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1. Introduction

At the end of the sixties and the beginning of the seventies a general discomfort about the

situation of our natural environment arose. The continuing industrialisation, started after the

Second World War, influenced the quality of water and air in a negative way. In this period

economists were active in the social debate; they tried to find solutions for the increasing

number of environmental problems.

Unfortunately, this attention to environmental problems ebbed away, in the course of the

seventies and the eighties. In the second part of the eighties, however, there was an abrupt

change in the social debate about environmental problems in neazly all countries of Europe. For

many economists, especially the younger ones, this change was unexpected. In many cases they

were of the opinion that this was the first time attention was being given to environmental

problems.

This development raised an important question in the field of economic theory. Over twenty

years ago many articles and books had been written about environmental economics; many

theories had been developed; many essays had been written about internalization of

environmental costs; there was a general debate about workable instruments and a complete

system of environmental laws was introduced in many industrialised countries in Europe. But

in spite of all these efforts, the quality of the environment and nature is worse than ever before.

All these scientific debates did not bring about a more agreeable situation regarding natural

resources. The natural question is what causes this bad situation. How is it possible that nature

and the environment came to be in such a deplorable situation?

Mazxists of an orthodox chazacter did not hesitate about the answer to this complex question.

They were of the opinion that the central pazadigms of Mazxist theory were usable too for

solving these problems (See among others Knut Krusewitz, 1978 and Ken Coates, 1979). The

class struggle was the ultimate solution to the alienation to nature and the environment which
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was experienced by the labour class. Efforts to develop a useful environmental economic theory

based on neo Marxists' starting points cannot, however, be judged as successful (See Immler,

1989; Dietz and Van der Straaten, 1990).

Non-Marxists do not generally have such a pronounced opinion on these problems. The

development of an economic theory began in a much earlier stage. Opschoor, for instance,

argues: "The way to which and the tempo with which society creeps through this space (meant

is the ecological space), is not just determined by the norms and values (the 'ideology') alone,

but also by the way society makes arrangements about collective decision-making in the field

of economic processes (the 'institutions')" (Opschoor, 1989). This statement is true; but the

question is whether this approach gives sufficient attention to economic theory itself and the role

of the state in economic theory and economic policy. In my opinion attention should not be

focused to the market process. This will be demonstrated below.

Recently this problem of the implementation of a sound environmental policy became central

in public debate due to the development of the Single Internal Market in the European

Community as well as the economic and environmental situation in Eastern Europe.

2. Nature and the Environment in Classical Theories

The role of nature and the environment in economic theories is of great importance. Without

a useful theory it is impossible for economists to have sound arguments in the field of

environmental problems. An important question in economic theory is the definition ofthe value

of economic goods; in this case the value of natural resources is especially important. Classical

economists believe that the value of a good is determined by the quantity of labour which was

necessary to produce a good. This is called the Labour Theory of Value. The starting point in

this theory is a constant quantity and quality of nature (Ricardo, 1823I1975). Production and

consumption do not have a negative effect upon the quantity and quality of natural resources

(See among others Dietz and Van der Straaten, 1990).

Classical economists depart, however, from the Law of Diminishing Returns as well (For

exceptions see Dietz and Van der Straaten, 1991). According to this law, the production of

goods will decrease in the course of time, in spite of an increasing input of production factors.

The theories about population of Malthus (1798I1966) and the Steady State of J.S. Mill (1886)

are derived from this Law of Diminishing Returns. In this way of thinking natural resources are

the key factors in the production process. One may therefore argue that classical economists
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have led the base for the theoretical insight that in production three production factors are used,

namely, labour, capital and natural resources. In many recent publications of economists one

gets, however, the idea that economics is only dealing with labour and capital and that natural

resources can be neglected in reality. This way of thinking deviates from classical starting

points.

3. Natural Resources in Neo-classical Theories

Neo-classical economists consider the market process of greater importance than classical

economists generally do. This is caused by the change which took place during the process of

the Industrial Revolution. The Industrial Revolution was characterised by a totally different use

of natural resources. During the Industrial Revolution a conversion took place from flow entities

to stock entities, when using natural resources. As a result, an increase in the production of

goods could be realised. Stock entities such as coal and iron ore became the new cornerstones

of welfare.

