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WORK PLAN 
1. BASIC ISSUES

• Financial markets:
→What for: Sustainable production or speculative activities & financialization?

→ Financial stability & systemic instability

2. HOW TO HANDLE THE FINANCIAL INSTABILITY ISSUES?
• Money and finance:

→ Core variables that frame the capitalist/market economy

→ Stability as a critical issue in such an economy

3. HOW CAN STABILITY BE ACHIEVED?
• Reforms and some (alternative) avenues:

→ Public goodness of financial stability?

→Market, local, and/or society-wide public mechanisms
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1. BASIC ISSUES

→ Financial markets: what for? 
• Sustainable production - job creating - welfare enhancing 

activities? 

Or

• Short-sighted speculative activities : Financialization?

→ Financial stability & instability 
• Global and systemic stability 

• Growing risks and instabilities (Climate-related; geopolitical, etc.) 

exacerbating financial issues 
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• Financial markets:
→ Textbooks usual definition: The financial system makes it possible to allocate
resources (liquidity) while also making allowance for profitability and risks (risk
sharing).

• Market intermediation for financing the economy (intermediation between
savers and borrowers -economic agents who need financing and economic
agents who can offer financing.)

• It is also intended to help manage financial risk by redistributing it among the
market participants.

* OECD (https://www.oecd.org/en/topics/financial-markets.html):

“Well-functioning financial markets are fundamental to long-term economic growth and 
financial stability. They provide a platform to raise and allocate capital efficiently, manage 
risks, determine asset prices and inform investor decisions. Well-regulated financial 
markets foster investor confidence through transparency, fairness, and clearly defined 
rules of engagement.

The OECD’s work on financial markets aims to promote efficient market-orientated 
financial systems through sound policies for capital markets, sustainable finance, digital 
finance, public debt management, financial literacy and consumer protection, pensions, 
and insurance.”
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• But what for?

→ Sustainable production→ job creating and welfare enhancing activities?

• Finance & growth nexus

• Efficient allocation of resources & economic growth & resilience & poverty

reduction (under restrictive hypotheses – perfect competition/information)

* OECD (https://www.oecd.org/en/topics/financial-markets.html):

“Capital markets are crucial as they enable businesses and governments to access 
financing. They can make public finances more resilient and flexible, and they can 
promote financial stability and inclusion.

Capital markets worldwide are undergoing profound changes and will play an 
increasingly important role in the future, as governments and businesses need 
financing to address challenges and opportunities such as decarbonisation, 
ageing populations and technological advancements.”
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• HOWEVER: Short-sighted speculative activities→ Financialization?
→ Is the picture well drawn? Financialization?

→ But what about short-sighted speculative activities?

• New regulation from the 1990s (the “financial liberalization”) lead to unrestricted financial

innovations to increase market shares and speculative gains

• Resulting financial instabilities generate systemic disruption and prevent finance from

supporting long term and job-creating activities

• FINANCIALIZATION

→ Profitability of speculative activities is more attractive than productive activities related

returns

→Markets adopt short-sighted opportunistic behavior instead of funding long-term projects

→ A sort of de-industrialization of the economies

→ “Finance for finance” against “Finance for productive and durable activities”.

➢CRITICAL ROLE OF THE REGULATORY ENVIRONMENT IN SYSTEM’S EVOLUTION 

(through incentives, prohibition, rules, etc.) 
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A quick reminder: System evolution since the 1990s

Two types of banking (Burlamaqui and Kregel, 2005): 
→ The house banking, based on confidential and accompanied relationship, and 
→ The transactional banking, based on financial arbitrage related to particular characteristics of 

financial assets. 
→ The latter has been prevailing since the 1980s in major economies raises financial competition 

and innovations. 
→ That involves banks in strategies directed towards new opportunities able to make rapid returns 

on arbitrages irrespective of real sector’s evolution.
→ From this perspective, one can talk about a great transformation of the financial system à la 

