







PRAISE FOR
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“For someone who is not a professional economist, Michael Mainelli thinks more cleverly about economics than anyone else I’ve met or read. I have never had a discussion with Michael without feeling that I’ve learned something new. The Price of Fish will provoke, enrage and intrigue people. But above all it will enlighten.”
Douglas McWilliams, Chief Executive, Centre for Economics and Business Research

“I defy anyone not to enjoy this presentation of global issues explained in an innovative way with amusing anecdotes and analogies.”
Sir David Lewis, former Lord Mayor of London, former Chairman and Senior Partner, Norton Rose

“Mainelli and Harris are very bright fellows. It shows in this elegant and witty approach to resource economics which tackles all those dangerous issues which arise when Mother Earth and the market collide.”
Richard D North, media fellow, Institute of Economic Affairs

“Michael and Ian have proved adept in presenting to commercial enterprises and interested laymen the complicated interactions in the real world of those theories and disciplines with human foibles, accelerating technological change, general noise and interference from misguided politicians with agendas and incompetent bureaucrats, causing unintended consequences and manifest disasters in the global financial and commercial affairs of society. Refreshingly they tell it as it is and we are all the better for it.”
Jack Wigglesworth, founder and former Chairman, LIFFE (now NYSE Euronext Liffe)

“As one of the world’s largest fish buyers I lived on a daily basis with this ‘Wicked Problem’. Michael’s and Ian’s contribution is a welcome insight to complex commercial decision making.”
Mike Parker, former Deputy CEO, Findus Group, Europe’s largest seafood processor

“Your mother used to tell you that fish is good for the brain. Reading this terrifying analysis will prove her right.”
Stephen McDowell, Editor-in-chief, Interactive Investor Group

“Crazy but worth your attention.”
Sir Willie Purves, former Chairman, HSBC

“This book shows how unpicking something as innocent as the price of fish reveals an interconnected world of ‘wicked problems’, unravelling which will be vital to squaring the demands of a rising population with climate change and resource depletion.”
Gerard Wynn, Environmental Markets Correspondent, Reuters News

“In a planetary economy crying out for fresh thinking, smart analysis and, crucially, pragmatic optimism, anything Michael Mainelli and Ian Harris have to offer is not only worth a look but arguably a must-read. I recommend this book to anyone who thinks there must be cleverer ways in which civilisation can manage its future.”
Brendan May, environmentalist, founder, Robertsbridge Group; UK Chairman, Rainforest Alliance; and former CEO,
Marine Stewardship Council
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ABOUT THE AUTHORS

Both of us have spent large chunks of our working lives trying to help people make better long-term decisions. In Michael’s case, that working life has often involved scientific innovation. After aerospace research, Michael conceived and produced the first complete digital map of the world, Mundocart, the “Google Earth” of the 1980s. Michael then moved into finance, becoming a partner at an accountancy firm running global projects, where he met Ian. After studying law and economics, Ian had qualified as an accountant and worked with numerous clients, but found himself drawn to the problems of long-term thinking in charities and other nongovernmental organizations.

We have worked together for over 20 years in the City of London, one of the world’s leading global financial centers, with financial, technological, governmental, social, and commercial clients. In 1994 we founded the commercial think tank Z/Yen, in order to promote societal advance through better finance and technology.

Among many projects at Z/Yen, Michael has served as Corporate Development Director of Europe’s largest R&D organization (the UK Ministry of Defence’s Defence Evaluation and Research Agency, DERA), created the Global Financial Centres Index, and built award-winning statistical systems. Meanwhile, Ian helped to conceive and launch the ground-breaking joint venture Charityshare, guided the Marine Stewardship Council toward a Best Practice award for strategic planning and governance, and became Chair of BCS The Chartered Institute for IT’s Ethics Group.

