
1 

 

 

 

CIDSEÊs contribution to the debate on financial regulation: 

Outlining the key principles for guiding our analysis 

 and recommendations 

 

March 2012 

 

 

Introduction 

This paper sets out the basis of CIDSE’s engagement in a number of areas of financial regulation 
and policy-making that are the subject of intense debate in societies around the world.  It details 
the values based perspective that will inform CIDSE’s active engagement in advocacy in the area 
of financial regulation in the future. As an international alliance of Catholic development agencies 
that draws its inspiration from the Social Teaching and tradition of the Catholic Church, CIDSE 
believes that all actors in society should have a say in the design of economic policy and rules, 
including financial ones. Indeed the Church teaches us that: “In the economic and social realms, 
too, the dignity and complete vocation of the human person and the welfare of society as a whole 
are to be respected and promoted. For man is the source, the centre, and the purpose of all 
economic and social life.”1 We are warned: “Economic development must remain under man's 
determination and must not be left to the judgment of a few men or groups possessing too much 
economic power… It is necessary, on the contrary, that at every level the largest possible number 
of people… have an active share in directing that development.”2 

Given the well documented impacts of financial regulation - or the lack of it - on the poorest and 
least well-off in society, CIDSE, as a member of the Catholic community, cannot be alien to the 
duty recognized in Centesimus Annus: “There are many human needs which find no place on the 
market. It is a strict duty of justice and truth not to allow fundamental human needs to remain 
unsatisfied, and not to allow those burdened by such needs to perish.”3 

                                                            

1 The Church in the Modern World, # 63 
2 Ib, # 65 
3 Centesimus Annus, # 34. 
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Heeding this call, CIDSE has always considered it important to advocate on regulation of 
finance. Some recent examples of advocacy papers where CIDSE has explored issues of 
international financial regulation include:  

- “From Collapse to Opportunity: Development Perspectives on the Global Financial 
Crisis” (April 2009) provided analysis and recommendations addressed to the World 
Conference on the Financial Crisis, convened by the UN in 2009.  

- “The FTT for people and for the planet: Financing Climate Justice” (June 2011) 
advocated the imposition of financial transaction taxes not just on the grounds of 
revenue they could generate, but also as a way to stabilise financial markets.  

- “Food Price Volatility: Consequences and Impacts on the Right to Food” (October 2011) 
took on the issue of speculation in commodity derivatives markets and called for specific 
regulatory tools in financial markets with the purpose of limiting food price volatility. 

CIDSE promotes a shift from the current economic paradigm’s focus on growth of output to 
one that focuses on human well-being. CIDSE recognises that the growth-oriented paradigm 
requires an unsustainable level of economic activity. Financial regulation is presently embedded 
in, and is subservient to, such an unsustainable paradigm. It should, therefore, also be redirected 
into promoting support for alternatives that will lead toward improved quality of life and reduce 
the unsustainable drain on natural resources, as well as creating decent jobs and guaranteeing a 
livelihood. 

As a result of the financial crisis, a number of legislative and regulatory reform processes gained 
unstoppable momentum in several countries, especially the major financial centres. In the US, the 
“Dodd-Frank Wall Street Reform and Consumer Protection Act” was passed in final form by 
Congress in July 2010 and signed into law (enacted) in the same month. In the case of the 
European Union, the financial reform agenda is fragmented into a number of legislative 
proposals at different stages in the process of deliberation and adoption. 

CIDSE intends to continue to address these and other financial regulatory processes in its 
advocacy. In doing so, we approach the subject, as all areas of our advocacy, from the rich ethical 
and value-based tradition embodied in Catholic Social Teaching and Catholic Social Thought and 
our dialogue and cooperation with our partner organisations across the globe.  

 
The 2008-09 financial crisis :  a pivotal moment for financial regulation 

The Great Recession of 2008-09 had, at its source, the collapse of major financial firms and has 
taken a tremendous toll on economies all over the world, hardly sparing any country. Politicians 
were quick to announce a recovery in 2010, based on the fact that growth had resumed in some 
countries. From a techno-economic viewpoint, this would be correct, as the major economies 
that had gone into recession were not so anymore.  

However, entering into the fourth year after the crisis, the world economy is facing a moment of 
great uncertainty. The Eurozone sovereign debt crisis has become more acute, while the political 
stalemate around the debt ceiling in the US Congress, followed by the downgrading of the US 
debt rating, has introduced new dangers. The risks of a new recession in advanced economies has 
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had immediate effects on the outlook of middle income country economies that were thought to 
be the engine for world growth, such as China, Brazil and South Africa. It is hard to contest the 
phenomenon of “decoupling,” within their sphere of economic influence emerging economies 
and other developing countries are becoming less dependent on traditionally advanced 
economies. within their sphere of economic influence from traditional advanced economies It is 
clear though that decoupling will still not prevent a crisis in the developed world from causing 
significant damage in the developing world.  

