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Abstract 

There is no rational basis for governments worldwide to confer limited liability upon shareholders 
without charge. This is a call to repeal that gratuitous privilege and institute Equitable Liability: a market 
mechanism that prices the “limited” in limited liability commensurate with the risk each investment 
imposes on all stakeholders, in both the short and the long term. 

When the law gifts shareholders limited liability for free, it licenses profit without responsibility; that 
singular “free lunch” explains most of the Anthropocene’s harms to the environment, animals and 
people today. 
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Equitable Liability is about re-alignment of Capitalism with Life and Justice.  At the highest level, 
Equitable Liability is about bringing capitalism back into balance with the real world that sustains it. It 
ends the privileging of abstract capital over living beings. By imposing a cost on shareholders to have 
limited liability (which cost is set by the free market) forces corporations to operate within the limits of 
what is socially and ecologically sustainable (or their shareholders pay dearly if they don’t – diminishing 
their returns, making their investment less appetising), it ensures that “making a profit” can no longer 
come at the expense of destroying the basis of life or the dignity of people.  

Under Equitable Liability, duties that markets once treated as external constraints become investor 
objectives with direct price signals. Shareholders choose between paying a risk-priced premium for 
limited liability or lowering that premium by backing firms that verifiably reduce harm. Under 
Equitable Liability, capital allocation therefore solves a joint optimisation problem: maximise expected 
return and minimise the liability premium attached to each holding. In practice this raises the cost of 
capital for harmful activity and lowers it for responsible activity, reweighting portfolios toward 
enterprises whose profits are compatible with social and ecological limits.  When capital flows are 
aligned, all else follows. 

In this new alignment, what is profitable tends to be what is also good for society and nature – because 
if it is not, the costs boomerang back onto the shareholders through the premium. This is how it always 
should have been. Markets are powerful tools for innovation and efficient allocation, but they only yield 
good outcomes when prices tell the truth of costs and benefits – no free lunches. We are, in 
effect, ending a grand lie – the lie that harming others can be “free” – and thereby liberating capitalism’s 
creative energies to work for the common good. The benefit is not only material; it is also deeply ethical. 
Imagine living in a society where you don’t have to constantly fight corporations to not poison your 
water, or to pay their workers a living wage, or to avoid blowing up the climate – because the system’s 
incentives nudge them to do the right thing from the start. That is a society with less friction, less 
cynicism, more trust. It is a capitalism worthy of social licence, one that competes to improve life rather 
than exploiting it. 

 

Preamble 

For far too long, a glaring error, a systemic “free-lunch” condition has enabled investors to pursue profit 
while externalizing the costs onto society and nature. A structural flaw sits at the heart of global 
capitalism: the doctrine of shareholder primacy coupled with the costless grant of limited liability to 
shareholders. This error enabled profits to be privatized while losses – to our communities, our 
environment, and future generations – are socialized.  

I speak on behalf of the “Wamákȟaŋškaŋ”, in Oglala Lakota: “those who cannot speak for themselves”: 
forests, animals, rivers, and the dispossessed – with a blunt and urgent message: we must realign the 
Anthropocene economic system with the true interests of life on Earth. 

This realignment hinges on one straightforward yet world-changing mechanism: Equitable 
Liability. No longer can we afford the privilege of limited liability be given away for free. Instead, 
shareholders must pay for their limited liability protection via a risk-adjusted premium that reflects the 
full measure of their investment’s societal, environmental, and systemic risks. In essence: if a 
shareholder wants the safety net of limited liability, he must buy that safety net – at a price set by the 
risk the business imposes on all stakeholders. This single policy change catalyses a sweeping 
reformation: forcing true-cost pricing of goods and services, deterring destructive practices, and steering 
capitalism back in alignment with the flourishing of life. 

We issue this manifesto as a global call to action. To governments: you hold the legislative pen that can 
usher in this new dawn. To institutional investors: your duty to long-term value demands support for a 
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system that no longer incentivizes reckless externalization of costs. To CEOs and corporate boards: real 
leadership now means embracing responsibility and transitioning to models that profit only when they 
also preserve society and nature. To the public and civil society: demand this change – it is simple, 
concrete, and within our immediate grasp. To Indigenous leaders and wisdom-keepers: your principles 
of stewardship and reverence for life must help guide this transformation, for it echoes values you have 
upheld for millennia. 

With sovereign resolve and unflinching clarity, let us examine the problem, its roots, and the path 
forward. This manifesto lays out the case for Equitable Liability as the lever to move the world. The 
time for half measures and lofty promises is over – a new dawn must break now, forged by decisive 
legislative action and collective will. 

 

1. The Structural Flaw: Shareholder Primacy and Costless Limited Liability 

Shareholder Primacy – the idea that corporations exist solely to maximize returns for shareholders – 
has dominated corporate governance for the past half-century. Enshrined by economists like Milton 
Friedman in the 1970s, this doctrine proclaimed that the only social responsibility of business is to 
increase profits. In practice, shareholder primacy has meant that considerations of workers, 
communities, or the environment are too often subordinated to the singular goal of short-term financial 
gain. Corporations have become engines geared to enrich shareholders above all, with other 
stakeholders’ interests treated as secondary or external to the firm’s purpose. This ideology has fuelled 
a downsize-and-distribute mentality – cutting costs, skimping on safety, and externalizing harms – all 
to “deliver shareholder value.” The result has been escalating inequality, social discontent, and a planet 
pushed to the brink by unchecked corporate appetites. 

Limited Liability, meanwhile, is the legal shield that allows shareholders (and often parent companies 
and executives) to avoid personal responsibility for a corporation’s debts or damages beyond their 
investment. It means that no matter how large the harm a company might cause – to creditors, 
consumers, or the environment – the owners’ losses are capped at the amount they invested. This 
protection was originally introduced to encourage investment and risk-taking that could benefit society. 
Indeed, historically the spread of limited liability in the 19th century helped mobilize capital for 
industrial growth. The world’s first modern limited liability law was enacted in New York in 1811, and 
England followed with general limited liability in 1855. Large-scale enterprises flourished once 
investors knew their personal fortunes weren’t on the line for corporate failures. 

Yet from the beginning, prescient voices warned of the moral hazard inherent in costless limited 
liability. Nineteenth-century critics in England feared that easy incorporation with limited liability 
would “cause a drop in standards of probity,” lowering honesty and care in business. Lawmakers 
initially imposed safeguards – such as requiring minimum shareholder counts and capital – to counter 
the “unparalleled risk to creditors” and market distortions they believed would result. In essence, even 
early on it was understood that if owners could enjoy profits when things went well but walk away from 
catastrophic losses when things went poorly, the incentive for responsible behaviour would be warped. 

Their fears were well-founded. Limited liability is a double-edged sword: while it spurs investment, it 
also transfers risk in perverse ways. As Professor Michael Simkovic succinctly explains, limited 
liability “cannot eliminate risk; it can only transfer the adverse consequences of risk away from those 
who decide how much risk to take,” thereby encouraging greater risk-taking and the externalization of 
losses. In a regime of shareholder primacy, corporate decision-makers are driven to maximize 
shareholder returns – and limited liability enables them to do so even via risky or harmful activities, 
knowing that many of the downsides will fall on other shoulders. The result is a structural incentive 
to privatize gains and socialize losses. 
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We see the consequences everywhere. Markets today often ignore looming social and environmental 
risks because investors know that others will bear the fallout. As legal scholar Katharina Pistor 
observes, shareholders can profit handsomely from harmful corporate activities under the current 
system – limited liability has thus “evolved into a source of systemic market failure”. Companies that 
pollute the atmosphere, sell harmful products, or endanger financial stability can trade at high 
valuations, because the market bets that the true costs of their behaviour will never be internalized.  

The social contract with business has broken: profit is pursued without responsibility. 

Consider the magnitude of these externalized costs. One estimate puts the negative externalities 
imposed by corporations each year at trillions of dollars of harm to the public in health costs, 
environmental damage, and other losses, none of which appear on companies’ financial statements. 
Globally, fossil fuel companies alone benefited from implicit subsidies (unpaid external costs) of 
about $5.3 trillion in 2015, rising to $7 trillion in 2022.  

These staggering sums – 7% of world GDP – represent the pollution, climate damage, and health 
impacts that industry currently foists onto society at no charge. Under the reign of shareholder primacy 
and costless limited liability, destruction has been cheap, and caring for people and planet has been an 
optional expense that many businesses feel pressured to minimize. 

