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INTRODUCTION

The Death of 

Socrates,

Pierre Peyron

I would remind you...that Socrates was executed not for his 
megalomania or grandiose propositions or certitudes, but 
for stubbornly doubting the absolute truths of others. 

— John Raulston Saul

reserving that discussion for the Appendix to this paper. Our attention here is focused 

progress.  Symptoms of our failing political economy include extreme and accelerating 

political division unseen in modern times representing a threat to democracy itself.  

wellbeing unless we confront and “stubbornly doubt the absolute truths” that provide 
cover for them. 
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consequences. We must confront conventional wisdom head on when it is clearly 

reacting to symptoms.  Only then can genuine remedies for lasting systemic change 
be found.

advances do accentuate and accelerate the consequences of the underlying system 

than would otherwise have been the case.  

Principles and Patterns Will Shape Our New Economy”2 as the lens through which 
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I.  Finance Ideology:  

A Confusion of Means and Ends

Perfection of means and confusion of goals seem, in my 
opinion, to characterize our age.

—Albert Einstein, Out of My Later Years, chapter 14 (1950)

is the 
system design itself,

means with ends.  

published.  

we will explore in depth below in our discussion of the limitation of markets (where 

growth.  

This is the same logic that led the keepers of the narrative to rule out the option of 
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more in alignment with the regenerative principles of healthy and sustainable natural 
systems. That realignment would have better supported 
the transition to a more resilient and productive real 
economy.  

The confusion of means and ends is actually 

that undifferentiated economic growth leads to greater 

represents the costs associated with a rise in police calls for domestic violence or drug 

constitute a rise in prosperity. A large body of literature exists pointing out the failure 

day. 

a measure of general welfare. 

well as the impact on local employment and the municipal tax base when a super 

Both President Bush and 
President Obama were 
complicit in this ill-
conceived narrative 
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leading to enhanced economic growth and therefore 
societal prosperity.  Progress means capital is free to 

for the allocators of capital and good for society.  And 

return to the entire system.

Can We See Finance Through a New Lens?

ideology.  We actually must shift the way we think.  

reductionism— breaking down something complicated into its component parts to 

has critical limitations when we are trying to understand 
complexity.  Systems thinker Nora Bateson wisely points 
out that the opposite of complexity is not simplicity.  The 
opposite of complexity is reductionism.  And leading 
regenerative agriculture and systems thinker Wes Jackson 

confuse the method with how the world actually works.”   

Holism and Evolution

our much later understanding of the fractal nature of the universe.  His magnum opus is dense and 

The opposite of 
complexity is 
reductionism.

There is no systemic rate 
of return concept in 

modern finance —what 
we might call the “SRR”, 

meaning the holistic 
return to the entire 

system.
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are all nested within a body to create the potential that is far greater than the sum 

according to leading theories of quantum physics.    Holism describes the essential 

acted upon discretely from one another. But we must not forget that such reductionist 

of the greater whole.

We live at a time of great change.  If we are to navigate through it successfully 

essential reality is that we are stuck in a reductionist worldview; we are so focused on 
diagnosing the ailments of individual trees that we have lost sight of the health of the 

can discourage or ban them.  Of course memories fade and the cycle repeats itself.

turn economics into a hard science. Indeed our political life and our economic life 

will ensue when the natural hierarchical order is inverted.  We are witnessing those 

  

Quantum Society: Mind, Physics & A New Social Vision (1995)

Collapse:  How Societies Choose to Fail or Succeed (2005)
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master.  The tail is wagging the dog.

We have evolved to the point where the nested holarchy is exactly the opposite of 

but also unintended consequences;8  an enormous response from bank regulators 
around the world led by the Bank for International Settlements and their new and 

demands of world leaders from their bully pulpits.  Yet 

of this more enlightened approach.

Finance, which must 
be the servant in the 
natural order, has 
become the master.  

9 

CAPITAL INSTITUTE / FINANCE FOR A REGENERATIVE WORLD / ACT II



business schools) ask: “What is the business case for sustainability” rather than “what 
is the sustainability case for my business?” It is not hyperbole to suggest that the 
mindless pursuit of shareholder value as an ideology leads directly and indirectly to 

and species extinction.  

policy on anticipating market reactions as much as to 
the fundamentals of the real economy.  The institution 

free democratic society but also trapped in these same 
  has been too often reduced to a viewer ratings competition as 

ideology is a root cause of the issues that now threaten our very survival as a species.  
Talk about an unreported story that should be capturing headlines!   

even as they seek to serve the needs of the impoverished or conduct original research 
for the public good.  Higher education is morphing into trade school to develop 
“marketable” skills rather than exploring the great questions of the ages.  Finance 

Business “leaders” (and 
our business schools) 

ask: “What is the business 
case for sustainability” 

rather than “what is the 
sustainability case for my 

business?”
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economic thinkers debate the appropriate level of future discount rates   for destroying 

degree warming limit.    

better to destroy the planet and life as we know it than to adversely impact the growth 
rate of GDP.  Never mind the debate about the validity 

understanding that GDP does not equal prosperity in the 

largely uninhabitable planet fail to show up in the models 

economics!  And I get emails from friends suggesting how 

how important climate change is to economics.

The unquestioned (at least by powerful elites on both sides of the political spectrum) 

Like a cancer cell, it literally subsumes its host and destroys all the larger “wholes” of 

ultimately, the healthy functioning of the biogeochemical cycles of planet Earth itself 

Yet, our Nobel laureate 
in “environmental 

economics” claims, it 
is better to destroy 

the planet and life as 
we know it than to 
adversely impact the 
growth rate of GDP.
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and continue to be.  Even if Wall Street were inhabited solely by professionals of the 

mere symptoms of an underlying disease.  

prosecutions (not enough in my view) and new rules and regulations to curb “bad 

like toxic chemo to the many good and professional bankers in the world trying to 

regulatory responses with all their unintended consequences. More often the tumor 

patient succumbs. 

