 Sustainability, preserving Capital and knowing when to recognise income
Introduction

There are several explanations as to the relationship between income and capital.

These explanations underpin our attitude towards consumerism and the erosion or appreciation of the Capital  Bank , or Asset that is generating the income.

‘Income’ in its broadest sense is a psychological process which cannot be directly quantified.

The stream of enjoyment, or happiness which we derive from our present unquantifiable state is derived from our inner values and beliefs as to what makes us ‘Happy’

Income in the sense of ‘real ‘ or outer world income is usually measured in monetary terms  and consist of  those physical events which influence our inner enjoyment.

This real income includes the shelter of a house, the warmth of a fire or the strings of a violin

These experiences are what we call ‘living’ and income in this sense can be measured by the ‘cost of living’ or ‘earning a living’

The inner experience is non quantifiable, the outer experience can be measured in terms of the monetary outlay required to acquire or consume them.

The quantifiable  is what Irving Fisher would call ‘objective’ income.

The non quantifiable is subjective , or indeed ‘psychic ‘ income.

This is very close to a definition of Happiness which Sociologists have struggled with, there are accepted definitions of objective happiness, having a nice house, big car  or  other material and measurable assets, there are however other subjective notions of happiness which underpin our materialistic reward structure and that deep down , people ,may be rich but unhappy with their lot.

Being objectively happy, or indeed enjoying as material stream of income is different and shorter lasting than subjective happiness.

Instant gratification is not a recipe for sustainable happiness, as constant advertising and a barrage of peer and media pressure requires us to move on to the next bigger and better thing rather than take stock of our longer term and sustainable happiness which requires an understanding of the causes and effects of subjective enjoyment, in short taking stock of our lives and assessing our subjectivity. 

Capital Value
Is Capital ‘Value’ simply the discounted  future enjoyment stream of a material possession,If so, what is the expected return on Capital which provides the ‘enjoyment’ or indeed, if the relationship is turned around, what is the discount rate  applicable to derive a Capital sum from the stream of enjoyment?

The relationship between income and capital is therefore simple, whilst a capital asset may provide a stream of income/enjoyment/happiness, valuing such assets are fraught with difficulty as we often confuse income and the value of the income., i.e short term objective income with longer term subjective value.
Value is an anticipatory event 

In short the wheat crop depends on the land , but the value of the crop does not depend on the value of the land, but rather the other way round, the value of the land is dependant on the value of the crop.
Economists and Accountants will say that the discounted present values of the income stream, when using the appropriate discount rate will approximate a Capital sum.

The very choice of discount rate is subjective as it entails notions of risk and utility, which are different for every person

The interrelationship between Capital Value and Income therefore is not clear, especially when we introduce notions of Capital Gain, or holding gains, due to external factors outside of the income stream.

This is a bit  chicken and egg, what to value first, the Capital asset per se, or the discounted Capital value arising from the enjoyment stream.

In this sense Capital values alter from person to person .

When we talk of maintaining Capital or keeping Capital intact, what we are saying is that individually we do not want to harm the enjoyment stream, such enjoyment being the personal and highly subjective.

The most widely accepted definition of Income was put forward by Hicks, and is paraphrased here as the stream of enjoyment experienced whilst leaving the Capital intact and undiminished at the end of the enjoyment period.

So there is a transactional flow of happiness , and presumably we can go back to our personal discount rates to value Capital and ensure it is intact.

But let’s take a more metaphysical view, if the  Tree ( Capital) bears a fruit (apple) we can enjoy the fruit and leave the tree to it’s own devices, thus assuming that the general environment will attend to the needs for sunshine and water as necessary. Each year we can appreciate the income stream and enjoy the apples, and indeed as the tree grows , then more apples will be produced and hence the income stream enhanced.

This is all very well in the short term, the person is happy because the fruit is being enjoyed, the Capital remains intact and productive and yet we are ignoring the long term issue here.

Eventually the tree will die  through no fault of it’s own , it may be struck by lightning, it may wither through lack of water, it may be chopped down by other people who want it for firewood.