In sum, our prevailing system structurally incentivizes corporate behaviour that is harmful and 
unsustainable. Shareholder primacy provides the motive (profit above all, no matter the collateral 
damage), and free limited liability provides the means (a legal escape hatch from accountability). 
Together, they form a flawed engine that is propelling multiple crises – ecological collapse, climate 
change, public health epidemics, financial instability, and social inequality.  

This manifesto names this structure for what it is: an outdated, unjust design. We must remake the very 
foundations of corporate objectives. 

 

2. Historical Context: Origins and Consequences of Limited Liability 

To chart a new course, we must understand how we got here. The concept of the corporation as a 
separate legal entity with limited liability for its investors is a relatively modern invention. For much of 
history, business owners were fully liable for their ventures’ debts – a failure could wipe out one’s 
personal fortune. Early corporate charters (like those of the British East India Company or Hudson’s 
Bay Company) sometimes granted limited liability, but these were special, scarce privileges bestowed 
by monarchs or parliaments. Generally, conducting business meant bearing personal risk. 

This changed with the industrial revolution’s capital needs. In 1811, New York State passed the first 
general incorporation law allowing manufacturing companies to charter with limited liability for 
shareholders. This innovation was driven by a clear goal: overcome investors’ fear of losing everything, 
thereby attracting more capital to fuel growth. In the UK, after years of debate, the Limited Liability 
Act of 1855 extended the privilege to most incorporated companies (initially excluding banks and 
insurance firms). By the late 19th century, most Western countries had embraced limited liability, 
spurring an explosion of enterprise. As one economic historian noted, the change “facilitated the move 
to large-scale industrial enterprise” by removing the threat that an investor’s total wealth could be 
confiscated for a company’s debts. The upside of limited liability was to unlock vast pools of capital 
and enable diversified shareholding: people of moderate means could invest in businesses without 
risking ruin, and entrepreneurs could undertake ambitious projects knowing that investors wouldn’t flee 
from total liability exposure. 
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However, even as this legal innovation powered the industrial age, astute observers worried about 
the downside. In the 1850s, members of Parliament and public commentators voiced concerns that 
making liability “limited” would encourage fraud and reckless speculation. They suspected – correctly 
– that some would use the corporate form to take wild bets: if the gambles succeeded, shareholders 
would reap profits; if they failed, creditors and victims would bear losses beyond what the thinly 
capitalized company could pay. To appease critics, the 1855 Act imposed safeguards (a minimum of 25 
shareholders, a minimum capital requirement, mandatory “Ltd.” designation to warn counterparties). 
These were meant to prevent fly-by-night ventures and to protect those doing business with companies. 
But over time, such restrictions fell away (the UK Companies Act 1862 removed many limits, and today 
a single person can form a limited company). The genie of limited liability was out of the bottle, and it 
became the default assumption for businesses everywhere. 

Limited liability undeniably contributed to the phenomenal economic growth of the past two centuries. 
It allowed risky, capital-intensive endeavours – railroads, steel mills, pharmaceuticals – to raise money 
from many investors. It spread risk, which helped innovation. But it also institutionalized a crucial 
division: the separation of ownership and consequence. Corporate shareholders gained the upside 
without the full downside, shifting a portion of risk to society at large. In small-scale situations (a bakery 
defaulting on a loan, for example), this risk-shift might be barely noticed. But as corporations grew in 
size and impact, the external consequences grew proportionally. 

By the late 20th century, giant multinational corporations had the power to affect entire ecosystems and 
economies – yet their liability remained capped at the entity level. A corporation could have a market 
value of $100 billion, cause $200 billion in environmental damage, go bankrupt, and its owners would 
lose only their $100 billion stake, with the remaining $100 billion of damage left to governments, 
communities, and victims to absorb. This is not a hypothetical scenario but an underlying reality of our 
system. It represents a massive implicit subsidy to high-risk enterprises, effectively encouraging them 
to take on dangerous projects because they will not bear the full costs if things go awry. Economists 
call this moral hazard: when people or entities are shielded from the consequences of their actions, they 
tend to behave less cautiously.  

Costless limited liability socializes risk in exactly this way, breeding moral hazard on a grand scale. 

Throughout the 20th century, society tried to counterbalance these effects with regulations, safety 
standards, and specific liability regimes. Environmental laws, product liability lawsuits, and industry-
specific rules (like higher capital requirements for banks or liability caps for certain industries) arose to 
mitigate the worst abuses. But these have proven piecemeal and often inadequate. Every major 
industrial or financial disaster reveals gaps in the system where limited liability lets owners slip away 
largely unharmed, while others pay the price. We turn now to some searing examples that demonstrate 
the extent of the problem. 

 

3. The Cost of Externalities: Real-World Examples of Harm Without Accountability 

The abstract issues of externalized costs and moral hazard become painfully concrete when we examine 
real-world cases. From climate change to public health to financial crises, we see the fingerprints of a 
system that rewards hazardous behaviour and leaves the public holding the bag. Here we highlight a 
few emblematic examples – among countless others – to illustrate why reform is urgent and necessary. 

3.1 Fossil Fuels and Climate Chaos 

Perhaps the most far-reaching example of externalized harm is the fossil fuel industry’s role in climate 
change and pollution. Oil, gas, and coal companies have, for over a century, extracted and sold carbon-
intensive fuels that now threaten the stability of Earth’s climate. The scientific community has shown 
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beyond doubt that greenhouse gas emissions are causing sea levels to rise, extreme weather to worsen, 
and ecosystems to collapse. The damages unfold globally: heatwaves, megafires, floods, droughts, crop 
failures, and the spread of diseases. The economic costs are measured in the trillions of dollars and the 
human costs in lives and livelihoods lost. Yet, under our current system, these costs are not borne by 
the shareholders whose investments are driving the crisis. 

Instead, fossil fuel firms continue to post robust profits for them, while the costs of climate disasters are 
absorbed by governments (disaster relief funds), homeowners (ruined properties), farmers (failed 
harvests), healthcare systems (treating heatstroke and respiratory illnesses), and ultimately all of us. In 
effect, we subsidize the investors in the fossil fuel industry by allowing the companies to dump their 
waste (carbon and other pollutants) into the atmosphere for free. According to the International 
Monetary Fund, when one accounts for the unpaid external costs (like climate impacts and air pollution 
health effects), fossil fuels investors enjoyed about $5.3 trillion in implicit subsidies in 2015, and this 
figure rose to $7 trillion in 2022. These staggering numbers represent the gap between what fossil 
fuels truly cost society and what consumers and companies actually pay. It is a direct consequence of 
limited liability and flawed incentives: investors in these companies have no legal obligation to cover 
the climate havoc they wreak, so they continue business as usual, and the damage mounts. 

To put this in perspective, 7% of global GDP is effectively being spent to pad the fossil fuel industry’s 
bottom line via unpriced externalities. This is a structural failure of markets of historic proportions. 
Shareholder primacy tells companies to maximize profit; costless limited liability allows them to do so 
by offloading climate risk to the world. The result is a race to exploit and pollute – a race whose logical 
endpoint is climate catastrophe. We have witnessed oil companies suppressing their own scientists’ 
early warnings about climate change, much as tobacco companies did with smoking (as we’ll see 
below), precisely because acknowledging the truth could lead to costly regulation or liability. In the 
current paradigm, honesty and precaution are penalized; deception and delay are rewarded, since the 
eventual costs will largely be borne by others. 

By ending free limited liability, we would force investors in fossil fuel corporations to internalize these 
costs up front. Imagine if shareholders in ExxonMobil, BP, Aramco and coal producers had to pay 
a liability premium commensurate with their investment’s contribution to planetary warming. Their 
products’ prices would reflect the real damage they cause, energy markets would shift toward clean 
alternatives (which currently appear more expensive only because their competitors’ external costs are 
ignored), and the astronomical burden on public budgets for climate disasters could be offset by the 
funds collected. Later in this manifesto we will detail how Equitable Liability achieves this “true-cost 
pricing.” For now, suffice to say: the era of cost-free pollution must end. Climate stabilisation is 
impossible as long as the worst emitters operate with impunity under a liability shield that someone else 
unwittingly pays for. 

3.2 Big Tobacco and Public Health 

The tobacco industry offers a textbook case of profit over people – and how limited liability bestowed 
on shareholders and denial of responsibility enabled mass harm. In the mid-20th century, cigarette 
manufacturers knew remarkably early that their products were deadly. Internal documents later revealed 
that by the 1950s many tobacco company scientists acknowledged the link between smoking and lung 
cancer or heart disease. But did the shareholder in these companies immediately act to alert the public 
or make safer products? On the contrary: the companies engaged in a decades-long campaign of 
deception, denying the health risks of smoking well into the 1990s. As late as 1999, industry executives 
publicly claimed “no scientific proof” of harm, even though their own research showed otherwise. 