  Others hold up the Sovereign State of Argentina or 

  
compounding the degenerative behavior and shifting the norms of what behavior is 

in politics.
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Concentrations of greed and unethical if not criminal behavior compound and 

and the biosphere at an accelerating rate.  

Yet while unethical and criminal behavior on Wall Street may appear rampant to 

undermining their ability to defend life and liberty.
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II.  Confusion of Investment with Speculation

“Speculators may do no harm as bubbles 
on a steady stream of enterprise. But 
the position is serious when enterprise 
becomes the bubble on a whirlpool 
of speculation. When the capital 
development of a country becomes a 
by-product of the activities of a casino, 
the job is likely to be ill-done.”

                                 — John Maynard Keynes

  we have seen the speculation dominated global 
capital markets rise to a position of dominance in the global political economy.  

economy.   This response puts an effective curb on policies that the speculators consider 

that risk an appropriate tradeoff for other national goals such as full employment).   We 
can see this reality when the Federal Reserve Chairman makes continuous reference 
to “market reactions” (both bond and equity markets) to contemplated policy changes.  
Central banks are now evaluated based on their communications abilities (with “the 

policy nuances well in advance so as not to “surprise the market.”  While there is sound 

no mistake: the tail is wagging the dog.
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The root cause of this absurd and dangerous reality is clear but seems to go unnoticed 
by the popular mainstream pundits.  
erased the socially suspect word “speculation” from its lexicon and replaced it with 

century have rebranded themselves as “activist investors.”    

volatility.  So even mild mannered mutual funds managing our retirement savings 

individual action is no guarantee for a socially desirable outcome for the system as a 

Recall one of our eight principles of regenerative economics is “in right relationship.”  

up at their door.

Modern finance 
has cleverly and 

deceitfully erased the 
socially suspect word 
“speculation” from its 
lexicon and replaced 
it with the socially 

attractive word 
“investment.”
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The implications may be trivial when considered in isolation 

cheaper) to simply buy and sell?  

speculation and investment by the ideologically captured 

business schools (who typically sit unchallenged at the 

Their “investment strategies” are laid out in glossy power points by “wealth managers” 

with risk/return targets and correlation data to show a prospective investor how the 

who will accept the 
responsibility to govern 
when it’s so much easier 
(and cheaper) to simply 

buy and sell?  
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  have made their fortunes using these and other extractive 

unnecessarily disrupts and even destroys the lives of 

surrounding communities.   

activity and the mere use of money to make money.  The Greeks called the former 
“oikonomia”— the management of the household (“oikos” being the root of both 

make money. 

For The Common Good,

as a modern banker and “investor” who prided himself 

lightning to the solar plexus.  Aristotle described the act 

accord with our modern understanding of healthy living systems as we will see.

The principles of regenerative economics help us understand why speculation run 

individual parts and the system as a whole. 

 At scale, speculation 
has become violence 

sanctioned by the State.

The realization hit me 
like a bolt of lightning 

to the solar plexus.
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living system level such as the human body and even the human being.  I am “me” 

according to those who study such matters.22

Indigenous.

It is not radical or controversial to assert that corporations have critical and mutualistic 
relationships as well:  with their customers and suppliers; their management and 
employees; their communities and the environments in which they operate.  Few 
would question the existence and importance of these relationships that must be 

within which a company operates.  But what about the relationship between the 
owners of the business and the business itself?  No capitalist could deny the prime 
importance of the relationship between owner and management in a private enterprise 

Cosmic Evolution: The Rise of Complexity in Nature (2001)
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unless we accept the idea that no one is responsible for the most powerful institution 

in the modern public corporation. 

term planning and investment decisions come naturally.  This provides no guarantee 
for success (or proper adaptation to the realities of climate change and other 

and decision making possible.  Many such companies 
are quite successful — “sustainable” — often lasting 

  have become 

(and problematic) about the modern public corporation 
is the literal absence of a truly meaningful and dedicated 

“fault.”  Owners and enterprise have been systematically separated as a direct result 

circuits of global capital markets.  

But it gets worse.  We must add the rise of index funds to the conversation.  Institutional 

Shareholder Value Myth: How Putting Shareholders First Harms Investors, 

Corporations, and the Public (2012)

what’s unique (and 
problematic) about 
the modern public 
corporation is the 
literal absence of a 

truly meaningful and 
dedicated long-term 

relationship between the 
owners and the company. 
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“sector bets” and rotating out of and into sectors with the click of keyboard (or more 

mom and pop to sovereign wealth funds and pension funds) holding stocks in public 

the responsibility of genuine ownership.  And many more investment dollars invest via 
momentum funds that do technical market analysis looking at chart patterns but no 

   

codifying the lack of ultimate responsibility of owners since they can only lose their 
investment and nothing more no matter how irresponsible the company behaves.  

(and Government agencies) that are what really matter to society since these large 

will dominate its relative degree of sustainability.  And most of these decisions are 

leaders understand must be done.

private companies.
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“In fact financial markets, when left to free market forces, 
can generate activity that is privately profitable but not 
socially useful.  There can be too much finance, too much 
trading, and too much market completion.”    

securities that enriched Wall Street while harming their customers—he concludes: 

 

approach to economics and to public policy.”  Many outside the bubble of economics 

where to look. 
 

 can 
serve as our theory to guide a fresh understanding of economic policy requirements.  

must often navigate between alternative dangers. 

etween Debt and the Devil: Money, Credit, and Fixing Global Finance (2016)
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that we have yet to unwind with numerous unintended consequences proves my point.  

systems framework of complexity science that governs all other complex living systems 

Universe.”28  

and excess speculation more generally).  

severed the relationship between investors and the public corporation.  A healthy 

allowing investors (and speculators) to enter and exit their positions dependably and 

speculation incontrovertibly adds value to the system.  The fair question is how much.  
We will return to this question below.