What has happened here is a lack of understanding that  income/enjoyment (apples) come at a cost.
Maintaining Capital intact

There is a cost of maintaining the Capital intact, there is also a trade off that says not all apples may be consumed as the seeds are required to replenish the Capital sock and provide future income streams over and above the present tree..
This is where it gets complicated, simply because our actions are not just determined in isolation, they depend on external influences and social co- operation.

The man who then decides that his income from the tree will be in the form of firewood will be at variance with the man who wants to continue eating apples. Taking both stances to their logical conclusion means that there are differing end dates to this stream of enjoyment unless the income is managed and the Capital preserved for as long as possiblei

General Economic activity is based on the desire of each individual to maximise Utility, or their own personal preference enhancement.

At its very basic, people are engaged in very narrow economic pursuits which are circumscribed by their environment.

We must now introduce the concept of welfare, which has been described as ‘states of consciousness’ (Pigou) Welfare is thus increased as the amount of income is increased, the problem being is that there is a strong preference for one sort of income over another, firewood as against fruit, and so therefore what is for the greater good has to mean that everyone should join in the income, but understand that the Capital has to be maintained, or pretty soon the income will disappear.

It is this definition of income and it’s relationship with time and Capital Value that is problematical.

The Malthusian Prophecy

At  it’s  extreme point of view, Economists like Malthus have warned against the dangers of over  population and the scarcity of sustainable income and resources.

Technology used to get us out of a hole as Welfare for an ever increasing population meant more efficient methods of income production.
At some stage Malthus may well be proved right.

(I am discounting the possibility of Space Travel here, and I am assuming a finite set of Resources on Earth, although it can be argued that the Universe is Finite and at some stage in the very long term we will get to the end of it.. but for the time being lets stay on Earth) 

So, in the definition of Income, we must appreciate that Capital has to be preserved, this is part of the definition of sustainability..
The other part of sustainability definition is that it is a function of time because

a) some capital assets have a ‘natural’ life span according to the environment in which they operate, e.g. wood will eventually rot, metal will corrode

b) Welfare requirements and ‘Societal Utility’ change over time as circumstances and technologies change ( all of a sudden we have switched from Analogue to Digital thus rendering a whole load of Hardware obsolete)
Let’s explore this concept of time and obsolesecence in a bit more detail,.

We cannot ignore obsolescence whether it is planned or unplanned .

All foreseeable obsolescence should be taken into account explicitly in the income models we have talked about earlier, but there should also be contingency planning and recognition that there will be unforeseeable obsolescence which requires some form of accounting or contingency planning.

In the end it is a trade off between how sustainable, or how long we want a stream of income to last against the decision to put some income aside for’ Rainy days’ , thus sustainability implicitly assumes that all things must end and that the best we can do is maximise the amount of time and income we can enjoy from a Capital asset before the collective good decides the asset is no longer part of the general welfare of the community  and that we move on to the next  new ‘Capital’ thing.. This is the Malthusian proposition that we cannot always expect technology to get us out of a hole, we simply move on to the next thing to devour.
Is it therefore unreasonable to suggest that the quantity of Capital will remain constant.
We then come back to the thought earlier that a Capital value can only be achieved as long as the Capital asset is generating a stream of enjoyment that is seen as enjoyment by everyone who participates in the income., this will  involve trade offs between each others personal utility.

This is the problem with sustainability, there needs to be a common agenda as to what income is sustainable (firewood or fruit) and how long can the Capital asset remain in place before the income stream diminishes?
Interwoven Capitals

This dilemma is at the heart of sustainability

What gets even more problematical is the introduction of other Capital assets.

Using our tree metaphor, lets introduce a pear tree into the equation, a pear tree may happily co exist with an apple tree , but is the fruit regarded as better, does the quality of wood have better heating properties? 

Who is to decide?, if there are limited amounts of water and sunlight, how do we make the decision to allocate such scarce resources to the maximisation of income? 

This is a not just an arboreal  problem, now lets expand this a bit further.

Jonathan Porritt  has developed a ‘Five Capital models, being Natural, Human, Social, Manufactured and Financial  Capital 

These Capitals have the same attributes as the tree, income flows form them and they have a finite life.

These capitals are interdependant  and the boundaries are blurred.
The issue however is not the fundamental characteristics of these capital models individually but indeed the whole context of what constitutes income from these various assets

Traditionally National Income Accounting has emphasised economic growth as the main objective and usually measured as increases in GDP.

