

[image: cover.jpg]



The Edge

How competition for resources is pushing the world,
 and its climate, to the brink – and what we
 can do about it.
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Prologue

Why are our energy and food bills skyrocketing?

Why is there a cost-of-living crisis?

Why is inflation so high, devaluing our hard-earned savings?

Why might the lights go out?

Why might there not be enough energy to go around?

Why are there water shortages?

Why do people die from air pollution in London and New York?

Why are our jobs at risk? Are our children safe?

Why do people die of cold in the winter? Why are the rivers and lakes running dry?

Why is it so hot in the summer? Why are there so many fires?

Why was the family member of our Ukrainian friends killed?

Why are there so many migrants and refugees?

Why are so many people worried about climate change?

Why is what we are doing making things worse?

Why can’t renewables and vegetables save the world?

Why are we wasting most of the energy and food in the world?

Why is now a turning point in history?

Why are we, quite literally, on the edge?

These things matter to us. I am going to try to explain ‘why’.

And I am also going to try to explain ‘so what’.

Well-meaning policies, which often come from deeply held morality-based convictions, can sometimes make the problems they are trying to solve considerably worse. There is a danger that responses to the climate crisis that place reliance on, for instance, adding new sources of energy to the system over unrealistic timeframes and without replacing or reducing conventional sources risk losing time and money that we cannot afford to waste.

There are connections and parallels to draw between the climate crisis and geopolitical crises. Demand and competition for energy and resources are both drivers of environmental and climate crises and, at the same time, causes of and flames for geopolitical crises and events. Russia’s invasion of Ukraine in 2022 was a turning point, indeed a point of no return. At the heart of the energy system, the regional conflict created the world’s first global energy crisis.

So, what do we do about it? I will make the case for resource efficiency as the top priority for all of us and a lens through which we should place actions that governments, companies and individuals can take in order of merit. Applying this lens to look at environmental, climate, societal and political problems in this way, each of us can influence our politicians, corporate management and our friends and family to make choices that make a positive difference. We can take some of society’s greatest challenges and create some of its greatest opportunities. We can find in resource efficiency the ingredients for extraordinary productivity and growth and, at the same time, a healthier and safer future.

Then, we must be practical, realistic, fast, creative and ambitious. And we must always seek to understand the limits and act within them.


Introduction


A definition of sustainable development: ‘Development that meets the needs of the present without compromising the ability of future generations to meet their own needs.’

Our Common Future or the Bruntland Report, published in 1987 by United Nations’ World Commission on Environment and Development.



We are at the edge, not the end, of history.

The world is reaching its limits and is at war over the critical resources that define them. Fighting over energy has now spilled over the edge of Europe but rages quietly, but with ever increasing intensity, between great financial powers over coveted resources. The economy, everyone and everything depends on energy, as well as the minerals and water needed to generate it. Everyone depends on food, which is being cut off by conflict over it.

The Edge is about our limits, but also a turning point. Have we reached one now, why, so what, and what should we do about it?

Russia’s invasion of Ukraine was a watershed of a turning point. Ukraine, which means literally ‘on the edge’, had been a hidden arena of competition for resources by nation states and energy markets and was now transformed into a coliseum. Stunned Europeans recoiled at the aggression on their doorstep, while war evoked the trauma that Europe had sworn that it would endure ‘never again’. But beyond the battlefield, this was a resource war, the manifestation of great geopolitical shifts in the balances of power between East and West.

The war sent shockwaves through the power system, both political and physical. It was not just the supply lines to the battlefield that were at stake, it was the battlefield that was a supply line to the rest of the intimately interconnected world. Europe’s energy and the Middle East and Africa’s food were on the military planning table, while Russia, China and the USA pored over it. To physical security were added the problems of energy security and food security. And then, it was revealed, the supply of the minerals and other resources which only a few ever thought much about, but on which the whole world had begun to depend. As everything had changed, so did geopolitics and so did global markets. Prices exploded.

Politics, say historians, is power. Our politics today, in an intimately interconnected world, is geopolitics. Power, literally, comes from energy, on which everyone and everything depends. While asking how to replace the supplies of Russian natural gas that the world relied on before the invasion of Ukraine, we must start to ask other questions, such as why are we wasting most of the world’s energy and why don’t we do something about it? Not just to save money and carbon and improve resilience, but to reduce the risk, or effect, of conflict.

Competing for and consuming energy resources beyond limits also creates threats to life as more carbon is generated than the planet can absorb, changing the climate. But hopes of defying one set of limits associated with conventional energy by turning to seemingly limitless renewable energy are being frustrated. Neither the time nor the resources needed to make renewable energy are unlimited. We will run out of carbon budget by the end of the decade.

While all eyes are on making more of everything, generating, replacing, and adding to meet fast-growing and competing needs, the limits of time and resources show us that we simply cannot meet these needs on the supply side alone. By seeking solutions through adding more, we are looking the wrong way. For all our efforts to create more, we miss the basic fact that we waste most of the scarce energy, food and water resources that we use and compete for.

