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Beyond the Headlines by James Frazier
The Hidden Costs of Recovery
The S&P 500 index recently hit a new all-time record
high, having officially recovered 100% of its financial
crisis losses in about five years. This is good news for
investors, pension holders, government officials, and
corporate management, and congratulations are due for
persevering through a market comeback that was far from
assured. Yet, as a nation, we are still missing the feel of a
truly prosperous and sustainable economy. Post-recession
financial gains are far from widely distributed, and many
people are worse off than they were five years ago. There’s
a growing sense in our society that who benefits from
the economy is just as important as the overall level of
economic benefits themselves.
Let’s take a quick look at some indicators of economic health.
Home values, the biggest component of household wealth,
are still 23% below 2004–07 levels. After five years of
recovery, the unemployment rate stands at 7.7% compared
to a pre-crisis decade of unemployment consistently under
by Christopher Peck
6%. Perhaps worst of all, from 2007 to 2010, the average
wealth of the top 20% of American households relative to
Said in my best cowboy-western, gravelly voice: “There’s the bottom 80% expanded by an astounding 41%. Given
a new theme in town and its name is ‘resilience.’” It rode how much the stock market has risen since 2010, that gap
in at dawn and unseated the old champion, sustainability, has grown much wider now. How can the stock market
recover so well while leaving so
which as many of us have noted
many behind? I have observed
recently had gotten pretty soft.
two major reasons.
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Resilience Comes to Town

is poking its fresh new face: in
psychology, economics, climate
science, and leadership. Even
the World Economic Forum
in Davos jumped on the
bandwagon in January, focusing
its 2013 conference on “Resilient
Dynamism.” I tease, but I’m not
complaining; it’s a great word for
a vital concept, truly of our time.
I first heard about resilience
from Carol Deppe’s 2010 book
The Resilient Gardener, my most
often recommended gardening
book of the last several years.
Her inspiration was trying to
garden while caring for her
ailing mother. She didn’t need a
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The first is that corporate
management cut costs aggressively in a fight for survival
during the recession. Worker
salaries and retirement benefits,
some of the biggest corporate
expenses, were slashed through
layoffs and forced pay reductions. Yet, after economic
growth returned, overall wages
were not restored to their former
levels. As a result, corporate
profits have soared to 30%
higher than their pre-recession
record high. The stock market
has responded strongly.
The second reason lies with
the Central Bank of the United
continued on page 3
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“good-time garden”—she needed a garden “designed around
the reality that life has its ups and downs. It has good times
and bad.” If resilience science speaks simultaneously to the
1% in Switzerland and permaculture farmers in Oregon, we
should clearly be paying attention!
A unifying and powerful lens,
resilience can focus our awareness
and actions in the years ahead.
Turbulent times demand new
thinking: post-financial collapse,
post-Sandy, post-Post Office, things
are changing and we ought to learn
how to adapt.
Not surprisingly, resilience comes
originally from ecological and
systems sciences. Since this is a concept we’ll all be hearing
more about in years to come, and (new book hint!) may
soon be using to help guide our life/investment planning,
let’s dig in a little. The ecologists define four aspects of resilience: latitude, resistance, precariousness, and panarchy. Big
words—let’s try to make some sense of them. As a kinesthetic learner I like to ground new concepts into the physical
body, so I’ll try that here. As you’ll see, resiliency is about
both maintaining a structure and finding ways to adapt that
structure as needed.
Latitude is the flexibility aspect: how far can the system
be changed before losing its ability to recover? Is there a
threshold past which the system cannot be pushed? If the
system goes past its limit, then recovery might be very
difficult or impossible. If you’re trying to do the splits,
there are limits, and someone pushing down hard on your
shoulders is not going to help! If this “friend” pushes too
hard you might be injured and might never be able to do a
split again. The greater the flexibility and latitude, the greater
the system’s resilience. Perhaps most importantly: how can
we increase the system’s flexibility, and thus its latitude?
Resistance is the learning aspect: how easy or difficult is it
to change the system? How “resistant” is the system to being
changed? Does the system have a means to learn and adapt
to pressure and stress? If you reach your limits for splits, or an
injury precludes this activity, can you add or shift to another
beneficial stretch?
Precariousness: how close is the current state of the system
to a limit or “threshold”? If you are deep in the splits and in
pain, you are probably pretty precarious. Just a little more
push and (ouch!) you are over your limit. Different actions are
required depending on how close you are to the threshold.
You can touch your knees quickly, but if touching your
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toes, you have to go slower. There are benefits to operating
close to the edge; that’s where growth happens. Yet it’s also
crucial to know when you’re really on the lip of the cliff, and
to mindfully step back and reorient
when need be.
Panarchy: to what degree is a
system influenced by other systems?
Panarchy is a new word, coined by
C.S. Holling et al., to capture the
“cross-scale, interdisciplinary, and
dynamic nature” of systems; it means
“rule by all,” and stands as the
antithesis of hierarchy. Panarchy
is a nuanced concept—while
some dynamic linkages can foster
co-evolution and enhance adaptability, others can create dependencies that reduce resilience
(think of the fragility of the financial system as highlighted in
2008). Some systems are more independent and modular
and hence are more resilient; local food systems may be less
affected by systemic economic shocks than the three-day
supplies in the local grocery store.
Who knew that ecologists were such heady thinkers? But I
don’t think resilience needs to be a difficult concept; we see it
all around us. Anyone that’s over forty knows that they’re not
as physically resilient as they used to be. Sick children recover
quicker than sick grandparents. Yet like aging, resilience clearly
exists on a continuum, not as an either-or proposition: there
are many ways, both long-known and newly discovered, to
increase one’s ability to stay healthy and vibrant into old age
and to bounce back more quickly from setbacks.
Resilience is a powerful metaphor for our uncertain times,
a valuable lens to help us consider the various systems and
organizations in our world and personal lives. How can we
enhance our ability to bounce back from shocks or to be less
reliant on systems that appear more fragile or precarious?
Resilience is a gradient measuring tool: we are gauging not
just if, but how resilient a system is.
In that spirit, how do we enhance resilience in the systems
in our lives? What does it mean for investors? How do we
stretch flexibility, suffuse learning, pull back from the brink,
and enhance the autonomy and adaptability of the systems
we are part of? Are there principles and guidelines? Let me
suggest just one: practice getting comfortable being uncomfortable. If you’re only comfortable when it’s between
68° and 72° in your house, try to widen the range. There
are many more such principles, but, well, let me test your
personal resiliency and suggest that you’ll just have to wait
until next quarter to hear more!