The human toll of this deception has been catastrophic. Smoking-related illnesses have killed millions, 
and health systems around the world have borne the exorbitant costs of treating lung cancer, 
emphysema, and heart disease caused by tobacco. Why did the industry lie and delay? Because 
acknowledging the harm would have threatened profits through potential liability lawsuits and 
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regulatory crackdowns. Under the standard corporate playbook (maximize shareholder value), 
admitting truth early was not “optimal.” Limited liability further insulated tobacco executives and 
investors: the worst-case scenario was that their company might face bankruptcy from lawsuits – in 
which case the shareholders’ losses were capped at their investment, and future legal claims could go 
unpaid if the company’s assets were exhausted. This “bankruptcy shelter” incentivized a deny-until-
you-die strategy. In fact, several tobacco companies did strategically use bankruptcy in later years to 
handle litigation, effectively capping the payouts. 

It was only after public lawsuits in the 1990s – and the landmark Master Settlement Agreement in 1998 
– that Big Tobacco was finally forced to compensate states for some healthcare costs and curtail certain 
marketing practices. But even that settlement, huge as it was (over $200 billion to be paid over 25 years 
by major tobacco firms), pales next to the cumulative health damage of smoking. Much of the cost of 
smoking (productivity loss, medical care, second-hand smoke effects) is still borne by society at large, 
not by the companies that caused it. The Master Settlement was effectively a belated, partial 
premium for the liability these firms had created – but it came only after millions of preventable deaths. 

In a system of Equitable Liability, by contrast, investors in companies with products or processes 
potentially harmful to public health would be proactively assessed risk premia. The burden of proof 
would shift: it would be on the company to demonstrate that their product is safe (or made as safe as 
possible) to earn a lower investor liability premium. If investors in a company like Philip Morris (now 
Altria) had been required in, say, 1950 to pay a hefty annual premium unless the company could prove 
cigarettes posed no serious health risk, the incentives to hold their shares would have been radically 
different. The company could either invest in proving safety (which in this case would have revealed 
the opposite, forcing a change in strategy), or pay through the nose for the privilege of continuing to 
sell a deadly product. That economic pressure, aligned with public well-being, would likely have saved 
countless lives by prompting earlier industry transformation or shrinkage. Instead, under costless 
limited liability, the world got decades of obfuscation while the death toll mounted. 

The tobacco saga is not merely a historical case – it is a template that other industries, from opioids to 
junk food to alcohol, have followed: deny harm, fight regulation, externalize health costs, and ensure 
that shareholders never directly pay for the bodies left in the wake. Equitable Liability would break this 
template by making corporate harmfulness an immediate financial liability rather than a distant, 
litigated one. 

3.3 Deepwater Horizon: Environmental Devastation and Legal Loopholes 

On April 20, 2010, the Deepwater Horizon offshore oil rig, operated by BP in the Gulf of Mexico, 
exploded and sank, causing one of the worst oil spills in history. Eleven workers died in the blast, and 
over 4 million barrels of oil gushed into the Gulf, poisoning marine life, devastating coastal ecosystems, 
and crippling local fishing and tourism industries. The sight of oil-soaked pelicans and blackened 
shorelines made headlines worldwide. The environmental and economic damage from this disaster has 
been estimated in the tens of billions of dollars; its ecological repercussions will last for decades. 

BP, as the operator, faced widespread public outrage and significant costs for cleanup and 
compensation. But lurking behind this event was a stark example of how legal limits on liability can 
distort incentives. Under the U.S. Oil Pollution Act of 1990, at the time of the spill there was a statutory 
cap of $75 million on a company’s liability for economic damages (like lost fishing income or harmed 
businesses) from an offshore oil spill, provided no gross negligence was proven. In other words, absent 
a finding of certain kinds of misconduct, BP’s liability for economic losses to others could have been 
limited to a paltry $75 million – despite actual damages estimates running into the many billions. 
(Importantly, that cap did not cover direct cleanup costs, which the law required BP to pay in full, nor 
federal fines. But the devastation to local economies, theoretically, could have gone largely 
uncompensated if the cap applied.) 
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The Deepwater Horizon incident dramatically exposed this moral hazard. As MIT economist Michael 
Greenstone testified to the U.S. Congress, “current law protects oil companies and actually provides 
economic incentives for spills, rather than preventing them.” The $75 million cap meant oil companies 
did not bear full responsibility for potential spill damages, a “classic case of moral hazard”. If a driller 
weighed the high-cost scenario of a massive spill, the worst-case payouts were artificially truncated by 
law. This effectively subsidized riskier drilling: locations or methods that might have been deemed too 
unsafe or costly if the company had to cover all damage were now more attractive because a chunk of 
the worst-case cost would fall on others. As Greenstone noted, the cap “inevitably distorts” decision-
making – cutting corners on safety equipment or drilling in sensitive, high-risk areas 
becomes financially rational when much of the downside is offloaded. 

BP and its partners indeed made decisions that, in hindsight, were tragically penny-wise and pound-
foolish: they rushed the well completion, used a cheaper well design, and skipped certain safety tests – 
all to save time and money. These choices, examined in court, led to findings of gross negligence, 
meaning BP did end up waiving the liability cap. BP ultimately paid over $60 billion in cleanup costs, 
fines, and settlements, far above the capped amount. But consider: if gross negligence hadn’t been 
provable, BP’s legal liability for economic claims could have been just $75 million – roughly 0.1% of 
the estimated >$70 billion in total damages the spill caused. The remaining >99.9% of the loss would 
have fallen on fishermen, tourism operators, Gulf residents, and taxpayers to absorb. That such an 
outcome was even possible under the law shows how skewed the playing field was in favour of the 
corporation. 

The existence of the cap itself may have contributed to the disaster. Greenstone highlighted that with a 
low liability cap, places where a spill would be most costly (ecologically sensitive or near communities) 
paradoxically became more attractive to drill, because the company wouldn’t have to pay the full freight 
of a worst-case accident there. The cap “effectively subsidize[d] drilling and substandard safety 
investments in the very locations where damages from spills would be greatest”. Deepwater Horizon 
was exactly such a scenario – high-risk deepwater drilling, catastrophic potential damage, and a legal 
limit that could have shielded most of that damage from BP’s balance sheet. The public was 
unknowingly acting as the insurer of last resort for BP’s deepwater drilling risk. 

In an Equitable Liability framework, there would be no arbitrary $75 million cap handed out for free. 
Instead, shareholders in companies like BP would be required to carry insurance or pay fees 
commensurate with worst-case scenario damages of their operations. If an ultra-deepwater well blowout 
could cause tens of billions in harm, BP’s shareholders limited liability premium for that project would 
be priced by the markets accordingly – providing a direct financial incentive to improve safety or avoid 
such high-risk ventures if they’re not worth the premium. Moreover, had BP’s shareholders been paying 
significant premia year after year for spill risk, those funds could reside in a pool to compensate victims 
immediately when a disaster strikes (much like an insurance payout), rather than forcing years of 
litigation and uncertainty. Equitable Liability thus not only deters recklessness, it also ensures that if a 
disaster happens, the responsible parties have already set aside resources to make things right. 

The Deepwater Horizon saga did prompt reforms – the liability cap was effectively removed for future 
spills, recognizing that it was indefensible. But broader industries still enjoy similar liability limitations 
(explicit or implicit). As we see next, even the financial sector had – and still has – de facto liability 
caps that encourage disastrous risk-taking. 

3.4 AIG and the Global Financial Crisis: Privatized Gains, Socialized Losses 

In 2008, the world witnessed a financial cataclysm not seen in generations. At the heart of the meltdown 
was a pattern of excessive risk-taking by major financial institutions under the assumption that if things 
went very wrong, someone (namely, the government) would step in to clean up the mess. No company 
exemplified this “heads I win, tails society loses” gamble better than AIG (American International 
Group). AIG was one of the largest insurance companies in the world, but in the mid-2000s it strayed 
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far from prudent insurance underwriting into the wilds of financial engineering. Through its London-
based financial products division, AIG sold hundreds of billions of dollars’ worth of credit default 
swaps – essentially insurance contracts on mortgage-backed securities and other debts – collecting juicy 
premia during the boom. This was enormously profitable on paper, and shareholders were rewarded 
accordingly… until housing markets crashed and those swaps came due. AIG had insuring obligations 
it could not possibly meet, having virtually no capital reserved for the scenario of a broad decline. The 
result: AIG was on the brink of collapse, which, given its interconnections, threatened to drag down the 
global financial system. 