Polanyi so much the banking activities turned away from the financing of productive activities to 
focus more upon speculative operations with high short-term returns.
→ In the last decades, generalised liberalisation/deregulation let spectacular financial innovations 

take place with an unprecedented expansion of new means and methods of funding markets. 
→ Various financial derivatives (hedge instruments) increased the immediate liquidity of banks to 

cover positions against risk of unexpected fluctuations in interest and exchange rates as well as in 
asset prices. 
→ Also, the negotiability of debt instruments issued by nonbanks is enhanced thanks to banks which 

implicitly assumed risks on the issuers' debt offering without increasing their required capital.  
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→Highly flexible and low-cost financial products through off-balance-sheet banking increased the 
attractiveness of financial positions for institutional investors as well as for individuals (especially for low-
income households). 

→ Those innovations allowed investors and traders to transfer risks into specific and complex products 
(structured investment vehicles, SIVs) and positions which encouraged the development of shadow banking. 

→ Those activities - not included in bank assets and liabilities under conventional procedures - increase bank 
risks beyond the regulatory boundaries. 

→ Stockhammer (2010) remarks that financialization was one of the key components of a broader societal 
shift in social and economic relations from a Fordist accumulation regime to a new (neoliberal) regime 
where the increasing role of finance was a remarkable evolution. 

→ Activity in financial markets increased faster than real activity; financial profits got an increasing share of 
total profits, and households as well as the financial sector engaged in large debt operations. 

→ Stockhammer also documents that according to data for the USA, from the late 1990s, stock market 
capitalisation exceeded GDP with a spectacular turnover (383% in 2008), the share of financial profits and 
profits from abroad to total corporate profits has risen from just above 12% in 1948 to a peak of 53% in 
2001. 

→ The same trend can be observed in the UK economy. In the late 1970s bank assets were about 100% of 
British GDP while at the end of the 2010s, they reached 500% of GDP and more than 2/3 of profits accrued 
to the financial sector (Bayer, 2009). 
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• Most of economic activities become financialized and enterprises “are being turned 
from means of production into vehicles to extract interest, generate banking fees and 
register stick market gains for the banking and financial sector” (Hudson, 2010). 

• Numerous works (Hudson, 2010; Leathers and Raines, 2013; Lounsbury and Tavakoly, 
2013; Ülgen, 2011) show the speculative bubble fuelling character of financial 
innovations. 

• Those innovations do not only let the securitisation become independent of the 
evolution of the real economy and popular classes’ income but also allow some specific 
sectors to become the main source of profitable banking activities, thereby 
strengthening the short-term tendency of market expectations. 

• The FIRE (finance-insurance-real estate) sector plays therefore the major role in 
accumulation process. Supported by a favourable tax code, this makes asset-price 
inflation the quickest mode of wealth creation (Hudson, 2010).  
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• Figure 3 presents the financial assets and liabilities of financial corporations as a percentage of GDP. In 2023, these assets were valued in the EU at 502% of GDP, while these 
liabilities were valued at 498%, resulting in net financial assets equivalent to 3.7% of GDP. 

• The data shown in Figure 3 demonstrate the importance of financial corporations in several small and medium-sized EU countries: Luxembourg clearly stands out, while financial 
corporations also play a substantial role in the economies of Malta, Cyprus and Ireland. 

• https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Financial_corporations_-_statistics_on_financial_assets_and_liabilities

Figure 3. Financial assets & liabilities % GDP

https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Financial_corporations_-_statistics_on_financial_assets_and_liabilities


Figure 4. Importance of the financial sector
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→ Cecchetti and Kharroubi (2015) document that higher growth in the financial sector reduces real growth and credit 
booms harm the engines for growth, the R&D intensive activities: 

“financial booms are not, in general, growth-enhancing, likely because the financial sector competes with the rest of 
the economy for resources”. In the light of this evidence together with 2007-2008 financial crisis, they conclude: “there 
is a pressing need to reassess the relationship of finance and real growth in modern economic systems.” (Cecchetti and 
Kharroubi, 2015: 24).
→ In the finance-dominated regime, manufacturing activities are mainly shaped by financial aims and operations as 

the short-term horizon of speculative rent positions decides of the best way of governing enterprises and directs 
financial mechanisms towards immediate gain potentials without worrying about the long-term needs of production 
plans.

