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Commission for Europe, para. 13). The Rio Declaration on Environment 
and Development of 1 992 declared: "In order to achiev e sustainable 
development, envi ronmental protection shal l constitute an integral part 
of the development process and cannot be considered in isolation from 
it ' (Principle 4, 31 ILM, 874). . There are manv economic issues that are far more domestic than
international. Ther� are also environmental issues that are more domestic 
than international. Some economic issues have no serious environmental 
implica tions, and some environmental issues have small implications for 
the economy. Nevertheless, the world economy and the global environ­
ment are, to a large and probably ever-increasmg exten t, two sides of the 
si.lme coin. I have termed this planetary coin the ecvlonamy.

This chapter presents an overview of the key issues in the _debate _and
makes some recommendations for policy changes. Four ma1or sect10ns 
compnse the remainder of this chapter, providing_ discuss_ion on: (1) the 
key problems in our ecolonomy, (2) the need for mtemahonal rules, (3) 
the need for better international institutions, and (4) some areas where 
caution is advised.  

Dysfunctions in the Ecolonomy 

Understandmg the ecolonomy does not require new analytical models. 
What is needed is a good blend of economics (espec ially resource 
l.!conomics) and science. One can start with equilibrium in economics and 
in n.tture, and then examine how various perturbations such as poliution 
L�r overabsorption can produce negative results. One can measure th� 
impact of environmental change in economic terms and the cost ot 
economic development in environmental terms. (This requires better 
national income accounting to reflect the environmental dimension.) Many 
of the insights of political economy regarding the failure of economic 
policy are also applicable to environmental �olicy. 

Of .course, there are already many connections between economic and 
environmental policymaking in some countries. It may be appropriate to 
continue utilizing separate government bureaus and officials deal�g with 
these issues because of the need for specialized skills. But closer lmkages 
a re needed at all levels of government, especially in international 
institutions such as the GA TT, which until now have been very insular. 
Closer linkages can help reduce the high economic costs of poor enviro�­
mental policies and the high environmental costs of poor economIC 
policies. 

The new generation of environmental policies, which are market­
friendly, are an example of how a closer connection between economics 
,md environment can yield better outcomes. The importance of property 
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righ ts is a lso something that has become clearer as former comm um:=-t 
countries struggle to upgrade their economies and as developing countries 
attempt to use their natural resources wisely, including their biodh ersity . ' 
In view ot the high unemployment in ind ustria l  countries, it is becoming 
increasingly apparent that we should be shifting from tilxes on empltly­
ment to taxes on pollution and resource extraction. 2 Popula tion control 
is a concern of both economics and environment. 

In considering the connections between environmental and economic 
ptilicic'>, it is important not to Jose sight of some fundamental d iffewnces. 
fhe economic goal is growth, production, and consumption. The environ­
menta l goal is the maintenance of the ecosystem and, where necessarv, 
cm, ircnmcntal restorntion. The d i fference between the two 1s rl(lf that 
v- ,.w,,mists embrace change and environmentalists oppose it. Only a dead 
<; rnsvstem fo ils to evolve. The difference is tha t while economists focus 
t>n �creasing outputs and reducing inputs, environmentalists focus on the
r,1 tes of change and on the need for balance. Environmentalists a lso tend
to h,we long time horizons (and implicitly low discount rates) .

Tr,1dc and E11vironmc11 t Conflicts 

!ncrei.lsing trade 1nd safeguarding the environment Me not generally
inmnsistent obiectives. But there are two potentials for conflict th.i t need 
.1 ttcntion. First, international trade permits countries to specialize, which 
.i l lers ratterns of production. When the impact of this indun'd production 
i,.; e-..:tra1unsdictioni.1I .  that is, affecting other countries or the global  
comml>ns, one can �av that trade affects the en\ ironment. For exam ple, 
there m hzht be an inL�ease in the use of ozone-deplet ing chemicab or of 
nes t icides ha rmful  to birds. When trade leads to the use of exhaustible 
�esource!.->, such a� minerals, thrs may lim i t  options for the fu ture .  

The changing pa tterns of  production stemming from trade can have 
extensi n: effects on the development of poor countries. There is no reilson 
\,·hv the effects of industrialization or agricultural mechanization need to 
be 'nega t 1 \  e. The benefits of such growth for the economy and the 
en\' ironment will depend on the quality of governmental reguli.l tion ,rnd
planning. 

Insofar as ind ustrial countries desire to promote the development of 
poor countries and tax their own citizens to p�y for this, th�n the 
en\' lronmental policil•s of poor countries are a legitimate concern. It the--e 
environmental policies undercut development, then donor countries m,1y 
be wasting their money. 

A second potential for conflict involves competitiveness. International 
trade can boost the competitiveness of industries by expanding potenlial  
markets, thereby achieving economies of scale. 3 Trade can also wipe out 
prior market dominance. 
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