Grunch of Giants (1983)
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that moment in time).    

the current state of affairs is in fact degenerative to overall 

sense.  This conclusion applies when considering an 

 the 

does not change.

the economy: big business and State actors.  Most of the “sustainable investment” 

Finance for a 
regenerative world 

means, first and 
foremost, the capital 

expenditure decisions in 
the real economy, not 

the financial investment 
decisions in the financial 

markets.
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Our principle of “robust circulation” demands the reinvestment of surplus back into 
the system to enable it to thrive.  Trading stocks on the secondary market is not 
reinvestment.

essential to a healthy (regenerative) human being.  

change (we will need to come back to this assumption momentarily) that results in the 
real world from the investment (unlike the trading of shares in the stock market which 

economics must be revisited). 

reason).  
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phone apps that may encourage violence in society 

investment although it is “real” investment.  It is certainly 

not

We must draw on our 
regenerative principle of 
“holistic wealth” as a new, 

and vital criteria for 
“productive investment.” 
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and potentially lethal to society as we have learned more than once.   But the punch 

   This 

dislocations of the disruption.

What I am not saying,

sense we are all speculators (to the extent we have savings 

speculation in the system is that it is now on a scale that is (way) out of balance.  And 

being.  

(1-(100/362)) of equity trading should be eliminated 

as anti-social activity! 

a healthy financial 
system would require we 
curtail current trading 

activity levels by more 
than 50 percent!
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bump in the stock price.

loops. 

economy and have real social and environmental consequences.

At one extreme is the proverbial Graham Dodd value investor   who seeks to invest 
in shares of a company with the belief that its future earnings will grow more than 

result of that business performance.  The investor has no intention of selling the stock 
provided the investment thesis and expected business outcomes remain intact.  This 

is measured in years if not decades.  

on society and the environment using an ESG or similar lens.  If it is a large investor 
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Wall Street the manufacture of securities custom designed to fail and then (secretly) bet 

transferred that catastrophe to society writ large.  Global economies are still suffering 

remain ill equipped to handle the next crisis when it inevitably arises.  As a result in 

Figure 2 below.   It is 
inexcusable (and unnecessary) for a modern society to allow this situation to continue.  
The true cost of this gross malfeasance will only become apparent during the next 

more so in a country like Italy than in the United States.

Figure 2
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notion that it is socially acceptable that extractive speculating become a legitimate 

in Act IV.  

at a time when we need to be rapidly enhancing the resiliency of both. It is amplifying 

economy.  

When we come to see excessive speculation as the health threatening disease that 

to root causes will demand a “radical” (and sometimes threatening) rethinking of our 
worldviews and behaviors.  
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III. The Limits of Markets

The assumption that market solutions should have preeminence over a larger 

including a direct government role in certain circumstances to achieve fair and optimal 
outcomes – is a false choice.  

political economy.  They address certain problems very 

wants of an economy among 

determined prices.  

Markets are not very effective tools in handling the needs of participants in an economy 

solutions) coupled with the drive and creativity of social entrepreneurs can mitigate 

get 

sustained change to system design failures.  

The reasons become obvious when we look at the 

to our premise.  And that process can be described by universal living systems 

Markets are tools, 
confused for an 

organizing theory of 
political economy.

we can learn to see 
poverty not as a “problem 

to solve,” but rather, 
poverty can be seen 

and understood as the 
absence of regenerative 

development. 
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be further malnourished or the outcome is certain.  This means austerity in a country 

would do well to understand this living systems principle.  

“wrongs” that have no acceptable price.  Modern society by and large accepts that 

 and 
therefore there is no market solution.  Markets are simply 

have displaced our humanistic values that have stood the 
test of time as our guiding ethic. 

Grantham refers to as “the tyranny of the discount 

future uncertainty would discount the future costs of climate change back to almost 

destruction of life as we know it on this planet.   

changes in cost make a big difference in decisions to switch technologies entirely (like 

limit of acceptable greenhouse gases (effectively a quota – different tool) can never 

In summary, markets 
and finance together 
conspire to virtually 

ensure the destruction 
of life as we know it on 

this planet. 
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conventional sense. 

for equal access to more transparent information.  While 
we should always strive to enhance market effectiveness 

political economy in the selection of tools to address critical tasks.  Eating soup with 

a spoon.

as a key to future competitiveness and stock price performance. The term ESG investing 
was introduced by the UN Global Compact and made fashionable by Goldman Sachs 
over a decade ago as a sort of upgrade from the seemingly “soft” and morally grounded 
socially responsible investment (“SRI”) terminology that has been around for over a 

 

 

sustainable, long-term returns.” 

to incorporate ESG into its investment practice in the belief that if investors demand 

we must not confuse 
the need for better 

markets with the need 
for a different, more 

appropriate tool. 
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managers actually change their investment practice to align fully with the principles.  

enforcement virtually impossible.  They are certainly not derived from an understanding 

remains the driving force for most investment practice.   

ESG proponents have successfully demonstrated an underlying business case for 

growing belief that ESG is simply a proxy for good management.  Many academic 
studies have shown that companies with progressive ESG practices outperform their 

   

 

And industry leaders like Generation Investment Management have now demonstrated 

purpose such as avoiding “vice” stocks—is slowly but increasingly considered smart 
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My purpose is to challenge an unquestioned but critical 
assumption.

The theory of change goes like this:  capital markets are more powerful than 
government policy makers.  Only if “the invisible hand” of the marketplace has the 

premium and valuing the bad actors at a discount.  This in turn will encourage “good 

all to adopt such “good” practices if they want to remain 

address our social and environmental issues without 
the need for cumbersome government intervention via 
burdensome regulation.

Thoughtful people can debate the reasons for that and we may never really know.  