→ Gleadle et al. (2012, p. 16) maintain that in contrast to the liberal beliefs, the impact of financialization has been to 
focus the transfer of financial resources towards opportunities with short-term near market opportunities, instead 
of supporting long-term innovation projects.

Concerns: Crowd out effect of financial efficiency (making money over a shorter period of time, ROE, marked-to-
market) at the expense of long-term economic efficiency (investment, employment, increase of income level, macro 
stability):
→Mispricing
→Speculation
→Short-termism
→No job-creation
→De-industrialization
→Finance-for-finance

AND LAST BUT NOT THE LEAST: SYSTEMIC FINANCIAL CRISES
(OFTEN TRANSFORMED INTO GENERALIZED ECONOMIC CATASTROPHES).

14



• Financial stability & instability:
Many definitions converging toward:
→Stability is about the absence of system-wide episodes in which the financial system fails to function (crises).
→It is also about resilience of financial systems to stress.
→Financial stability is paramount for economic growth (most transactions in the real economy are made through the financial 

system).
→Financial stability is best understood in periods of instability! 

→Banks are reluctant to finance profitable projects
→Asset prices deviate excessively from their intrinsic values
→Payments may not arrive on time
→Major instability can lead to bank runs, hyperinflation, or a stock market crash
→It can severely shake confidence in the financial and economic system.

• Examples:
→“Ensuring financial stability means maintaining a robust financial system where payments, banks and insurers function

efficiently in all circumstances, including in periods of crisis.” (Banque de France: https://www.banque-
france.fr/en/financial-stability/guide-financial-stability)

→“A stable financial system is capable of efficiently allocating resources, assessing and managing financial risks, maintaining
employment levels close to the economy’s natural rate, and eliminating relative price movements of real or financial assets
that will affect monetary stability or employment levels. A financial system is in a range of stability when it dissipates
financial imbalances that arise endogenously or as a result of significant adverse and unforeseen events. In stability, the
system will absorb the shocks primarily via self-corrective mechanisms, preventing adverse events from having a disruptive
effect on the real economy or on other financial systems”. (World Bank:
https://www.worldbank.org/en/publication/gfdr/gfdr-2016/background/financial-stability)
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• Global and systemic stability: 
→During the 2007-2009 Global financial crisis (GFC), “microprudential regulation of the banking system turned out 

to be unable to maintain financial stability largely because it did not recognize the problem of systemic risk” (Allen 
and Gu, 2018). 

→After the 2007-2009 Global financial crisis (GFC): Financial stability is regarded as a global issue.
→It is then handled at the systemic level (interlinkages among the market institutions –banks, financial 

intermediaries, insurers, etc., but also industrial-real economy players that are subject to chain reactions/domino 
effects).

→“Systemic financial risk is the risk that an event will trigger a loss of economic value or confidence in, and 
attendant increases in uncertainly about, a substantial portion of the financial system that is serious enough to 
quite probably have significant adverse effects on the real economy. Systemic risk events can be sudden and 
unexpected, or the likelihood of their occurrence can build up through time in the absence of appropriate policy 
responses. The adverse real economic effects from systemic problems are generally seen as arising from 
disruptions to the payment system, to credit flows, and from the destruction of asset values.” (Group of Ten, 
2001: 126)

→“Once a financial event has become systemic, effects on the real economy are generally thought to occur 
potentially through three channels. First, payment system disruptions, including bank runs, may cause the failure 
of illiquid but solvent firms. Second, disruptions in credit flows may create severe reductions in the supply of 
funds to finance profitable investment opportunities in the non-financial sector. Third, collapses in asset prices, 
perhaps induced by a drastic decline in the aggregate money supply caused by bank runs or by a general decline 
in the liquidity of financial markets, may induce failures of financial as well as non-financial firms and households, 
and decrease economic activity through a decline in wealth and an increase in uncertainty.” (Group of Ten, 2001: 
127)

