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The Perfect Storm:
Economics, Finance and Socio-Ecology

A Commentary”
Ian Johnson, Secretary General, Club of Rome.

The world is at an inflection point. A convergence of themes — seemingly disconnected
—is integral and urgent to our very survival. Our world is headed into a Perfect Storm of an
interconnected financial, ecological and social crisis. Almost all forward-looking assessments
demonstrate that business as usual and incremental improvements will not be sufficient to
take us to a future world blessed by equitable prosperity, safety, security and contentment.

And time is not on our side. The decisions we take over the coming decade will shape our
common future for us and for our children. There may be threats in the gathering clouds of
our perfect storm, but we have opportunities to shape, reshape and move an agenda towards
a better tomorrow.

The warning signs are for all to see. Within the first decade of this Millennium we have
seen five crises:

One: We have witnessed the moral crisis of a Planet with plenty, yet shared with so few.
It remains indefensible that more than one third of our fellow humans remain in dire and
absolute poverty. At the turn of the Century our world leaders pledged to halve world poverty
by 2015. These goals will not be met.

Two: We remain in the midst of a global financial crisis: one that has affected millions
of people throughout the world. What started as a series of largely containable national and
regional banking crises from the 1970s onwards has transformed itself into a global crisis in
the real economies of the world. Improved management and oversight of our financial systems
have started, but the pace is glacial and the efforts remain woefully weak and sporadic.

Three: We have witnessed a food crisis as a result of the rapid growth in food commodity
prices, and their impact on poor countries and poor people in those countries has resulted in
many being pushed below the poverty line. The food crisis was due to many reasons: historic
low prices that couldn’t continue; technological plateaus in productivity and competition for
land use.

Four: We have witnessed a global ecological crisis that affects us now and well into the
future. The consequences of not repairing and then effectively managing the Planet’s stock of
natural capital will lead to unknown but potentially very dangerous outcomes. Fortunately,
climate change has now moved to centre stage: so much so that it is easy to ignore other
ecological issues such as the loss of forests, fisheries and biodiversity: all being lost at historic

* Based on two speeches given at the University Of Liechtenstein at a conference on responsible investing in September 2010 and a conference on global
finance given during the Annual Assembly of the Club of Rome in October 2010.
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and unprecedented rates. To be sure, climate change will make matters worse, yet hopefully it
also provides us with a greater sense of urgency.

Five: An unemployment crisis of global proportions is upon us now. There is uncertainty
about the future levels of unemployment, currently estimated globally at over 200 million,
with perhaps up to a billion people under-employed. Our inability to create jobs will consign
many millions to poverty, induce social and political unrest, and will undermine any hopes
for a more secure and sustainable world. Unemployment remains the single largest global
failure.

1. The World We are Moving Towards

As we reflect upon the observations of this past decade it is worth considering for a
moment the world of tomorrow. If we look forward to 2050: well within our children’s
lifetime we can envisage a number of significant changes:

= Population will likely grow from close to 7 billion to perhaps 9.5 billion (current
estimates range from around 8 to 10.5 billion).

= Global GDP is currently about US $60 trillion. Even at modest per capita growth rates in
the emerging economies of the world to meet poverty targets we could easily see a world
(as we conventionally measure it today) of closer to US $200 trillion. Three worlds
sitting on our present one world!

= The current 20:80 split (20% of population earning 80% of national income) that has
been consistent for the past two decades is starting to shift. This year (2010) represents an
interesting watershed in terms of aggregate wealth: on a global GDP / Power Purchasing
Parity (PPP) basis, the emerging economies are roughly now equal to the rich world --
significant geo-economic shift and potentially an important geo-political shift.

=  Demand for goods and services are set to increase dramatically driven by population,
rising per capita income, and the shift from current low per capita income consumption
patterns. Demand for food is likely to more than double by 2050 and energy needs to
increase threefold.

= Demand for clean water will rise to meet the needs of the present one billion plus people
who have no access to potable water or decent sanitation and to meet incremental
demands from a growing population. Water resources will continue to be stretched,
although globally water will not be scarce. However the costs of harnessing water will
rise exponentially and discontinuously and place huge fiscal and economic burdens
on countries to deliver water. Together with the provision of potable water, dramatic
increases (fourfold or more) in water efficiency in the agricultural sector will be needed.