We are heading in the wrong direction, fast, and accelerating towards the edge, the limits. As we cross boundaries on the physical and financial battlefields and with the climate and our environment, we are now moving into uncharted territory, taking big chances, and stacking the odds of surviving the journey against ourselves. But if we act fast, change direction and focus on reducing consumption by reducing waste, not adding to it, choosing efficiency and productivity, then we stand the best possible chance of changing the odds back in our favour.

I trained as a modern historian at Oxford University. The very last lesson I learned was possibly the most important. The only question that you really had to ask, they said, is ‘so what?’ I have carried this question with me ever since, together with the associated question: ‘why?’ I now ask this question every day as a professional investor. After building a career in finance, I left my job as an investment director at HSBC to follow my convictions. I put everything on the line to set up an investment firm, Sustainable Development Capital LLP, or ‘SDCL’, in 2007. This was before ‘sustainability’ was a ‘thing’ or even a talking point, but it was an important year, a turning point for the world, in many ways perhaps imperceptibly. But setting up my own firm enabled me to focus on key questions and ask, for example, why we waste most of the world’s energy. Eventually, I was able to secure investment, now billions, to do something about it. The Edge is therefore, in many respects, a personal story. It draws on the past 15 years of my life at the heart of the energy and climate change sector. It looks inside the mindsets of government, big business and finance, and suggests what it takes to change their minds.

The question ‘why?’ requires us to look behind problems and ask difficult questions. In looking behind the change in the world order today, we gravitate to the confluence of two key determining factors: economics and the environment, defining ingredients of modern geopolitics. The ‘so what?’ is to establish a framework, an approach to making decisions and taking actions, as modern societies, towards, as the likes of [polymath] academic and author of Collapse (2006) Jared Diamond suggested, choosing to survive rather than fail when confronted with these limits. At least our generation now has the benefit of hindsight, as well as the technology, to recognize and avoid societal collapse from environmental changes, the effects of climate change, competition and conflict.

The period during which human activities have had an environmental impact on the Earth is now regarded as a distinct geological age, the Anthropocene, often traced back to the Industrial Revolution. The Industrial Revolution was, is, characterized by innovation, agriculture and exploitation of natural resources, for instance in the generation of energy for machines. Energy powered the Industrial Revolution, but we have now reached an edge, an outside limit for our resources, and at the same time a turning point both for geopolitics and for the ecosystem that sustains our planet.

Scientists have now identified nine ‘planetary boundaries’ to define a framework for these limits. Crossing a planetary boundary comes at the risk of abrupt environmental change. The framework is based on scientific evidence that human actions, especially those of industrialized societies since the Industrial Revolution, have become the main driver of global environmental change. Under the framework, ‘transgressing one or more planetary boundaries may be deleterious or even catastrophic due to the risk of crossing thresholds that will trigger non-linear, abrupt environmental change within continental-scale to planetary-scale systems’.1 In 2022, scientists considered that we had crossed five of the nine: climate change, loss of biosphere integrity, land-system change, altered biogeochemical cycles (phosphorus and nitrogen) and the introduction of novel entities. Measures of our ‘ecological footprint’ suggest that our level of consumption outweighs our resources by 1.75:1.

Most often, sustainable development is discussed in terms of energy, with a focus on identifiable human-induced climate change. This is because it is now understood that the ‘carbon cycle’ is out of balance because more carbon (shorthand for greenhouse gas) is being emitted than can be absorbed. The accumulation of gases, including water vapour, nitrous oxide, methane, and carbon dioxide (CO2), creates a global ‘greenhouse’ around the planet, trapping more heat from the sun than otherwise flows back into space, warming the Earth. Concerns that the cycle is perpetuating, increasing the level of gas that does not dissipate for years, have led to a consensus of fear of negative feedback loops, ‘runaway’ climate change and catastrophic effects on severe weather, land, oceans and sea levels.

Hence the ‘energy transition’, a massive movement to reduce fossil fuel consumption in favour of cleaner and renewable energy, with the objective of limiting global temperature rise to 1.5°C from pre-industrial levels by reducing human carbon emissions to net zero. However, so far, the global energy transition has actually been the ‘phase of energy addition’, as a leading energy strategist put it.2 Previous energy transitions involved the shift from wood and crop residues to coal, then from coal to oil by the 1960s, then from oil to gas in the 2000s. After falling for most of the twentieth century, with a reducing share of bioenergy, renewable energy production, particularly from wind and solar, has been accelerating recently in the last 20 years, but this is in addition to growing production of conventional energy. Renewable energy has a lower marginal carbon footprint than most conventional generation, but it is not zero and involves the use of other limited resources, such as rare earth metals. This can lead to scarcity, competition for resources and, like the competition for energy, even conflict.