Beyond the Headlines continued from cover
States, the Federal Reserve. Since the financial crisis began,
the “Fed” launched a historic effort to stimulate the economy,
involving two major parts. One, by dropping interest rates
to near-zero levels, the Fed has supported the ongoing rise
in overall debt, while encouraging savers who depend on
interest income to reach for more risky, higher-yielding
investments. Two, by creating unprecedented amounts of
new money to buy U.S. government and agency bonds
(to the recent tune of $85 billion per month), the Fed has
flooded the financial sector with money.
While it is difficult for even professional economists
to precisely track the effects of the Fed’s policies,
most financial professionals believe that the Fed’s
actions have fuelled the multi-year rally in stocks
and other risky assets. The question is, has the
run-up in stocks and debt benefited the economy
and Americans in any broad sense? Indeed, when
asked last year how the Fed’s policies differ from
trickle-down economics that help Wall Street,
even at the expense of Main Street, Fed Chairman
Ben Bernanke said, “This is a Main Street policy,
because what we’re about here is trying to get jobs
going . . . . The tools we have involve affecting
financial asset prices . . . for example, the prices
of homes. To the extent that home prices begin
to rise, consumers will feel wealthier; they’ll feel
more disposed to spend . . . . Stock prices—many
people own stocks directly or indirectly. The
issue here is whether or not improving asset
prices generally will make people more willing to
spend. One of the main concerns that firms have is there
is not enough demand, there’s not enough people coming
and demanding their products. And if people feel that their
financial situation is better because their 401(k) looks better
or for whatever reason, their house is worth more, they are
more willing to go out and spend, and that’s going to provide
the demand that firms need in order to be willing to hire and
to invest.”