16



• Financial instability
→ Systemic Crisis and Viability issue
→ Growing risks and instabilities (Climate-related; geopolitical, etc.) exacerbating financial

issues

• Fragility of the financial system as a result of its inherent complexities (Haldane and 
May, 2011)

• Endogenous financial instability: Instability as a cyclical phenomenon emerging from a 
series of progressive phases and nurtured by an uncontrolled accumulation of debt 
(Minsky, 2008) 

• Risk taking and credit growth increase in a low-risk environment, rendering the 
financial system more fragile (Danielsson, Valenzuela, and Zer, 2023)

• New issues: The 2023 banking crisis and the failures of SVB and CS: social media, in 
combination with digital banking, created new complexities that amplified the 
endogenous dynamics of systemic risk (Castellano, 2024). Following a series of heavy 
investments in long-term bonds during a period of low-interest rates and booming 
deposits—primarily gathered from technology-intensive start-ups and venture capital-
backed companies—SVB experienced significant losses when interest rates were 
increased to combat inflation and the value of its assets fell (Federal Reserve, 2023).
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2. HOW TO HANDLE THE FINANCIAL INSTABILITY 

ISSUES?

→Money and finance: Core variables that frame the 

capitalist/market economy

→ Stability as a critical issue in such an economy
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2. How to handle the financial instability issues?

• What is money and finance?→ Core variables that frame the market/capitalist economy

The feasibility and sustainability of any activity (and social project) depend on the stable & 

durable financing (a capitalist economy is a monetary economy: every project has to be

financed). 

➔ Yet, the way financial markets operate (micro-rational behaviour directed to financial

efficiency ) is based on short-sighted speculative mechanisms to increase the return on 

investment over a short(er) period of time with greater flexibility.  

• Money & financial markets: the headquarters of a capitalist economy since entrepreneurs-
innovators-based economic evolution cannot be explained without credit money.

• Credit system: “By credit, entrepreneurs are given access to the social stream of goods before 
they have acquired the normal claim to it. (...) It is only thus that economic development 
could arise from the mere circular flow in perfect equilibrium. And this function constitutes 
the keystone of the modern credit structure” (Schumpeter, 1934: 107). 
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Financing the dynamics of economic development: banks and financial markets

• Economic development relies on the financing process of entrepreneurial 
innovations.

Schumpeter then assigns a societal responsibility to the banker in economic 
evolution. 

The banker is the ephor of the capitalist economy since she/he does affect 
development by funding or not entrepreneurs’ innovative projects. 

This requires intellectual and moral qualities which, if absent, may provoke 
“catastrophes”. 

This approach goes beyond the narrow (neo/new) classical theory of banking as a 
mere intermediation structure and seems to be more relevant to understand 
instability issues of capitalist evolution. 

The durability and stability of financial relations are critical for the sustainability of 
innovative activities.

However, perversion of financial systems from the 1990s through liberalization 
reforms all around the world.
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Therefore, stability becomes a critical issue in such an economy:

➔ Systemic financial stability is a sine qua non for the economy (smooth 

functioning of markets and economic evolution). 

➔ However, in view of the global financial instabilities that capitalist market 

economies have experienced over the last thirty (forty, fifty, century, etc.) 

years, over the period of world-wide financial liberalization that has led to 

financialization, the stabilization of financial markets calls for far-reaching 

institutional transformations and changes in regulatory systems. 

➔ Financial stability and (stable and durable) growth financing are (global)

public goods whose necessary provision should be ensured under the 

visible public hand supervision within an appropriate regulatory framework.
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3. HOW CAN STABILITY BE ACHIEVED? 

Reforms and some (alternative) avenues: 

→Public goodness of financial stability?