Why would AIG have taken such outrageous, “uninsurable” bets? Because its executives and traders 
believed AIG was too big to fail. And they were right. In September 2008, as AIG teetered, the U.S. 
government intervened with an unprecedented $182 billion bailout package to prevent AIG’s failure 
from cascading into a full financial implosion. In effect, the U.S. Treasury and Federal Reserve became 
the ultimate risk-bearers, paying out AIG’s counterparty obligations to banks (like Goldman Sachs) and 
stabilizing AIG’s operations. AIG’s shareholders were severely diluted (the government took a large 
equity stake), but notably, they were not wiped out – eventually, AIG restructured and repaid much of 
the bailout, and shareholders even recovered some value. More strikingly, AIG’s creditors and 
derivative counterparties – those who had taken the other side of its risky bets – were made whole, 
largely at taxpayer expense. The message to the market was clear: if you are big enough and your failure 
would threaten the system, the government will rescue you. 

This outcome epitomized moral hazard on steroids. As Columbia Law Professor John Coffee put it, the 
2008 crisis “had its roots in the problem of moral hazard. Executives at financial institutions caused 
them to take on enormous and often undiversified risk, believing (or hoping) that the federal government 
would bail them out because they were ‘too big to fail’”. Leading up to the crisis, profits were privatized 
– AIG’s executives and shareholders enjoyed the income from its risky ventures – but when it all went 
south, the losses were largely socialized via the government’s balance sheet (ultimately borne by 
taxpayers and all dollar-holders through monetary intervention). Limited liability played a key role in 
this dynamic: AIG’s shareholders knew their maximum loss was their equity stake, and its executives 
knew they wouldn’t personally owe a dime beyond perhaps losing their jobs. Meanwhile, the upside of 
writing one more swap or leveraging a bit more was immediate and personally rewarding (bonuses, 
stock gains). 

Even after the crisis, the fundamental structure remains in place. Large banks and insurers operate 
knowing that while new regulations (like higher capital requirements) exist, in extremis they probably 
still will not be allowed to fail catastrophically – meaning society remains the backstop. We have 
effectively granted the financial sector a standing limited liability guarantee of enormous scale, without 
charging a commensurate price for it. While banks do pay into deposit insurance funds and such, those 
fees cover only certain losses (like small depositors) and not systemic collapse scenarios. It is telling 
that the U.S. Federal Reserve, in just 2020, had to roll out trillions in emergency support again during 
the COVID-related market turmoil, demonstrating that the financial industry’s risks can swiftly become 
public obligations. 

What would Equitable Liability mean here? It would charge bank and insurer shareholders for the 
protection the public currently provides implicitly. For instance, shareholders of banks engaged in 
highly risky financial engineering would pay higher premia, aligning their incentives with the public 
interest in stability. In short, the financial industry would have to internalize the cost of avoiding 
collapses, rather than counting on bailouts. 

AIG’s near-demise and salvation also highlight the “reversal of burden” concept. Currently, regulators 
must sniff out risks and intervene before disaster – a daunting task, given financial innovation’s 
complexity and regulatory arbitrage. Under a reversed burden, highly complex or opaque financial 
activities would attract high liability premia by default; it would be up to the firms to prove those 
activities are safe or properly hedged to earn a discount. If they could not, they’d effectively insure the 
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rest of us against their own failure by paying more, which either deters the activity or at least funds the 
fallout when it comes. As Wharton professor Richard Herring observed about AIG, that bailout 
“heightened the degree of moral hazard in the system more than any other event… risk-taking is 
encouraged by the belief that the government provides a safety net”.  

Equitable Liability removes the free safety net and replaces it with a paid safety net – if you want 
protection from total collapse, you buy insurance like every responsible adult should. 

3.5 Other Domains: From War Profiteering to Big Tech 

The logic of ending costless limited liability extends to virtually every domain of corporate activity. 
Consider the weapons industry and war profiteering: Defence contractors and arms manufacturers profit 
from conflict and militarization, but they do not pay for the geopolitical destabilisation, civilian 
casualties, refugee crises, and reconstruction costs that wars entail. The global war on terror since 2001, 
for example, has cost the U.S. alone over $8 trillion and hundreds of thousands of innocent lives – costs 
borne by taxpayers, soldiers and their families, and war-torn societies, not by the companies that 
supplied the bombs or private services. If shareholders in war-profiting firms had to pay a 
hefty equitable liability premium reflecting the societal havoc their products can fuel, the economics of 
war would change dramatically. Dismantling war profiteering requires stripping it of its shielded 
impunity. Equitable Liability premia would force such companies to account for the true human and 
economic toll of their contracts, either discouraging the most destructive exports or generating funds to 
help repair the damage of conflicts. 

Similarly, consider Big Tech and data. Tech giants harvest personal data and shape public discourse, 
generating tremendous profit, but when their platforms undermine privacy, mental health, or 
democracy, the fallout – from electoral costs to teen self-harm – is external. Limited liability shields 
them from most claims related to user harms (often literally via Section 230 in the U.S., which is a 
liability shield). If instead they faced a scalable liability premium based on, say, measures of public 
harm (fake news propagation, privacy breaches, etc.), they would have skin in the game to mitigate 
those harms proactively. 

Across industries – chemicals, pharmaceuticals, fast fashion, agribusiness – the pattern 
repeats: externalities abound under our current rules, and patchwork regulations only sometimes rein 
them in. Equitable Liability offers a unifying principle: prove the company benign or pay for the harm 
potential. No more free externalization. No more victims left uncompensated. No more impunity 
masquerading as enterprise. 

The examples above, from fossil fuels to finance, all illuminate the central thesis: costless limited 
liability and shareholder primacy together distort incentives, leading to harmful outcomes that rational 
actors would not choose if they bore the full consequences. It is time to correct that distortion at the 
root, with a solution as elegant as it is powerful. 

 

4. Equitable Liability: A Risk-Adjusted Premium for Limited Liability 

Equitable Liability is the principle that the privilege of limited liability should no longer be granted 
freely, but rather purchased from underwriters in a marketplace at a price that reflects a firm’s true risk 
to society and the environment. These underwriters are regulated in the same manner as other insurance 
companies: they must hold capital, reserves, and reinsurance commensurate with the liabilities they 
assume, and are supervised by prudential regulators for solvency and conduct. In practical terms, this 
means every shareholder would pay a share premium, calibrated to the negative externalities and 
hazards the investment activities pose. This turns limited liability from an unconditional giveaway into 
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a conditional privilege – earned by demonstrating responsible behaviour or paid for by those engaging 
in risky conduct. 

If limited liability comes at a cost, shareholders in companies with high-risk, harm-intensive operations 
will have to pay a steep price, thus making their investments less attractive, whereas investors in 
companies with minimal external harms may come with a smaller premia. This creates a market test of 
corporate harmlessness. 

 

4.1 How the Equitable Liability Premium Works 

At its core, the Equitable Liability premium is not levied on companies - it is paid by shareholders, as 
individuals, for the privilege of insulating themselves from the full downside of their investment's harm. 
It functions as a market-priced insurance premium or annual fee that reflects the degree of protection 
each shareholder seeks from unlimited liability. Shareholders pay this premium directly to authorised 
limited-liability underwriters, who in return issue a Limited Liability Certificate and assume the 
obligation to meet valid claims once the company’s own assets are exhausted. The principle is simple: 
if a shareholder wants the legal right to walk away from a company's debts or damage beyond their 
initial capital outlay, they must pay for that privilege. The higher the external risk their investment 
carries, the more expensive the premium. 

Shareholder-Based Assessment: The premium to obtain limited liability is borne by shareholders, based 
on the weighted external risk profile of their investment. Risk is priced at the level of the underlying 
asset - i.e., the company. This approach recognises that harm is not caused by a legal entity in isolation, 
but by the capital that empowers it. For example, an investor holding shares in an oil major, a private 
prison operator, or a deforestation-linked agribusiness would experience a higher premium than one 
holding an equally-sized position in a community-owned solar cooperative. 

Risk Factors and Asset Classification.  Each company’s liability premium is determined by the market, 
priced by independent underwriters or government-certified risk auditors, drawing on industry risk 
multipliers, historical externalities, geographic footprint, transparency, and systemic footprint.  

Premium Allocation and Coverage.  Collected premia sit on the balance sheets of these underwriters, 
in ring-fenced reserves and reinsurance arrangements aligned with the nature of the externalities: for 
example, environmental loss pools, public-health loss pools, and financial-stability pools. In 
jurisdictions that choose to operate a sovereign underwriter of last resort, those reserves may be held 
in public or multilateral loss pools, but from the shareholder’s perspective the payment is always to an 
underwriter that has taken the other side of the risk. These reserves are used to compensate victims, 
remediate environmental damage, or capitalise systemic risk-mitigation efforts in proportion to the 
sectoral origin of harm. 

