Cap solves scarcity by promoting investment in a circular economy
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Economics is the science of scarcity. And Friedman’s ideas solved the scarcity problems of his day – the lack of price stability and the difficulty of accessing financial capital. By bringing inflation under control and freeing up the flow of capital, he made them less scarce. The world has made undeniable strides in the past half century. We have fed and clothed most of a world population that has doubled since 1970. Malnutrition has plummeted and living standards have risen. But the cost has been high. We have choked the ocean with plastic, burned our forests and altered climate patterns. In fact, we have changed the world so much that scientists have declared we are living in the Anthropocene epoch – a geological age defined by the impact of humans on a planet we have permanently changed. As a consequence, we have changed the nature of scarcity. Now positive yield, societal stability, and what might be called environmental capital, are scarce. These are things that Friedman might have considered inexhaustible. But, as we are learning, they too have their limits. R H Tawney, the economic historian, said: “The certainties of one age are the problems of the next.” The certainties of the previous age have certainly given us a conundrum today: the prices of financial assets have risen steadily, the world is running out of stuff that we need, and yet we are struggling to dispose of the things that we don’t. Paradoxically, this has led to both the economic fear that growth will soon come to an end, and the ecological fear that it will not. Circularity - While we wait for another Friedman to come along, we, as investors must adapt to the realities of today. We have to reimagine what defines economic success. That is where the concept of the circular economy comes in. Circularity means moving from a linear world in which we make, consume and then dispose of products, to one where waste can be fed back into the system as a raw material. Success isn’t just measured by growth. It’s measured by effective reuse. Eventually, this shift won’t be a matter of choice. History is littered with species and civilizations that stayed linear and ran out of road. The Easter Islanders, who managed to denude their island of 16 million trees within a few hundred years, spring to mind. At the moment, only around 9% of the world’s economy can be considered as “circular,” or as being recycled and reused. But from Greta Thunberg’s school strikes to the proposals for a Green New Deal in the US, this new economic philosophy of circularity is beginning to take hold in the minds of policymakers and the general public. Today’s young are already weighed down with concern about whether there will be a planet left to inherit from their parents. Forget shiny new cars. They will ask why, when 92% of cars in Europe are empty and parked at any one time, according to an HSBC research note, people don’t just share. The Corporate Future - Just as consumers are asking questions about the sustainability of their own habits, so investors must ask themselves questions about which business models are best placed to weather this change. Since Friedman developed his ideas in the early 1970s, the role of corporations has transformed. As a result, even the CEOs of the biggest corporates have said that running them solely for the benefit of equity owners is no longer an option. That includes CEOs of the US Business Roundtable, who last year embraced “stakeholders” over “shareholders”. Businesses don’t exist in isolation – they have multiple stakeholders, from employees, to the communities they work in and the planet as a whole. Our job will become less about finding the best short-term returns and rather more about discovering sustainable businesses and industries to invest in. Shareholder value is still a vitally important driver of corporate behaviour. But it’s not the only one that matters when you look at the longer-term horizon. The economic models of the past solved the problems of scarcity of the past. The circular economy may not answer all the questions of the “extremely perplexed” but it does present a starting point to help solve today’s problems of scarcity. Our capital markets will increasingly reward the companies and investors that are positioned to rise to the challenge.
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