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Economic growth: problem-solver or cul-de-sac?

The tasks of, and limits to, a growth-oriented policy

Decades of steadily increasing eco-
nomic prosperity have provided
the populations of the Western
industrial nations with a level of
affluence that is unprecedented in
its breadth. The material inde-
pendence which has emerged with
this development has laid bare
the actual economic process itself -
its goals, its methods and its ef-
fects.

The outcome has been a change by
degrees, to be observed in many of
these countries, in the values and
attitudes which underly economic
activity. Growth and the gross na-
tional product (GNP) in particular,
long the unchallenged yardsticks
of a nation’s health, have become
the object of contemplation and
scrutiny.

More and more people are calling
into question the very concept of
economic growth. They want to
know where it leads to if a society
sets such great store by a steadily
expanding GNP. What is more,
they make the focus on growth
responsible for the most diverse
negative developments - ranging
from the loss of traditional values
to the problems besetting the envi-
ronment.

Yet sweeping judgements are no
help at all. In view of the manifold
problems weighing ever more
heavily upon us and on the genera-
tions to come, we must become
involved in this debate ourselves;
we must conduct it rationally and
with arguments that lend them-
selves to a sober appraisal. The dis-
cussion forms part of the essential
intellectual dispute on both the
economic and the ecological bases
for human existence in the present
and in the future.

Growth target under criticism

The “limits to growth’ have repea-
tedly been the focal point since the
appearance of the Club of Rome’s
study with the same title in 1972,

Critics of a growth-oriented ap-
proach to the economy and to eco-
nomic policy claim that the mode
of production and consumers’ be-
haviour in the industrial nations
have given rise to unacceptable
threats to the natural bases of life.
They argue that to go on as we have
up to now and to boost this cycle
even further would inevitably take
us past the limits imposed on any
society that is worth living in by
the natural resources available and
by the environment's ability to
absorb toxic emissions and waste
products. For this reason alone, it is
claimed, growth cannot offer a
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viable perspective, the much-
vaunted growth path must end in a
cul-de-sac.

Yet criticism does not only focus
on the obvious consequences of
growth in the form of environ-
mental damage. It also points to the
‘“defensive tasks™. An ever larger
part of the increase in GNP ought
to be used for preventing and
making good the harm caused by
the growth-oriented society itself.
What is more, the growth process
leads to a deterioration in the
quality of life - for instance,
through disproportionately great
increases in travel costs and rents
in the centres of expansion.
Growth, it is argued, thus becomes
ever less desirable; its detrimental
effects are increasingly catching
up with the advantages that it has
generated, while - paradoxically -
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For the statistician, economic
growth is the long-term increase
in GNP, i.e. of the value of all the
goods and services produced over
a given period by domestic eco-
nomic entities - companies, the
state and private households.

It is debatable to what extent
changes in GNP permit us to
draw conclusions about changes
in wealth and economic perform-
ance. Indeed, on conceptional
grounds alone, only a loose con-
nection can be expected between
material wealth and GNP. Sub-
stantial segments of economic
performance are not registered
by GNP; in other cases, GNP
exaggerates macroeconomic per-
formance.

- GNP exclusively covers mar-
ket activities (with the excep-
tion of the state which is repre-
sented in GNP by its costs).
Consequently, many activities
that increase welfare provision
go unrecorded - including
work in the home, voluntary
and honorary activities, neigh-
bourly help and, last but not
least, the increase in (valuable)
leisure time.

- GNP statistics similarly fail to
register the shadow economy,

GNP problematic indicator of performance and wealth

which is probably advancing at
an above-average rate. The eco-
nomic activities that - for no
matter what reason - are beyond
the reach of statistical coverage
have taken on sizeable propor-
tions. Estimates put the scale of
the *underground economy” at
as much as 40% of official GNP.

- According to the operative
method of computation, activi-
ties in the market lift GNP and
statistically boost growth even
when they are “defensive” in
character, i.e. when they serve to
avoid or remove the negative
consequences of economic ac-
tivity and thus represent costs.
Examples here are the cover
provided by liability and casual-
ty insurances or the clearing-up
of ecological damage.