Repricing and Market Feedback.  Premia are securitised and freely traded - recalibrated dynamically, 
informed by claims history, sectoral shifts, and empirical harm data. Over time, capital flows will 
gravitate toward lower-risk assets as investors seek to reduce their liability burden. This creates a 
feedback loop: companies that reduce harm see their equity become more attractive; those that persist 
in externalising costs become progressively more expensive to invest in. The market is thus aligned not 
just to price return and volatility, but return adjusted for social and environmental consequence. 

Conclusion.  Equitable Liability restores symmetry to the investment equation. Today’s investor 
receives a free put option: unlimited upside with downside capped at zero. Equitable Liability revokes 
that distortion. It preserves the right to limit exposure, but demands that this be bought, not bestowed.  
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The result is a global pricing mechanism that aligns capital allocation with planetary boundaries, 
systemic stability, and the public good. 

 

4.2 Technical note for finance and economics readers: option pricing and what is “free” here 

About this section: Some readers will try to neutralise the phrase ‘free put option’ by invoking textbook finance. 
They will say that markets price risk: risky firms trade at lower prices, investors demand higher expected returns, 
creditors charge higher rates, and sophisticated parties can trade options to reshape payoffs. In that narrow, 
trading-room sense, they are correct. This paper is not claiming a hidden arbitrage or a mis-priced derivative 
embedded in the share price. 

The claim here is about who ultimately foots the bill when losses and harms exceed the company’s assets. Under 
today’s regime, that residual bill is routinely pushed onto non-consenting third parties: victims and their families, 
workers and local communities, taxpayers through bailouts and public clean-up, and the living world through 
enduring ecological damage. Equitable liability changes the payer. It makes equitable-liability underwriters the 
explicit backstop: they charge a mandatory, risk-sensitive premium for the privilege of downside truncation, they 
pay when the firm cannot, and they police behaviour because their capital is on the line. Underwriting is 
conditional - it is priced to audited risk controls and enforceable covenants - and it can be repriced, tightened, or 
withdrawn. In other words, the party that grants the privilege prices the tail risk properly and enforces disciplined 
corporate conduct through underwriting terms, monitoring, and the credible threat of repricing or refusal. 

… 

Readers steeped in modern finance may object that there is no “free” option in a limited-liability share 
once markets clear. In a complete-markets, no-arbitrage framework, equity in a limited-liability firm 
can be represented as an option-like claim on the firm’s assets, and an investor who holds the stock can 
replicate or offset aspects of that payoff by trading puts and calls. In that narrow sense, it is correct that 
there is no mis-priced or unaccounted-for option hiding inside the share price. 

The argument of this manifesto operates at a different level. The question is not whether investors 
correctly price payoff structures among themselves, but whether the legal privilege that caps 
shareholder losses vis-à-vis the rest of society is accompanied by any mandatory, risk-sensitive 
premium paid to those who ultimately bear the downside when large harms occur. 

Limited liability is not a contractual choice; it is a background rule of company law. It guarantees that, 
once the company’s own assets are exhausted, the personal wealth of its shareholders is insulated from 
further claims, save in exceptional circumstances. A shareholder may voluntarily re-open some of that 
downside by, for example, selling a put on the stock. For taking that additional risk, the shareholder 
receives an option premium from a willing counterparty. None of this alters the starting point: the law 
has already truncated the shareholder’s exposure to the claims of creditors, communities, ecosystems, 
and taxpayers. 

To make this concrete, consider a simplified example. A company raises 100 of equity to pursue an 
activity that ultimately destroys 1,000 of environmental and health value through spills, emissions, and 
long-term damage. The firm fails; its residual assets are worth 0. Creditors and victims recover only a 
small fraction of their losses. Shareholders lose their 100 and walk away. They are never asked to 
contribute beyond their initial stake; the legal truncation of their liability is what prevents further claims 
on their other wealth. At no point were the affected communities, health systems, or future taxpayers 
paid an ex ante premium by shareholders for bearing that catastrophic downside risk. 

It is true that, in parallel, some investors may have been trading options on the company’s stock. A 
shareholder might have sold a put and received a premium; another investor might have bought that put 
as a hedge. Those trades redistribute risk and premia within the investment community. They do not 



 13 

deliver compensation to the village whose water table is contaminated, to the families who suffer 
increased cancer rates, or to the public treasury that funds clean-up and bailouts. From the perspective 
of those non-consenting third parties, limited liability functions as a free entitlement for shareholders: 
a legal cap on their downside that is not accompanied by any systematic, risk-based payment to those 
who bear the residual losses. 

When this manifesto therefore describes today’s investor as receiving a “free put option”, the claim is 
about incidence of cost, not about the absence of an options-pricing decomposition. The “free” in 
question is that shareholders as a class pay no compulsory, risk-adjusted limited-liability premium to a 
regulated underwriter that stands ready to meet claims once the firm’s assets are exhausted. The losses 
in the tail are instead socialised on to communities, ecosystems, and taxpayers. 

Equitable Liability proposes to reverse that incidence. Under the scheme sketched here, any investor 
who wishes to enjoy limited liability must purchase a Limited Liability Certificate from a licensed 
underwriter and pay a premium that reflects the full spectrum of risks their capital enables. Those 
underwriters are regulated like other insurance companies: they hold capital and reserves, maintain ring-
fenced pools and reinsurance, and are on the hook when claims arise above the company’s own assets. 
In effect, the legal truncation of shareholder liability remains, but it is no longer a free background 
privilege; it is a priced contract, backed by capital, with proceeds directed to compensation and 
remediation when harm occurs. 

In short, the proposal is entirely consistent with standard asset-pricing theory, but it insists on a different 
question: not “is the option embedded in equity priced among investors?”, but “who, in the end, pays 
for the privilege of capping shareholder liability when the real world absorbs the loss?”. Today the 
answer is “not the shareholders”. Equitable Liability changes that answer. 

 

4.3 Reversal of the Burden of Proof: “Prove No Harm” 

A key facet of Equitable Liability is flipping the traditional burden of proof regarding corporate harm. 
At present, the onus is usually on regulators, plaintiffs, or the public to prove that a company’s activity 
is causing unacceptable damage in order to impose restrictions or liability after the fact. This is reactive 
and often too slow – by the time harm is proven, it is widespread (think of asbestos, leaded gasoline, or 
climate change). Equitable liability automatically implies a precautionary inversion: companies 
must prove their activities are not harmful a-priori (or have negligible risk of serious harm) in order to 
enjoy low liability premia. Otherwise, they pay a high premium by default as if they are potentially 
harmful. 

This embodies the Precautionary Principle, which holds that when an activity or product may pose a 
grave risk to public health or the environment, the lack of full scientific certainty should not be an 
excuse to postpone action – and critically, the burden of demonstrating safety should lie with the actor, 
not the public. As one formulation states: “The precautionary principle asserts that the burden of proof 
for potentially harmful actions by industry or government rests on the assurance of safety.” In practical 
terms, under Equitable Liability a new chemical, for example, would be assigned a high risk premium 
by the marketplace unless and until the chemical manufacturer provides robust evidence (peer-reviewed 
studies, etc.) that the product is safe for humans and ecosystems in its intended use. Upon such proof, 
the marketplace lowers the premium significantly. If the proof is lacking or ambiguous, the product can 
still be sold, but the issuer’s shareholders pay a higher premium for that uncertainty and risk it imposes. 

This creates a strong incentive for transparency and safety innovation. Instead of hiding data (as tobacco 
and oil companies did) to avoid regulation, companies would now eagerly publish data and invest in 
research to show their safety – because their premium (hence competitive advantage) depends on it.  
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Those that truly cannot prove safety – because the product or process is inherently risky – their 
shareholders will simply pay more, making investment in them less attractive. That payment helps offset 
potential damages and also nudges the market: their product will be costlier, thereby less competitive 
against safer alternatives. Through this mechanism, the burden of uncertainty is shifted off the public 
and onto the company, where it belongs. Society no longer serves as involuntary guinea pigs for 
corporate experiments; corporations must earn the public trust or compensate for the lack of it. 