From a broader perspective that does not consider only growth of GDP as the yardstick, the 
crisis was never over. The International Labour Organization reports that in 64 countries for 
which quarterly data is available twice as many countries had falling employment-to-population 
ratios as those with rising ratios from the second quarter of 2010 - period of “recovery”.4 In 
some of the countries that had seen employment recover in 2009, unemployment is now 
growing.5 There was a great effort at the height of the crisis to forestall cuts in social spending, 
but, after some ephemeral positive trends, a recent survey of 128 countries found that 91 of them 
have introduced, or are on course to introduce, cuts in social spending, as part of austerity 
measures. 6  

Women bore the brunt of the 2008 Recession and continue to suffer more than men as an 
inexorable result of a financial system that continues to neglect the sphere of, usually unpaid, care 
work in the household. While informal employment - that tends to involve more women - grows 
as a share of total employment, service cuts intensify the pressure on women for household 
services not acknowledged in the formal economy.  

Boom and bust cycles like the current one also have negative impacts on inequality. As the 
poorest segments of the population are less able to cope with fluctuations in the economic cycle, 
volatility brings a deepening of inequality trends, particularly affecting the most unequal societies. 
In a commentary issued early in 2011, the then-Managing Director of the International Monetary 
Fund Dominique Strauss-Kahn stated that the cyclical financial crises were tantamount to a 
process of privatization of gains and socialization of losses.7 

In particular, the emergence of financial firms deemed “too big to fail,” that is, firms that cannot 
be allowed to collapse without risking disruptions of vital banking activities, has deleterious 
impacts on public budgets that are central to such a process. They have also contributed to the 
disproportionate capture of gains by the financial sector in the last few decades. As the European 
Commission notes:  

“There is evidence that the financial sector has been more profitable than the non-financial sector 
over the last two decades.  This is not problematic as such if higher profit is related to high 
productivity. However, the high profitability of the sector could result from certain sector specific 
characteristics. For example, the financial sector is different from other sectors in respect of the 
existence of an (implicit or explicit) safety net which, combined with banking regulation may enable 

                                                            

4 ILO 2011. Global Employment Trends. 
5 ILO 2010. World of Work Report. 
6 UNICEF study 
7 Strauss-Khan, Dominique 2011. New Policies for a New World. Commentary. January 4. 
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some institutions to enjoy economic rents; and in the relative ability of certain financial institutions 
to use leverage to increase returns.”8   

A relationship can be seen between private firm bail-out efforts and the impact on revenues of 
the contraction of economies due to the crisis on the one hand and the Eurozone debt crisis and  
unprecedented high public debt levels registered in all OECD economies on the other. 

 

The role of faith-based communities and organizations, and the role of 

CIDSE 

On the positive side, it could be argued that a crucial belief underpinning the approach to the 
regulation of finance in the couple of decades preceding the crisis has crumbled. Namely, that 
financial regulations can only be adequately formulated by trained experts who presumably know 
well the complexity and technicalities of financial markets. Those that were or had been in the 
financial industry routinely got the upper hand under this paradigm. 

The financial crisis brought home with the utmost clarity that government choices in financial 
regulation could undo whole social contracts. If the rules to govern finance are removed from 
public scrutiny and accountability and become the exclusive domain of a few experts who 
presume to know them, there is a risk that whole political processes set in motion to allocate risks 
and benefits, gains and losses in societies, would lose all meaning. The widespread impacts of the 
financial crisis have shown with utmost clarity that everybody has a stake in the regulation of the 
financial sector. Far from the belief that this is a matter for a few secluded experts, it became 
clear that there is a great need to balance the views of those experts with as broad as possible an 
array of alternative views coming from different backgrounds (consumer, labour, gender, 
environment, development voices etc.—especially those from the South - ). Alternatives, 
approaches, should be openly debated as, the more diverse the debate, the more likely that we we 
will get the right choices. 

 

Teachings and principles to guide our advocacy on international financial 

regulation 

In its advocacy on financial regulation, CIDSE’s analysis scrutinizes rules, regulations, policies 
and practices from the unique perspective that Catholic Social Teaching and tradition provide. In 
this regard, a number of teachings are particularly relevant to this field and serve as guidance. 