= It is estimated that 27% of the world’s population is under the age of fifteen: for the
future, a large, capable and ready work force in the making? Perhaps? Or a major source
of social unrest? Possibly? Future numbers are unknown. However, what is known is
that unemployment fuels discontent and social turbulence. A sustainable future is a Job-
full future.
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The wealth of our nations is changing dramatically; the shifts in wealth are reshaping our
global body politic; those left behind are growing in numbers and strength; and the search for
prosperity has all too easily become a search for economic growth on the assumptions that
growth alone would solve our problems.

Clearly, all of us benefit from well functioning eco-systems; financially sound, well
managed and regulated financial systems; and strong social and human capital that allow for
safe, secure and content human communities. Most of us want to live in a happier, fairer and
safer world. If we are to achieve this, we need to reset our planetary clock, assess the issues
that will drive us towards greater contentment in an increasingly interconnected world, and
re-calibrate the philosophies, metrics and design assumptions behind the changes we have
recently observed. These issues belong to a broad-based dialogue with many disciplines: from
engineers to economists, from health professionals to bankers; from activists to philosophers;
from old to young; and from poor Africa to rich Europe.

2. The World We Need

This note focuses on a small yet important sub-set of the above issues: the need to respond
to the demonstrated failures we have observed in our economics and their translation into
markets for goods, services and labour.

2.1 Our Economics are in Need of an Urgent Overhaul

The foundations for modern economics rest on assumptions that may have been true
for our distant past but are no longer valid for our immediate future. They are based on a
time in history so fundamentally different from today: a world in which natural resources
were plenty; a time when globalisation had not infiltrated into every aspect of our economic
life; a time when physical capital was scarce and natural capital abundant; and a time when
aspirations and expectations were fundamentally different from today.

Our understanding of economic growth and wealth creation has, all too easily, lulled
us into a sense of complacency that, at best was illusory and, at worst, damaging. We have
floundered on the assumptions that economic growth would produce wealth for all. It has
not. Economics has become divorced from real values; and in doing so, relative prices of the
various forms of capital and labour are seriously out of alignment.

Our measurement of wealth rarely takes into account the very things we truly value:
safety, security, a clean environment, the strong social capital we enjoy. Neither does it
measure the full economic costs of unemployment.

Our understanding of uncertainty is so rarely factored into our economic public policy-
making, yet we live in a world with many unknowns and risks including the potential for
non-linear events (such as in climate change). We need to assess and value the options we
have for dealing with the risks we face.

Our economic measurements have managed to ignore the very form of capital we now
recognize as being in short supply: natural capital. We value and account for the depletion of
our natural capital at zero; a worse business decision is hard to imagine! As Herman Daly
once noted “the current accounting system treats the earth as a business in liquidation”.
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We need a new economics that measures real wealth and promotes real wealth creation
and growth. Indices need to be created which reflect real values to society. Fortunately this
issue is now occupying the time of a number of noteworthy economists such as Stiglitz,
Sen, Daly, Constanza, Korten and others. We will see whether such thinking permeates the
ministries of finance throughout the world and the global financial institutions they represent.
So far rhetoric has been well ahead of reality.

2.2 Bad Economics Produces Unsound Markets

Markets have their role. They are the centre piece of neo-classical economic thinking;
however, we require markets that do not reward avarice, speculation and destruction, but
ones that increase employment opportunities, restore and repair our natural capital, and ones
where equity and fairness dominate our actions. Financial markets require trust to operate,
yet we now exist in a very real “trust deficit” due to the actions of a few in the private sector
coupled with absentee government structures that did not provide oversight for the public
good. Greater transparency and oversight are required at the national and international levels
if public trust is to be regained.

Markets need to be re-oriented to:

=  Moving wealth into productive and sustainable investment opportunities and
measuring real gains.

= Developing new market mechanisms that can better realize the real value of all
assets, including natural capital.

= Substituting opaqueness for transparency to reduce financial risks.

= Substituting prudency and predictability for the kind of “casino banking” that has
produced such spectacular failings and human misery.