4.4 Equitable vs. Equal: Fairness to Businesses 

It is important to stress that Equitable Liability is not about punishing all businesses or making life 
impossible for entrepreneurs. On the contrary, it is about levelling the playing field and rewarding 
responsibility. Today, a company that goes out of its way to be safe, clean, and ethical is at a competitive 
disadvantage: it incurs higher costs, while an unscrupulous competitor that cuts safety budgets or 
pollutes freely has lower costs – and limited liability shields the latter from many consequences. This 
is perverse. Under Equitable Liability, investors in the responsible company would enjoy a lower 
premium, while investors in the bad actor company would have to pay a hefty premium that raises their 
cost base. This re-aligns competition so that doing the right thing is economically rewarded, and doing 
the wrong thing is no longer artificially cheap. 

Investors in small businesses and truly low-risk ventures would pay little or nothing for their limited 
liability. The florist, the app developer, the neighbourhood café – their liability premia is trivial. 
Meanwhile, investors in the giants whose operations could impact millions would finally pay insurance 
like premia commensurate with that impact. This is fair and proportional. It also encourages innovation: 
if you can design a new process that halves the environmental damage of an industry, not only do you 
help the planet, you’d literally halve the liability premium for that line of business, creating an incentive 
to invest. Thus, Equitable Liability harnesses market forces for sustainability – something current CSR 
(corporate social responsibility) rhetoric has struggled to achieve in practice. 

 

4.5 Information Revelation and Regulatory Synergy 

One of the main features of an Equitable Liability regime is the market intelligence it generates - data 
that regulators and policymakers can use to guide smarter oversight. When investors purchase limited 
liability protection on a per-investment basis, prices they pay reveal private assessments of sectoral risk. 
If investors in a particular industry - say, carbon capture startups or synthetic biology - routinely are 
asked to pay steep premia, that reveals a perception of latent harm or exposure. Conversely, if investors 
frequently pay less in low-impact sectors like regenerative farming or open-source software, it signals 
true confidence in the safety and public acceptability of those businesses. 

This behavioural sorting by investors becomes a risk heat map for regulators. The more the free market 
demands investors pay more to protect themselves from externalities, the more a regulator should 
investigate the source of that fear. This allows policymakers to proactively allocate inspection, 
enforcement, and legislative energy where the signals indicate hidden danger. It is a bottom-up, data-
driven system of regulatory focus that uses market incentives to spotlight concealed externalities. 

Unlike today’s reactive approach - where harm must be proven by regulators after the fact -Equitable 
Liability forces risk to declare itself up front via the price investors are willing to pay to avoid personal 
accountability. This flips the information asymmetry: the market reveals what insiders already suspect. 
As a result, Equitable Liability is not just a deterrent; it is a diagnostic engine for risk governance. 

Moreover, this regime synergises with - but does not replace - existing safety laws. Environmental 
standards, workplace safety codes, and consumer protections still define the minimum legal floor. But 
Equitable Liability adds a financial gradient above that floor. A company that complies with 
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environmental laws but still emits dangerous byproducts will command a higher liability premium for 
its shareholders than one that goes well beyond compliance. This gradient rewards proactive harm 
reduction with reduced liability costs for shareholders. 

And in that mechanism lies a deeper moral shift: capital itself becomes answerable for the consequences 
it finances. 

In summary, Equitable Liability forces the pricing of moral hazard at the point of capital allocation. It 
replaces guesswork with signals, replaces litigation with prevention, and replaces the concealment of 
risk with a public index of it. This recalibration doesn’t just make the market smarter - it makes the 
public safer, the planet cleaner, and the rules of accountability irreversible. 

 

5. Consequences: True-Cost Pricing and a New Alignment of Capitalism with Life 

Implementing Equitable Liability would trigger a paradigm shift in our economic system, reverberating 
across markets and societies. By forcing the internalization of costs that are currently ignored, it would 
correct warped incentives and lead to far-reaching positive outcomes. Here we outline the major 
consequences to expect from this new dawn: 

• True-Cost Pricing of Goods and Services: Prices throughout the economy would more 
accurately reflect the real social and environmental costs of production. Products that are 
carbon-intensive, polluting, or dangerous would become more expensive relative to those that 
are sustainable and safe (as the former carry higher liability premia). This is 
fundamentally fair – it means no more hidden subsidies to harm. Consumers would get clearer 
signals: for example, fossil-fuel-derived electricity would cost more, reflecting climate 
damages, making renewables and efficiency more competitive by comparison. Agricultural 
products from farms that erode soil and poison waterways would cost more than those from 
regenerative farms that protect ecosystems. True-cost pricing harnesses the power of markets 
to drive change: when bad things cost more, people and businesses naturally shift toward better 
things. The entire economy thus pivots toward sustainability not via heavy-handed bans, but 
via the rational pursuit of cost savings in response to internalized prices. 

• Innovation and Clean Investment Boom: As externalities are priced in, there would be a 
massive reallocation of capital. Industries that have long thrived by offloading costs (oil, fast 
fashion, industrial agriculture, etc.) would face profit pressure and either transform or shrink. 
Conversely, industries and firms that provide cleaner alternatives, pollution control, and risk 
mitigation would thrive. Expect a wave of innovation in safety, efficiency, and green 
technology. When a company knows it can cut its liability premium by developing a safer 
process or a cleaner fuel, that innovation directly improves its bottom line – a powerful 
motivator. Institutional investors, who manage large diversified portfolios, would also rejoice 
in a system that reduces systemic risks (like climate collapse or financial crises) that threaten 
all assets. They would pour capital into low-risk, life-aligned sectors to avoid the tax of high 
premia on harmful sectors. In aggregate, this could spark a new golden age of environmentally 
and socially beneficial innovation, as ingenuity is finally rewarded for solving real problems 
rather than externalizing them. 

• Climate Stabilisation and Environmental Restoration: By internalizing the cost of carbon 
emissions and environmental destruction, Equitable Liability could succeed where international 
climate summits have faltered. It directly incentivizes every company to decarbonize and 
minimize ecological harm or else pay proportionally. If fully implemented globally, this 
mechanism would function akin to a comprehensive carbon price and pollution tax – but one 
harder to evade, because it is tied to corporate existence (their liability status) rather than just 
specific activities. The IMF’s analysis shows that getting energy prices to reflect their true costs 
(carbon and pollution) could cut global CO₂ emissions by a staggering 34% below 2019 levels 
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by 2030, putting the world on track for the Paris climate goals. Equitable Liability would 
effectively accomplish this by embedding those costs into firms’ cost of doing business. The 
result: a rapid phase-out of coal and unabated oil use (as their liability premia become 
enormous), a surge in renewable energy and storage (with negligible premia), massive 
investments in energy efficiency and low-carbon processes (to avoid carbon premia), and 
possibly even carbon capture efforts (firms might prefer to pay for cleaning up CO₂ if it is 
cheaper than the premium for emitting). The long-term effect is climate stabilisation – 
greenhouse gas emissions fall and eventually reach net zero, because it will simply be too costly 
to keep polluting compared to the alternatives. Additionally, industries that damage ecosystems 
(timber, mining, industrial fishing) would face similar pressures to adopt sustainable practices, 
enabling nature to begin healing. Forests, rivers, and oceans would no longer be viewed as free 
waste dumps but as assets to be safeguarded – because harming them hits the corporate wallet. 

• Healthier Communities and Public Health Gains: When companies must account for health 
externalities, they will strive to eliminate toxic exposures, hazardous working conditions, and 
harmful products. We could expect reductions in air and water pollution (as dirty emissions 
carry a price), meaning cleaner air in cities and safer drinking water in communities. That 
directly translates to fewer asthma cases, cancers, and neurological damage in children – vast 
public health benefits. Food companies might reformulate products to be less harmful (less 
sugar, no dangerous additives) if chronic disease risks were part of their liability costs. 
Pharmaceutical companies would be incentivized to strengthen drug safety testing and 
transparency (to lower their liability class), possibly averting disasters like past unsafe drugs. 
Workplace safety would improve across the board, as injuries and illnesses at work, if they 
exceed a firm’s ability to pay compensation, would tap into the insurance pool funded by premia 
– raising that firm’s future costs. Rather than wait for that, companies would prefer to prevent 
accidents. In short, profits would align with wellness: it would be financially smarter to keep 
people healthy and unharmed than to treat them as expendable. This marks a profound moral 
realignment as well – it means the economy’s pursuit of profit no longer systematically 
sacrifices human health on the altar of efficiency. 