We tend to work with organizations that need to make commercial choices in complex circumstances. Such is commerce in the real world, yet rarely could we find a book for staff or friends that provided a foundation or guide to analyzing and making choices in line with our experiences. In 2005 Michael became Professor of Commerce at Gresham College, which has provided free lectures in the City of London since 1597 and founded the Royal Society. Michael calls Gresham College a “Tudor Open University.” His lecture theme was “Society’s Commercial Choice—Risks and Rewards of Markets.” Naturally, Michael borrowed heavily from Ian’s work (as well as his own), so we both recognized the potential to turn the lecture series into a book that explains how we feel the world really works.

This story doesn’t end here. Z/Yen’s work with Gresham College and others has led to several new initiatives. Perhaps the most relevant initiative for readers of this book is long finance, where our community explores the vital question: When would we know our financial system is working?
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1 MAKING SENSE OF THE WAY
THE WORLD REALLY WORKS

There is an old financial markets story about fish trading. Back in the early 1900s, on rumors that sardines had disappeared from their traditional waters in Monterey, California, commodity traders started to bid up the price of tinned sardines. A vibrant market ensued and the price of a tin of sardines soared—a classic bubble. This fervent trading went on for some time. One day, after some particularly successful trading, a trader chose to treat himself to an expensive snack: he actually opened a tin and ate some of the sardines he’d been exchanging. They tasted awful and made him feel ill, so the buyer called the seller and told him the sardines were no good. For the buyer’s enlightenment, the seller explained, “You don’t understand. Those are not eating sardines, they are trading sardines.”1

Ultimately, sardines off California were fished out by the 1950s.

What this story demonstrates is that we don’t really know the price of fish. Had we really known the price of fish over space and time, we wouldn’t have overfished the North Sea, the Grand Banks of Newfoundland, and other fishing stocks, including Monterey’s. Society still lacks a complete set of tools, or conceptual frameworks, that let us understand what is happening in the supply and demand for fish, the wider politics of fishing communities, and the even wider global market pressures on fishing industries. In our experience, economics alone is not sufficient for this purpose. Humanity needs a collection of ideas beyond economics—in essence, theories about how the world really works, to help us make better long-term decisions.

Wicked problems is a phrase popularized in the 1970s by Horst Rittel and Melvin Webber,2 and we could use it to describe overfishing. Wicked problems are not the comparatively tame problems most decision theorists love, for example chess, game theory, or puzzle solving. The real world is messy, circular, and aggressive. Wheels within wheels lead to bigger messes and unintended consequences. According to Laurence J Peter of The Peter Principle fame, “Some problems are so complex that you have to be highly intelligent and well informed just to be undecided about them.”

Wicked problems involve what we call “real commerce.” The term commerce is often applied to simple money or transactional exchanges—buying and selling—but commerce actually means much more. Real commerce is what people do with each other every day. It includes the complex ways in which individuals, organizations, and societies communicate and deal with one another; and the ways in which complex interactions adapt and change over time. Real commerce drives society, politics, the economy, and our future. To bait the hook, real commerce, indeed the aim of this book, is about making sense of the way the world really works. Or, to rephrase our goal, what do people need to know in order to know everything that has to do with the price of fish?

THE FOUR STREAMS

While there is as yet no grand unified theory of commerce, and may never be, we can still embark on a journey to explore the tools and ideas that can help us make better decisions about how to live successfully with each other on a shrinking planet. This book’s journey covers four basic areas of knowledge, or four streams, that we believe need to be included and integrated:

[image: image] Choice: understanding how people develop knowledge and biases and how these perceptions affect behavior. We explore decision-making theories, the perils of too much choice, and how real-world observations of choice often differ from theory. Normative aspects of choice such as fairness, trust, and ethics feature in this stream.

[image: image] Economics: pondering existing models of exchange between people and expanding the debate about the role of government and social institutions. We discuss the ways in which taxation can affect markets and consider whether network economics is new economics.

[image: image] Systems: in the world of commercial and political economics, systems thinking encourages us to break down complex systems into subsystems with interlinked information loops of feedforward and feedback. We consider the roles of chance and imperfect information to understand why markets misbehave. Ideas such as volatility, liquidity, commercial diversity, fads, and fashions feature in this stream.