But no one needs ESG 
disclosures to know that 

Exxon’s business (just to 
pick one) is bad for the 
planet, and that their 

sinister behavior funding 
climate risk denial under 
former CEO Lee Raymond 
should be seen now as a 
crime against humanity. 
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under former CEO Lee Raymond should be seen now as a crime against humanity.    

transformation we must undertake. 

we can expect from markets in addressing our most pressing challenges.  The needs 

markets as the best and only alternative to burdensome government regulation is in 

Market completion is the idea that the more activity we can submit to the discipline 

prosperity.

enhanced and therefore “utility” increased.  What exactly economists mean by “utility” 

or purpose that we humans happen to care about.   This same market completion 
theory helped economists (including former Federal Reserve Chairman Greenspan) 
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economists cheered.   The fact that massive pools of speculative capital now 

progress in the view of those who worship at the alter of the market.

professional like myself had never heard this term “market 

means and ends problem described above.  Economists 

were clearly absurd means.

Let us conclude this section by drawing again on the 

 

Between Debt and the Devil, 

In fact financial markets, 
when left to free-market 

forces, can generate 
activity that is privately 

profitable but not 
socially useful.  There 

can be too much finance, 
too much trading, 

and too much market 
completion.
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its magic.  All well and good so far.

What happens when society needs a good or service that no one has the capacity or 
incentive to pay for?  National Defense is a classic example.  Few would suggest we 
should allow the free market to decide how many nuclear subs we should have 

elementary logic to understand that such needs will not 
be met by a market system alone.  Of course we can and 

“bottom of the pyramid” into the market economy.  

population currently excluded from the market economy due to their lack of purchasing 

   Ability 
to pay — whether for collective goods such as national 

condition for markets to be a suitable tool.  So we simply 

tools we can use to address the legitimate needs.  

Moral calamity becomes clear when we acknowledge that 
it is not countries causing our interconnected social and 

humanity that is responsible for the degradation of the 

while the same market system as currently designed is undermining the viability of 
life on the planet is the height of arrogance and ignorance.

80% of the global 
population lives on less 

than $10 a day

Bringing market 
solutions to the 80 

or 90% while the 
same market system as 
currently designed 
is undermining the 

viability of life on the 
planet is the height 
of arrogance and 

ignorance.

37 

CAPITAL INSTITUTE / FINANCE FOR A REGENERATIVE WORLD / ACT II



But our confusion about markets as tools is often more subtle than simply confusing 
wants and needs. Consider the American healthcare system.  Somehow we struggle to 
understand that markets on their own are not the right tool.  That statement does not 

to do.  Suppliers of any service naturally prefer the demand for their services to be 

it so.  Advertising budgets are the obvious example of that incentive in action.  But 

simple goods turns out to be more complex than our friend the “invisible hand” is 

overcrowded schools complicate the situation in ways that simple market tools cannot 

it can have positive or negative impacts on the social and ecological health of the 
region (and the planet) that in the long run overwhelm the immediate positive impacts 
of growing demand.

Externalities

price of that product.  Externalities can be positive or negative.  
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in both quality of life and likely in their real estate values that is not captured in the 
price of the goods manufactured in the factory.  

The British economist Arthur Pigou proposed a tax on indirect affects where prices 

private transaction.    This is a clear and logical proposal (“Pigouvian taxes”) and 
one that economists debate with alternative modes of privately negotiated solutions 
not requiring government involvement.  While I generally favor a broad shift toward 
Pigouvian taxes and away from an income tax for all but the highest income earners 

of markets as tools.

Pigouvian taxes can work well if structured appropriately in situations where there is 

the baseball team to pay for the cleanup (or the baseball team owner agrees to provide 

the cost of the remedy is also easy to understand.  There 

clean up).

Unfortunately when it comes to many (if not most) 

harm may not be clear – consider the noise pollution of loud motorcycles rumbling 

of the externality.

My colleague Peter Brown (with a degree in philosophy) says it this way: “There is a 

The Economics of Welfare

There is a difference 
between a harm that can 
be fixed with money, and 

a wrong that money 
cannot fix.
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is worth only the cost of insurance.  And exactly what is the “right price” for excess 

destroying life as we know it on planet earth and a suicide pact for our own species?

need a “price on carbon” to help trigger the right market responses and drive our shift 

driving. 

curb driving.  Good train systems are probably more 

already.  Cap and trade (or cap and dividend) systems can 

governed effectively to mitigate extraction by speculators 

like a very different tool: a quota.  The “cap” part is the 

leaving highly complex equity and distribution issues to contend with that markets 

vital ecosystem function of the water cycle—we would be wise to develop new 

distribution approaches.

The metaphorical “invisible hand” of markets that is so effective in certain but limited 

economy than markets are capable of providing. And while higher prices in theory 

often more complicated.  That reality is unlikely to clarify itself and lead to impactful 

But these so-called 
“market-based solutions” 
if they are to be effective, 

must in the end work 
like a very different tool: 

a quota.  
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behavior changes within the short window of time that the physical laws (not theories) 

  
makes this apparent.

functioning carbon cycle on our one and only planet, are literally priceless.  When 

Nowhere is the limitation of markets more apparent than when examining the issue 

research carried out by the Potsdam Institute with a report called “Unburnable Carbon:  
  introducing the 

   The punch line was that 

 “proved reserves”
“carbon budget” – how much more fossil fuels we can burn in aggregate before 

That same reserve base is the very basis for the valuation of all fossil fuel companies 

letter

stern_review_economics_climate_change/stern_review_report.cfm
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markets are unable to look far enough ahead to see the compelling but often unheeded 
risks from climate change – regulators need to step up and intervene.”

consideration.  The bad news is that the Carbon Tracker report was based on the 
concept of a “carbon budget” (the quantity of carbon or greenhouse gas equivalents 
that remain to be burned globally if we are to stay below some warming threshold) 

Nature

discovered fossil fuel reserves in the ground (with profound implications for the 

by their still robust capital expenditures and talk of opening up new exploration 
frontiers in the Artic.  

  
  

out in “The Big Choice”

reserves were owned by publicly traded companies.  This 

sitting primarily on Sovereign State balance sheets.  Think 

world economic loss.  

investors is relatively trivial by comparison.  