- The costs of growth not visible
in the market - for instance, in
the form of environmental haz-
ards - are not reflected in the
computation of GNP,

Over the past few years, a number
of attempts have been made to
improve and complement the in-
struments used in national ac-
counts statistics in order to arrive
at more useful statements about the
wealth effects of economic growth,

One potential, sensible comple-
ment to GNP as the yardstick of
aggregate output is offered by
the ‘“satellite systems", which
are currently being worked out
in West Germany by the Federal
Statistics Office.

This approach seeks to present
additional computations for key
areas - including work in the
household, the shadow economy
and the environment. The statis-
tics collected on this basis are to
provide information on what
economic activities occur in
these areas and/or what social
costs arise there.

The amounts thus computed give
some idea of the extent to which
GNP has to be corrected in an
upward or downward direction
if these areas, whose existence is
not noticed in the market itself,
are taken into consideration.

However, it is not intended to
replace GNP as a gauge of eco-
nomic performance. After all, in
the future too, there will proba-
bly be no other means available
for measuring - approximately -
material wealth, and for doing so
without recourse to any more or
less arbitrary, and thus contesta-
ble, value judgements.

GNP as a yardstick for growth, and
indirectly for wealth as well, is
even spurred further by these
costs.

Moreover - runs the argument -
growth is unsuited to tackling the
real economic and social challen-
ges. It cannot, for instance, reduce
unemployment, let alone bring
about a state of full employment,
for technological advance and a
higher level of qualification mean

that in the long run the productiv-
ity of the workforce expands more
rapidly than GNP. This gap cannot
be closed by means of an intensive
growth policy, with the conse-
quence that the volume of available
work inevitably shrinks.

Finally, it is claimed that people’s
true needs have basically already
been satisfied. In such a situation,
in which a general state of satura-
tion has been reached, growth is

said to be superfluous and unlikely
to occur unless the state intervenes
or demand is artificially created. Is
growth, therefore, worth striving
for?

Growth and ecological problems:
no automatic connection

There is no disputing that eco-
nomic growth and the exploitation
of natural resources have gone
hand in hand since the start of the
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industrial revolution. Our entire
mode of production and our way of
life have been dominated by this
approach.

However, to draw the conclusion
from this that growth is only pos-
sible at the expense of the environ-
ment is quite simply wrong. The
experience of the past few years
has shown, namely, that economic
growth really can be combined
with an easing of the ecological
burden. This is underlined by the
example of West Germany, where
for years the pollution of the air by
certain toxic substances has been
steadily decreasing (see accompa-
nying chart), and successes similar
to those scored in this field are
emerging in the area of water pol-
lution control.

Primarily, therefore, the relation-
ship between ecological problems
and GNP is not a matter of natural-
scientific laws. Rather, what is
crucial here is the status which a
given society accords to the envi-
ronment - and how quickly and
flexibly it can respond to mounting
sensitivity towards environmental
issues, It is no accident that states
organized along market-economy
lines have got much farther in
terms of environmental protection
than have social systems based on
central planning and control.

There is no intention here to play
down the problems facing envi-
ronmental policy. But these call for
precise diagnosis. The ecological
issues besetting us today were not
caused by growth as such. The
fault lies primarily in an all too un-
thinking use of the natural re-
source ‘“‘environment™, which
seemed to be available free of
charge. This systemic defect must
represent the starting point for
future action if the *‘Spaceship
Earth” is to be protected effective-
ly from the collapse of its systems
and from becoming overloaded

with pollution. The goal must be to
arouse the elementary self-interest
of each individual - no matter
whether he is a consumer or a pro-
ducer - in a responsible treatment
of natural resources. To this end,
a clearly defined policy frame-
work is necessary which rewards
considerate treatment of the en-
vironment, puts a price on the use
of the latter, and makes polluters
responsible for the damage they
cause.

Competition-oriented economic
order has neutral effect on growth

The debate on growth is permeated
with many misunderstandings. One
of these is reflected in the wide-
spread view that an orientation
towards growth is a constituent
element of market-economy sys-
tems. In reality, however, the core
and the secret of the latters’s suc-
cess is to be found at another level
- in the economic relationships
entered into by responsible indi-
viduals in competitive markets.

