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A Perfect Storm ɀ Resilience or Ignorance within Eight Cost Shocks 

Larry Quick 

From Here to 2012 ɀ Grasping the Mainstream Messages 

Open any daily newspaper and you will see that major emergent cost shocks are now well reported in 
mainstream media. Events like fuel increases, food shortages, ȬÃÒÅÄÉÔ ÃÒÕÎÃÈÅÓȭ, carbon trading, climate 
change and such have now taken their rightful place on the front pages of daily media.  

This is a great leap forward from a short time ago when such news had to fight for column inches with page 
fillers deep within the paper. Given this breakthrough we would hope that the cumulative impact of this 
emerging narrative is beginning to also draw a picture and shape a new view of the type of operating 
environment that business, government and communities imminently face. While one would hope so, from 
the vox pops and pulse of those awoken to these realisations, cognitive dissonance reigns (cognitive 
dissonance is that state when knowledge is out of whack with behaviour. We know ÔÈÉÎÇÓ ÁÒÅÎȭÔ ÒÉÇÈÔȟ ÂÕÔ 
×Å ÄÏÎȭÔ ÁÐÐÌÙ ÔÈÁÔ ËÎÏ×ÌÅÄÇÅ ÔÏ ÁÃÔ ÉÎ Á ÄÉÆÆÅÒÅÎÔ ÍÁÎÎÅÒɊȢ It would appear that our leaders are engulfed in 
the evils of the three monkeys disease ɀ hear, see and speak no evil. In other words, head down and business 
as usual. 

Hear no evil ɀ in this case deep, fundamental change. The individual events are so new to us that we lapse 
into our old and existing behaviours - denial, nostalgia, arrogance - and are not capable of forging the vision 
and or summoning the innovation to deal directly with these issues. 

See no evil ɀ the connection of events. We have not connected the dots with the individual jigsaw pieces to 
frame the cumulative impact of all these events occurring globally over a short period of time.These are not 
singular events and ÄÏÎȭÔ work in isolation to each other. The reality is that over the next two to four years 
key system shifting changes are converging and their sum total will form a ȬÐÅÒÆÅÃÔ ÓÔÏÒÍȭ ÏÆ highly 
disruptive proportion. 

Speak no evil ɀ the need for systemic and resilient innovation. In what can appear to be a pretty stark future, 
it is initially difficult to see incentive within such challenges. However, as history shows, where there is 
muck there is money, and a highly disruptive change for some is a disaster, and for others a huge 
opportunity. If you like, an opportunity to withdraw for the lost and confused, and a gold rush for those 
willing to think differently, take a wide systemic view of innovation, understand these new conditions in 
their global and local setting, innovate capability in tune with the new conditions, and deliver value that this 
state of change demands. The latter types of behaviour form the basis of resilience and are pre-conditions 
for resilient innovation. 

)Î ÔÏÄÁÙȭÓ ÈÉÇÈÌÙ ÃÏÎÎÅÃÔÅÄ ÁÎÄ ÃÏÍÍÕÎÉÃÁÔÉÖÅ ×ÏÒÌÄ ÉÎÆÏÒÍÁÔÉÏÎ ÁÎÄ ËÎÏ×ÌÅÄÇÅ ÁÂÏÕÎÄȢ (ÅÎÃÅ ÂÏÔÈ ÔÈÅ 
strong and the weak signals of change are there for all to hear, if we choose to listen. The bottom line is that 
the analysis and potential for innovative innovation strategy are not being addressed by business, 
government and community based organizations. Their world-view and planning is still being framed 
within a set of conditions of yesterday, and based on outdated strategic planning and risk methodologies. 
Even the vanguard of the sustainability movement frames solutions and funding based on the present day 
state of play, and posits ideas with a ten to twenty year implementation cycle. While all well intended, one is 
left with that sinking feeling that our leading decision makers are failing to grasp the immediate crisis and 
opportunity, and the inherent risk and reward therein. 

 

Eight Cost Shocks ɀA Long Beginning to a Sharp Awakening? 