→Market, local, society-wide public mechanisms
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→ Reforms since the 2007-2009 GFC → Public supervisors and agencies (cf. USA, UK, EU in
the aftermath of the GFC)
The International Monetary Fund (IMF) and many other institutions are NOW working 
together to ensure systemic stability:
•The Bank for International Settlements (BIS) brings together the governors of 63 national 
central banks in Basel to analyse the global economic and financial situation and issue 
prudential guidelines.
•The Financial Stability Board (FSB) at the G20 level identifies vulnerabilities in the global 
financial system and issues principles to address them.
•The European Systemic Risk Board (ESRB) is tasked with oversight of the European Union's 
financial system and preventing and mitigating systemic risks.
•In France, the Banque de France & HCSF is the macroprudential authority tasked with 
supervising the financial system as a whole with binding powers for preventing systemic risk 
(the Autorité de Contrôle Prudentiel et de Résolution (ACPR – Prudential Supervision and 
Resolution Authority), which is attached to the Banque de France, supervises banks and 
insurance companies and protects customers.
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• Anticipating and mitigating risks

Example:

The Banque de France is responsible for analysing the workings of the 
financial sector in order to assess vulnerabilities and identify factors likely 
to trigger destabilising events. It has teams of experts and economists 
tasked with performing analyses and studies on the various aspects of how 
financial markets work and the emergence or crystallisation of risks likely to 
affect them.

It also participates in numerous international groups and helps draft 
international financial standards as part of the work of the Financial 
Stability Board at G20 level, and of dedicated committees such as the Basel 
Committee on Banking Regulation and the Committee on Payments and 
Market Infrastructures (CPMI).
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• Systemic stability measures 
(https://www.worldbank.org/en/publication/gfdr/gfdr-2016/background/financial-stability)

• To measure systemic stability, a number of studies attempt to aggregate firm-level stability 
measures (z-score and distance to default) into a system-wide evaluation of stability, by averaging 
or by weighting each measure by the institution’s relative size. The shortcoming of these 
aggregate measures is that they do not take into account the interconnectedness of financial 
institutions; that is, that one institution’s failure can be contagious.

• The First-to-Default probability, or the probability of observing one default among a number of 
institutions, has been proposed as a measure of systemic risk for large financial institutions. It 
uses risk-neutral default probabilities from credit default swap spreads. The probability, unlike 
distance-to-default measures, recognizes that defaults among a number of institutions can be 
connected. However, studies focusing on probabilities of default tend to overlook the fact that a 
large institution failing causes bigger ripples than a small one.

• Another assessment of financial system stability is Systemic Expected Shortfall (SES), which 
measures each institution’s individual contribution to systemic risk. SES takes the individual taking 
leverage and risk-taking into account and measures the externalities from the banking sector to 
the real economy when these institutions fail. The model is especially good at identifying which 
institutions are systemically relevant and would have the largest effects, if they fail, on the wider 
economy. One drawback of the SES method is that it is difficult to determine when the 
systemically-important institutions are likely to fail.
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• Systemic stability measures (to be cont.)

• In further research, the retrospective SES measure was extended to be somewhat 
predictive. The predictive measure is SRISK. SRISK evaluates the expected capital shortfall 
for a firm if there is another crisis. To calculate this predictive systemic risk measure, one 
must first find the Long-Run Marginal Expected Shortfal (LRMES), which measures the 
relation between a firm’s equity returns and the returns of the broader market 
(estimated using asymmetric volatility, correlation, and copula). The model estimates the 
drop in equity value of the firm if the aggregate market falls more than 40 percent in a 
six-month window to determine how much capital is needed during the simulated crisis 
in order to achieve an 8 percent capital to asset value ratio. SRISK% measures the firm’s 
percentage of total financial sector capital shortfall. A high SRISK% simultaneously 
indicates the biggest losers and contributors to the hypothetical crisis. One of the 
assumptions of the SES indicator is that a firm is “systemically risky” if it is especially likely 
to face a capital shortage when the financial sector is weak overall.

• Another gauge of financial stability is the distribution of systemic loss, which attempts to 
fill some of the gaps of the previously-discussed measures. This combines three key 
elements: each individual institution’s probability of default, the size of loss given default, 
and the “contagious” nature of defaults across the institutions due to their 
interconnectedness.
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• Systemic stability measures (to be cont.)