“How can the stock market
recover so well while leaving so
many behind?”
Not to second-guess Chairman Bernanke, but encouraging
run-ups in asset prices in order to spur the economy seems
like a dubious, perhaps even dangerous, strategy. After all,
the cause of the last financial crisis was an unsustainable
run-up in housing prices that many felt was the Fed’s primary

responsibility to rein in. This time around, once again,
unintended consequences abound. For example, armed with
easy money and the prospect of rising home prices, professional investors have been snapping up homes across the
country. According to the Wall Street Journal, these investors
“expect the number of families locked out of homeownership—because they don’t have strong enough credit or
savings to qualify for a mortgage—will continue to grow.” As
a result, the homeownership rate continues to fall, and in the
future, more Americans
will be renting their
homes from Wall Street
fund managers than ever
before.
As for the idea that
rising stock prices will
help the economy,
it is decidedly not a
Main Street strategy.
The bottom 80% of
Americans by wealth
own just 8% of all stock
owned by Americans,
and less than half of that
(3.5%) is held outside
retirement
accounts.
Since retirement accounts
are built up over decades
and spent very slowly
over more decades that
leaves only a miniscule amount of immediately spendable
stock profits in the hands of the vast majority of Americans.
It is disturbing that the Fed intends for Americans to consume
more based on these meager profits and higher retirement
account balances, when it’s already well established that
Americans aren’t saving enough for retirement.
On the plus side, it does appear that the Fed’s policies have
helped encourage businesses to hire and invest, though
at a tepid pace compared to past recoveries. It’s possible
this improvement will continue, ultimately delivering more
widely distributed job opportunities and wage increases.
The big question is, will it happen soon enough to preserve
our sense of America as the land of equal opportunity for
all? Or will the hidden costs of this recovery permanently
cement the wealth divide?
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Making a Difference
2013 SRI Policy Priorities
by Michael Kramer
The start of President Obama’s second term offers a natural
opportunity to assess the nation’s financial oversight policies
from the perspective of investors who stress financial
responsibility and sustainability as criteria for making sound
investment decisions. The fragility and volatility of the global
economy has shaken investor confidence for nearly five years
now, since 2008 when excessive risk-taking and either poor
or nonexistent regulatory oversight led to the collapse or
near-collapse of many of our largest banks, investment firms,
and insurance companies. In fact, according to the Chicago
Booth/Kellogg Financial Trust Index, 79% of investors have
no trust in the financial system, while according to The 2012
Ethics and Action
Survey: Voices Carry,
64% of Americans
believe that corporate
misconduct was a
significant factor in
bringing about the
current
economic
crisis.
Four years ago, the apparent receptivity of the President’s
transition team to these issues gave reason for hope among
sustainable and responsible investors that systemic financial
reforms would be put into place and that the business risks
associated with climate change would become seen as
material to the financial bottom line. Though financial institutions, and the power they wield over Congress, has delayed
the implementation of important financial reform laws and
regulations since 2009, let’s check on the progress to date.

The Securities and Exchange Commission (SEC)
Despite the fact that a lack of regulatory oversight was
partially responsible for the Great Recession of this generation, Congress continues to fail to provide the SEC with the
budget and staff necessary to monitor, investigate, and hold
accountable those individuals and institutions that put the
American people at risk through either negligence or abuse.
Unfortunately, the SEC only has ten examiners for every
trillion dollars in investment advisor assets under management
(it was nineteen back in 2005), and its $1.3 billion annual
budget and staff of 5100 must oversee 10,000 investment
advisers, 9700 funds, 4500 broker-dealers with more than
160,000 branch offices, 9100 reporting companies’ disclosures and financial statements, 450 transfer agents, fifteen
national securities exchanges, eight active clearing agencies,
nine nationally recognized statistical rating organizations, as
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well as the Public Company Accounting Oversight Board,
Financial Industry Regulatory Authority, Municipal Securities
Rulemaking Board, and the Securities Investor Protection
Corporation. By comparison, the FDIC has twice the budget,
$2.7 billion, and over 8000 employees to monitor 7700
financial institutions. And then came the Dodd-Frank legislation, which calls for more diligent oversight by the severely
under-funded SEC.
The rulemaking related to the Dodd-Frank Wall Street
Financial Reform and Consumer Protection Act continues
to be delayed thanks to the sheer volume of rules to be
drafted as well as lawsuit threats from the U.S. Chamber of
Commerce and other business groups, but success has been
achieved on several fronts:
• a proxy access rule gives shareholders the right to
nominate directors to corporate boards and have those
nominees appear in the proxy statements that publiclytraded companies must send to all shareholders
• the SEC no longer automatically issues “no action” letters
omitting shareholder proposals that ask management to
undertake a risk assessment or review the financial implications of environmental, social and governance (ESG)
issues, meaning the SEC now considers ESG issues as
material to financial performance
• publicly traded companies now must disclose their
use of minerals sourced from “conflict” nations as well
as disclose any payments made by resource extraction
companies to other governments
• an SEC Investor Advisory Committee was established
to allow investors to provide direct input on existing
and proposed regulations; the related Office of Investor
Advocate is expected to be created soon.