This new set of conditions has been coming for some time, and are now tangible enough for understanding 
and practical assessment. However, their emergence and cumulative effect will create an operating 
environment that will outpace, displace and discard those that are not thinking about it, preparing for it and 
more importantly acting on itɀ within the next two to four years! Those that do will have take the 
opportunity to innovate a position within a wave of change well beyond the industrial revolution. After all, it 
makes sense ɀ if the perils of our time are unprecedented, then so are the opportunities. 

To get a sense of what this emerging environment might look like we only have to consider eight of the most 
reported cost shocks: 
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1. Peak oil and the price of petrol and polycarbonates.  We have reached peak oil, and are facing the need 
ÔÏ ÒÅÐÌÁÃÅ ÆÏÓÓÉÌ ÆÕÅÌÓ ÁÓ Á ËÅÙ ÓÏÕÒÃÅ ÏÆ ÅÎÅÒÇÙȢ 4ÈÁÔ ÄÏÅÓÎȭÔ ÍÅÁÎ ÔÈÁÔ ÏÉÌ ×ÉÌÌ ÄÒÙ ÕÐ ÔÏÍÏÒÒÏ×Ȣ "ÕÔ ×ÈÁÔ Ét 
does mean is that the price surge of petrol and heating fuels will only gain momentum, and that all oil based 
products ɀ all things we use these days require oil in their manufacture, or have oil as a component (eg. 
polycarbonates) ɀ will increase in cost. What does Á ȬÓÕÐÅÒ ÓÐÉËÅȭ ÏÆ $200US plus a barrel mean to business, 
community, government and consumption? While prices may eventually correct in the wake of a reaction to 
the current rise, given the increase in global demand from the developing world, the decrease in supply and 
the increasing costs of extraction, it appears that oil will now always be a much larger cost in the western 
consumption equation. 

2. Increase in food prices. The increase in food prices is not just a problem of rising costs of staples like rice 
and maize, and the resulting food riots in third world countries. Over the past nine months, global food 
prices have soared 40 percent, while food reserves are at 30-year lows. The rising cost of food is becoming a 
major source of global social instability and economic hardship. 

In the US, retail prices on staple American foods rose by double-digit percentages in the last year, according 
to new data from the federal Bureau of Labor Statistics (BLS). The cost of milk rose 26 percent, and egg 
prices grew by 40 percent. 

3. The credit crunch, a broken financial system, and the real cost of superficial value.  )Î 'ÅÏÒÇÅ 3ÏÒÏÓȭÓ 
×ÏÒÄÓȟ ȰÔÈÅ ÓÙÓÔÅÍ ÉÓ ÂÁÄÌÙ ÂÒÏËÅÎȱȢ "Ù ÓÙÓÔÅÍ 'ÅÏÒÇÅ ÍÅÁÎÓ ÔÈÅ financial system in which he made his 
billions ɀ so you would think that he knows something that others ÄÏÎȭÔ ÏÒ may be ignoring. 

/ÎÅ ÏÆ 'ÅÏÒÇÅȭÓ fundamental concerns is that credit is dramatically outstripping economic activity. This is 
code for: people are buying on credit, and incurring substantial personal debt faster than the economic 
system is creating productive, sustainable and bankable value (case in point ɀ the sub-prime fiasco). The 
current financial system relies on this type of superficial value to drive equally superficial consumption to 
retain an appearance of a fully functioning financial system. Like a spiralling snake that eventually eats 
itself. 

The subprime ÉÓ ÁÎ ÅØÁÍÐÌÅ ÏÆ ÔÈÉÓȢ 3ÕÐÅÒÆÉÃÉÁÌ ÖÁÌÕÅ ÃÒÅÁÔÅÄ ×ÉÔÈ ȬÌÉÁÒ ÌÏÁÎÓȭȟ ÏÖÅÒÐÒÉÃÅÄ ÈÏÕÓÉÎÇ ÁÎÄ 
worthless mortgage securities. All of which created huge social and economic cost both within and outside 
the financial system. The social and economic cost of the subprime is well documented for those close to it 
in the USA. As it unfolded in the USA it also became apparent that this was not a localised event and that 
distant, small communities in places like Western Australia and Norway were also caught by the far-
reaching tentacles of a world-wide financial services network that sold mortgage security products of little 
lasting value. 

