void thus created becomes the terrain of the nascent civil society movement, loosely termed NGOs, non-governmental organizations. Sustainability thrives on democracy and demands that national and sub-national political forms be recaptured and invigorated.

Neo-liberalism projects that its policies will provide widely shared prosperity by inducing accelerated economic growth. The record says otherwise: global economic expansion was far higher, 3.2%, from 1961-1980, before neo-liberalism, than since the Thatcher- and Reagan-led initiatives were installed, 0.7% from 1981-1999 (Pollin 131). Further, global ecological deterioration has intensified and inequalities in income and wealth have sharpened. Half of humanity, three billion people, subsists on under $2 per day and the richest 20% consume 86% of the earth's resources (Shah 7). The number of people living in poverty actually increased in the 1990s (Stiglitz 5). The East Asian financial collapse of 1997-1998 shook faith in the international monetary regime. South America has rejected structural adjustment programs. Africa has been largely excluded from economic globalization, contributing only about 4% to world trade, and poses special problems of AIDS, a colonial legacy, and race. The Islamic world resists the materialist trappings of westernization. Oil, the foundational resource of modernization, exhibits chronic and irreversible scarcity.

Despite the contradictions of theory and practice, proponents of neo-liberalism and economic globalization claim hegemony over globalist discourse, caricaturing dissent as narrow and parochial. However, the terms of debate cannot be so glibly simplified. The rich communal texture of sustainability engenders more diverse worlds than the homogeneity implicit in market-ruled globalization.

Sustainability must not to be confounded with parochialism, isolationism, or xenophobia. Sustainability demands a cosmopolitan outlook, negotiating and integrating levels of social organization ranging from the local through the regional and the national into the global order of things. Sustainability, like ecology, thrives on diversity. Indeed, sustainability presents a daunting conceptual challenge that must be worked out in practice, not given to pre-ordained or ideologically driven preconceptions. The practice of sustainability presumes an illuminating public discourse built on a vibrant civic culture, from your neighborhood to the global village we all share. The level of human development evoked by sustainability poses an imposing challenge of societal evolution that can only be conceived in intergenerational context--although we don't know how much time we have available until catastrophe.

Prospects

An international economic order, such as one consistent with the original design of Bretton Woods, could arguably be compatible with sustainable development, although this is now a contestable assertion. The post-war obsession with physical growth in the scale of economic activity collides with the limits imposed by nature as raw material resource and as sink for waste disposal. Ecological economics and eco-economics claim that development can be decoupled from the scale of material and energy consumption. Cultural innovation and enhanced technology can offer flexible and ethical complements for lightened material burdens imposed on the Earth, enhancing life opportunities that can be sustained indefinitely.

An eco-economic outlook provides a prerequisite for the transition to sustainability, offering an alternative to neo-liberalism. As stated above, economics must be relegated to a service role concerned with appropriate means, not a dominant epistemology that presumes to define ends. These ends must be cast in terms of human needs and nature, harmonized so that the provision of livelihood can persist universally and sustainably from generation to generation.

As this essay is written, neo-liberalism enjoys the advantage. The ascendancy of neo-liberalism, however, has been challenged, as the diverse authors in this anthology illustrate. As the global South and many sectors, regions, and citizens of the industrialized world attest, the relatively short era of incipient economic globalization has met with stiff resistance. Should conditions deteriorate, such as indicated by global warming and by widespread social and ecological dislocation, struggles against neo-liberalism will intensify. The outcome of this struggle is unresolved, but day-by-day the damage to nature and to humanity becomes more conspicuous, despite the official denial perpetrated by neo-liberal orthodoxy.

The alternatives, based on rethinking the eco-economy, cannot be dictated by ideology or by centralized authority but rather built piece by piece, from the ground up. The cosmopolitan outlook and the decentralized public discourse so required indicate that there is much work to be done. Time is short but opportunities for sustainers abound and expand. There is an alternative.
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