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00 O This foresight doesnt extend to "biological capital”. GDP neither recognizesnatural resources as capital nor
accounts for their depreciation. As a result, acountry could come close to exhausting its resources and irreparably
damage itscapacity for future growth before the problem is recognized in the accounts. Forexample, the depletion
of Indonesias forests might not reflect GDP until thatcountry can no longer export timber at the current rate.[]

[ Repetto of the World Resources Institute shows how GDP can send falsesignals to policy-makers by treating
natural resources as free and unnecessary torenew. He asks his readers to consider the following hypothetical
example:Should a farmer cut and sell the timber in her woods to raise money for a newbarn
Would she be better off[]

Most of us would answer yes, if the value of thebarn was greater than that of the timber.[J [0 No such calculation is
made in figuring GDP. Nowhere is the loss——even if itsa temporary loss——of a valuable natural resource, like
timber, reflected in theaccounts. In fact, if the farmer builds the barn, GDP would actually increase bythe value of
the timber and by the value of other products and services used tobuild the barn. According to the accounts, the
timber was worthless as a forest,and it only gained value once cut.[J [J GDP falls short as a measure of sustainable
income in another importantway. GDP treats expenditures to counter the noxious environmental and socialside
effects of economic growth——such as cleaning up after an oil spill——as positivecontributions to the economy.
0 O Those so-called "defensive expenditures” artificially inflate GDP. Defensiveexpenditures are in essence costs of
production that the debit side of the accountsignores. Their main function is to neutralize environmental and social
damage.They add nothing to the availability of goods and services.[J [J The treatment of environmental damage
produces some bizarre anomalies inGDP.
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