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The Limits of Traditional Economics: 

New Models for Managing 

A 'Steady State Economy' 

Today's application of economics as the basic tool 
in managing national resources is being challenged 
by environmentalists, by scientists from other dis- 
ciplines and even by an increasingly skeptical 
public. Nowhere is this debate hotter than in the 
United States where the environmental movement 
began. In the past year, the advocates of zero 
population growth were joined by a vanguard of 
environmentalists calling for a re-examination of 
the nature and direction of economic growth as 
defined by the Gross National Product, and de- 
velopment of more sensitive indicators of human 
welfare which might subtract some of the dis- 
amenities, dis-economies and dis-services associ- 
ated with growth, such as costs of pollution related 
illnesses, crowding, traffic jams, decaying cities 
and the depletion of energy supplies and other 
natural resources. 

These new realities pose serious challenges to 
prevailing economic policies which, in- the next 
few years, may result in vast changes in the formu- 
lation of our national economic accounts and, in 
turn, our methods of assessing corporate per- 
formance. 

Indeed, at the United Nations Conference on the 
Human Environment in June 1972, many Third 
World delegates questioned the advisability of try- 
ing to imitate the capital-intensive developmental 
models provided by the West. Rather, they hope 
to leapfrog many wasteful processes, bypassing, for 
example, the "automobilization" stage in favor of 
a more diverse mix of public transportation for 
intermediate and long hauls, and arranging for the 
growth of human settlements so that walking and 

bicycling can serve most individual needs. Many 
less-developed nations are now looking to China 
as a more viable model to emulate, because its 
labor-intensive system uses the human resources 
that are abundant in all countries, and does not 
require the surrender of national autonomy which 
often becomes the hidden cost of importing foreign 
capital. Obviously, this kind of economy that 
substitutes exhortation for incentive and utilizes 
human rather than mechanical energy is a prag- 
matic response to lack of capital to seed economic 
development any other way; however, it might also 
result in a resource-conserving and therefore more 
environmentally-benign economy than a capital- 
intensive one. 

Much of the new questioning of the goals of 
economic development is slipping into a sterile 
re-hashing of the communism versus capitalism 
dialectics of the last century. The Chinese, for 
example, have denounced capitalism as the root of 
environmental problems, and yet China is one of 
the first nations to order the environmentally-dis- 
ruptive supersonic Concorde plane. The U.S.S.R., 
after initially taking a similar position, has now 
acknowledged its own pollution problems and will 
collaborate with the U.S.A. on a new bi-lateral 
committee of scientific experts to search for solu- 
tions to these mutual problems. Many economists 
reject such arguments against capitalism and point 
to government-directed investments in many cen- 
trally-controlled economies, such as power gen- 
eration, steel and auto production and many 
extractive industries, which produce environmental 
results as horrendous as similar operations in 
market economies. And recently, many less devel- 
oped nations without noticeably capitalistic lean- 
ings have proclaimed their willingness to capitalize 
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their relatively clean environments and actually 
become "pollution havens" in their understandable 
drive for development. 

On the other hand, the Norwegian coalition 
which recently engineered the defeat of their coun- 
try's bid for membership in the European Eco- 
nomic Community, cited new fears of giving up 
national autonomy to a "Kafkaesque" technocratic 
bureaucracy in Brussels, and of the Common 
Market's promotion of "materialism and unbridled 
economic growth that depresses human values to 
achieve the greatest profit for multi-national cor- 
porations and the privileged few." In the same 
vein, the now-famous Founex Report prepared for 
the U.N. Conference on the Environment, by ex- 
perts from less developed countries, stated, "In the 
past, there has been a tendency to equate the de- 
velopment goal with the more narrowly-conceived 
objective of economic growth, as measured by the 
rise in Gross National Product. It is usually recog- 
nized today that high rates of economic growth 
do not guarantee the easing of urgent social and 
human problems. Indeed, in many countries high 
growth rates have been accompanied by increasing 
unemployment, rising disparities in income-both 
between groups and between regions, and the de- 
terioration of social and cultural conditions. A 
new emphasis is thus being placed on the attain- 
ment of social and cultural goals as part of the 
developmental process." 

The problems cited at the beginning of this 
article challenge the prevailing economic policies 
in most industrial nations, because-in both mar- 
ket-oriented and centrally-planned economies- 
economics is the chief tool by which resource- 
allocations are made. A return to a broader, more 
philosophical approach to economics may permit 
integration of the new variables. 

In the industrialized nations, where environ- 
mental costs are now most visible, we see various 
mixes of centralized and decentralized resource- 
allocation systems. Many of these industrial 
nations, notably in Western Europe and including 
the U.S.A. and Japan, have opted for a greater 
degree of reliance on market mechanisms of allo- 
cation, on the assumption that they optimize 
individual autonomy while approximating shared 
social goals. Other industrial nations have followed 
the lead of the U.S.S.R. and prefer centralized 
political mechanisms for resource allocation, oti 
the assumption that overall social goals are pur- 
sued which simultaneously approximate individual 
needs. Of course, the two systems' assumptions 

and results are constantly and reciprocally chal- 
lenged. However, the two largest, most advanced 
models for these two differing value-systems, the 
U.S.A. and the U.S.S.R., are beginning to appear 
very similar in certain of their major contours. In 
particular, they share the same dedication to 
ecologically-unassessed industrial growth, techno- 
logical determinism, and increasing dominance by 
bureaucracies, whether officially designated as 
public or private. 