Human dignity at the center of economic life 

The basic rationale for the regulation of the activities of financial markets is the principle 
mentioned above: human beings are the source, the centre and the purpose of all socio-economic 
life.9 Financial markets, being an important part of that economic life, are clearly subject to this 

                                                            

8 European Commission, “Issues Note on Financial Sector Taxation.” August 2010.  
9 The Church in the Modern World, $ 63. In Catechism of the Church it is said ““Economic life is not 
meant solely to multiply goods produced and increase profit or power; it is ordered first of all to the 
service of persons, of the whole man, and of the entire human community.”, # 2401. 
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principle. The Council has referred to the conviction that “humanity can and should 
increasingly… establish a political, social and economic order which will growingly serve man and 
help individuals as well as groups to affirm and develop the dignity proper to them.”10 Financial 
regulation should be part and parcel of those instruments to establish such desired political, social 
and economic order. 

The Common Good 

The common good is the total of all those conditions of social living – economic, political, 
sociological and cultural – which make it possible for women and men readily and fully to 
achieve the perfection of their humanity. In the Catechism it is said that “Authority does not 
derive its moral legitimacy from itself. It … must act for the common good as a "moral force 
based on freedom and a sense of responsibility.”11 So, financial regulations, as acts by the public 
authority, should also embody this pursuit of the common good.  

In ‘Charity in Truth’, the common good is referred unequivocally as a notion that sets limits to 
the application of a commercial logic in the economies,12 and to profits.13 Public authority that is 
guided by the common good is what makes regulation an instrument to ensure the primacy of 
ethics over finance. Or, in the words of the Pontifical Council for Justice and Peace, “the primacy 
of the spiritual and of ethics needs to be restored and, with them, the primacy of politics – which 
is responsible for the common good – over the economy and finance.”14 

The notion of the common good also has important implications for the level of participation in 
the development of financial regulation. Government is the main way by which people cooperate 
in order to achieve the common good. In the same document cited above, it is stated that “It is 
necessary that all participate, each according to his position and role, in promoting the common 
good. This obligation is inherent in the dignity of the human person.”15 Furthermore, it is 
prescribed that “citizens should take an active part in public life.”16 Likewise, the Latin American 
Bishops Conference at Medellin said that participation is necessary for a just economic system.17 

                                                            

10 The Church in the Modern World, # 9. See also Charity and Truth, # 45 (“The economy needs ethics in order 
to function correctly — not any ethics whatsoever, but an ethics which is people-centred.”). 
11 The Catechism of the Catholic Church, # 1902. 
12 See # 36 (“Economic activity cannot solve all social problems through the simple application of 
commercial logic. This needs to be directed towards the pursuit of the common good, for which the political 
community in particular must also take responsibility”). 
13 See # 21 (“Profit is useful if it serves as a means towards an end that provides a sense both of how to 
produce it and how to make good use of it. Once profit becomes the exclusive goal, if it is produced … 
without the common good as its ultimate end, it risks destroying wealth and creating poverty.”) 
14 Pontifical Council for Justice and Peace 2011. Towards Reforming the International Financial and 
Monetary Systems in a Context of Global Public Authority.  
15 The Catechism of the Catholic Church, # 1913. 
16 Ib. 1915. 
17 Medellin Conference Documents, Second Meeting of the Latin American Episcopal Conference, 1968, 
# 11. 
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Subsidiarity 

The principle of subsidiarity was first articulated in ‘The Reconstruction of the Social Order 
Encyclical’: “it is an injustice and at the same time a grave evil and disturbance of right order to 
assign to a greater and higher association what lesser and subordinate organizations can do.”18 
This, far from endorsing a laissez faire approach to regulation,19 means that each matter should be 
first handled at the level of government or association –including the Nation State— that is 
closest to the individual, as long as this is feasible. When it comes to financial regulation, this 
means a strong predisposition to ensure responsibility for decisions and actions lies at the level 
closest to the problem, so as to be able to respond to it effectively At the same time, read a 
contrario sensu, the subsidiarity principle calls for resort to greater forms of association to address 
matters that exceed the boundaries and capacities of lesser organizational forms. The implication 
is that when it comes to financial regulations that will not work if pursued by a Nation State 
alone, cooperation within a higher associational form – intergovernmental cooperation of various 
sorts – will be necessary. The Church was more specific on this point in ‘Charity in Truth’: 
“Globalization certainly requires authority, insofar as it poses the problem of a global common 
good that needs to be pursued.” 20 