• There is also a range of indicators of financial soundness. These include the ratio of 
regulatory capital to risk-weighted assets and the ratio nonperforming loans to 
total gross loans. These are reported as part of the “financial soundness 
indicators” (fsi.imf.org). Variables such as the nonperforming loan ratios may be 
better known than the z-score, but they are also known to be lagging indicators of 
soundness (Čihák and Schaeck (2010).

• Another alternative indicator of financial instability is “excessive” credit growth, 
with the emphasis on excessive. A well-developing financial sector is likely to grow. 
But very rapid growth in credit is one of the most robust common factors 
associated with banking crises (Demirgüc-Kunt and Detragiache 1997, Kaminsky 
and Reinhart 1999). Indeed, about 75 percent of credit booms in emerging 
markets end in banking crises. The credit growth measure also has pros and cons: 
Although it is easy to measure credit growth, it is difficult to assess ex-ante 
whether the growth is excessive.
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• Systemic stability measures (to be cont.)

• For financial markets, the most commonly used proxy variable for stability is 
market volatility. 

• Another proxy is the skewness of stock returns, because a market with a more 
negative skewed distribution of stock returns is likely to deliver large negative 
returns, and likely to be prone to less stability. 

• Another variable is vulnerability to earnings manipulation, which is derived from 
certain characteristics of information reported in the financial statements of 
companies that can be indicative of manipulation. It is defined as the percentage 
of firms listed on the stock exchange that are susceptible to such manipulation. 

• In the United States, France, and most other high-income economies, less than 10 
percent of firms have issues concerning earnings manipulation; in Zimbabwe, in 
contrast, almost all firms may experience manipulation of their accounting 
statements. In Turkey, the number is close to 40 percent. Other variables 
approximating volatility in the stock market are the price-to-earnings ratio and 
duration, which is a refined version of the price-to-earnings ratio that takes into 
account factors such as long-term growth and interest rates. 
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CHANGE OF REGULATORY POLICIES: FROM MICROPRUDENTIAL TO MACROPRUDENTIAL

• Macroprudential policy is designed to prevent systemic risk, which is the risk of an impairment of 
the overall financial system, adversely affecting its capacity to perform its key function of financing 
the economy.

• Unlike microprudential policy, which aims to ensure the stability of individual financial institutions,
macroprudential policy is concerned with the financial system as a whole. It analyses interlinkages 
between actors in the system (banks, insurers, non-bank financial players, etc.) and the channels of 
contagion.

• What macroprudential tools are used to mitigate risk and preserve financial stability ?

• The measures used include:
• the countercyclical capital buffer
• measures relating to lending conditions on loans for house purchases
• measures relating to the exposure of systemically important banks to large, heavily indebted 

corporations
• reciprocity, or the recognition of macroprudential measures taken by other national authorities.

(Source: https://www.banque-france.fr/en/financial-stability/financial-stability-mandate/analysis-vulnerabilities-enhancement-resilience)

However, the overall framework still relies on the market-led and non-restrictive rules of thumb.
Even after the GFC, the speculative trend did not slow down: “The size of the financial sector peaked around 7.6 percent of GDP at 
the height of the housing bubble and, after a brief decline, returned to 7.3 percent in 2014. In addition to becoming larger, the 
sector has also become much more profitable (…). Financial sector profits grew from less than 10 percent of total corporate profits 
in 1950 to nearly 30 percent of total corporate profits in 2013” (Konczal and Abernathy, 2015).
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Another perspective: Financial stability (FS) as a critical (global) public good

➔FS displays the characteristics of a (global) public good and has to be handled according to the 
requirements of public good provision. 

➔ Such a process does call for specific financing conditions:
➔durable, 
➔long-term commitment, 
➔non-speculative, 
➔Society-wide (holistic perspective)

➔Implementation under public regulation (since that cannot be met by the efficiency criteria of financial 
markets that relies on private performance - profitability. 

➔Public goods cannot be efficiently (in a sufficient quantity and quality) produced to satisfy needs at the 
society level when private/financial efficiency is in force.

➔Public goods are conceived as crucial to the community but for the most part they cannot be adequately 
addressed by private optimisation plans (non-excludable and non-rival AND critical for viability).