Where resources are limited, this demands efficiency. The overwhelming majority of all effort from countries and companies is focused on the supply side. But we must now also focus as much on the demand side of the equation, reducing the size of the cause, not just the symptoms. When we understand the limits of supply of critical natural resources and the reasons for them – ‘why?’ – including systemic waste, we can draw conclusions, consider the implications – ‘so what?’ – and conclude that efficiency is key. Breaching the limits of the world’s natural resources creates unsustainable environmental damage and geopolitical conflict. We must now step back from these limits and focus on being more efficient with how we use resources. This is the only pathway for sustainable growth on the one hand and reduction of conflict on the other.

The Edge seeks to weave together what might otherwise seem like unconnected issues and stories into a pattern that reveals the intricate interdependency of key elements of modern society: energy, resources, climate, the environment, human, natural and financial capital, technology, progress and, perhaps as importantly for our own interests, the way we interpret and tell the story itself: culture. As the Nobel laureate Hermann Hesse once complained, ‘contemporaries are never able to see their own place in the patterns’. At this crucial turning point, where we have reached an edge, we need to do better.3

In many ways, the story of The Edge starts a little over 15 years ago, in 2007. While I was busy setting up SDCL in London, deep underwater adventures were taking place in the Arctic, as Russia was planting a titanium flag a thousand leagues below the North Pole under the watchful eye of President Vladimir Putin. Some 10 years later, with the annexation of Ukraine’s Crimea under his belt, the same eyes personally oversaw the loading of a massive ice-breaker tanker carrying the first cargo of oil that Russia extracted from the Arctic, ironically circumnavigating US sanctions to arrive on a cold evening in a blue-hulled tanker that docked on the Mystic River in Boston, Massachusetts. The USA achieved energy independence the following year and then, with the COVID-19 pandemic and the Beijing Olympics all but over, Russia invaded Ukraine. Energy and commodity prices, already high, spiked, sending inflation soaring and nearly blowing out parts of the financial system, like the London Metal Exchange, which was pushed to the brink by a massive bet placed by a Chinese industrial group and bailed out by the Hong Kong-owned exchange. Meanwhile, tensions were rising in the South China Sea. Chapter 1 and Chapter 2 look at the background to these stories and the tension and intense competition related to energy and resources, demand for which has reached the very limits of supply, that create the conditions for conflict that sit behind the chapters that follow.

Chapter 3 looks at the climate, which is changing. Understanding about the climate is changing too. As scientific consensus sets in as to what is causing climate change and how humanity is contributing to it, there remains no such consensus about what to do about it. Indeed, some well-meaning reactions might well make it worse, while the flight to energy security and diversification following Russia’s invasion of Ukraine threatens to set the agenda back. In the meantime, we don’t have the time to waste as we race to implement change before our carbon budget burns out. Where most of the human-induced problem comes from energy, there is a case to be made that less, rather than more, fuel is needed for the fire.

Chapter 4 deals with the economics of climate change. The costs of suffering from climate change have been set in conflict with the costs of preventing it. The case is made that making the right decisions to protect the environment, resources and the climate does not necessarily mean reducing economic performance but can instead be a source of productivity and growth in itself. Chapter 5 deals with the paradox of addressing a problem associated with limited resources with a solution – renewable energy – that can, perhaps seductively, seem to be unlimited, but is certainly not. Also, given the scale of the challenge at hand, the solution will not be ‘all of this’ or ‘all of that’ but ‘all of it’. Chapter 6 looks at the problem the other way round and investigates how the size of the problem can and must be reduced, through efficiency first.

Chapter 7 looks at the natural world and the natural resources on which humanity entirely depends. Not all these natural resources are renewable, and those that are naturally renewable might cease to be if they are pushed over the edge. Those that are not renewable are also the stuff that society relies on for survival, the story of the food system, which relies almost entirely on fossil fuels today, being amongst the most illustrative. Chapter 8 looks at human capital, which after all is what we are all living and fighting for. As humanity moves into town, it looks at what urbanization and economic ‘progress’ have in store for us. Chapter 9 takes us into the mind set of big business and finance and looks at how it thinks, rightly or wrongly, it is helping, but also how the inherent conflicts have set the stage for political, legal, and financial contests.

Chapter 10 looks at the state of technology and innovation and whether, how and when they might help advance the state of human knowledge, which may currently be slowing rather than accelerating, and deal with the enormous challenges identified in The Edge so far. It looks at how far we have come in the past 15 years, in some respects, and how little in others. Chapter 11 looks at how we talk about climate and the environment, how this can backfire as powerfully as policy or practice itself, with equally significant impact, and how we might be able to turn this around. Chapter 12 lays a framework for a brighter and more sustainable future, an opportunity for better growth built on productivity, prosperity and efficiency.

The epilogue tells my story, the journey so far. Fifteen years ago, at the beginning of the journey, the United Nations’ Intergovernmental Panel on Climate Change and former US vice president Al Gore were demonstrating with greater certainty that humankind was behind climate change and telling the story that earned the Nobel Prize. Fifteen years later, the science has become conclusive and the voracious consumption of resources that has caused climate change has now exploded into open conflict. During that time, my journey bore witness to the enormous challenges that the world and its institutions face, but also the extraordinary opportunities that lie ahead of us.
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