This production, on a large scale and concentrated in place and time, needed an outflow to the

world market. It speaks for itself that economists in this period increasingly concentrated their

analysis on the market process. This development also changed the way in which economists

looked at the importance of natural resources. Neo-classical economists saw with their own eyes

that there was an abundance of natural resources. This abundance resulted in a stream of

inventions, especially in the field of physics. This technological development gave new impulses

to industrial growth processes (Marshall, 1925, p. 180). So the importance of the production

factor natural resources was moved to the background.

The rise of the market process and the development of neo-classical economic theories related

to it cannot be described as a independent phenomenon. When natural resources are at stake,

the changes which took place in the use of them are at least as important. 1fie conversion to

stock entities led by definition to the exhaustion of these resources; besides, the discharge of

these materials into the ecocycles will lead to important damage to these cycles. The discharge

of great quantities of these materials, not common to the environment, led to a kind of

environmental disruption which was unknown to mankind. This disruption, is in our view so

severe that this phenomenon is discussed as a serious social and economic problem.

Neo-classical economists did not recognize these problems. Since in this period this phenomenon

could hardly be seen at all. The volume of stock entities was extremely large related to the use
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of these resources and so they were seen as inexhaustible. The disruption of ecocycles occurred

only locally and on a small scale; global disruptions were not at issue. This development was

steered by the dynamics of the market process and a continuing substitution of production

factors. As long as limits to the use of natural resources have no relevancy, an increase in

production is possible. This development led to the situation that economists did not discuss the

problem of natural resources between 1870 and 1960. Only a few individuals issued warnings

about these problems (King, 1919; Fabricant, 1947; see also Martinez Allier and Schluepmann,

1987). This neglect of environmental problems was not only found in neo-classical circles.

Marxists demonstrated the same limited view to environmental problems (LTllrich, 1979).

In the neo-classical approach, however, there is an initiative which can help to analyze and

solve the problem; Pigou developed the concept of the external diseconomy and elaborated this

in the direction of environmental problems. (Pigou, 1920~1952). The negative effect is caused

by the fact that market parties have a negative influence on the welfare of non-market parties.

It is called external because it is found outside the market, which is in the core of the theory.

As a result of this phenomenon social cost price is not the same as private cost price and so an

optimal allocation of production factors is disturbed.

According to Pigou, the solution can only be found by actions of the state as an economic actor,

which should serve the common good. The state can realise this by making an inventory of

negative external effects together with the related costs. These costs are transferred by the state

to the polluting industries. By doing this, social cost price is the same as private cost price

again, and an optimal allocation of production factors is restored. For many years this approach

played only a theoretical role; no attention was given to this concept until environmental

problems were seen as a severe social and economic problem (Blaug, 1978).

4. Recent theories about natural resources

It is obvious that economists, when confronted with environmental problems, started to use the

concept of the negative external effect. They knew the concept and at the first glance one gets

the idea that it can be used successfully. Mishan, for instance, used this concept for the core

of his criticism (Mishan, 1967). In the Netherlands Hueting in particular, tried to use this

concept for an analysis of environmental problems. This approach, however, presented a

number of problems in the field of quantification of costs and benefits of environmental

measures (See also Opschoor, 1974). This implies that preferences regarding a sound natural
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environment could not be calculated. But in this situation it is also true that the prices of goods

and services which are produced at the expense of the environment are not a real reflection of

the sacrificed scarcity.

The response of economists to this problem has been quite different. The majority act as if the

problem does not exist, a view which suggests that economy only deals with the interests of

labour and capital. T'he importance of the production factor natural resources will only be seen

in the case that it is traded on a market. Economic parameters are in this view only those

elements, which have a meaning in the context of the market process, such as employment, the

deficit of the state, the price level, the level of production, the balance of payment, and so on.

Environment and nature are, for these economists, something like the Third World, the

community centre and public health. One cannot avoid to do something with it; but if economic

situations become worse there is only one solution: reduce the budget. This approach is very

popular in the present economic policy in many countries of Europe (See e.g. Rutten, 1989).