➔Private market mechanisms are unable to provide such goods through decentralized profit-seeking 
rational individual decisions.

➔The latter is limited to private information and aims, while the public goods are socially required, beyond 
individual needs and perspective. 
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➔Financial market operations that rest on the private accumulation criteria cannot deal with 
macro-instability concerns like the environmental degradation and systemic financial 
instability without any collective action. 
➔A fundamental Collective Action problem (incompatibility between individual means and 

rationality-based strategies and the public good provision) (Olson, 1965; Hardin, 1968; 
Ostrom, 1990). 
➔A Tragedy of the Viability comes into the picture in both financial stability and 

ecologic/environmental issues.
➔Over the last centuries, the organization is rather related to the market-led capitalist 

accumulation process (CAP), reinforced by the financialization process in the last decades. 
CAP lies in the primacy of private interest over public interest. 

➔Efficiency of decisions and activities is then related to individually optimal (short-
sighted/myopia) decisions that cannot consider the scope and consequences of such 
decisions for society.

32
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How to organize the economy in a more consistent way?

➔Call for further research on the scope of singular approaches: bottom-up polycentric (governance of the commons, 
V. Ostrom et al. 1961) or top-down public/collective power to tackle systemic issues and design a consistent 
governance model.
➔ Consistent public-supervised (≠ top-down) regulation à la Keynes is required when: 

“MY GOOD” IS “YOUR BAD” (negative externality)
➔The problem is systemic and goes beyond the cognitive and technical ability of (limited) groups of people.
Therefore, an alternative collective action framework, i.e. public-handed global governance and regulation, becomes 
relevant. 
➔ This calls for a collectively framed “public good provision process” according to the goals collectively and publicly 
set up.
➔ Financial instabilities as well as eco-transition issues have system/society-wide scope and their evolution has large 
damaging effects over societies. 
➔ Financial operations can be handled by private actors as usual and may be regarded as normal goods. Banking and 
financial system may partly keep playing the role of funders of eco-transition-related investments and other activities. 
➔ Production of environment friendly innovative goods and services may be ensured by private actors as usual and 
regarded as normal goods. 
➔ However, monetary and financial system as well as sustainable natural and societal environment are basic and 
critical infrastructures, common to whole society (they are not normal goods but rather Polanyi’s fictitious 
commodities).
➔ Their provision cannot be ensured in a stable and durable way at the level of entire society by market-led 
strategies while all of us need these “goods”. 

33



Ultimate regulatory challenge (lying in the paradox of a capitalist economy, i.e. the 
opposition between private and public):

Implementing societal efficiency-seeking public interventions and making 
decentralized decisions societally consistent according to collective objectives.

➔ A possible & relevant direction: Preventive and precautionary rules, drawn upon 
the environmental studies.

• EU (2015:1) defines the precautionary principle as follows: “The precautionary 
principle enables decision-makers to adopt precautionary measures when scientific 
evidence about an environmental or human health hazard is uncertain and the 
stakes are high.” 

• The precautionary principle is “at its simplest, a modern restatement of the classical 
Hippocratic oath, “I will keep them from harm and injustice,” which is often 
summarized as “first, do not harm.” 

• Precautionary principle is more intended to guide the behavior of institutions and 
nations” (Hanson, 2018). 
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In line with the characteristics of public goods, a few criteria can be suggested such as size, scope and 
criticalness of financial stability to establish the conditions under which a consistent regulatory framework 
could be designed. 

➔Liberal regulation rests on market incentives and lies in the punitive measures letting people do and 
intervening to sanction in case of fire. However, it is unable to save the victims as the crime is already done. 
➔The alternative could be prudential (preventive) regulation under the public power coordination. 
➔The latter should play the role of a referee and stand outside of the private market relations in order to 
organize, regulate and supervise the production, use and evolution of the monetary/financial structure. 