In 2011, I estimated 
that globally, we were 
looking at a write off 
of $20 trillion of real 
assets at a minimum, or 
face the catastrophic 

consequences of runaway 
climate change.
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in the ground.  That challenge should worry all of us, including Mark Carney and his 

consequences of failed nation states in already volatile parts of the world.  Watching 

collapse in oil prices of a Petro State (admittedly combined with grotesque corruption) 
is a harbinger of things to come. 

of stones.  Technology costs for renewable energy and batteries are plummeting and 

havoc.  A proper risk weighting (see Part B below) of adding any more carbon to the 

It is simply naïve to presume that this transition can happen smoothly through natural 
market forces.
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many of the most volatile parts of the world if those States do not begin immediately 

The original Potsdam Institute research that introduced the concept of a carbon budget 

to report a much harsher reality that few would be able to process.  The carbon budget 
concept is built on a probability assessment based on 
complex systems modeling.  There is no concrete answer 
to how much additional greenhouse gases can be released 

complacency leading to both the Long Term Capital 

It would appear that we are making the exact same mistake with our concept of a 

Recession.  

we basically have NO CARBON BUDGET LEFT AT ALL if we were to calculate with 

that would be rational given the stakes.

(and our) downfall.  This ideological belief persists despite the clear evidence that 

It would appear that we 
are making the exact 

same mistake with our 
concept of a carbon 

budget as we made 
with our complacency 
regarding value-at-risk 

estimates in finance!
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acknowledging the severity of the hole we are in.  

target – an enormous difference with respect to our remaining “carbon budget.”  

be our canary in the coal mine regarding our inability to forecast in complex systems.  
We should be using much more conservative “extreme 

we are out of 
“carbon budget” already.  

about how we are going to negotiate who leaves which 

pay how much compensation to Nation States (or private companies) to leave these 

even think about.  Calls for “transparency” and integrated reporting within corporate 

What we need is:

• An integrated understanding of atmospheric carbon cycle imbalances 

  to aggressively 
reduce atmospheric greenhouse gases as fast as possible;  

• A realistic geopolitical framework to deal with the economic and 

Drawdown: The Most Comprehensive Plan Ever Proposed to Reverse Global 

Warming (2017)

We should be using 
much more conservative 
“extreme case” scenarios 
for our climate change 
planning, similar to the 
Federal Reserve’s “Stress 
Test” regime for banks.
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our “stranded assets;” 
• A more evolved economic development paradigm – Regenerative 

Economics 

in alignment with the universal principles that guide all healthy human 

and our understanding of complexity science. 
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IV. The Agency Problem of Misaligned 

Incentives

and their interests are often not aligned.  Corporate managements may favor actions that 

from its portfolio companies to enrich itself when the impact harms its limited partners 
whose interest it is theoretically serving.

than conducting activities that add value to the system.  For 

interest between dealer and “customer” inherent in the securities business. The fact 

“traders” or “merchants” were considered very low on the food chain in society 
because they were notorious for extracting value from society through dubious 
schemes (or outright theft) rather than contributing any real value.  While that may 

trading class simply because they are wealthy.  There is no qualitative or ethical lens 

, 

(“end”) is the Latin Etymologyical 

origin of the modern English word 

. It migrated from Latin to old 

French as  from  (“to pay 

a ransom”)
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same regenerative principles provides a useful roadmap to guide us as we consider 
an effective response.

relationships of trust.  When a bank is in “right relationship” (one of our principles) 

facts in the media to inform civil societies as we are learning.  It is also true that the 
“right relationship” between the Earth and the distance to our Sun is the foundation 
of life and all the potential that has manifested since the Big Bang.  

onto a system that is not aligned with regenerative principles.    

are often band aids on a gushing wound.  Wall Street has no one but its own lack of 
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scale.   So rather than lending to failing banks to save them in their traditional role 

purchased securities in the marketplace (and directly from 
the most stressed banks) to protect bank balance sheets 

that were sitting on securities that could no longer be sold 
in the marketplace as prices melted down.  In a very 

bank.”  This was like giving a reckless pyro free insurance after he sets his house on 
It was a de facto bailout of both Goldman Sachs and Morgan Stanley, albeit an 

indirect one, and one that got far too little scrutiny at the time or since.

effective “put option” (to the Fed) that protected their downside when things went 
horribly wrong. The strategy was both unfair to the public and unwise as a regulatory 

regulators have sought to curb.  And Wall Street is very good at exploiting mispriced 

How did we get here?  Simple.  Banks pushed hard to get into the securities business 

In a very literal sense, 
the central banks were 
transformed overnight 

from lenders of last 
resort, to securities 

dealers of last resort.

49 

CAPITAL INSTITUTE / FINANCE FOR A REGENERATIVE WORLD / ACT II



in the process).

economic growth.

observe how complex systems work in the real world and let the chips fall where 

as we will only touch on here.   

with an underwritten securities placement severs one of the most critical business 

and client.  This creditor relationship is fundamentally different than the relationship 

alignment) rather than its relationship banker. And good luck to the homeowner who 

for another time and place.

showed up. 

The unchecked rise 
of capital markets, 
displacing direct, 

relationship-based bank 
lending in the United 

States, amplifies the 
misaligned incentives 

at a systemic scale, and 
not surprisingly, is in 

conflict with virtually 
every regenerative 

principle
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let us consider the principle “In Balance.” 

make less money than deal makers and bond traders generally do.  And it is true that 

in a large bond issue than a bank loan. Cuff links replace buttons.  

The diagram below is derived from empirical study of living systems.  It is clear that 

to potential.  

Figure 3
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systems designed to enhance circulation follow a fractal 
pattern.  Consider the human cardiovascular system with 

in the circulation of oxygen to ensure both their own 

overall potential is diminished.  

within communities. Today money center banks are increasingly extracting savings 

fund speculators and leveraged buyout operators.  That leaves fewer resources available 

All these activities are clear violations of the principles of Robust Circulation and 
Honoring Community and Place. They leave communities disempowered to secure 

less able to contribute to the health of the whole system 
(as they literally rot on the vine and become instead a burden to the system).  Such a 

wealthy elites as well.  It turns out the laws (not theories) 

us that everything is literally connected to everything. 

the health of the entire system is compromised.  Neither gated communities nor private 

developing countries but also in the so called “developed” western economies. 