We must re-orient our markets so that real values are reflected in decisions. It is important
to recall that the founding fathers of economics believed that markets would produce goods
and services that would help people genuinely prosper and would do so at fair prices. We
must now ensure that housing markets provide for homes and not property speculation;
that carbon markets are built to reduce global pollution; that water markets are created to
conserve a costly and all too often wasted commodity; and that commercial markets facilitate
the creation of jobs.

2.3 Enlightened Public Policy is Required

As we move further into the future we will recognize that the public good content, whether
at the national or international level, will increase. It is often the case that the “externality”
is larger than the “internality”; that is to say the unintended and often unmeasured economic
impacts are greater than the intended or internal impacts of investment or policy actions.
These unintended impacts are often equated with the notion of the public good: the real
value to society at large. Capturing the public good is not always easy and can lead to over-
zealous regulation; but done well, it can provide the right risk-reward framework in which
both private returns and public returns are maximised.

Indeed it is hard to imagine that decisions made by the private sector, in finance or in
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investments, do not have a public or societal impact and vice versa. The market for public-
private goods will increase. Indeed, the public sector has often underwritten the changes
in corporate financial activities and trading: the internet, now so much part of nano-second
decision-making in private currency markets, is the direct result of public investment and the
creation of the internet as an accessible global good.

A role for the public sector includes:

= Lengthening the market for natural capital goods and services and other sustainability
investments. Many goods and services such as forests, freshwater supplies, biological
diversity that are essential for a sustainable world require decades and sometimes
generations before benefits can be realized. Markets are often short term and, left
alone, would not typically result in investments for long term returns. Fiscal or
regulatory policies can help “lengthen” the term for such investments.

=  Ensuring, atleast for all public investments (and encouraging for private investments)
the use of real values for natural resources. We now have the knowledge to calculate
and estimate the real costs of natural resources that reflect their full value to society.

=  Encouraging, through funding and fiscal incentives, innovation towards
sustainability.

= (Creating, through global co-operation, long-term markets for global public goods
such as carbon emissions. A longer more ambitious target for greenhouse gas
emissions together with an enhanced and efficient regulatory and institutional
framework must be a high priority. “Issues without passports” are likely to grow:
creative and responsible common goods market-makers will prosper.

=  Ensuring that levels of transparency and accountability are established, agreed and
adhered to.

=  Ensuring that the greed and “tail-end” speculative gains are not able to undermine
the resilience of the financial system.

= Partnering with the private sector to provide “patient capital” and capture positive
externalities.

2.4 More Jobs are Needed for Social, Economic and Moral Reasons

Despite the high levels of people wanting jobs throughout the world, we are steadily
producing more and more goods and services with less and less people. With one or two
notable exceptions, capital continues to substitute for labour: and for as long as it does, and
in the absence of remedial actions, we are on a planetary collision course. Unemployment
strikes every country and fuels discontent, alienation and a sense of hopelessness. In poor
developing countries the inability to earn a living wage has profound consequences on
nutrition within families as not enough food can be purchased, as well as on health care
and education, so important for human capital formation. This in turn transforms itself into
unrest, social upheaval and migration.

Increasingly we need to view employment as a global public good: borders are more
porous than most of us imagine. We need to embed employment concerns into our economic
thinking and our market activities: never before has the issue of jobs been as urgent as it is
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today. Economic systems based upon current and largely outmoded economic theory appear
incapable of generating the levels of employment that will provide opportunity for those
seeking work and, just as importantly, those coming into the labour market. A comprehensive
review is now urgently required that identifies the key barriers, assesses modifications
to economic theory and application, and promotes major opportunities for increasing
employment.

2.5 We Cannot Continue with an Unequal World

Despite the world’s great progress we now find ourselves in a more unequal world than
ever. The poorest 40% of the world’s population account for only 5% of global income.
The global financial assets of the wealthy have multiplied exponentially, from $ 12 trillion
in 1980 to almost $ 170 trillion in 2006. We need to ensure that the poorest parts of the
world are brought into the mainstream of decent, real and lasting prosperity: this will require
many actions, too numerous to outline here, but not only limited to meeting international
agreements on trade, development aid and other resource transfers. Greater equality fosters
greater social cohesion and greater trust within societies: whether developed or developing.
A fairer world is a safer world. A safer world is a richer world.

