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Foreword

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

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

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

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

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

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

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

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

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

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

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

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

Tim Jackson
Economics Commissioner
Sustainable Development Commission, March 2009












The Age ot
Irresponsibility

“This has been an age of global prosperity.
It has also been an era of global turbulence.
And where there has been irresponsibility,
we must now clearly say: the age of
irresponsibility must be ended.”



The conventional formula for achieving prosperity relies on the pursuit of economic growth.
Higher incomes will increase wellbeing and lead to prosperity for all, in this view.

This report challenges that formula. It questions whether economic growth is still
a legitimate goal for rich countries like the UK, in the context of the huge disparities in
income and wellbeing that persist across the globe and the constraints of living within finite
environmental limits. It explores whether the benefits of continued economic growth still
outweigh the costs and scrutinises the assumption that growth is essential for prosperity.
In short, it asks: is it possible to have prosperity without growth?

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

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

In search of villains

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

A dramatic rise in basic commodity prices during
2007 and early 2008 (Figure 1) certainly contributed
to economic slowdown by squeezing company
margins and reducing discretionary spending.
At one point in mid-2008, advanced economies
were facing the prospect of ‘stagflation” - a
simultaneous slow-down in growth with a rise in
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inflation - for the first time in thirty years. Qil prices
doubled in the year to July 2008, while food prices
rose by 66%, sparking civil unrest in some poorer
nations.?

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

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

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

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

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

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

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

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

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

Figure 1 Global Commaodity Prices: Jan 2003 - Feb 2009*
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Extraordinary though some of these interventions
were, they were largely regarded as temporary
measures. Necessary evils in the restoration of a
free market economy. Their declared aim was clear.
By pumping equity into the banks and restoring
confidence to lenders, the world’s leaders hope to
re-invigorate demand and halt the recession.

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

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

The labyrinth of debt

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

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

Not all economies were equally susceptible to this
dynamic. Indeed it’s a feature of the system of debt
that for one part of the global economy to be highly
indebted, another part must be saving hard. During
the first decade of the 215 Century, the savers were
largely in the emerging economies. The savings rate
in China during 2008 was around 25% of disposable
income, while in India it was even higher at 37%.

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

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

Figure 2 UK Consumer Debt and Household Savings 1993-2008¢
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Box 2: Debt in Perspective

Lending and borrowing money is (in normal times at least) a fundamental feature of the modern economy (see
Chapter 6). Households, companies and governments all participate both in lending (e.g. through savings and
investments) and in borrowing (e.g. through loans, credit accounts and mortgages). Financial debts (sometimes
called liabilities) are the accumulated money owed at any one point in time by a person, a firm, a government or
indeed the nation as a whole.

A fundamental principle of capitalism is that these accumulated liabilities attract interest charges over time.
Debt rises in two ways: firstly by borrowing more money (e.g. for increased public spending); and secondly
through interest accumulated on the debt. For any given interest rate, a higher level of debt places a greater
demand on people’s income to pay off the interest and stop the debt accumulating.

Some of this requirement could be met from revenues generated by people’s own financial ‘assets’ or savings.
By participating in the economy both as savers and as borrowers, people can try and balance their financial
liabilities (money borrowed) against their financial assets (money lent). The extent to which it ‘matters’” how
much debt we hold depends (in part) on this balance between assets and liabilities. And as the current crisis has
shown, on the financial reliability of the assets.

Three aspects of debt have attracted media and policy attention over the last decade: personal debt, the
national debt and the gross external debt. Though all are concerned with money owed, these debts are quite
different and have different policy implications. The following paragraphs set out the key elements of each and
their relevance for economic sustainability.

Personal Debt

Personal (or consumer) debt is the amount of money owed by private citizens. It includes home loans, credit card
debt and other forms of consumer borrowing. Personal debt in the UK is currently dominated by home loans,
which at the end of 2008 comprised 84% of total. For as long as the value of homes continued to rise people’s
financial liabilities (home loans) were offset by the value of their physical assets (homes). Problems arise when
house values collapse. Liabilities are no longer balanced by assets. When this is compounded (as in a recession)
by falling incomes, debt - and the financial viability of households - becomes highly unstable. Like much of the
growth economy (Chapters 4 and 6), financial stability turns out to be dependent in an unsustainable way on
growth - in this case growth in the housing market.

National Debt

The national (or public sector) debt is the money that government owes to the private sector.” When a government
continually runs a deficit (i.e. spends more than it receives in revenues) the national debt rises. Just as for
households, reducing the debt is only possible when the public sector runs a surplus (i.e. it spends less than it
receives). Increased debt is a common feature of public finances during recession. But servicing this debt - without
compromising public services - depends heavily on future government revenues increasing. This can happen in
only three ways. First, by achieving the desired aim of growth. Second, by increasing the tax rate. And third, by
using the debt to invest in productive assets with positive returns to the public purse. A continually rising public
debt in a shrinking economy is a recipe for disaster.

External debt

The total debt held outside the country by government, business and households is called the external debt.
The sustainability of this debt depends on a complex mix of factors, including the extent to which it is balanced
by external ‘assets’, the form of both assets and liabilities (including the currency in which they are held) and the
relative strength of domestic currency on the international market. Particular pressure is placed on an economy
when its economy is shrinking and its currency is losing value. In extreme circumstances, a country may find itself
unable to attract investors willing to support its spending and unable to liquidate its assets to compensate for this.
At this point the level of external debt relative to the GDP becomes critical. Calling in debts worth almost five times
the national income (as in the UK) would be catastrophic.

Sustainable Development Commission Prosperity without Growth?
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People are encouraged into debt by a complex
mix of factors including (Chapter 6) the desire for
social status and the drive to boost high street
sales. But when this strategy becomes unstable -
as it did during 2008 - it places large sections of
the population at risk of lasting financial hardship.
Inevitably, that risk falls mainly on those who are
most vulnerable already - the lower income groups
who profited less from the last two decades of
growth." Far from delivering prosperity, the culture
of ‘borrow and spend’ ends up detracting from it.

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

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

Figure 3 The UK Net Public Sector Debt: 1993-20081>
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Some countries may be better placed than others
to weather this volatility. External debt varied
widely across nations (Figure 4) during 2007/8,
from as little as 5% of GDP (in China and India for
example) to over 900% of GDP (in Ireland). In the
UK, the gross external debt increased seven and a
half times in the space of just two decades. By the
end of 2008, it was equivalent to almost five times
the GDP and ranked as the second highest absolute
level of external debt in the world after the US.

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

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

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

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

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

Figure 4 Gross External Debt across Nations (2007/8)"
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