Just distribution of wealth 

The Church has taught that “the riches that economic-social developments constantly increase 
ought to be so distributed among individual persons and classes that the common advantage of 
all… will be safeguarded…”21 In a more recent pronouncement, Pope Benedict XVI has 
advocated that political action is required for such redistribution. He warned that “grave 
imbalances are produced when economic action, conceived merely as an engine for wealth 
creation, is detached from political action, conceived as a means for pursuing justice through 
redistribution.”22 

The operation of financial markets has proven to be hugely determinant in the redistribution of 
wealth. A clear example is the speculative activities that can generate economic fluctuations, 
which as explained earlier, increase inequality. Another has been the socialization of risks when 
private risk-taking institutions have to be bailed out with resources from the public coffer. 

Moreover, the need to intervene in the face of inequalities or to protect the interests of workers 
has been a recurrent theme in Catholic teachings. In ‘The Church in the Modern World’ it is 
argued:  “To satisfy the demands of justice and equity, strenuous efforts must be made, without 

                                                            

18 The Reconstruction of the Social Order, # 79. 
19 That subsidiarity should not be interpreted as laissez-faire endorsement to regulation is further clarified 
in Charity in Truth, # 58: “The principle of subsidiarity must remain closely linked to the principle of solidarity and vice 
versa, since the former without the latter gives way to social privatism.” 
20 Charity in Truth, # 57, while also recognizing “This authority, however, must be organized in a 
subsidiary and stratified way, if it is not to infringe upon freedom and if it is to yield effective results in 
practice.” 
21 The Reconstruction of the Social Order, # 57. See also The Struggle Against Poverty: A Sign of Hope 
in Our World, Pastoral Letter of the Canadian Episcopal Commission for Social Affairs, 1996 (“The fight 
against poverty through redistributive policies [should be] at the top of national priorities.”). 
22 Charity in Truth, # 36. 
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disregarding the rights of persons or the natural qualities of each country, to remove as quickly as 
possible the immense economic inequalities, which now exist and in many cases are growing and 
which are connected with individual and social discrimination.”23 In ‘On Human Work,’ the Pope 
refers to the principle of the priority of labour over capital as a “principle that has always been 
taught by the Church.”24 The document also states “there is no more important way for securing 
a just relationship between the worker and the employer than that constituted by remuneration 
for work.” 25 This wage, it states in another document, should guarantee men and women “the 
opportunity to provide a dignified livelihood for [themselves] and [their] family on the material, 
social, cultural and spiritual level, taking into account the role and the productivity of each, the 
state of the business, and the common good."26 

The social function of private property 

The Church has repeatedly pronounced itself in support of the right of private property, but 
never as an absolute right. It stated that: “All other rights whatsoever including those of property 
and of free commerce, are to be subordinated to this principle [of the universal destination of 
earth’s goods].”27 Private property is not an absolute and unconditional right, but must be 
exercised for the common good, and the Pope calls on public authority to ensure this.28 In ‘On 
Human Work,’ it asserts that “Christian tradition has never upheld this right as absolute and 
untouchable. On the contrary, it has always understood this right within the broader context of 
the right common to all to use the goods of the whole of creation: the right to private property is 
subordinated to the right to common use, to the fact that goods are meant for everyone.”29 

The freedom of contract and the new forms of private property generated through innovations in 
financial markets are certainly not exempt from scrutiny to determine if they serve the social 
function they should. 

‘One Hundred Years’ speaks of the role of profits:  
 

“The Church acknowledges the legitimate role of profit as an indication that a business is functioning 
well. When a firm makes a profit, this means that productive factors have been properly employed 
and corresponding human needs have been duly satisfied. But profitability is not the only indicator 
of a firm's condition. It is possible for the financial accounts to be in order, and yet for the people 
— who make up the firm's most valuable asset — to be humiliated and their dignity offended. 
Besides being morally inadmissible, this will eventually have negative repercussions on the firm's 
economic efficiency.”30 

Catholic texts go as far as stating that certain goods cannot be mere commodities bought and 
sold. “[T]he State and all of society have the duty of defending those collective goods which, among 
                                                            

23 Church in the Modern World, # 66. 
24 On Human work, # 12. 
25 On Human Work, # 19. Likewise, see The Church in the Modern World # 67, emphasizing that 
economic activity detrimental to the worker is wrong and inhuman. 
26 Catechism of the Church # 2434. 
27 Development of Peoples, # 22 
28 Ib. # 23-24. 
29 On Human work, # 14.  
30 Hundred Years # 35. 
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others, constitute the essential framework for the legitimate pursuit of personal goals on the part 
of each individual.”31 These assertions are relevant for financial markets as they warrant an 
examination of the objects over which actors gain ownership through specific contracts in such 
markets. The Bishops Conference of Brazil stated in a document of 2002 that financial 
speculation that applies capital to futures markets, negotiating merely virtual commodities rather 
than applying it to producing real goods, must be controlled.32 