Such behaviour illustrates another aspect of our financial system ɀ the taking of profits from where they 
ÄÏÎȭÔ ÅØÉÓÔȟ ÁÎÄ ÄÅÆÅÒÒÉÎÇ ÔÈÅ ÃÏÓÔ ÉÎÔÏ ÔÈÅ ÆÕÔÕÒÅ ÆÏÒ ÏÔÈÅÒȭÓ ÔÏ ÐÁÙȢ 

The sub-prime and resulting credit crunch illustrates the social and economic cost that our current global 
financial system is capable of. Given its apparent ability for such destructive behaviour and the need to feed 
itself, can we expect more of the same? If we can, we need to be aware that this manner of superficial value 
creation combined with a global financial system that transacts worldwide at the speed of light, has the 
propensity to create cost time bombs of pandemic proportion. 

4. The immediate cost of sea level rise. Understandably, pÅÏÐÌÅ ×ÈÏ ÌÉÖÅ ÃÌÏÓÅ ÔÏ ÔÈÅ ×ÁÔÅÒ ÄÏÎȭÔ ÅØÐÅÃÔ ÔÏ 
see a gradually rising sea lapping at their doorstep within the next 25 years. But buyers, mortgagers and 
insurers are interested in the potential for sea level rise to eventually impact those properties and either 
drop their value or require significant cost to prevent the property from drowning. Any decent property 
investment demands a ten to twenty year plus window for return that accounts for the longevity and 
viability of the land, buildings and service utilities. Florida is a good example of this. Costs of insurance, cost 
of higher risk investment money and an unwillingness to accept the risk of living or doing business in places 
that may prove in the longer term to be unstable are rapidly emerging. 

5. An increase in extreme weather events (eg. drought, storms, heat). The growing examples of Burma, 
New Orleans, ÔÈÅ -ÕÒÒÁÙ $ÁÒÌÉÎÇ "ÁÓÉÎ ɉÓÏÕÒÃÅ ÏÆ !ÕÓÔÒÁÌÉÁȭÓ ÆÏÏÄ ÂÁÓËÅÔɊ ÁÎÄ ÔÈÅ #ÁÌÉÆÏÒÎÉÁÎ ÆÉÒÅÓ ÉÌÌÕÓÔÒÁÔÅ 
the growing cost of dealing with a new set of climatic conditions that require an immense diversion of 
×ÅÁÌÔÈ ÆÒÏÍ ÃÏÎÖÅÎÔÉÏÎÁÌ ȬÂÕÓÉÎÅÓÓ ÁÓ ÕÓÕÁÌȭ ÆÏÒ ÆÉÒÍÓ and government. Though there is still a final cost to 
be set for Katrina, estimates from the insurance industry, as of late August 2006, had reached approximately 
$60 billion in insured losses (including flood damage). The storm could cost the Gulf Coast states as much as 
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an estimated $125 billion when, and if, a final toll is ever tallied, according to NOAA, parent organization to 
the National Weather Service. Add to this the latent cost of social upheaval, the long-term trauma and 
adjustment, and the costs are much higher. 

6. Withering water.  Not quite at the level of water wars, but definitely at the stage of seeing water in a 
whole new light, at a new whole of cost structure. Though current sources of water are depleting or drying 
up, for some places there are other means of getting and managing water. The only thing is that they tend to 
be much more costly than those currently taken for granted. Water is a fundamental need to human beings 
that we have never placed an appropriate value on. In fact, water has been a bargain. In the US the average 
price for a 1000 gallons of water is $1.50 to $2.00. In Yorkshire, UK it costs six to nine pence for a shower 
(30 to 45 litres) and two to three pence to flush the toilet (9 to 14 litres). In Adelaide, Australia it is 50 cents 
per kilolitre (KL) for first 125,000 litres and then $1.16kl thereafter. Compare that to bottled water, a 
cappuccino or a soda and you get a sense of current value to benefit. Compare that to the absolute need for 
water in our lives and ask: what will it mean when more realistic prices are charged that are somewhere 
between a 300 to 600% spike in what consumers and businesses are now paying? 