In the Netherlands the behaviour of the Minister of Economic Affairs, during the consideration

about the National Environmental Policy Plan Plus in Parliament recently, fits in perfectly in

this approach. Economy is dealing with production; the environment is an important question,

but strict measures regarding polluting industries cannot be taken. This are the starting points

of the Dutch environmental and economic policy.

Many environmental economists do not realise that this approach is connected with the lack of

a generally accepted economic theory regarding natural resources. If an optimal point of

pollution cannot be determined with the help of the price mechanism, other steering mechanisms

should be developed. Such a steering mechanism is of great importance. If one does not have

such a steering mechanism at one's disposal, no economic statements about the allocation of the

production factor natural resources are possible. Goudzwaard (1970) and Daly (1973 and 1977)

have chosen to argue these problems within the realm of economic policy. This approach has

the advantage that in economic policy every subjective starting point can be introduced without

serious problems. This approach prevents the researcher from being blamed for introducing

subjective elements into the economic theory itself. In this approach the theory itself remains

free of values and norms.

Introducing the environment into economic policy and not in economic theory, does not solve

a huge problem. In reality everything in economic theory stays the way it was, when using this

approach. From an analytical point of view, the production factor natural resources will be kept

outside economic theory. One could defend such an approach, if there was not such a long
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tradition in economic theory to make a distinction between labour, capital and natural resources

as an indepent production factor. It is possible, of course, to deviate from such a tradition and

to restrict economic theory to labour and capital. In the present situation with enormous

environmental problems, which threaten the possibilities of production in the long run

considerably, one cannot defend this approach, however. One cannot escape from the necessity

of giving the production factor natural resources the same weight as labour and capital when

analyzing economic problems. There should be an integration of the production factor natural

resources into economic theory.

5. The environmental policy of the Netherlands

Economic actors do not receive, via the prices of the products, the desired incentives to change

their behaviour in accordance with environmental possibilities. There is a need for state

environmental policy to realise this behaviour. Economists recognize this as a traditional

economic problem: the policy of the state should correct the externalities. Generally speaking,

economists make a plea for the introduction of economic instruments. One argues that these

instruments give a guarantee for realising the behaviour wanted; besides, they are efficient.

However, these instruments are little known in the countries of Western Europe. The giving of

rules is the normal practice. Opschoor argues in this respect: "Economic processes should be

submitted again to socially relevant criteria. This requires political control of these processes,

on a national and on an international scale. The range of the instruments, used nowadays to

reduce the pressure on the environment, should be increased; institutions capable of realising

sustainability should be introduced in the working of the market process itself. With this current

portrayals of mankind and ideologies regarding the market and economic growth are at stake."

(Opschoor, 1989)

It is necessary, however, to deal with the policy of the state more explicitly, when discussing

these kinds ofproblems. When introducing impulses other than the current price impulses, there

are some fundamental problems. In neo-classical approaches one generally has the starting point

that "good" information leads to "good" actions of the government without any real problem.

There is a picture of a government which makes a rational decision based on the responsibility

of the common good. It seems that this approach neglects the fact that the government, as all

other human organisations, is subject to the abuse of power, and so the government can damage

the environment considerably (Hueting, 1980).
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The question is how economists are dealing with this problem of power when introducing

environmental measures. Orthodox Marxists analyze the position of the state as a guard of a

capitalistic society, in which the state organises guarantees for the ongoing exploitation of labour

by capital. Recent Marxist approaches are not so rigid. But Marxist approaches are hardly

useful to analyze envirorunental problems. The production factor labour has as much, or as

little, interest in a sound environment as the production factor capital. We must give full

attention to the misuse of power in the state itself, as far as damage to nature and the

environment is at stake. We have the starting point that in the state and in the state machinery

several vested interest groups were able to establish their position. In this approach the interest

of the environment will conflict with the interest of other groups in the state itself, which are

not interested in a decline of their power in favour of an environmental issue (Van der Straaten,

1989).