Other SEC policy priorities currently in progress
include:
• disclosure by publicly traded companies of ESG-related
risks, a long sought-after requirement that would inform
investors of non-financial factors that can affect financial
performance, and therefore shareholder value
• disclosure of corporate political contributions, which are
a potential reputational risk, since most people believe that
the democratic and accountable functioning of society is
compromised when access to decision makers and the
policy making process favors corporate interests
• disclosure of executive compensation in relation to
that of average employees, a pay disparity issue of great
concern, particularly considering the high unemployment
rate and the trend of shipping jobs oversees.
continued on next page

Living the NI Life
Participating in the Change
We Want to See
by Greg Garvan
“Nobody who looks at a shard of flint lying beneath a
rock ledge or who finds a splintered log by the side of
the road would ever find magic in their solitude. But in
the right circumstances, if you bring them together, you
can start a fire that consumes the world.”
The Storyteller, by Jody Picoult
All of us here at Natural Investments are forever working
making connections between our core values and the varied
assets of our life: financial, time, relationships, talents. By
nurturing these connections, we’re trying to not only start
the fire, but help it grow across the world.
Our community—of clients, advisors, local businesses, and
friends—is full of people committed to social change and
acting on that commitment. We see everything from video
documentation of “Occupy” chapters across the country
to giving away millions to social change to volunteering to
grow food in the local soil and distribute it to food banks.
We feel gratitude when we see these effects of our Natural
Investments community in the world.
While our professional life is largely focused on how financial
assets are directed, “living the NI life” also means using our
talents and our time to make a difference. In this column,
we’ll be sharing some of the ways in which NI advisors are
finding ways to live the NI life; we invite you to share your
stories as well, as encouragement for us all.
For instance, did you know that NI’s three managing partners
were working as environmental educators before Natural
Investments began? That work continues to this day for
each of them, through permaculture site planning for one,
helping start a local hops farm for another, and community

education for the third. On the company scale, NI provides
a portion of its profits to each NI advisor, which they then
direct to charitable organizations of their choice. This means
many more thousands of dollars directed to organizations
such as Green America, Slow Money, and many others.
http://naturalinvesting.com/charitable-contributions
We all have our own local priorities, as well. I am deeply
involved in the low-income community here in Charleston,
through a community development institution called
Metanoia (which means a change of heart, a transformation).
Metanoia is a national leader in working to develop the
most positive assets in the community—the adult and youth
leaders, and the institutions that support the community.
After ten years, the education, home building, community
gardens, and local services fostered by Metanoia are making
a significant difference in my local community. Serving as
both an advocate and on the cross-cultural board has been
not only a great personal
experience, but has helped
me look at our impact/
community investing with
new eyes. It is helping me
live the NI life to my fullest.
All of us in the NI orbit use
our full array of personal
and community assets to
support the core values we
live our lives by. Through
this we deepen our commitments to those values and
remind ourselves that it
does matter, on an intentional daily basis, how we live
our lives. Are there some examples from your world that
you’d be willing to share with others? Drop me a note at
garvan@naturalinvestments.com with your story!