There are increasing convictions among resource 
economists that environmental degradation is an 
index of an economy's inefficiency in utilizing 
resources; many social critics now contend that 
overall efficiency, as well as general welfare, can 
be improved by shifting resources from the private 
to the public sectors of an economy. Because of 
its market-oriented, technologically-complex econ- 
omy the U.S.A., which is the world's largest user 
of resources, is of particular interest. J. Kenneth 
Galbraith in his 1958 book, The Affluent Society, 
focussed widespread attention on the public-amen- 
ity problems developing in the U.S.A. through 
over-reliance on market mechanisms to allocate 
resources. He described the resulting public and 
environmental squalor and neglect of general ser- 
vices, while private production and consumption 
of frivolous and obsolescent goods soared. Gal- 
braith pinpointed the role of advertising in over- 
heating private consumption in order to keep the 
private sector of the U. S. economy, on which such 
major reliance for employment had come to rest, 
expanding. 

At the same time, many of the most pressing 
needs in market-dominated economies such as the 
U.S.A., tend to be in the public sector, because 
they are the hardest for the market to meet: They 
require that the potential consumers aggregate 
themselves politically, and develop sufficient power 
to shift public funds into underpinning these new 
"markets" for mass transit, education, health care, 
parks and water-treatment plants; all of which 
create jobs as well. Other long-term areas like 
solar, hydrogen and thermonuclear fusion energy 
and water desalination also require government 
funds. Similarly, most advanced market econo- 
mies routinely make transfer payments to their less 
fortunate citizens as well as grants to education. 

As much as a century ago, John Stuart Mill had 
predicted an end to the continual increase in pro- 
duction of material goods, with economies eventu- 
ally reaching what he called the "stationary state", 
where distribution strategies would become all- 
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important. Even the father of modern "growth- 
manship", John Maynard Keynes, challenged the 
assumption that human wants are infinite. In 1913 
he predicted that "a point may be reached when 
(human) needs are satisfied in the sense that we 
prefer to devote our energies to non-economic 
purposes." And Simon Kuznets, the inventor of 
Gross National Product as an indicator of the level 
of economic activity, saw the need for including 
in measures of the general welfare some way of 
expressing the obvious value of leisure time. More 
recently, Ezra J. Mishan has drawn our attention 
to the price we pay for economic growth in the 
inadvertent destruction of amenities and depletion 
of resources. In the same vein, Kenneth Boulding 
has suggested that we ought to regard economic 
welfare as the consequence of the use, not the 
using up, of resources; the enjoyment of the stock 
of wealth rather than of a one-way process of 
production, consumption and waste. Market econ- 
omies, with their rights of private property, seem 
to encourage such accelerated throughput because 
they assume that ownership confers the right to 
use up, rather than merely use, resources. 

In some areas, shifting resources from the pri- 
vate to the public sector may produce reductions 
in pollution and resource depletion (e.g., taxing 
production of ecologically-destructive overpowered 
cars so as to increase the use of mass transit). 
Pricing can also be effective, but only if all the 
hidden social and environmental costs can be 
quantified and placed squarely on the producer. 
One of the advantages of market economies is 
that, because their capital markets are flexible and 
available to finance new invention and industry, 
they can shift into new production patterns rap- 
idly. For example, the still growing pollution con- 
trol sector of the U. S. economy has in the past ten 
years added some 850,000 new jobs, and this 
figure will reach some one million by 1975. How- 
ever, grafting on such new activities while phasing 
out old industries does require a rolling readjust- 
ment, since so many incomes depend on existing 
arrangements, and the problem of cushioning the 
inevitable disruptions and individual hardships 
remains. 

But such shifts between private and public 
means of allocating resources are by no means a 
panacea, since centrally-directed investments and 
Five Year Plans can cause just as much pollution, 
in some cases due to bureaucratic ignorance and 
in others to deliberate decisions to sacrifice the 
environment to economic goals. But socialist 

economies have problems uniquely their own, par- 
ticularly in finding incentives more thrilling than 
"plan fulfillment" to substitute for the profit motive 
and reduce the need for costly, unpopular bureau- 
cratic regulation. Indeed, in Eastern Europe and 
the U.S.S.R. we see the profit motive slipping back 
in again through the back door. We may safely 
conclude that there is no clear evidence of greater 
environmental merit in either centrally-directed or 
market economies, because both are operating on 
faulty economic data that does not accurately 
quantify externalities. 

New Ways to Grow? 
All this suggests the extent to which the eco- 

nomic theories which program both these major 
types of economic systems have fallen behind the 
changes wrought by technological innovation. All 
these new issues lead to a re-examination of human 
cultural notions of "value". In particular, we and 
other Western countries tend to over-value ma- 
terial wealth, while dismissing psychic wealth. As 
Walter Weisskopf points out in his new book, 
Alienation and Economics, the real dimensions of 
scarcity are not economic, but existential: Time, 
life and energy are the ultimately scarce resources 
for man because of human aging and mortality. 
The goals of love, self-actualization, peace of 
mind, companionship and time for contemplation 
and leisure, identified by the psychologists Fromm 
and Maslow, can never be satisfied by purely 
economic means, although economic activity satis- 
fies lower-order survival needs that permit emer- 
gence of these non-economic goals. In short, we 
human beings tend to assign values arbitrarily, and 
then pay our measurers to collect only that data 
which conforms to our assumptions of "value", 
completing the hypnotic circle. 

Firstly, the new convergence in advanced econ- 
omies of problems of pollution and resource deple- 
tion is forcing fundamental reassessments on the 
human inputs to value. Of course, all economic 
activity is human, and it is to be expected that 
economic policy discussions in democratic societies 
stress human inputs to the production process 
relative to the role of land, resources and capital 
in determining value. Although, as technology ad- 
vances, economists have assigned increased weight 
to land and capital, their orientation toward human 
inputs is illustrated by the persistent use of such 
concepts as "man-hours" and "labor productivity", 
even though this latter term measures primarily the 
consequences of placing additional capital at the 
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