•Whatever the model of financial regulation-supervision chosen (macroprudential or mix of micro-macro 
prudential), any alternative should focus on the systemic criticalness of the financial infrastructure and the 
publicness of its stability

•First rule: when gains are private, losses must not be socialized! This is not a moral statement but a rational 
view seeking at reducing the costs of failures for society.
•Second rule: in an individualistic society, one does not have to pay for the choices of others. Therefore, one 
must prevent individual interests from unduly involving everyone in the consequences of their personal 
strategies.
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Macroprudential preventive approach

Financial regulation is eminently a problem of collective action in monetary economics.

Macroprudential preventive approach to financial regulation resting on forward 
regulation: players must provide the proof of harmlessness of their expected financial 
activities.

➔No-private-interests-related checking process: regular reporting by public regulators 
under the supervision of nonmarket public authority to prevent confusion between 
socially-needed-systemic-stability and profit-seeking-activities-related assessment 
procedures (private rating agencies’ ratings and banks’ internal ratings-based (IRB) 
procedures);

➔ Preventing conflict of interest: separation between regulator and regulatee (rating and 
advising activities must be insulated from each other and rating agencies must be 
prevented from confusing both activities).
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These rules are related to the paradox of viability:

➔The opposition between private interest-led micro-rationality and macro

coherence-seeking public good (paradoxical relationship because each side needs

the other to exist, while by nature each party tends to exclude the other in order to

impose itself!)

➔ This is a fundamental issue, “THE” social dilemma, in a capitalist society: How to

make “the private” and “the public” compatible with each other?

➔ Possibility (or not) to transform economy/society into a more viable (and livable)

structure?

NB. Viability can be defined as the possibility that a given system can reproduce itself without having to
call into question its fundamental ethical principles. For instance, for a capitalist economy, that would be
related to private property, free enterprise and private wealth accumulation in a “decentralized” way. For a
formal study on viability, see Aubin et al., 2011).
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A specific case-study

A related specific issue is the structural transformation of capitalism in 

relation with the necessary transition to a sustainable and viable society:

➔ 4E Eco-transition (Economic, Ecologic, Environmental, Equity)

➔ Complexity of the global eco-transition and its sustainable financial 

prerequisites as a matter of critical public good provisioning call for a 

system wide specific regulation that would bring together transition 

needs and systemic financial stability (Klapkiv and Ülgen, 2023, 2025;

Ülgen, 2025).
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Remark:
A non-Malthusian interpretation of The 

Tragedy

CLOSE TO KEYNES’ ISSUE: How to 
make (unstable, cf. Minsky) 
capitalism work in a globally

coherent way (leading to viability)

GOVERNANCE 
(organization & 
management)                     
OF A MARKET 

ECONOMY

TRAGEDY OF THE 
COMMONS

(G. Hardin, 1968: 
open pasture

depletion)

TRAGEDY OF THE 
VIABILITY

(Reproducibility of (the 
basic values of) society 
–Equilibrium whatever
its nature, walrasian, or 

not)

COLLECTIVE 
ACTION 

FRAMEWORK
(cf. J. Commons, 1934): 

Collective Action for 
individual cohérence; M. 

Olson, 1971)

A. Smith (1776): 

« I » => « We »?
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Systemic Financial stability & 

Ecological Sustainability
➔ Structural Transformation of Capitalism

Neoclassical
rational 
optimal 

selfishness?

A Comprehensive Collective Action for Eco-Transition



Concluding remarks: Financial regulation to reframe markets according to the 
goals of sustainability

Mazzucato (2013, p. 863) maintains that: 

• “regulation of financial markets must go hand in hand with policies that are 
aimed at innovation and industrial policy. The problem is not one of the big 
bad banks and dodgy financial innovations (e.g. hedge funds and credit 
default swaps) versus the (potentially) innovative ‘real economy’—restraining 
the former and liberating the latter. The key problem is how to de-financialize 
real economy companies, and to find ways that value creation activities (in 
both the financial sector and real economy) are rewarded over value 
extraction activities.”

• A possible (green) re-industrialisation process cannot ignore the necessary 
transformation of financial markets into more stable mechanisms and tools of 
financing of productive activities, able to create sustainable employment. But 
in this aim, one has to rethink financial regulation in terms of macro-
prudential framework.
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