Making a Difference continued from page 4
In addition to the crucial regulatory oversight provided
by the SEC, larger systemic issues remain on our radar as
well. While comprehensive financial reform has remained
an elusive goal, a couple of developments promise to make
their benefits felt in 2013 and beyond. The Consumer
Financial Protection Bureau was indeed created and funded,
offering new protections for citizens and clearer disclosure
of mortgage and credit card fees. Unfortunately, Senate
Republicans have continued their refusal to confirm a
Director for the CFPB, forcing President Obama to issue a
controversial recess appointment of Richard Cordray through
the end of 2013.

On environmental and climate change issues, progress has
been frustratingly limited. The sustainable, responsible, and
impact investment industry believes that robust authority
and funding levels for the Environmental Protection Agency
is necessary to require business to adequately respond to
climate change, which is a direct threat to profitability and
both the domestic and global economies. And the EPA’s
Utility Mercury and Air Toxic Standard must be enforced to
reduce harmful emissions and incentivize power producers
to explore renewable sources for electricity supply.
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Just Returns
Climate Change: from Scarcity
to Abundance
by Susan Taylor
A little bit more. That’s how much most people say they
need in order to feel financially secure. No matter how
much we have, most of us think we need just a little bit
more. This perception of scarcity—of never quite having
enough—drives an economy that depends on consumption.
It drives us to hoard resources for ever-darker potential
emergencies. For example, does this sound familiar? “We
have to make more money. What if we need a new car?”
“What if we need a new car and one of us loses our job
at the same time?” “What if we need a new car, one of us
loses our job, AND your parents come to live with us?”
“What if . . . ?”
That perception of scarcity also drives our reluctance to share
what we have. As my daughter launches off to college this
fall and my small-business health insurance premiums leap
toward my city’s median income, I’m losing sight of what
“enough” even means. Is there any way to save enough? Not
until my clone can pitch in. Waiting for that.
When my children were little, I received a catalog from
a company called “Perfectly Safe.” “Really?” I laughed.
“Perfect safety? If only I could buy that in a catalog.” But
that’s what we’re saving for, isn’t it? Striving for, in the most
painful sense of that word? A climate of perfect safety.
What we need is climate change! No, not that kind of
climate change. We need the kind Mary Cosby, a spiritual
leader in Washington, DC, wrote about twenty years ago as
she described several principles that were key to her, both
personally and in the adventurous ministry of the Church of
the Saviour, which Mary and her husband Gordon Cosby
founded. The first of those principles was “the importance
of climate.”
“By climate I mean a climate of scarcity or of abundance,”
Mary wrote. “It is the major thing that can defeat a family or
person or certainly a church community if there is a climate
of scarcity. It doesn’t seem to matter what the real facts are;
if the climate is of not having enough, one never does.”
Of her own family, Mary wrote that despite times of financial
hardship, their home’s climate was one of abundance. “My
mother had enough imagination to make it all work,” Mary
recalled. “For instance, when other children were getting
doll houses, I never knew anything except that I thought
mine was special. My mother would build us doll houses
out of orange crates and make cardboard doll furniture and
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then paint it with brown shellac. It looked like mahogany.
My doll furniture was by far the prettiest. But it was on a
shoestring. In fact I learned later that we really lived on a
shoestring.”
“This is something you can do for your children,” Mary
continued. “No matter how little or much you have, NEVER
let your children feel a money awareness of shortage. The
climate has to be of adequacy—that we have what we need.
Why? Because I never give if I feel I must hold on to what I
have, just in case.”
Abundance or scarcity. Which climate were you brought up in?
You can find some guidance in reflecting on that question
in the Faith and Money Network money autobiography.
The money autobiography is a challenging and important
tool to help you clarify
your perceptions and
“No matter how
feelings about money.
The introduction is
little or much you
framed in a religious
have, never let your
context,
but
the
questions themselves
children feel a money
apply to all of us
who would like to
awareness of shortage.
better understand our
The climate has to be
feelings and behavior
around money.
of adequacy—that we
In exploring your
personal history, for
example, the money
autobiography
asks,
“What is your happiest childhood memory in connection
with money?” And, similarly, “What is your unhappiest
childhood memory?” It prompts you to reflect on your
parents’ attitudes about money and your childhood perceptions: “Did you feel poor or rich? Did you worry about
money?” The money autobiography is available at their
website - faithandmoneynetwork.org.

have what we need.”