Elsewhere we analyzed the policy of the Dutch state regarding acid rain during the last ten

years. (Van der Straaten, 1990). It became clear that a conscious policy was realised, with

which problems regarding acid rain were foreseen and inevitable. This is not caused by the

absence of effective instruments, but by the non-use of effective instruments. The relative

protection of the agrarian sector and the oil refineries against strict environmental measures is

a consequence of the importance given to current economic variables such as the export

position, the balance of payments, the deficit of the state and the withdrawal of the national state

from economic life.

The structural economic policy regarding traffic, agriculture and an expanding production was

realised in such a way that the policy regarding the environment did not even get a simple

chance to realise a minor part of its goals. The general policy regarding "the economy"

combined with the generally accepted economic ideas in this part of society about the necessity

of an ever expanding production will wipe out all interests of the productíon factor natural

resources. The production factor natural resources is not given an independent place in

economic policy. The Ministry of the Environment may have an environmental policy, but the

realisation may not go so far that it can affect traditional economic aims. So one can conclude

that in environmental and economic policy, neo-classical starting points are really dominant.

Therefore there is no reason to confront production and consumption processes with "social

relevant criteria", which could be something other than economic criteria. In the first place, it

is important that in environmental and economic policy relevant economic criteria should be put

through. Such an approach can be realised without any real problem. It is not necessary that
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current "ideologies and portrayals of mankind regarding the market and economic growth should

be at stake". Economic theory and economic policy should be confronted with relevant

economic principles regarding the production factor natural resources.

In 1985 a plan regarding the abatement of acid rain had already developed from the

environmental movement (Klaassen, 1985). The effects of all measures which should be

included in this plan on traditional economic variables has been calculated with the help of the

normal economic model used by national authorities. It proved that the effects of the measures

on these variables were, generally speaking, not negative. The policy could be realised with the

available instruments and institutions. However, the Ministry for the Environment never tried

to implement this policy. It may be concluded that this was caused by the power of certain

economic pressure groups, which did not want to be put in a weaker position than before by

the Ministry for the Environment. The Ministry of Economic Affairs was successful in its attack

on these plans.

When we examine a country like the United States, in which the price mechanism functions

really well, we see, contrary to the Netherlands, an adequate environmental policy based on

economic criteria. In the Clean Air Act Amendments we see that measures are taken which

could not be dreamt of by the most radical environmental groups in the Netherlands

(Anonymus, 29 October 1990). This is a very peculiar situation, as the losses caused by acid

rain in the Netherlands are much higher than in the United States. So, one may conclude that

the market mechanism cannot be blamed as a single factor to neutralize environmental policies.

The possibilities for polluting industries to translate their interests into national economic

interests seems of greater importance.

6. An Alternative Model

The use of natural resources originated in the social system. In the current economic way of

thinking all relevant information about the quantity and quality of natural resources reaches the

economic actors by the price mechanism. But, as was argued previously, the price mechanism

does not work adequately when dealing with these problems.

As a starting point for the working of the model we take a sustainable development, as this is

a normal economic way of thinking. In this sense the model may work if a certain number of

limiting conditions are fulfilled. In the first place it is of great importance that the deterioration

of nature and the environment be brought to an end; the exhaustion of natural resources should
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be stopped as well. In principle it is possible to stop the extraction of materials from the stocks

and to no longer use them in the social system. But, it is impossible to realise this in the short

run. The start of this process is possible to diminish the use of these materials. This is true for

raw materials and energy resources as well.

Such a change in production processes leads to a decrease of the use of ores and fossil energy

resources. Nowadays quite a number of countries in the Third World are largely dependent on

the export of these materials such as iron, copper, and oil. In the industrial part of the world

these materials are bought and used in the production process. If a process of recycling in the

industrialised countries is realised, this will lead to a decrease of the receipts of the exporting

countries in the Third World. If one takes sustainable development as a starting point for these

countries too, a kind of recycling fund, to realise a conversion of their production processes too,

will be unavoidable.

Consequently, the total discharge of materials, strange to the environment, will decrease.