By contrast, the state - above all by
means of a policy framework
which preserves competition - has
first and foremost to ensure that
this mechanism can function. The
notion of a market-economy order
does not place any onus on the state
to see to it that an increase occurs
over the long term in society’s
aggregate output - in other words:
that growth takes place. To hold
the political sphere responsible for
*appropriate growth”, namely, is
not only at odds with the idea of an
economic order that is neutral as
regards growth. The state thus also
arouses expectations which it ulti-
mately cannot satisfy since it does
not have the suitable instruments at
its disposal.

Growth remains desirable...

While societies based on market-
economy principles lack any sys-
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temically-induced constraint to
produce ever stronger economic
performance, they do not have any
duty to impose political limitations
on growth either. Demands of this
kind, not infrequently linked with
the claim that a general level of
saturation has been reached, reveal
at best - and especially in conjunc-
tion with the moral imperative to
rein in consumption - the illiberal
stance of their advocates. For one
thing, even modern industrial so-
cieties are no land of plenty. The
means at their disposal are not even
sufficient to cover the existing
needs. For another - put very
briefly - in a society based on the
principle of individual freedom,
and within the market-economy
order which corresponds to it, the
citizens themselves decide as to
their needs and wishes, subject
only to the limitation that nobody’s
behaviour shall harm others or
society in general. Any further
encroachment upon a citizen’s au-
tonomy by either the state or third
parties violates the freedom of the
individual.

...to curb social conflicts...

More detailed scrutiny quickly re-
veals that, for other considerations
as well, political curbs on growth
are not a viable option. For if mac-
roeconomic performance is held
artificially at a constant level,
society becomes a zero-sum game.
Anyone who then wishes to put in
more effort so as to improve their
personal situation can either not do
so at all or only at others’ expense.
Inevitably, paralysing conflicts
then develop over the distribution
of goods, and the state has to inter-
vene forcibly in the life of the in-
dividual and in that of the group.
It would be the same for the econ-
omy as a whole; the various sectors
would be dependent upon each
other to an unreasonable extent
and the political domains would
mutually paralyse one another.
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Probably nothing is more difficult
to realize in day-to-day politics, in
which everyone is out for “more”,
than the expansion of one political
domain at the expense of another.
Higher spending on social security,
for example, would mean at the
same time and automatically: less
environmental protection, less in-
vestment in other areas or less con-
sumption.

...for environmental protection...

One thing is obvious: tackling the
ecological problems is an expensive
undertaking. The structural change
necessary for truly effective anti-
pollution measures - the systemat-
ic switch to environmentally safe
production methods and products
which are sparing in their use of
natural resources - almost always
requires a greater employment of
capital and technological advance.
The resources channelled into
achieving ecological goals are thus
no longer available for other pur-
poses. If the environment is to be
protected more efficiently, without
other areas suffering as a result, a
generally expanding GNP is essen-
tial.

...for the labour market...

In addition, growth can ease fur-
ther adjustment processes in the
economy and in society as a whole.
This is quite evident in the labour
market.

The most recent development un-
derlines the fact that more growth
has considerably improved the sit-
uation in the labour markets. Over
the past few years, a large number
of jobs have been created in nearly
all the industrial nations. In both
Britain and West Germany, for
example, over a million more peo-
ple are employed now than in 1983,
and in the United States there are
just over 13 million more people
with a regular job today than at the

start of the eighties. This refutes
the above-mentioned claim that
unrealistically high growth rates
would be needed before any nota-
ble effect was registered on unem-
ployment. This claim is even less
true because the so-called growth
thresholds - i.e. the GNP growth
rates which, if exceeded, lead to an
increase in employment - are
lower when compared with earlier
upswings.

The reason for this positive devel-
opment is to be found in the
structure of growth in the indus-
trial nations. Since the start of the
seventies, the service industries in
these countries, and particularly
those closely related to industrial
production, have constantly ex-
panded their share of aggregate
output. Within the goods-produ-
cing sector as well, activities with
a service character have become
more significant. However, since
services are exceptionally labour-
intensive, relatively modest
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IS

growth rates there today can create
a substantial increase in jobs.

...and for social security

Last but not least, the much expan-
ded social security systems - and
above all, the state pension and
health insurance schemes with the
millions of people they serve - are
facing problems which, without
economic growth, can in many
instances no longer be solved in a
manner acceptable to all concer-
ned.

