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National and international economic pol-
icy has usually ignored the environment. In
areas where the environment is beginning to
impinge on policy, as in the General Agree-
ment on Tariffs and Trade (GATT) and the
North American Free Trade Agreement
(NAFTA), it remains a tangential concern,
and the presumption is often made that
economic growth and economic liberaliza-
tion {including the liberalization of interna-
tional trade) are, in some sense, good for the
environment. This notion has meant that
economy-wide policy reforms designed to
promote growth and liberalization have
been encouraged with little regard to their
environmental consequences, presumably
on the assumption that these consequences
would either take care of themselves or
could be dealt with separately.

In this article we discuss the relation
between economic growth and environ-
mental quality, and the link between eco-
nomic activity and the carrying capacity
and resilience of the environment (1).

Economic Growth, Institutions,
and the Environment

The general proposition that economic
growth is good for the environment has
been justified by the claim that there exists
an empirical relation between per capita
income and some measures of environmen-
tal quality. It has been observed that as
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income goes up there is increasing environ-
mental degradation up to a point, after
which environmental quality improves.
(The relation has an “inverted-U” shape.)

One explanation of this finding is that
people in poor countries cannot afford to
emphasize amenities over material well-be-
ing. Consequently, in the earlier stages of
economic development, increased pollution
is regarded as an acceptable side effect of
economic growth. However, when a country
has attained a sufficiently high standard of
living, people give greater attention to envi-
ronmental amenities. This leads to environ-
mental legislation, new institutions for the
protection of the environment, and so forth.

The above argument does not, however,
pertain to the environmental resource basis
of material well-being, a matter we shall
return to subsequently.

So far the inverted U-shaped curve has
been shown to apply to a selected set of
pollutants only (2, 3). However, because it
is consistent with the notion that people
spend proportionately more on environ-
mental quality as their income rises, econ-
omists have conjectured that the curve ap-
plies to environmental quality generally
(4). But it is important to be clear about the
conclusions that can be drawn from these
empirical findings. While they do indicate
that economic growth may be associated
with improvements in some environmental
indicators, they imply neither that econom-
ic growth is sufficient to induce environ-
mental improvement in general, nor that
the environmental effects of growth may be
ignored, nor, indeed, that the Earth’s re-
source base is capable of supporting indefi-
nite economic growth. In fact, if this base
were to be irreversibly degraded, economic
activity itself could be at risk (5).

There are other reasons for caution in
interpreting  these inverted U-shaped
curves. First, the relation has been shown to
be valid for pollutants involving local short-
term costs (for example sulfur, particulates,
and fecal coliforms), not for the accumula-
tion of stocks of waste or for pollutants
involving long-term and more dispersed
costs (such as CO,), which are often in-
creasing functions of income (6).

Second, the inverted-U relations have
been uncovered for emissions of pollutants,
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not resource stocks. The relation is less
likely to hold wherever the feedback effects
of resource stocks are significant, such as
those involving soil and its cover, forests,
and other ecosystems.

Third, the inverted-U curves, as they
have been estimated, say nothing about the
system-wide consequences of emission re-
ductions. For example, reductions in one
pollutant in one country may involve in-
creases in other pollutants in the same
country or transfers of pollutants to other
countries (7).

And fourth, in most cases where emis-
sions have declined with rising income, the
reductions have been due to local institu-
tional reforms, such as environmental legis-
lation and market-based incentives to reduce
environmental impacts. But such reforms of-
ten ignore international and intergenera-
tional consequences. Where the environ-
mental costs of economic activity are borne
by the poor, by future generations, or by
other countries, the incentives to correct the
problem are likely to be weak. The environ-
mental consequences of growing economic
activity may, accordingly, be very mixed.

The solution to environmental degrada-
tion lies in such institutional reforms as
would compel private users of environmen-
tal resources to take account of the social
costs of their actions (8). The inverted-U
relation is evidence that this has happened
in some cases. It does not constitute evi-
dence that it will happen in all cases or that
it will happen in time to avert the impor-
tant and irreversible global consequences of
growth.

Carrying Capacity and
Ecosystem Resilience

The environmental resource base upon
which all economic activity ultimately de-
pends includes ecological systems that pro-
duce a wide variety of services. This re-
source base is finite. Furthermore, impru-
dent use of the environmental resource base
may irreversibly reduce the capacity for
generating material production in the fu-
ture. All of this implies that there are limits
to the carrying capacity of the planet. It is,
of course, possible that improvements in the
management of resource systems, accompa-
nied by resource-conserving structural
changes in the economy, would enable eco-
nomic and population growth to take place
despite the finiteness of the environmental
resource base, at least for some period of
time. However, for that to be even conceiv-
able, signals that effectively reflect increas-
ing scarcities of the resource base need to be
generated within the economic system.
Carrying capacities in nature are not
fixed, static, or simple relations. They are
contingent on technology, preferences, and