Complex living systems 
designed to enhance 
circulation follow a 

fractal pattern. 

It turns out the laws 
(not theories) of physics 

applies to economics. 
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premise that all sustainable systems in the real word 

simply need to shrink the securities business back down 

health of the entire system at risk as is the case now.  We 
need to restore balance.  This requires political courage 

living systems principles to guide us.

by the public sector “lender of last resort” access to liquidity of central banks.  We 

banks have been allowed into the securities business.  I see no explicit public interest 

is allowed to be too big to fail.  

public subsidy.

to be associated with business strategies aimed at 

paid millions of dollars a year tells you that the system 

subsidies and bailouts.

I believe we must go further.  
A strong case can 

This is a large discussion for another place.

It’s clear we simply need 
to shrink the securities 
business back down to a 
size that adds value to 

society without putting 
the health of the entire 

system at risk

Only real banks that 
provide a public benefit 
should have access to 
central bank liquidity, 

and to deposit insurance 
and all other forms of 

public subsidy.
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rich securities business is to return it to private partnerships as existed until fairly 
recently.  Nothing addresses the Agency Problem of misaligned incentives like forcing 

scheme that exists today.  Goldman Sachs was a much 
better private partnership than it is a public company.  

restored. 

There is nothing inherently wrong with the securities business.  But we must restore it 

than capital markets do in the economy.  The United States stands alone in having a 
capital markets sector more powerful than the traditional banking sector. Considered 

These two structural shifts alone —separation of pure banking from securities 
underwriting while preserving the public subsidy and implicit support for only the 

economy.  
 

Goldman Sachs was 
a much better private 

partnership than it is a 
public company. 

54 

CAPITAL INSTITUTE / FINANCE FOR A REGENERATIVE WORLD / ACT II



V.  Limits to Investment

“The more successfully a society puts off its limits through 
economic and technological adaptations, the more likely it 
is to run into several of them at the same time…What it runs 
out of is the ability to cope.”

Limits to Growth, Thirty Year Update

There is perhaps no more challenging idea that I am wrestling with than the concept 
of “Limits to Investment.” 

accept that there are limits to growth (as we will argue 

investment.

The debate over ecological limits began with the seminal 
book – Limits to Growth – commissioned by the Club 

Limits to Growth
a series of scenario analyses exploring the consequences of exponential population 

The book sold over a million copies and generated immense controversy.  Mainstream 

core assumption at the heart of our understanding of human progress—that exponential 
growth as the basis of our expansionist economic paradigm and the source of our 
growing wealth and endless prosperity could continue forever— with a prediction of 
inevitable collapse.  

Limits to Growth is instead an exploration of an important question and series of 

to economic and population collapse. An important independent study of the original 

if we accept that there 
are limits to growth (as 
we will argue here), then 
logic would imply there 

must also be limits to 
investment.
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   This study reveals that Limits to 
Growth

we would do well to have a fresh look.  Limits to Growth warned not of imminent 

of the interconnected feedback loops is what the study 
most importantly revealed.  The authors also warned of 

Had only all the critics been a bit less arrogant (and 

have looked very different.

My purpose here is not to debate the validity of Limits to 
Growth.  I will simply assert that after considered study 

   The rebound effect tells us that when we innovate 

saved in other “stuff” which itself has an energy/material 
footprint.

run implications of the exponential function.

With the assertion that limits to growth do exist in a timeframe relevant to those of 

intensity) and distribution (among developing and developed economies) of growth 

Limits to Growth warned 
not of imminent collapse 

back in 1972, but that 
sometime in the next 

century, the mathematics 
of exponential growth 

on a finite planet would 
come into question

human beings, with our 
relatively short-term 

frame of reference, seem 
to be unable to fully 

grasp the overwhelming 
long-run implications 

of the exponential 
function.
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investment in the economy.  Readers are reminded to recall the earlier distinction we 

equation:
GNP = C + I + G + netX

Concern for sustainability has typically focused on private sector consumption (“C”) 

a disproportionately large impact on the qualitative nature of an economy.  Not only 

follows that its advertising efforts will focus on increasing 
the demand for these SUVs.

include most but not all of the largest business enterprises 

share of capital investment budgets.   What demands our 

of the capital expenditure decisions of these largest 

invest in building road systems rather than rail systems is of monumental importance.  

on supply chain impacts rather than the initiating impact of the capital expenditures 

of that work.

Bloomberg

Corporate reporting 
on social and 
environmental 

performance, however, 
tends to focus on supply 

chain impacts rather 
than the initiating 

impact of the capital 
expenditures that create 

these supply chains. 
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investment decisions using a simple internal rate of return framework that compares a 

investment decisions can be life threatening to our species as well as others.  Many 

powerless to address it.

level investment decisions to the economic system as a whole.   Along with genuine 

and more speculative activity at the same time as physical resource limits to growth 
began to impose constraints. This has come at an alarming cost. Of the twenty largest 
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investment is what fuels the growth. Our challenge now is to determine where we 

less developed economies are obvious top priorities.  

and indoor skiing in the Dubai desert are not.

capital by drawing down both social and natural capital 
is unsustainable. Simple arithmetic demonstrates that it 

that conforms more closely with that of natural systems—from an exponential growth 
curve to a more sustainable (sigmoidal) one.

Inclusive 

Wealth Report: Measuring Progress Toward Sustainability

Continuing the pursuit 
of exponential growth 
of financial capital by 
drawing down both 
social and natural 

capital is unsustainable. 
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Thriving individual enterprises—particularly the ones needed to drive the economic 

of growth.

which are already underway:

• a declining aggregate rate of return on invested capital;
• 
• 
• defaults leading to voluntary or involuntary debt extinguishment;
• 

capital back into social and natural capital in a targeted effective way;
• 

corporate sector into natural and social capital; and
• 

capital back into natural and social capital in service of vital public 
security interests;

• 

the creation and restoration of natural and social capital on a scale that 

capital. 