Abundance or scarcity. Which climate prevails in your
current household? In the organizations you participate in?
In your workplace?
Is it time for climate change?
The Faith and Money Network equips people to transform
their relationship with money, to live with integrity
and intentionality, and to participate in creating a more
equitable world.

What’s Up on Wall Street
IMF Says: Curb Energy Subsidies
by Scott Secrest
The stock market shrugged off the arrival of the fiscal cliff
in March and continuing concerns about the European debt
crisis to reach a new record high. And, the economy as
a whole is off to a better-than-expected start to the year;
however, economic conditions are likely to slow in the
second quarter as the effects of the federal government’s
budget “sequester” begin to
take hold.
There is considerable guesswork
involved in figuring out how
economic positives—such as
rising home and stock values,
and easier lending conditions—
will interact with the cutbacks
in Federal spending. So while
it is fairly clear that things have
improved in the first quarter,
forecasts for the second half of
the year remain uncertain.
Popular measures of large U.S. companies rose 10.6% during
the quarter, smaller U.S. stocks rose 12.4%, and foreign
stocks were up 4.4%. Overall, bonds posted a modest, but
meaningful, decline of 0.1%.
It is notable that bond values, by broad measures, declined
during the first quarter. Bond values move in the opposite
direction of market interest rates. If signs of a strengthening
economy persist even under the weight of sequestration,
the Fed will look more carefully at the option of increasing
interest rates. A period of rising interest rates—or even the
anticipation of this—will likely correspond with a period of
below average bond returns.
In a milestone event, large company U.S. stocks have now
recovered all of the value lost during the market decline of
2007–2009. About $10 trillion has been added to U.S. stock
values since the market bottomed on March 9, 2009, during
the worst financial crisis in seven decades.
Some credit the stock market recovery to aggressive actions
by the Fed, which have pumped billions of dollars into the
economy, much of which has been invested in stocks, thus
supporting their value and pushing markets higher. Others
point out that stocks are close to their least expensive levels
ever when compared with government bonds. S&P 500
companies currently generate annual profit equal to 6.5%
of their share prices, about 4.5 percentage points more than
yields on ten-year Treasuries. The average spread in the past
ten years was about 2.5 percentage points, data compiled by
Bloomberg show.

Cleantech stocks posted strong returns for the quarter with
popular indexes up in the 16% range. It was a big year for
wind energy with a fourth quarter installed capacity of over
8000 megawatts; the U.S. wind industry brought its 2012
total to over 13,000 megawatts, shattering the 2009 record
by 3000 megawatts. With its record year, U.S. wind became
the first renewable energy to lead the nation in annual new
generation capacity, ahead of traditional electricity sources
like natural gas, coal, and nuclear.
A new study found that reducing
carbon energy subsidies would
help governments around the
world cut budget deficits and go
a long way toward heading off
climate change. Governments
spend hundreds of billions of
dollars annually subsidizing
energy.
So why do many governments
still subsidize conventional
energy so much? Because their
populations are hooked on low
energy prices and don’t grasp their downsides, energy
producers and other vested interests defend them, and
because they are seen, incorrectly, as primarily helping
the poor.
The International Monetary Fund, in a comprehensive
critique of the subsidies released recently, wants to change
all this. Energy subsidies, it says, aggravate budget deficits,
crowd out public spending on health and education,
discourage private investment in energy, encourage excessive
energy consumption, artificially promote capital-intensive
industries, accelerate the depletion of natural resources,
and exacerbate climate change. Other than that, there’s not
much wrong with them.
Some authoritarian governments (think Mubarak’s Egypt
when he was in power) buy off the population by making
fuel and bread cheap. Some oil-rich governments keep
fuel prices low to keep the population from demanding a
share of oil profits (gasoline costs around forty-five cents
a gallon in Saudi Arabia). That may seem harmless, but
it isn’t. In too many poor countries, governments spend
more subsidizing energy than they do on education or
health. Globally, holding down energy prices increases
consumption of fossil fuels.
Eliminating those direct subsidies, the IMF estimates, would
reduce energy consumption enough to bring the world
one-fourth of the way toward the goals set at the climatechange conference in Copenhagen in 2009.
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