• Dismantling of War Profiteering and Conflict Incentives: With war costs internalized, the 
glamour and profitability of war-making would fade. If defence contractors had to compensate 
for instability their arms help create, they might lobby more for peace than war. The colossal 
budgets currently funnelled into arms races might be redirected when those profits are no longer 
guaranteed or are offset by liability fees. We could see a virtuous cycle: as war becomes less 
profit-friendly and peace more profitable (since stability means fewer costs), political 
incentives may realign internationally towards diplomacy and conflict prevention. While 
Equitable Liability alone will not end all wars (which have complex causes), it would certainly 
remove one corrupting factor – the perverse incentive for shareholders in these companies to 
advocate for or prolong wars for gain. In effect, it helps dismantle the war economy piece by 
piece, converting it into a peace-sustaining economy. And when wars do unfortunately occur, 
arms manufacturers and contractors would contribute to rebuilding and aiding victims through 
the premia they paid into international funds, rather than leaving that burden solely to 
governments and NGOs. 

• Interests of the Public and Restored Trust: Knowing that companies are financially accountable 
for their impacts could transform the public’s relationship with business. Communities would 
no longer be helpless against a factory’s pollution or a tech giant’s social disruption. The public, 
as consumers and citizens, could make choices with far more confidence that the market’s 
outcomes will not ruin their world. This could reduce the current atmosphere of antagonism 
and protest, as the structural cause of so many grievances is addressed upstream. Indigenous 
peoples and local communities, often the frontline defenders against resource extraction and 
ecological harm, would gain a powerful systemic ally. Their struggles would no longer be just 
David versus Goliath fights; the rules of the game would be tilted towards fairness. If a mining 
company wants to operate on indigenous land, for instance, and that carries high social risks, 
the liability premium for that project to their investors would be huge – making it perhaps 
unviable or only viable if done to the highest standards with community consent (to mitigate 
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risk). Thus, Equitable Liability indirectly bolsters human rights and the rights of nature, by 
monetarily valuing the avoidance of their violation. 

• Stability and Prevention of Systemic Crises: Finally, by removing the “free option” to gamble 
with others’ money, our global system would become far more resilient. Financial bubbles 
inflated on moral hazard would be less likely if banks and investors know that risk cannot be 
so easily passed off. Environmental collapse scenarios would be less likely as businesses large 
and small take steps to avoid triggering them (since doing so would bankrupt them via liability). 
The economy would be operating with guardrails that are dynamic and incentive-compatible, 
rather than purely reactive firefighting. It is the difference between a car with anti-lock brakes 
and airbags versus one where the driver only puts on the brakes after a crash. We choose 
prevention, and we embed it into the system’s design. The outcome is a world with fewer crises 
and failures, and when failures do happen, built-in buffers (the collected premia) ensure they 
are less devastating. It is capitalism with shock absorbers and a conscience. 

In sum, Equitable Liability would make our pricing system tell the ecological and social truth, unleash 
innovation for good, bring polluters and predatory actors to heel, and align the pursuit of profit with the 
preservation of life. It sounds almost utopian – but it is entirely achievable with a single, focused change. 
And remarkably, this change does not require a global consensus or complex treaty; it can be enacted 
by individual nations (and ideally, many will enact it, creating a de facto global effect). Let us turn to 
how, practically, we implement this revolution with the stroke of a pen. 

6. Path to Implementation: From Vision to Law (No Summit Needed) 

Unlike many grand global problems that seem to demand decades of negotiation and international 
agreements, the beauty of Equitable Liability is that it can begin here and now, one jurisdiction at a 
time, through straightforward legislative or regulatory action. This is a shovel-ready solution for any 
government courageous enough to lead. Here’s how we make it real: 

1. Abolish the free grant of limited liability; then price it at the shareholder level. Parliament should 
amend company law to repeal the automatic, cost-free conferral of limited liability. Henceforth, limited 
liability shall exist only where a shareholder obtains and maintains a Limited Liability Certificate for 
the relevant holding and pays a risk-priced premium set under statute. An Equitable Liability Act must 
mandate that Limited Liability Certificates be purchased – no investor can have unlimited liability; 
establish an independent risk board (or accredit private underwriters) to publish sector/issuer risk 
schedules and methodologies; require registrars, brokers and custodians to record certificate status at 
ISIN/CUSIP and beneficial-owner level; and direct that collected shareholder premia be held by 
authorised limited-liability underwriters in ring-fenced reserves and, where statute requires, in 
designated compensation and remediation pools that those underwriters capitalise and administer. 

The instrument can be brief; conceptually it is no more complex than establishing a new line of 
insurance. No international summit is required: a single statute, duly enacted, ends the free grant of 
limited liability and replaces it with a market-priced, investor-funded protection.  It truly is 
achievable with a stroke of the legislative pen.  

2. Phased Implementation and Calibration: It would be wise to phase in the premia over a short 
transition period. The first year might impose a token premium across the board (to establish the 
administrative mechanisms and get companies used to filing necessary info). Then ramp up risk-
weighting in year two, three, etc., until the full schedule of rates is applied. This gives companies time 
to adjust – to invest in safer tech, to restructure if necessary. It also allows the government to adjust the 
knobs if early data shows certain rates are too high or low. Policymakers should be transparent and 
collaborative in this phase, publishing the criteria and listening to industry and independent experts on 
risk factors. The goal is not to surprise anyone but to send a clear, steady signal that the era of free 
externalization is ending. 
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3. Use Existing Models and Institutions: We are not starting from scratch. There are precedents we can 
draw on for administrating such a scheme. For instance, many countries already require drivers to carry 
auto liability insurance – a direct parallel that for the privilege of driving (which can harm others), one 
must pay an insurance premium. Similarly, nuclear power plants in some jurisdictions are required to 
have financial security for accident liability (e.g., the Price-Anderson Act in the US provides a 
framework of industry-paid insurance pools for nuclear accidents). The Vaccine Injury Compensation 
Program in the US imposes a small excise tax per vaccine dose, paid by manufacturers, to fund a no-
fault compensation pool for vaccine injuries – effectively a tiny liability premium acknowledging the 
societal risk-benefit trade-off of vaccination. These examples show that mechanisms for pooling risk 
and charging fees are well understood. An Equitable Liability fund could be administered by an 
expansion of these concepts – perhaps a public insurer or a tightly regulated private insurance market 
where investors in companies buy Limited Liability Insurance according to government-defined tiers. 
In fact, insurance companies may become allies: they could offer to underwrite firms’ liability premia, 
providing discounts to companies that demonstrate lower risk (because the insurer would otherwise 
have to pay out less). This injects additional market discipline and expertise in risk assessment. 

4. National Adoption Leading to Global Norm: While one country can start, the impact multiplies with 
each adopter. Imagine if a major economy – say, the European Union or China or the United States – 
enacted Equitable Liability. Investors in multinational corporations operating there would have to pay 
premia or alter behaviour in that market, which likely would spill over to their operations globally (a 
company will not maintain two entirely different standards). Furthermore, once businesses see it 
working (and not destroying the economy – indeed likely improving it in many ways), they may lobby 
other countries to adopt similar rules for a level playing field. This could cascade into a new 
international norm, just as limited liability itself spread globally in the 19th century. In addition, nothing 
stops countries from forming compacts: e.g., a group of nations could agree on common risk assessment 
methodologies or even pool certain funds for transboundary risks (like climate). But importantly, we 
do not have to wait for everyone. Early movers will reap reputational benefits and possibly first-mover 
advantages in fostering innovative industries aligned with the future. There is also a justice element: 
countries of the Global South, often on the receiving end of externalized harm (from climate change, 
toxic exports, etc.), could implement this to ensure foreign companies pay fairly when exploiting their 
resources or markets. If a mining company from abroad wants to incorporate a subsidiary to mine 
lithium in Country X, that country can make the subsidiary pay a stiff liability premium reflecting 
environmental and community risks – thereby either ensuring funds for cleanup or incentivizing the 
miner to use best practices or community agreements to lower the premium. Sovereign nations have 
this power today. 