3. Conclusion

There is little doubt in my mind that we will need to re-calibrate our assumptions of,
and measurements for, economic growth and the measurement of wealth as well as the
reconstruction of markets to meet future needs. We need to re-set our navigational instruments
and direct them towards a new mission: that of real wealth creation, real prosperity for all; a
more caring and safer world. This is, of course, a challenge and one that will require major
shifts in how we manage our economic and social affairs. But we should treat it as just that:
a challenge. A challenge for new technologies to play a role; a challenge for new and creative
markets to deliver the goods and services humanity really needs; a challenge to move us in
a more transparent marketplace and one where market prices reflect real values and real
values produce real wealth. Responsible markets and responsible investment strategies will
be a cornerstone of the major shifts we need to secure a healthier and happier future. The
marketplace for innovation, ideas and the goods and services that align with the real needs
of the 21* Century will grow dramatically. The largest challenge we face will be to create the
opportunities for meaningful employment across the globe for the maximum people. We can
do it, but only if we dramatically change our economic models and assumptions and increase
our political will to make full employment a reality. To not take on this challenge is to turn
our backs on the aspirations and needs of the bulk of humanity.

We have arrived at an important window in our recent economic and social history. With
concerted actions, renewed commitment to sustainable development, and a desire to manage
the “tail-end” excesses of extreme greed and extreme poverty, we can avoid the “Perfect
Storm” and we can move towards a more enlightened period in our history. Several
scientists have suggested that we are in a new geological age: “Anthropocene”: the era where
humankind is the most profound shaper of the geological age. We are in control of our
destiny and the destiny of the Planet. We have choices and it is now time to exercise them.
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Those who are engaged in building democracy in their countries and who are animated with a
fresh spirit like in Egypt will have to ask themselves: What purpose does building a democratic
nation have if it is embedded into an undemocratic and non-transparent international system?
In a globalized world the confinement of democratic participation of citizens to the institutions
of the nation-state is almost equivalent to disenfranchisement. True democratic emancipation
cannot stop at national borders.

Andreas Bummel, Chair, Committee for a Democratic UN

Politics is the whole of which economics is a part and employment is a small part of the wider
domain of economic life. Ushering in a global government generates the power of solving
these minor problems. Government is the context that activates the politician. Politicians can
cure the ills created by economists. A wider vision of economics solves the problems created
by narrow inspiration.

T. Natarajan, President, The Mother’s Service Society

The role of labour is crucial for the social cohesion and stability it provides. Threats to finan-

cial stability do not exclusively emanate out of capital markets. As the unrest in several Arab

countries demonstrate yet again, without social stability there can be no financial stability.
Patrick Leidtke, Director, Geneva Association

Economic thinking is still very largely related to traditional Cartesian (and Newtonian) concepts
of science. The notion of equilibrium is not really a concept or an explanation, but rather a
tautology, which has been given the value or status of an axiom. Understanding this notion of
equilibrium, where supply is equal to demand, is essential because it explains why economic
theory has from the beginning always tended to be one-sided...Once we enter real time, uncer-
tainty and disequilibrium become the reference criteria of reality. Introducing the notion of real
time into the economics of supply and demand (in modern terms, service based production
and consumption) is a radical alternative to the view of the economic process as being based
on timeless (instant) equilibrium.

Orio Giarini, Director, The Risk Institute

According to Roosevelt, “necessitous men are not free.” The narrow conception of individual
freedom founded on prisvate property rights advocated by neoliberalism neglects a much
wider, more humane conception of social democracy, freedom from want and human security
affirmed by the New Deal, the Atlantic Charter and the UN Charter.

Winston Nagan, Director, Inst. for Human Rights, Peace & Development

A human-centered theory of economy and employment needs to be founded on the realization
that human beings — not impersonal principles, market mechanisms, money or technology —
are the driving force and central determinants of economic development.

Garry Jacobs & Ivo Slaus,World Academy of Art & Science Global Employment Project
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