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1.0 Ecological Economics, GDP Growth, and Sustainable Progress

In modern economics, economic growth, measured primarily by Gross Domestic Product (GDP),
is seen as a primary indicator of prosperity. However, Neoclassical economists' devotion to
growth can be revealed in terms of their incomplete view of the total ends-means spectrum. In their
view, economic growth implies the creation of more intermediate means (stocks) to satisfy
forever intermediate ends. They also recognize that particular resources (stocks) are limited but
do not recognize any general scarcity of natural resources (ultimate means) (Daly, 2011). In other
words, growth economists believe in continuous growth in intermediate means in order to satisfy
forever intermediate ends, unconstrained by any scarcity of ultimate means. The reason behind
this thinking is that the neoclassical economic view sees the economy as containing the
ecosystem, but in reality, the ecosystem contains the economy. The ecosystem supplies a

throughput of matter-energy to the economy.

In contrast, Ecological Economics argues that the economy is an interdependent subsystem of a
finite and non-growing natural environment (ecosphere). This perspective questions the limits
and desirability of infinite GDP growth and proposes alternative approaches to addressing some
of the most pressing challenges of our time, including poverty, inequality, unemployment,
environmental degradation, and climate change. This essay examines how Ecological Economics
alters our understanding of GDP growth and its constraints, and explores how government
regulation, markets, technological progress, and human values can lead us away from growth

mania and toward a steady- state economy.



2.0 The Ecological Economics Perspective

Ecological Economics argues that the economy cannot be separated from the ecosystem it
inhabits. In contrast to Neoclassical Economics, Ecological Economics emphasizes that the
absolute scarcity of ultimate means limits the potential for growth. This approach recognizes that
the planet’s resources are finite and that excessive growth erodes carrying capacity, imposing
costs on future generations. According to the laws of thermodynamics, we understand that the
ultimate usable "stuff" of the universe is low-entropy matter-energy, and that matter-energy
cannot be created or destroyed. Furthermore, the second law of thermodynamics tells us that
while throughput flows maintain or increase order within the human economy, they
simultaneously create greater disorder in the rest of the natural world, resulting in depletion and
pollution. This perspective directly challenges the traditional assumption that growth can be

pursued indefinitely.

According to Ecological economist Herman Daly, the economy should be understood as a
subsystem of the biosphere, subject to its ecological constraints. The fundamental idea is that
while economic activities can increase material wealth and welfare in the short term, they must be
constrained by the limits of the natural world to ensure long-term sustainability and equitable
prosperity. This notion fundamentally changes the way we understand economic growth, its
relationship to human well-being, and the ecological boundaries within which it must operate. In
this context, Ecological economists propose the concept of a steady-state economy (SSE). As John
Stuart Mill noted, neither the concept nor the reality of SSE is new. Historically, humans have
lived for 99 percent of their tenure on Earth in conditions closely approximating a steady state.
Development is certainly possible without growth, and in fact, it is more likely under an SSE than within a

growth-driven economy (Daly, 2011).



3.0 The Limitations of GDP Growth

Gross Domestic Product (GDP) has long been used as the standard measure of economic output in
a country over a specific period. It reflects the total value of all goods and services produced within
that period. While GDP growth has often been equated with economic progress in Neoclassical
Economics, Ecological Economics challenges this view by highlighting several critical limitations.
According to Ecological Economics, economic policy instruments do affect scale, such as GDP-
enhancing macroeconomic policies. Consequently, the notion of continually expanding the scale
has become problematic, as the economic subsystem has grown to the point where its physical
demands on the ecosystem are significant. Thus, it is evident that the scale of economic activity
cannot be determined solely by market prices, but must reflect social decisions that account for
ecological limits. Similarly, distribution cannot be determined by market prices, but by a social

decision reflecting a just distribution.

1. Environmental Degradation and Resource Depletion - Environmental Degradation
and Resource Depletion Neoclassical economics' dependence on the market to allocate
resources, distribute income, and operate within a sustainable ecological scale has
resulted in exacerbating environmental destruction, deforestation, soil degradation, and
biodiversity loss. As ecological economists argue, the pursuit of GDP growth has
created a demand for resources such as fossil fuels, minerals, and freshwater, leading to
the depletion and degradation of these natural resources. The obsession with GDP
growth may become unsustainable in the long term, as it undermines the very

ecological foundation on which economic activity depends.