7. Preparing for c arbon pricing  and carbon capture . There are few that dispute the need to bring the 
ÅÁÒÔÈȭÓ ÅÃÏÌÏÇÙ ÉÎÔÏ ÔÈÅ ÅÃÏÎÏÍÉÃ cost and mix of markets, and at the same time put a realistic charge on eco 
assets and services (those services previously thought to be ÐÒÏÖÉÄÅÄ ȬÆÒÅÅȭ ÆÏÒ ÕÓ ÂÙ ÔÈÅ ÅÎÖÉÒonment ɀ air, 
water, food, energy, waste disposal). Governments and firms have already agreed to do so, and are either 
developing the detail, orin the early stages of growth. In commencing the carbon trading journey the 
challenge is, what to charge it on, and what to charge. For these systems to work it must be charged on 
everything, and in terms of what to charge, that appears to be set at an arbitrary rate until markets decide 
the Ȭrealȭ rate. Whatever that will be, expect an across the board increase in everything, for everyone. In 
Australia it ha been predicted by some that carbon trading will add 25% to consumer costs, and soon to be 
introduced carbon capture laws for the capping of greenhouse gas emissions could cost coal fired power 
stations between $9B and $15B. 

8. Budgeting  for  21st century  Infrastructure . ! ÒÅÃÅÎÔ ÉÎÆÒÁÓÔÒÕÃÔÕÒÅ ÒÅÐÏÒÔ ÉÎ ÔÈÅ 53 ÑÕÏÔÅÄȡ ȰFrom highly 
visible roads, bridges, and public transit to water lines hidden under city streets, infrastructure plays a 
critical, but sometimes unrecognized role in our daily lives. Worldwide, in light of a surge in economic 
growth, developing countries like China, India, and Brazil are racing headlong to link burgeoning cities with 
roads and public transitɂeven as they add millions of new drivers to their roads. By contrast, in developed 
countries like the United States and those in Western Europe, leaders face the challenge of reinvesting in 
venerable but aging 20th-centur y infrastructure at the same time as they launch new projects necessary to 
compete in the global economyȱ.  

The study entitled, Infrastructure 2008, puts some numbers and analysis behind this reality. At present, the 
US faces a $170 billion annual funding gap in terms of dollars needed to bring its physical infrastructure up 
to global standards. While the US spends little to close this gap, other nations are investing for the long haul. 
For example, China now invests nine percent of gross domestic product to support infrastructure needs. The 
threat of inaction stems not just from the hassles of traffic jams and delayed flights. World-class 
infrastructure, in the form of container ports, high-speed rail, and international air logistics hubs, will help 
determine which regions succeed in the 21st century economy. 

Combine the cost of replacement and maintenance with the high stakes sustainability requirements now 
informing design and construction, and the gross cost far outweighs a simple legacy upgrade. 

Such costs are not cheap, and few organizations, governments or communities have set aside the cash for 
such things. This will mean the need for the realignment of present spending, or in some cases, the ongoing 
deferment of problem solving and cost into the future for later generations to deal with and pay for ɀ at an 
even higher cost. 

On the face of it, the convergence of these eight alone pose an imminent economic challenge. But to grasp 
the larger picture we have to consider the environment they create as they feed back into the larger system. 
In doing so we need to ask some broader questions like: 

Will this mean a dramatic reorientation of western consumption? 

What will this mean to growth in China and India? 

How will this impact commodity prices? 
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Within this environment, what will be the new attractors and incentives for innovation investment? 

Where should we place innovation investment to ensure the best returns within this set of conditions? 

What type of organization (large firms? large government? local government? public/private partnerships? 
academia?) are best to cope with the change and the required creativity to innovate a new path? 

One thing is also sure, in the big picture of global socio-economic leverage and change ɀ rising costs matter. 
Kenneth Rogoff, a former chief economist at the International Monetary Fund and now a professor at 
Harvard, concluded a recent article this way: "The end to Western consumerism is not yet at hand, but high 
commodity prices are a clear warning that big adjustments will be needed as Asia and other emerging nations 
begin to consume a larger share of the global pie. Today's era of high commodity prices is not just a bad dream 
that should be forgotten when it ends (with the inevitable downturn in the global business cycle). High prices 
send a real message about scarcity in a globalizing world. Those who ignore it, especially by blocking market 
forces (code for conditions like cost shocks), are making a tragic mistake." 