Moreover, the exhaustion of fossil resources will be slackened. Technological development can

play a very important role in this process of conversion. The current economic instruments can

be used to realise this policy. With the help of charges, subsidies, controls and commands, the

desired development can be influenced by government. Subsidies should be given from

collective funds subsidies should be given, to bring technological development in the direction

of saving the environment.

As is demonstrated in front of this, traditional cost-benefit-analysis cannot solve the problem

of the determination of the optimal pollution point. Indeed, the price mechanism does not give

sufficient information for this purpose. But the determination of this point is of great

importance. There is only one instrument which can be used. When charges of materials from

the stocks are at stake, the functioning of the ecosystem itself is the norm which should be used.

These norms are sought as an aim to realise a certain level of discharge, which is possible from

an ecological point of view. Such an environmental policy can be realised with current

economic instruments. In this view every level of pollution can be realised with the help of

every normal economic instrument. The price mechanism can play an important role in this

case. But the working of this mechanism is completely different from the situation in traditional

neo-classical theory, in which the negative external effect has to be quantified by authorities.

The government should internalise these social costs by the implementation of an environmental

policy. But in our model the norms originate in the ecological system with the aim of reaching
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a sustainable development. Prices are an instrument to realise the ecologically desired ends,

formulated before.

Figure 1. Global Interactions between the Economic System and the Ecological System
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7. Conclusions

At the end we should deal again with the economic policy itself. The process sketched in front

of this will have a considerable impact upon the economic balance of power in the production

process. The conversion process will cause another economic development than would be the

case in a situation of an unhindered economic development. The economic policy aimed at a

realisation of a sound sustainable development will be attacked by all these powerful economic

groups, which will lose some of their economic power. Their present powerful situation has

been realised by the historical development of society based on the disruption of nature and the

environment. This is true for the production factor labour as well as for the production capital.

Both factors have realised their social position by damaging nature and the environment. The

conflicting interests between capital and labour could be set aside by tackling the third

production factor. So, the "solution" of the so-called social question was only possible by

introducing a new problem: the ecological question. The production factor natural resources has

hardly any power in the state and the state machinery. The environmental movement can be

seen as the only countervailing power of any importance, which could defend the position of

the production factor natural resources. But till now the power of the environmental movement

has been extremely low compared with the traditional power of labour and capital in sectors like

traffic, oil refineries, power plants, agriculture and so on.

From an economic point of view, it is very important that the interests of labour and capital not

steer the collective decision-making in the direction of a social unacceptable economic

development. For the realisation of a sound sustainable development it is not necessary to

develop new value systems or a portrayal of mankind. The problem is a traditional economic

one, which was sketched by Pigou many years ago. Pigou's "solution", namely, the

internalisation of externalities by quantifying them, does not work, however. Nevertheless, the

restricted possibilities of the natural environment, to be used in production and consumption

processes, should be distributed among the several sectors of the economy of a country. This

ecological space is considerable smaller than is used nowadays. This means that there is a

traditional problem of distribution: scarce means should be distributed among a great number

of questioners. Labour and capital have long had an extremely strong position in the state and

the state machinery. In the next century the social target will be to diminish this position in

favour of the position of the production factor natural resources. This can only be realised in

a normal process of collective decision-making.
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This struggle can be compared to a certain degree with the "social question" in the last century.

In both cases there is a collision of interest between different production factors. In both cases

there is a great difference in power between the factors. In both cases it is necessary to use

quite a lot of scarce means to solve the problem. In both cases the same arguments are used to

defend the old fashioned position: it is too expensive, we should have our feet firmly on the

ground, etc., etc. The "solution" of the social question took a long time. One gets the

impression that the problem of the sustainable development of our economy is as unmanageable

as the social question. This means that it will take a long time before everything is arranged in

this respect. We are still at the beginning of a process of conversion of the production and

consumption processes into the direction of a sustainable development. Such a conversion is a

traditional economic problem. So, economists have a lot of work to do.

The development of the Single Internal Market and the implementation of a market economy

in Eastern Europe will cause the same problems as discussed previously. It is of great

importance that collective decision-making should give sufficient attention to the production

factor natural resources. Otherwise, the influence of the production factors labour and capital

will marginalise nature and the environment.
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