Preferential option for the poor 

The principles of Catholic Social Teaching call for special attention to the needs of the poorest. 
The option for the poor is more than something that affects Christians in their individual life. It 
“applies equally to our social responsibilities and hence to our manner of living, and to the logical 
decisions to be made concerning the ownership and use of goods.”33 The document goes on to 
draw the conclusion that “leaders of nations and the heads of international bodies, while they are 
obliged always to keep in mind the true human dimension as a priority in their development 
plans, should not forget to give precedence to the phenomenon of growing poverty.”34 

This concern for the institutional consequences of the option for the poor is also present in a 
document of the Latin American Bishops, who at their third meeting in 1979 stated that the 
option for the poor requires changes in unjust political, economic and social structures.35 

Care for the Earth or for Creation) 

People should respect and share the resources of the Earth, since we all share in the community 
of Creation. This calls for new models of economy that embody care for the environment in a 
responsible way so as to pass it on to future generations. At the UN Conference on Environment 
and Development, held in Rio, Brazil in 1992, the notion of “sustainable” development was 
adopted, recognising the need to bring this extra dimension of inter-temporal or inter-
generational equity into efforts to promote development. 

The inter-temporal dimension has emerged clearly in recent Church documents. Benedict XVI 
stated that “The environment is God's gift to everyone, and in our use of it we have a 
responsibility towards the poor, towards future generations and towards humanity as a whole.”36 
Similarly, the Catholic Bishops Conference of England and Wales have spoken about “care for 
the environment” as fundamental to the universal good, since the health and well-being of all life 
depends on a healthy environment.37 

                                                            

31 Hundred Years # 40. 
32 Ethical and Gospel Imperatives for Overcoming Dire Poverty and Hunger, National Conference of the 
Bishops of Brazil, 2002, # 46. 
33 Social Concerns of the Church, # 42. 
34 Ib. 
35 The Puebla Conference Documents, Third Meeting of the Latin American Episcopal Conference, 1979, 
# 1155. 
36 Charity in Truth, # 48. He also called therein to “recognize our grave duty to hand the earth on to 
future generations in such a condition that they too can worthily inhabit it and continue to cultivate it,” 
and refers to a “covenant between human beings and the environment.” (# 51) 
37 Catholic Bishops Conference of England and Wales 2002. The Call of Creation. 
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Pope John Paul II stated that it is not of itself illegitimate to call for a qualitatively more satisfying 
existence, but “the manner in which new needs arise and are defined is always marked by a more 
or less appropriate concept of man and of his true good. A given culture reveals its overall 
understanding of life through the choices it makes in production and consumption. It is here that 
the phenomenon of consumerism arises.”38 The same passage warns against lifestyles that emphasize 
“having” rather than “being.” 

Along similar lines, ‘Ethical and Gospel Imperatives’ also warns that “Simplicity and frugality are 
today a condition for the survival of the human species. The current consumption pattern of the 
privileged cannot be extended to all.”39 Care for the environment is fundamental to the universal 
good, since the health and well-being of all life depends on a healthy environment. The full 
human development of every person, both now and in future generations, cannot be separated 
from the fate of the earth. 

From this perspective, we are called to examine whether the financial system promotes or hinders 
a use of the Earth’s resources that is consistent with this principle, and promote the regulations 
that can best ensure it is met. 

 

Conclusions 

As a member of the Catholic community, and composed of member organizations of this 
community, CIDSE faces the ethical imperative of getting involved in the design, implementation 
and monitoring of financial regulations through the spheres of public life in which it can 
participate. This is because of the impacts that financial regulation has been shown to have on the 
least well-off in society. CIDSE enters such debate with a particular lens which is that of the 
Catholic Social Teaching and Catholic Social Thought. The following teachings and principles are 
particularly relevant in this task:  

 The need to place human dignity at the centre of economic life  

 The Common Good  

 The principle of subsidiarity 

 Just distribution of wealth 

 The social function of private property 

 The Preferential Option for the Poor  

 Care for the Earth 
 

                                                            

38 One Hundred Years, # 36. 
39 Ethical and Gospel Imperatives for Overcoming Dire Poverty and Hunger, National Conference of the 
Bishops of Brazil, 2002, # 44. 
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