 

A Major Incentive for Resilient Innovation 

We are facing some of the biggest challenges that contemporary humankind has ever experienced. Our 
seemingly successful history is no guarantee of a similar future. Our condition is critical, our diagnosis 
ÓÈÁÌÌÏ×ȟ ÏÕÒ ÐÒÁÃÔÉÃÅ ÅÌÅÍÅÎÔÁÒÙȟ ÁÎÄ ×Å ÁÒÅ ȬÌÁÔÅ ÉÎ ÔÈÅ ÓÅÁÓÏÎȭȢ 7Å ÈÁÖÅ ÏÎÌÙ ÒÅÃÅÎÔÌÙ ÂÅÇÕÎ ÔÏ ÍÕÓÔÅÒ ÔÈÅ 
forces to develop a thoughtful response, and as Einstein is overly quoted, but rarely applied, affirms: "You 
can't solve problems using the same thinking that created those problems". If these statements are accurate, 
what needs to be done to rise to the challenge? 

Looking at this dilemma through the eyes of 'fresh' thinking like the new sciences and emerging practices 
like complex adaptive systems, we realize that to survive and thrive in such an environment will not be 
achieved through superficial modification to conventional wisdom and behavior. That might help, but this 
situation demands a new conventional wisdom, for unconventional times. The real difference will be made 
through re-thinking the fundamental assumptions and frameworks we use to think about our future, and 
through our civic, business and community leaders taking a quantum leap forward in how they approach 
change, growth, risk, policy-making and strategic planning. This starts with allowing the space for new 
decision-making methods to ease aside those from a by-gone industrial age that do not apply or work in 
today's dynamic environment.  

Today's decisions needs to be made through planning models and methods better suited to our times. In 
doing so we need to re-learn a range of practices. To name a few, business planning, economic development, 
strategic planning, risk planning, land use planning and community development. In doing so we need to ask 
the tough questions of the 'old chestnuts', and even review the way we are investing in sustainability. 
Reshuffling mainstream practices to solve complex and systemic issues might appear to help in the short-
term, but it will bÅ ÎÅ× ÉÄÅÁÓ ÆÒÏÍ ÔÏÄÁÙȭÓ margins that inform a workable, livable and resilient future. 
Resilience is one such practice and science that can do that job. 

Resilience prescribes a resilient future that requires us to be accomplished in having the insight to deeply 
understand what the immediate and emergent conditions might be, to let go of the past to see and respond 
to such new futures, to see a firm, agency or community as a being a system within a system, to be proactive 
when we see things emerging that require us to change, to bend and bounce back or to dynamically innovate 
new shapes that are sustainable within new conditions, and to do it all again when our sense of the future 
changes or conditions change. Or as resilience science defines resilience: "the ability of a system to absorb 
disturbance and still retain its basic function and structure".  

While individually some of us are at times good at being intuitively resilient, we are not consciously adept at 
resilience and we are not good at institutional resilience. As our environment becomes more challenging we 
appear to be becoming more rigid than resilient - we attempt to control rather than be creative - hence we 
break rather than bend. The primary reason for this is that the thinking, planning and management models 
we use are from a bygone era and not up to the task for today's world. Especially when such old tools are 
applied to today's complex and dynamic change and the responsive decision-making required of 
communities, businesses and organizations. This is a high risk state to be in at a time when change is so 
disruptive and becoming more disruptive. 
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At the end of the day, this type of change and innovation is not optional. As J Tainter points out in his 1988 
warning on the collapse of complex societies: As societies grow and develop they confront problems that 
need to be solved. In solving them, they increase complexity. Complexity costs (transaction costs rise, 
flexibility drops). When the costs exceed the benefits, societies (businesses, communities and governments) 
collapse.  

We can only hope that with the right people, thinking and practices this sea change will be an opportunity 
for resilient renewal, rather than a crisis of collapse. 
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