[image: image] Evolution: in particular, innovation and competitive selection. This stream highlights problems that are extremely difficult to solve, such as climate change and economic sustainability.

In combination, the four streams of knowledge can improve both understanding and decision making.

We can examine the sardine story from the point of view of any one of the four streams:

[image: image] Choice: the behavior of sardine buyers, sellers, and traders.

[image: image] Economics: supply and demand for tinned sardines.

[image: image] Systems: for fishing, canning, distributing, trading, consuming, and not-nurturing-too-well sardines.

[image: image] Evolution: the competitive evolution of commodity trading in sardines.

Despite its simplicity, we miss the essence of the sardine story unless we think about the richness of all four streams. The traders had lost sight of the very nature of the commodity they were trading. Trading sardines had become a game. Real sardines only have intrinsic value if they are eating sardines. Real commerce in sardines has little place for trading sardines. Isolated views of money or economics can thus hinder the process of making good decisions over time. Moreover, scientists find that the natural cycles of sardines and the California current form such a complex system that overfishing may have been the primary, but not the sole (sic), cause for the disappearances of fish.

As another example, we worked with the Marine Stewardship Council (MSC) in its formative years. The MSC was established in 1996 through a joint initiative by the environmental group WWF and the consumer products multinational Unilever. They sought to find ways of creating real economic incentives for the improved management of fish resources. The result was an environmental standard and independent certification program for sustainable fishing and seafood traceability. Products from compliant fisheries can display the MSC label and consumers can choose to obtain their fish from certified sustainable sources. Indeed, environmental, ethical, and social standards such as the MSC have become highly influential in large segments of the world economy, including forestry, agriculture, and domestic appliances, as well as fisheries. Consumer choice is not the only form of choice involved. If such standards programs are to succeed, decision makers within the industry must choose to participate. In the early days of the MSC it seemed easier to encourage consumers to choose sustainable fish than it was to encourage fisheries to participate.

In 2000 the MSC asked us to help it grapple with the question: Is it possible to prove the value of certification to the fisheries, who ultimately have to pay for the certification process and meet the cost of implementing any changes required in order to become certified? We examined the potential financial impact of the reduced volatility in stocks that might arise from sustainable fisheries practice, in order to prove the financial case for industry participation in the scheme. Apart from learning more about Alaskan salmon than we expect you want to know, our study did prove that there should be substantial economic benefit through price stability when fisheries engage in sustainable fishing practices, regardless of any additional benefit that might accrue through consumer choice. That substantial benefit should more than outweigh the costs of certification. Subsequently, MSC standards have increasingly been deployed in major fisheries worldwide. Much of the fishing industry has evolved to adopt the standards.

This example illustrates how the four streams of choice, economics, systems, and evolution are intertwined. The MSC harnessed the power of consumer choice for positive change. Economics, both practical and theoretical, helped with decisions on costing, pricing, and calculating value. The fishing system was improved by distinguishing eating fish from exploited fish. Finally, the entire standards system was designed to evolve, using competition to improve specifications and certification firms, as well as to have fishermen keep each other in check. Depletion of the world’s fish stocks remains a wicked problem. Wicked problems do not have right or wrong answers, but you can make better or worse decisions toward solving those problems.

A POTTED HISTORY OF THE PRICE OF FISH

Back in the mists of time, life (and language) was quite plain for most people. We mostly foraged, caught, or tended our own produce for our immediate needs. There was some exchange, mainly in the form of gifts within a local community and perhaps some barter with outsiders. Then we realized that our surplus of a good could be traded for other people’s surpluses of different goods, or used as credit in a future shortage. Formal exchange, such as regular market meetings, may have begun just over 5,000 years ago. Economies underpinned by legal and political systems emerged in the Middle East around 1,000 years after that and soon the world became more complex. We increasingly sought to store wealth over time as well as transact, and exchange really kicked off when the Lydians invented coinage around 600 BC. Diverse financial instruments emerged, both for exchange and for storing value, including derivative financial products similar to today’s.