We can choose to lead this transition to reduced growth in 
the stock of financial capital, while augmenting the stocks 
of social and natural capital, or risk having it forced upon 
us by nature’s limits, social upheaval, or—most likely—both at 

the same time.
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The idea of limits to investment connects directly to an idea that demands our attention.  

of what is aligned with the reality of limits to growth.  I suggest this is exactly the case.  

Recall our earlier discussion of stranded assets—what some might call a “market 
failure” extraordinaire. The “invisible hand” directed the global economy to develop 

appears highly likely that if these fossil fuels are in fact burned in the business as usual 

sovereign debt of Petro States) appears to ignore the possibility that some macro policy 

could more accurately say the market is predicting an outcome (based on our actions 

There are many other lurking “off balance sheet” liabilities we can expect soon to 

dramatically as assets that will need to be entirely written off.  Consider the recent 

could alter this scenario.
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time workers) would  undoubtedly adversely impact the margins and valuations of 

There is another heretofore ignored risk that could potentially impact not only f

This is a risk of a much larger order of magnitude that 
could impact 

overvalued by half.

  

Stock markets value businesses based on a number of assumptions about the future.  
First and foremost among them is an assumption around the expected growth rate of 
the entire economy.  Recall what happens when some economic news changes our 

suggest it is not a core driver of valuation.  

But if we look at the credit spread of countries or companies – the spread above the 

growth.

it could easily imply 
financial assets are 
overvalued by half.
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in the marketplace (and resulting rise in the credit spread the borrower needs to pay 

borrower at any price).  This is true with respect to government debt and private debt.

assumption underlying aggregate equity and debt market valuations (in the case of debt 

Network explains that ecological overshoot

earns each year.

The Global Footprint Network calculates that our 

capacity to regenerate resources and absorb waste.   This 

been telling us for decades our global economy has a profound scale problem.  These 

if everyone on the planet 
used resources like the 
average American, the 

global economy would 
require five planet 

earths. 
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urgent need to accept the irreconcilability of the exponential function with the 

 

with how to cope with the limits to investment.

levels of complexity.  Just the way a human body matures.  

If our economy is to transition to a regenerative one that can sustain itself for long 
periods of time it must evolve to follow a similar pattern.  The present accelerating 

This reconciliation 
will inevitably occur 

through a significant 
revaluation of financial 

assets downward
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social challenges.  Our political leaders had better begin to give thought to how to 
  that is 

sustainable path.  

 

A Finer Future: Creating an Economy in 

Service to Life (2018)
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VI.  APPENDICES

 A.  EIGHT PRINCIPLESS OF REGENERATIVE ECONOMICS

 B.  FLAWED MODERN PORTFOLIO THEORY

 C.  ETHICS IN HIGH FINANCE
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Appendix A

Our regenerative story starts with a single core idea:

sustainable systems throughout the real world can and must be used as a model for 

We then distill our research into key interconnected principles that underlie systemic 
health and collectively represent the eight principles of a Regenerative Economy :

1.  Humanity is an integral part of an 
interconnected web of life in which there is no real separation 
between “us” and “it.” The scale of the human economy 
matters in relation to the biosphere in which it is embedded. 

of that web ripples back to harm every other part as well. 

2.  True wealth is not merely money 
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a broadly shared prosperity across all of these varied forms 
of capital. The whole is only as strong as the weakest link. 

3.  In a world in which 

qualities of innovation and adaptability are critical to 
health. It is this idea that Charles Darwin intended to 

the expense of their rivals.” What Darwin actually meant 

one that is most adaptable to a changing environment. 

4. 

of the whole. The quality of empowered participation 
means that all parts must be “in relationship” with the 
larger whole in ways that not only empower them to 
negotiate for their own needs but also enable them to add 

being of the larger wholes in which they are embedded. 

5.  Each human community 

Regenerative Economy nurtures healthy and resilient 

by the essence of its individual history and place. 

6. 

holding the dominant pattern in place are weakest. For 

salt marshes where a river meets the ocean. At those edges 

greatest. Working collaboratively across edges – with ongoing 
learning and development sourced from the diversity that 
exists there – is transformative for both the communities where 
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7.   Just as human health depends 

at every level of our human networks. The circulation of 

and economies reaching their regenerative potential. 

8. 

to be; it is actually essential to systemic health. Like a unicycle 

dance in search of balance. Achieving it requires that they 

and resilience; collaboration and competition; diversity and 

needs.

and society using the same holistic principles of health found consistently across 
widely different types of systems throughout the cosmos. This theory grounds our 

communities and healthy economies – while at the same time making perfect practical 
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Appendix B

Modern Portfolio Theory (MPT) is ill equipped to serve as an investment framework for 

global capital markets today.

frequently than the bell shape curve would suggest.  We 

past once we really hit the perfect storm of planetary boundaries and social unrest 

MPT is in reality a theory 
of speculation, and a 

deeply flawed one at that.
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fee generating transactions as this recent marketing document from JPMorgan Asset 
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Appendix C

Ethics in High Finance 

exploration for this Appendix.  

I come to the topic as an outside observer with 

changed my view on how aggressively we must 

of course) and run a fresh tub.

and consummate professionals.

behave unethically.  They do not work for elite hedge funds or “too big to fail” Wall 

egregious behavior of a distinct minority.  

Liar Loans to the Goldman Sachs/John Paulson Abacus Credit Default swap deal and 

Photo Credit: Timothy A. Clary—AFP/Getty Images
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consequences of those scandals—particularly the ongoing damage done to real 

The Chickenshit Club by 
Jesse Eisinger.   We should see this institutional failure with its cascading collateral 
impacts as a threat to civility itself. 

within a system that has lost its way thanks to the unethical and antisocial behavior 

is nothing if not extremely competitive.   

