Degrowth causes mass implosion of the economy.
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Next, we turn our attention to  illustration of degrowth in  and critically evaluate the underlying assumption that the degrowth phase is sustainable. More specifically, we analyze whether it would even be possible to steer the economy to a stable 2–3% negative GDP growth rate for a lengthy period of time, as the proponents of degrowth suggest. Our analysis starts with the proposition that fundamental stock market valuation would significantly decrease given the expectations of the degrowth scenario. As a result, given that the stock market is forward-looking, investors would sell their stocks to protect their wealth well in advance of the proposed degrowth scenario, which would essentially cause the stock market to crash—a significant loss of value in a relatively short period of time. Next, we propose that the stock market crash would cause further deleveraging by investors, corporations, and consumers, which would likely create a credit crisis and invigorate deflationary pressures. Finally, we propose that the resulting deflationary pressures are likely to turn into a vicious cycle of deflation, significantly affecting the real economy via delayed consumption and production, which would result in high unemployment rates. It is important to note that these economic events (the stock market crash, deleveraging, and deflation) can happen very quickly due to market contagion. As a result, we suggest that the real economy would implode, or sharply correct in a relatively short period of time, even with a slight indication of the degrowth scenario.
Following (or ideally during) the economic implosion (which happens quickly), we would logically expect a fiscal and monetary policy intervention as explained by . As a result, assuming that Bernanke is correct, the extraordinary monetary policy intervention would eventually create positive inflation and stabilize the economy and asset prices. Consequently, given pent-up consumer demand during the crisis and the lean inventories following the deflationary “scare”, we would expect a new long-term cycle of positive economic growth to resume. Thus, our key argument is that a gradual long-term negative GDP growth (as illustrated in ) is unsustainable and not possible to achieve in a market economy. Rather, we argue that it is more likely that the economy would quickly adjust to long term negative GDP growth expectations, or implode, which would be followed by another long-term growth cycle, given the policy intervention during the implosion.
In a broader sense, it is unlikely that even ecological concerns can be addressed by degrowth as illustrated in . First, the environmental issues would be less important during the economic implosion, which could delay the development of sustainable alternative energy. Second, while the environmental picture could temporarily improve during the economic implosion, the carrying capacity will eventually be exceeded yet again as the economic growth resumes, as we illustrate in . Third, given that crude oil is an investable asset, it is likely that the price of crude oil would correct during the implosion due to deleveraging, deflation, and the decrease in demand for energy, which are likely to be only temporarily positive for ecological concerns. However, the temporary lower crude oil prices would also put climate change issues on the backburner, and thus, limit the interest in development of alternative energy projects. Thus, in the long run, the economic implosion would be a net negative for ecological concerns. As soon as the economy rebounds, energy consumption growth would resume and eventually exceed the carrying capacity, this time perhaps even more damaging for the environment due to the significantly delayed development of effective alternative energy sources.

Fig. 2. Potential implications of degrowth policies on global economy.
To summarize our key argument,  illustrates degrowth in  as a sustainable transition phase, or a process, during which the size of the economy gradually declines to an environmentally sustainable level over a long period of time. However, our analysis suggests that the degrowth scenario would cause a shock to the overall economy. Thus, the degrowth phase would be very short and implosive, as illustrated in . We base our argument on the prediction that the stock market would crash if faced by a degrowth economic forecast, which would cause more deleveraging and reinforce the vicious cycle of deflation. Further,  suggests that the degrowth phase is likely to be followed by the SSE or a flat GDP growth within the environmental limits (). We suggest that the economic implosion caused by the degrowth scenario is likely to be followed by a new cycle of economic growth, which would eventually reach and exceed the environmental limits (). Thus, our key suggestion is that degrowth is unsustainable as an explicit economic policy.
We consider whether degrowth related policies (encouraging quality of consumption versus the quantity of consumption, reduced work week and more leisure time, local economies with regional debt-free currencies, and wealth redistribution) could potentially buffer the economic implosion, as we described in . Clearly, degrowth policies are not designed to prevent the stock market crash, and not designed to prevent further deleveraging and contagion. More importantly, these policies would significantly worsen the deflationary cycle by encouraging less consumption. Thus, we suggest that these degrowth policies are unlikely to buffer the economic implosion, as illustrated in .
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