2. Global Warming and Climate Change - Global warming and climate change are
caused by greenhouse gas emissions blanketing the Earth and trapping the sun's heat.
The increasing greenhouse gas emissions result from the pursuit of GDP growth, which
encourages economic activities such as burning fossil fuels for energy, deforestation,
pollution from transportation, and industrial production. These activities cause the
global temperature to rise rapidly, disrupting natural cycles and creating disastrous
outcomes that impact the environment, societies, and the economy. Specifically, natural
disasters such as storms, droughts, hurricanes, floods, earthquakes, and rising sea levels
occur. Moreover, all of humanity, animals, and nature are regular victims of the effects
of global warming and climate change. Millions of people lose wealth due to natural

disasters and displacement, while thousands lose their lives annually.

Similarly, animals lose their habitats, and the extinction of some species is a result.
Furthermore, the human population is forced to suffer from illnesses such as difficulty
breathing and epidemics. It is clear that under the current political and economic
systems, global warming is rapidly increasing due to pollution from large-scale
industries, fossil fuel industries, and financiers who fund these highly profitable
ventures. Policymakers, blinded by the obsession with GDP growth, are at the mercy of
the greed of financial capitalists who profit at the expense of humanity and the
environment. This system delivers profit for less than 1% of the world’s population

while delivering disaster for the rest.



3. Eroding Social Well-being - It is evident that the GDP growth mantra has contributed
to increasing inequality, making the rich richer and the poor poorer. The market has failed
to deliver a just distribution of wealth, particularly for the poor. Moreover, GDP growth
is not necessarily related to a more equitable distribution of income or wealth, thereby
exacerbating social inequality. In fact, the pursuit of GDP growth often obscures critical
issues such as income inequality, the erosion of social well-being, and the deterioration
of environmental health. For instance, GDP growth may be driven by increased natural
resource extraction and the production of goods that cause environmental harm (e.g.,
fossil fuel extraction, pollution- intensive industries), without improving the overall

quality of life for citizens.

Given the limitations mentioned above, Ecological Economics argues that focusing on
GDP growth as a primary objective is short-sighted. Instead, policymakers should
prioritize alternative measures of well-being that emphasize environmental
sustainability, social justice, and quality of life. For instance, the Genuine Progress
Indicator (GPI) provides a more comprehensive measure by adjusting GDP to account
for environmental cost and social outcomes, offering a more accurate reflection of

national well-being.



4.0 Addressing Global Problems within Ecological Limits

Economies are often believed to be in equilibrium. Neoclassical economics teaches that the
economy has a self-stabilizing mechanism through free markets, providing fair value to
economic participants. However, market price signals have failed to ensure justice in distribution
and maintain a sustainable scale within the ecosphere. Under Neoclassical economic conditions,
countries suffer from mass poverty, income inequality, unemployment, product scarcity,
environmental degradation, and climate change. In reality, market prices are not even relevant
for estimating the costs and benefits of scale expansion, nor are they relevant for estimating the
costs and benefits of a more equal distribution of income or wealth. Hence, it is clear that scale
cannot be determined by market prices but by social decisions that reflect ecological limits.
Similarly, distribution cannot be determined by market prices but by social decisions that reflect
a just distribution (Daly,1992). Given these shortcomings, ecological economics provides a

framework for promoting long-term well-being, equality, and sustainable development.

e Poverty and Inequality - Neoclassical economists often assume that economic growth
will reduce poverty and increase equality. However, this assumption overlooks the
distributional issues associated with growth. Ecological economics advocates for
progressive taxation to ensure a more equitable distribution of resources and wealth. Tax
reforms should shift the tax burden away from consumers and wage earners to the wealthy,
and remove or reduce indirect taxes. A tax holiday for wage earners up to a genuinely
reasonable level, subject to a minimum income limit, should be considered. Additionally,
limiting earnings for the wealthy by setting maximum income thresholds for individuals
and corporations can help address inequality. Budget cuts can lead the economy into a
trap, regardless of when the cuts are made or how judiciously they are implemented.
Governments should continue to spend on social well-being, regardless of tax revenue,
and base spending decisions on a target unemployment rate. Sovereign currencies face
no technical constraints on deficit spending. Governments should also consider addressing
the debt crisis by forgiving debts, as was done in ancient times, to reset the economy.
The basic premise is that debts that cannot be paid won't be. Widespread foreclosures and
evictions only worsen income and wealth inequality, further constraining the ability of the

economy and society to sustain itself. Writing down debt to levels that can be serviced



would clear the way for a real recovery, with income that would have gone toward debt

service being redirected to the well-being of society.

e Unemployment - Ecological economists support increased programmatic
spending to address key issues, such as transitioning to a green economy, as well
as welfare spending for free healthcare, free education, transfer payments to low-
income earners, and a job guarantee program. The government should create
policies that direct a large portion of new spending toward creating meaningful,
ecologically sound employment opportunities that contribute to societal well-
being—not through the invisible hand or perfect markets, as prescribed by
neoclassical economics, but through public sector hiring. The renewed vigor seen
in many heterodox or ecological economic traditions offers a better hope for
effective policies that will avoid the fiscal trap and put the economy back on a

path to sustainable development.