Basically, the disturbing demogra-
phic trend over the coming dec-
ades, with its ominous social-polit-
ical consequences, is already map-
ped out today. It will compel most
European states to devote an ever
greater share of their national in-
come to those no longer gainfully
employed, because the number of
pensioners will rise dramatically
compared with those in regular
employment. In West Germany, for
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instance, the ratio for the two
groups will have more than doub-
led by 2030.

The demands made on GNP by
those no longer gainfully employed
will only be satisfied without caus-
ing serious conflicts between the
generations if wage and salary
earners are still assured an ade-
quate income. Yet this presupposes
that the pie to be shared out will go
on expanding.

Rules for a growth-oriented
policy

Even though growth may not,
therefore, be the prime goal of a
market-economy system, it re-
mains desirable for a number of
good reasons. Consequently, a
growth-oriented economic policy
is legitimate and sensible. How-
ever, it can only be successful if
both its potential and its limitations
are borne in mind. Here two
aspects, which are constantly open
to misunderstanding, are of key
importance.

1. A growth-oriented policy can-
not replace policies dealing with
substantive issues. Admittedly, in
many areas growth can help alle-
viate a problem even when the
problems do not basically stem
from a lack of growth. But in such
cases more rapid GNP growth
cannot do more than cure the
symptoms. A rigorous therapy, by
contrast, depends on political at-
tention being focused on the un-
derlying causes of the problems.
Part of the solution is to tackle
negative developments at the point
where they arise.

This holds especially true for envi-
ronmental protection, which is
increasingly absorbing resources.
If a healthier environment is not to
be bought at the expense of other
areas, more growth is necessary.
Yet more growth does not auto-

matically imply a more sparing use
of natural resources. Consequent-
ly, it is imperative to have an
environmental policy which en-
courages producers and consumers
alike to treat natural resources in a
responsible manner.

Whether environmental protection
is economically efficient and, on
balance, leads to an increase in
wealth and a quantitative improve-
ment of the overall situation fun-
damentally depends on the instru-
ments selected by ecological poli-
cy. It is decisive that the political
domain creates the right incentives
to encourage everyone to avoid
causing ecological harm and to opt
for environmentally friendly pro-
duction methods and products.
Such incentives are generated by a
market-oriented  environmental
policy, which imposes the **pollu-
ter-must-pay’ priciple and charg-
es for the use of natural resources.
This has been demonstrated in
practical terms by the West Ger-
man example of the waste water
levy, which can in principle be
applied in a variety of other cases.

Another demonstration that, even
when an economy is expanding,
sound policies are required for
individual areas, which tackle is-
sues in the right place, is the labour
market. Unemployment is above
all a consequence of ill-organized
labour markets and these structural
deficiencies cannot be compen-
sated for by more growth either.

The connection between growth
and employment, which has fre-
quently eased the situation in past
years, is by no means stable enough
to serve as a basis for a solid
labour-market policy - neither
through the attempt to boost em-
ployment by means of higher
growth rates, nor through a short-
ening of the individual time work-
ed with the goal of redistributing
the *‘available” volume of work,
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such that more people can earn a
living for themselves - a plan
primarily favoured by the West
German trade unions. Each of
these notions assumes a mechanical
functioning of the aggregate la-
bour market which does not exist
in that form.

Whether the individual work con-
tract is concluded or not is hardly
a matter of mathematical differen-
ces between the GNP growth rates,
the time worked and productivity;
the sole decisive issue is whether
the overall conditions permit em-
ployer-employee relationships that
are acceptable for both sides. For
this to be the case, a number of
preconditions have to be met; these
relate to labour legislation as well
as to the agreements concluded
between employers’ organizations
and unions, the labour costs crea-
ted as a result, no less than to
companies’ earnings expectations.
For this reason, the prime concern
here is to rectify the structural
weakness of the labour markets
and correct negative developments
where they prevent an increase in
employment. This approach should
be adopted in the labour-market
policy pursued within the future
Single European Market. Nothing
would be more detrimental to the
goal of high employment levels
than the attempt - as part of a
misguided harmonization - to ex-
tend to the entire European Com-
munity the restrictive regulations
of individual member countries,
which curtail the flexibility and
adaptability of the labour markets.