Societies also adopted more complex forms of markets, organization, and control. City states and nation states emerged. Today, economic activity takes place over increasing amounts of space, both international and global. Consider the relative poverty of the developing world or the complex chains by which we often satisfy apparently frivolous desires. Increasing activity also has a huge and disparate impact over time—there are looming disasters in the environment, from climate change to overfishing, or funding pensions and healthcare.

The actual price of fish has, similarly, become more complex since ancient times. Until relatively recently, almost all edible fish was either caught and eaten domestically or traded in a local market. Ancient preservation techniques—drying, smoking, and salting fish—allowed slightly more protracted trading. Seaside towns have, of course, had fish markets for thousands of years, but by Roman times people were extensively trading everything across the empire from oysters to garum (fermented fish sauce seems to emerge in all great piscine markets). The advent of canning, freezing, and refrigeration in the nineteenth and twentieth centuries accelerated and widened fish trading enormously. Today, global fish prices represent the hopes and dreams of fishermen, their families, marine rescue services, lighthouse-keepers, trawlermen, cannery owners, freezing facilities, transportation firms, food companies, retailers, restaurants, and consumers.

The price of fish both affects and is affected by all of these people. A tin of tuna from the Pacific Ocean might at first glance seem to be a simple sandwich filling, but it is also an economic marvel, delivered across half the world through a complex supply chain involving many thousands of people. At Billingsgate fish market in London, we might buy fresh fish from a local supplier as near as Dover or perhaps frozen fish from a global seller as far away as Chile. Fish constitutes the main source of protein for over one billion people, a sixth of the world’s population. It is regarded as one of the great traded commodities and constitutes a significant chunk of global commerce, estimated at a few hundred billion dollars per annum.

However, fishing is not a real commerce success story. Overfishing has depleted many important fish stocks to dangerously low levels. More than half the world’s fish stocks are over-exploited and the demise of most fisheries is predicted by the middle of the twenty-first century. The sudden and unexpected collapse of cod stocks in the Canadian Grand Banks of Newfoundland in 1992 was one high-profile example of a phenomenon many experts on overfishing had been warning about for some years. Some 40,000 jobs were lost and the fisheries remain closed at the time of writing, with attempts to help rebuild stocks so far unsuccessful. Much like the sardine story, all four streams of knowledge are involved, but no single one of the four streams completely explains the collapse.

Choice alone cannot explain why politicians and fishermen failed, in the face of many years’ evidence of stock depletion, to make difficult but necessary choices that should have staved off the collapse. Classical economics alone would say that as the price of cod rises due to expectations of depleted stocks, fewer people would buy cod at those higher prices, less cod would be fished for some time, and cod stocks would rise again. Systems thinking has yet to produce a model that can explain why the cod stocks on the Grand Banks of Newfoundland collapsed, possibly irrecoverably, nor can systems predict with reasonable certainty what needs to be done to prevent similar collapses elsewhere. And evolution alone cannot explain why the Newfoundland cod supply chain failed to evolve toward a stable and sustainable state.

WHAT’S IN IT FOR YOU?

The diverse topics covered in this book affect everyone profoundly, as individuals, as organizations, and as a society. It is all too easy to fall into the traps of the Monterey sardine traders or the Newfoundland fisheries—to lose sight of the real purpose of commerce. When focusing on the individual topics in isolation, it can be hard to get a detailed grip on the big picture. In this book we’ve tried to explore the many topics of real commerce as we go along and to get those topics to flow together by the end.

The commercial and financial world is replete with wicked problems of sustainability or long-term viability, from natural resource destruction to pollution to poor infrastructure to financial crises. Creating stable, enduring value has consistently been elusive. We believe that understanding and integrating the four streams of real commerce can enable better understanding of these vital matters, and therefore better decision making. If a grand unified theory of commerce ever does emerge, we are confident that these four streams will feature strongly within it.


STREAM A | Choice
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