e Environmental Degradation and Climate Change - Ecological economics
argue that addressing environmental degradation, global warming, and climate
change requires a fundamental shift in economic priorities. Hence, a substantial
increment in government spending on activities that prioritize ecological
sustainability, such as renewable energy, environmental protection schemes, and
reforestation, is needed. Incentivize the private sector via tax breaks and other
lucrative concessions in order to get them to contribute to a green economy. These
measures will help us overcome the challenges posed by climate change. This
transition must be just and equitable, ensuring that those most affected by
environmental degradation, particularly marginalized communities, are not left

behind.



5.0 The Role of Government Regulation, Markets, Technological

Progress, and Human Values

1.

Government Regulation & Market Mechanism - Governments have a critical
role to play in shaping the economy and ensuring that it operates within
ecological limits. This can be achieved through regulation, taxation, and
incentives. For example, taxable pollution permits, a depletion quota system,
and incentivizing renewable energy usage can ensure that environmental
regulations limiting pollution, protecting ecosystems, and promoting sustainable
resource use are essential for long-term ecological sustainability. Taxable
pollution permits establish the boundaries for aggregate pollution limits based
on the sustainable absorptive capacity of the ecosphere. Once the limit is
established, the government must issue a limited number of pollution rights
corresponding to the chosen scale. The number of permits and the price will be
fixed by the government during the initial offering. During the initial offering,
the government must ensure equitable distribution among citizens, firms,
cooperatives, or public entities. After the initial offering, permit holders are
allowed to offer the permits in the secondary market. This two-tier market will
be very similar to the government bond market. In other words, after making
the social decision regarding the ecologically sustainable scale and ethically just
distribution, the government is in a position to allow reallocation among
individuals through the market in the interest of efficiency. The same principles
could be applied to depletion quota permits as well. Once the government sets
the extraction limits for natural resources, corresponding quota rights could be
auctioned. Effectively, the government is setting the boundaries for a two-tiered
resource market. During the initial offering, the government must ensure fair
distribution, subsequently opening the door for a secondary market. In a
nutshell, the government is not allowing the market to set boundaries; instead, it
allows the market to operate freely within the boundaries set by the government in
order to achieve sustainable ecological limits and just distribution While ecological
economics recognizes the importance of government regulation, it also

acknowledges the role of markets in allocating resources. However, it is the
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quantity that affects the biosphere, not the price Similarly, equitable distribution
cannot be achieved through an individual’s ability or willingness to pay the

price.

Technological Progress - Technological progress has the potential to address
many of the challenges posed by global warming and climate change. For
example, renewable energy technologies, recycling innovations, and carbon
capture technologies can help reduce the environmental impact of economic
activities. However, technological innovation alone will not automatically resolve
environmental degradation unless it is guided by government policies rooted

in the principles of ecological sustainability and social equity.

Human Values - Promoting consumerism in the name of the growth will only
exacerbate the destruction in natural environment. Hence, Ecological
Economists emphasize the importance of re-directing human value system
towards creating a sustainable future. Instead of consumerism ecological

economics promotes social well-being and ecological sustainability.
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6.0 Conclusion

In conclusion, Ecological Economics offers a significant alternative to the prevalent view of
GDP growth that has driven economic thought for decades. It recognizes the finite nature of
Earth's resources, challenging the belief that expansion can continue eternally without
environmental and social implications. In contrast, neoclassical economists' focus on GDP
growth frequently overlooks the environmental harm, resource depletion, and social inequality
it causes. However, Ecological Economics emphasizes the importance of functioning within the
planet's ecological boundaries, with a focus on sustainability, social justice, and long-term well-
being.

According to Ecological Economics, economic growth should be considered within a larger
framework that encompasses ecological sustainability, equitable distribution, and the promotion
of human well- being. This economic paradigm necessitates the combination of government
control, market mechanisms, technological innovation, and a transformation in human values.

Policies that promote renewable energy, equitable resource distribution, and a green economy

are critical to ensuring that both current and future generations may thrive while protecting the
planet's health. By shifting the emphasis away from GDP growth and toward more
comprehensive measures of prosperity, such as the Genuine Progress Indicator (GPI), nations
can make tremendous progress toward a more sustainable and just economic future. To
summarize, Ecological Economics lays the groundwork for an economy that benefits both

people and the environment, ensuring a fair and balanced future for everyone.
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