It is my view that the industry deserves severe censure for failing to police itself.  This 

decency evident in certain highly competitive sectors of 
the business.  The ongoing abusive treatment of young 

unhealthy and dark.  Wall Street understands better than 

and that regulations in the highly complex and dynamic 

many unintended consequences as desired behavior. Wall Street also fully understands 

The Chickenshit Club: Why the Justice Department Fails to Prosecute 

Executives 2017

the industry deserves 
severe censure for failing 

to police itself.
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82

much as its unethical behavior.  

Beyond the scandals of the Madoff debacle and the systematic insider trading schemes 

what should have been their public disgrace.

Constructed by Goldman Sachs with hedge fund manager 
Paulson & Co. the Abacus trade would net John Paulson 

contributed to the crash and the damage it did. But there is no doubt that the damage 
was severe and is ongoing.  

It is not hyperbole to suggest that this one trade may have sealed the fate of Wall 

the brazen, truly 
sinister nature of this 
transaction has never 
been fully explained to 

the public.
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suggest that its ripple effects contributed to the rise of populism on both the right and 

Would Not Take” :

the fallout from this synthetic atom bomb inserted into the system. Indeed, the Abacus 
 created 

Congress chaired by Senator Carl Levin on their role in the mortgage crisis.  They 

fraud.
sarcastic. 
accommodating customer desires: “We are the other side of what our clients want to 

risk they want.”

Goldman acknowledges that the marketing materials for the ABACUS 2007-AC1 transaction 

contained incomplete information. In particular, it was a mistake for the Goldman marketing 

materials to state that the reference portfolio was “selected by” ACA Management LLC without 

disclosing the role of Paulson & Co. Inc. in the portfolio selection process and that Paulson’s 

economic interests were adverse to CDO investors. Goldman regrets that the marketing materials 

did not contain that disclosure.
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and certainly went over the heads of the otherwise competent Levin subcommittee.  

standards of customer care.  

Abacus was cleverly designed by Goldman and Paulson to create for Paulson (and 

the data on these fraudulent and highly suspect loans.  And they knew how to reverse 

create a “brilliantly” engineered windfall for Paulson with relatively little at risk.  It 

statement when he claimed under oath to be “selling for them (the customer) the 
risk they want” (“English” translation: “We were simply manufacturing and selling 

told us they wanted.”)   

was created out of thin air, intentionally designed for the sole purpose of allowing the 
(psychopath?) designing the security to take the other side of the lop-sided bet, and 

Of course Blankfein and his underlings would not explain it this way to Congress.  

and for their personal freedom. 
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Blankfein 

88  

having shared communications with him about the fate of 

Blankfein during the crisis.  Governance failures of this magnitude unfortunately 

to know how effective they really are.  The ongoing failings on Wall Street since the 
crisis are not a good sign.

The only 

transaction with its own trades with hedge fund Magnitar (for which they too would pay 

chase

Blankfein had a choice 
to make and he sided 
with deceit.  In that 

fateful decision, he failed 
as a leader. 
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blowing itself up with mismanagement in the process if their account of events is 
accurate.  One is left with a picture of the JPMorgan trading desk panicked about all 

bang for the buck) “hedge” to foist on “clients” via the Magnitar transactions since it 
could never sell all this reckless risk leftover from its own irresponsible underwriting 

and because of all the other debacles happening at that time.  Nor did Mr. Dimon 

honorable willingness to stand up and acknowledge mistakes.  

between greedy (often clumsy) behavior (what we expect from Wall Street) and 

ensure never happen again.”

ushered in the Great Depression.   Was he in reality not 
much different than Lloyd Blankfein testifying in front of 

be foolish not to take a fresh look at history.

trust-destroying errors 
of principle.

will continue to infect and haunt society for decades to come.

This injustice is a trauma-
inducing open wound.
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his agent Mr. Blankfein to account on Abacus.  Where one stands given big enough 
stakes often depends upon where one sits.  

the time that corporate clients were so keen to channel business into them and their 
competitors such as Goldman (to ensure their good standing in case they needed quick 

“untouchable” quality is a different variant on the ongoing reality that our leading Wall 

economy and society as a whole.  The experts can debate as long as they like whether 

regulator would ever allow a behemoth like the modern JPMorgan or Goldman Sachs 
to collapse for fear of the shock waves that would reverberate throughout the rest of 

remedy I would impose would cause painful dilution to 

consortium that took over Long Term Capital Management 
imposed on its partners with my full support in the takeover 

  A shame for society 

neither the Bush 
Administration nor the 
Obama Administration 
was willing to give the 
banks a taste of their 

own medicine.
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that neither the Bush Administration nor the Obama Administration was willing to 
give the banks a taste of their own medicine. 

crash requiring unprecedented bailouts by governments and unorthodox and untested 

rates and in the process protect the balance sheets of the banks) measured in the 

even before the ink on the bailout agreements had dried.  Let us not forget the LIBOR 

as “activist investors.”   

And then there is the psychopath dimension.

such psychopaths in society. Most likely we all know such people.  Of course there 
is a range of seeming psychopathic behavior in people at different times in different 

of psychopaths at one in a hundred. 
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   Of course there is a range of 

They are drawn to 

extraordinarily.  So it is completely logical that psychopaths that exist in society should 

path to extreme wealth is matched or exceeded only by 
a few occupations such as technology company founders 
and rock stars.  But unlike technology founders and rock 

Wall Street bank CEO) does not rest on some inner 
creative talent and drive to express it (think Steve Jobs or 
Bruce Springsteen).  It generally comes from some 

as a whole.

rank high or extremely high on a psychopath scale would be decidedly north of the 

and psychopathic tendencies.  This is quite different than saying everyone at the 

scientific studies suggest 
that there are ten 

times the prevalence of 
psychopaths in finance 

as there are in the 
population as a whole.
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shocked.  All had their own stories.

safe to assume there are more than a few.  And that is a dangerous place for them to 

to the naïve but understandable assumption that Wall Street “leaders”  think the same 

consequences for the reckless minority.  
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