2. Growth-oriented policies must
above all be based on market-
economy principles. Despite all the
negative experience, calls for the
state to ‘‘take some money” in
order to stimulate economic
growth, and use it to lift demand
are still popular in many quarters.
The only drawback is that growth-
oriented spending programmes
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can help get the economy nicely
ticking over again at best if de-
mand is fundamentally weak - and
only then.

By contrast, sustained growth re-
quires priorities completely differ-
ent from a policy of short-term
expansion. The state can only pro-
mote growth in the long run if it
restricts its spending to what is
necessary and reasonable, and if it
ensures that such spending has a
solid financial basis.

In a free society, it is then ulti-
mately left up to the people them-
selves whether growth is actually
achieved. Only if they really want
to guarantee and increase their own
wealth and that of their neighbours
will growth occur. It is on this basis
alone that the willingness arises to
rein in comsumption for a time in
order to channel funds into invest-
ment instead - so as to boost re-
search and development, to raise
both the level of qualification and
the productivity of the workforce,
and to create more job openings.
Without this readiness, without this
urge to put in more effort, growth
is not to be had. Political action can
do no more than improve the
underlying conditions in order to
prevent this willingness to invest
more effort from being smothered
or channelled in the wrong direc-
tion. Last but not least, these gen-
eral conditions decide whether an
environmentally friendly structur-
al change is possible or not.

The more economic policy suc-
ceeds in creating extensive compe-
tition and in ensuring that the
markets function, all the more

Conclusion

m At root, our economic order is
neutral in terms of growth. Nev-
ertheless, growth is desirable
as it facilitates the solution of
many pressing economic and
social-political problems and
holds options open.

m Consequently, growth-oriented
policies are legitimate and sensi-
ble; yet they do not replace
special policies designed to
tackle individual problems.

m Economic growth does not stand
in the way of effective protec-
tion of the natural bases of life.
What is needed, though, is a
market-oriented environmental
policy which obliges people to
treat scarce resources in a re-
sponsible manner.

m Growth cannot be ‘“*made”, and
certainly not by boosting gov-
ernment spending. Growth-
oriented policies must in the
final analysis restrict themselves
to creating the market frame-
work within which the forces of
growth generated by the desire
to preserve and transmit wealth
are set free.

smoothly will it fulfil its basic task
of encouraging people to use the
available resources in a way that is
efficient from the macroeconomic
standpoint. Anyone seeking to hold
their own in the face of competi-
tion must operate efficiently;
where competition is missing,
however, the wastage of scarce
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resources becomes the rule - coun-
ter to all economic and ecological
reason.

Outlook

Economic and ecological consider-
ations are inseparable. This time-
honoured insight was long obscur-
ed. Now, in view of the problems
generated as a result of this neg-
lect, the once obvious derivation of
both words from the common root
oikos - the inhabited house - has
become evident again. Conse-
quently, the question of growth has
regained its significance.

In short: we do not need growth at
any price. Yet the limit has to be set
by a society that is fully aware of
what forms the basis of its existen-
ce, which has learned to appreciate
individual freedom and personal
responsibility, and above all recog-
nizes the task of the individual as
a citizen, consumer or producer. If
the much-cited change in values is
meant seriously, this will be reflec-
ted in the nature, scale and quality
of growth.

At the same time, this maps out the
path and establishes the boundaries
for a government-steered growth
policy. The latter must organize the
underlying conditions for econom-
ic growth in such a way that it
makes possible competition to
achieve the best, most acceptable
solution and the human striving for
greater wealth becomes compatible
with the interest in a healthy envi-
ronment. Growth opportunities
arising under such conditions ben-
efit humanity - the individual as
much as society as a whole.

Editor: FRANKFURTER INSTITUT fiir wirtschaftspolitische Forschung e.V., Kaiser-Friedrich-Promenade 157,
D-6380 Bad Homburg v.d.H., Telephone (6172) 42074, Telefax (6172) 42355

Director: Dr. Gert Dahlmanns

Research Council: KRONBERGER KREIS



	<<< Übersicht