As stated earlier, objective measures are relatively easy to measure, however, prioritising what Capital to remain intact whenever there is a resource allocation issue  is not easy.

It is a mixture of ease, time, social utility and current zeitgeist in what is important.
This cocktail of subjective measures is difficult to mix, as attitudes, beliefs and societal values can change very quickly.  Managing CO2 may be important in one country as a long term Capital issue, but the Chinese Authorities will tell you that SO2 is equally important, at least in the short term,

And so it is with other Capital Assets, there is a continual set of revolving, and often contradictory requirements which dictate what scarce resources are allocated to whatever Capital maintenance is required in conjunction with the prevailing thought of the day.

Expediency often comes into play as we juggle with an ever set of changing priorities and enjoyment stream all with the trade off of short term objective happiness and longer term subjective and sustainable happiness.

Herein lies the dichotomy, on the one hand the here and now is important as we could all be dead tomorrow, on the other hand there is a legacy beyond our short nasty and brutish lives that lives on longer than us.

Conclusion

At the heart of sustainability is an issue about Happiness, but deeper than this is an issue about collective goals and spirituality in protecting Capital for future generations.

How do we judge what is sustainable and what is not?

Psychologists have been studying decision making for centuries, 

We have the capacity to make wrong decisions, as a result we worry about the consequences.

There are many reasons why we get decisions wrong, especially on sustainability, and the most important explanation lies in the central insight of cognitive psychology

We collect, assimilate and decide by using two processes, , which I have alluded to before, one is the objective process which uses our conscious mind to ‘rationally’ weigh the pros and cons of resource allocation and come to some view on what is and what is not sustainable, this is the part of the mind that understands data and reason .

The other part is the subconscious mind which has been  engineered over centuries to instinctlvely ‘feel’ whether a decision is right or wrong.

These decisions come to us as intuition, hunches or just plain gut reactions, We can feel that something is right, even if we may not be able to verbalise these instincts. Daniel Kahneman suggests we are unaccustomed to ‘ thinking hard’ whereby the unconscious minds instinctive responses are consciously weighted, assimilated and debated by the conscious mind before there is a collective, mindful decision. This I believe it what Budhhists would call ‘mindfulness’, which rejects short term plausible arguments in favour of a much more considered approach. This is a fundament of sustainability. If we are to get the decision right on what is sustainable and what of our Natural world we should care and caress, then  understanding this decision making process and managing this process so that mindful, and dare I say it, considerate, decisions are made, we must be aware of the psychology of thought.

The role of Society via any one of the recognised ‘Estates’ is to ensure that circumstances are promoted which enables it’s members to think in an mindful manner and the subjective, unconscious income/enjoyment that we all seek stays in harmony with the maintenance of Capital, ultimately the Earth.
Questions about sustainability are questions about our subjective values and how we deal with the world and it’s resources.

The capacity to enjoy income and understand the overarching principle of maintaining capital intact is inherent in the Golden Rule of doing onto others etc.
The fundamental values of society need to be more empathic with the environment in which we operate and this will at least slow down the rate of self destruction  and delay the occurrence of the Malthusian Prophecy.

We need to come into the age of Empathic Capitalism, which might just be a by product of ‘sustainability’
Footnote
Or further concluding thoughts

The role of Society and the State has been debated for a long time since the days of Ancient Greece and the original meaning of Politics.

There also needs to be an empathic shift in the way we debate with each other, again going back to compromise and empathy rather than confrontation and denial.

The role of education, in it’s broadest sense is important here, opening the debate and giving people a voice based on their considered views is paramount, this also needs to be followed up by those in public office which includes Religious and Political  leaders giving the lead and living by their espoused values, 
.

The way we interact with each other also needs to change, spending hours in front of the PC and exploring the darkest corners of the Internet is not good conditioning for the unconscious mind and has proved to have negative influences on us all. Depression rates are at an all time high and the role and responsibilities of the  ‘Estates’ should be to promote long term, sustainable (and if necessary delayed)  happiness which leads to rational thinking and thus the definition of sustainability and what the priorities are can be openly and successfully debated within a proper societal frame of mind.
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