5. Overcoming Opposition: We must be realistic: those who benefit from the current externalize-and-
dump paradigm will resist change. Powerful corporate lobbyists and industry groups will likely oppose 
Equitable Liability legislation, claiming it will “kill jobs” or “drive investment away.” Governments 
must hold firm with the truth: a well-designed liability premium will not kill healthy business – it will 
only kill unhealthy business models that rely on harm. In fact, it will create new jobs in cleaner 
industries and technologies. As for investment flight: if only tax havens or lax jurisdictions refuse to 
adopt the reform, they may attract some rogue companies for a time. But products and services flow 
globally – those companies would still face premia when selling into markets that require liability 
coverage (for example, an EU could make it a condition of market access). Moreover, being based in a 
“free harm haven” might become a badge of shame that investors and consumers avoid. We must 
marshal broad coalitions to outvoice the lobbyists – uniting environmental groups, labour (workers 
don’t want to be cannon fodder for profits either), public health advocates, forward-looking businesses, 
and citizen movements. Politicians can be shown that this policy is popular: who among the public 
would object to making investors in corporations pay for their investments messes rather than 
taxpayers? It cuts across ideological lines – it is pro-market (no free lunch, fairness), pro-environment, 
and pro-people. Even fiscal conservatives should welcome it, as it reduces the need for government to 
fund clean-ups and bailouts. 
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6. Legal Design Considerations: Drafters of the law should ensure it has teeth and cannot be easily 
gamed. Companies might try to create complex chains of subsidiaries or undercapitalized special 
vehicles to arbitrage the system. Thus, the law should have provisions to pierce the veil of any corporate 
structuring aimed at evading premia (e.g., if a parent company effectively controls a high-risk activity 
through thin subsidiaries, it should be charged based on the consolidated risk). Also, coverage triggers 
should be clear: the premium fund pays out to affected parties when damages exceed the company’s 
assets, but companies remain liable up to their full assets first (to avoid moral hazard of them not taking 
care since insurance pays beyond a point). Essentially, the burden of catastrophic risk shifts from the 
public to a combination of the company and the pooled fund. This can be framed as a mandatory excess 
liability insurance that kicks in above a threshold. Many of these legal issues have analogies in insurance 
law and bankruptcy law that can be referenced. 

7. Immediate Next Step – Pilot Programs: Before full legislation, governments or even states/provinces 
could run pilot programs. For instance, a country might start with one sector – say, coal-fired power 
plants – and impose a liability premium per ton of CO₂ and pollutants emitted, which is used to 
compensate communities around the plants for health impacts and climate adaptation. This could test 
the mechanics on a smaller scale and build acceptance. Another pilot could be in the finance sector: 
impose a systemic risk charge on banks above a certain size, paid into a resolution fund (some 
jurisdictions do this already in pieces). Success in pilots will help silence doomsayers and pave the way 
for comprehensive adoption. 

8. International Coordination (optional but beneficial): While not strictly necessary, an international 
body (like the UN or OECD) could endorse Equitable Liability principles and develop guidelines. 
The Finance for an Equitable Future Forum could be established to share data on risk pricing, to help 
countries especially in the developing world implement the system effectively (and not be exploited by 
multinationals playing jurisdictions off each other). In climate negotiations, offering this approach could 
break the impasse: instead of haggling over emissions targets, agree that all major economies will 
implement liability premia for carbon by a certain date – achieving de facto carbon pricing without 
endless negotiation on the price level, since it emerges from the risk assessments (which science 
informs). The simplicity – “make them pay for their limited liability” – can cut through the usual 
political noise. 

No global summit is required to begin, because any bold nation can lead. And when they do, they will 
demonstrate a model that others can quickly emulate. This is analogous to how some social reforms in 
history started locally and then spread (consider how the idea of limited liability itself spread once its 
benefits were seen). Here the benefit is a sustainable and just economy – a pretty compelling selling 
point. 

Finally, implementing Equitable Liability is not a leap in the dark. It is actually bringing legal reality in 
line with moral common sense. People understand at a gut level that if you make a mess, you should 
clean it up; if you hurt someone, you should compensate them; if you want insurance, you pay the 
premium. We are translating those basic ethics into the macro-economic structure. Politicians can 
explain it just that way to the public – it resonates. “No more free rides for corporate polluters and 
gamblers – they’ll have to carry insurance just like you do for your car or home. If they prove they’re 
safe, their investors will pay almost nothing. If they’re risky, they’ll pay a lot. Either way, you will not 
be left with the bill or the damage.” This is a winning message. 

And so, step by step, law by law, we will usher in the new dawn of Equitable Liability. 

 

7. Conclusion: A New Dawn Unignorable 
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This manifesto has laid out a vision and a plan: Equitable Liability - A New Dawn. It is both 
revolutionary and eminently practical. With a fierce urgency of a world in crisis, we have identified the 
structural flaw corroding our societies and planet – the toxic coupling of shareholder primacy and 
costless limited liability – and we have proposed a concrete remedy – a risk-adjusted liability premium 
that forces capitalism to finally grow up and take responsibility for its footprint. 

No more shall the shareholders of a corporation sleep tranquilly while their company quietly wreaks 
havoc on the world, comforted by the knowledge that the losses are capped and overflow will fall on 
faceless others. Under Equitable Liability, every decision that could harm the public will also affect the 
investors’ returns, immediately and inexorably. This single adjustment will ripple outward to reform 
countless ills: pollution, climate change, exploitative labour practices, unsafe products, financial 
bubbles, and even the drums of war. It realigns the invisible hand with the common good. 

We stand at a crossroads in history. The old paradigm – profit at any price, protected by law from 
consequences – is dying. It is dying in our flames and our floods, in our collapsing insect populations 
and our collapsing trust in institutions. A new paradigm beckons, one of accountable 
capitalism where life and livelihood are both respected. We can fix the very code of our system with a 
stroke of a pen. Not in some distant future, not with utopian wishful thinking, but here and now with 
legislation ready to be written. 

To governments everywhere: seize this mechanism and implement it. The people will support you. You 
will be remembered as pioneers of a liveable future. To those leaders hesitant or beholden to the status 
quo – know that if you do not act, others will, and your economies will eventually be forced to follow 
or be left behind in a maladaptive past. This is your moment to be bold. 

To CEOs and investors: the writing is on the wall. Embrace Equitable Liability and transform your 
business models ahead of mandate. Lead your industries in voluntarily pricing your externalities – you 
will earn public respect and be better prepared for the policy changes that are coming. The era of “profits 
first, planet last” is ending. Those who adapt will find new profits in sustainability; those who resist 
will become dinosaurs in a changed climate (both literal and metaphorical). 

To the public: raise your voice and your expectations. Demand that your representatives enact these 
changes. Support companies that proactively internalize costs and call out those that lobby against 
accountability. This is not a technical tweak – this is the hinge upon which our future turns from dystopia 
to renaissance. Your pressure, your insistence that corporations pay their way, is crucial. Remember: 
every social advance, from abolishing child labour to mandating seatbelts, met predictions of doom 
from vested interests – and every time, those predictions proved empty and society emerged safer and 
stronger. The same will be true when we abolish free limited liability for abuse. 

To Indigenous peoples and guardians of nature: this manifesto echoes what you have long known – that 
everything is connected, that one cannot poison the land or water without poisoning oneself. Equitable 
Liability operationalizes this truth in modern economic terms. We honour your wisdom and invite you 
to be central voices in designing and implementing this new system, to ensure it truly respects the rights 
of Mother Earth and all her children. Your leadership will keep this reform honest and holistic. 

In concluding, let us be clear: this is not merely a policy proposal, it is a manifesto for civilization to 
endure and thrive. It addresses root causes, not symptoms. It is sweeping yet precise, radical yet 
reasonable. In the face of climate breakdown, inequality, and disillusionment, it offers a path to hope 
through structural change. We can make capitalism regenerative instead of extractive. We can make 
markets servants of humanity rather than masters. We can align the incentives of our economy with the 
values of our hearts – fairness, responsibility, and care. 

The dawn is coming. One can sense that the collective consciousness is ready for a leap. When the sun 
rises on this new system, we will marvel at how obvious it seems in retrospect. Future generations will 
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scratch their heads that for so long corporations were allowed to cause endless harm for free. They will 
thank us – or curse us – depending on what we do now. 

Let it not be said that we lacked ideas or solutions. Here is one, laid out with academic rigor and moral 
fire. All that remains is to act. I invite economists, lawyers, activists, and visionaries around the world 
to join in fleshing out the details and pushing it forward. But even more, I implore lawmakers and 
leaders: do not wait. The legislation could be on your desk tomorrow. Sign it, and ignite the revolution. 

Equitable Liability is a new dawn for economies in harmony with life. It is world-changing, yes. And 
it is within our grasp.  History is watching. The forests, the oceans, the spirits of our ancestors and the 
dreams of our children – they are all watching. 

On behalf of the Wamákȟaŋškaŋ – the voiceless who suffer the status-quo: Let us not blink. Let us not 
flinch. Let us usher in the new dawn, now. 

 

 

 

-Arman Q. Valaquenta, Founder 

Dauðalogn, a BC benefit company 

Dauðalogn Holdings Limited gratefully acknowledges that we are guests on the traditional and ancestral 
lands and waters of Indigenous peoples across Turtle Island. In what is now known as the Vancouver 
area, we acknowledge the unceded lands of the Coast Salish peoples: Sḵwx̱wú7mesh (Squamish), 
Səl̓ílwətaɬ (Tsleil-Waututh), and xʷməθkʷəy̓əm (Musqueam). In what is now known as Greater Victoria, 
we acknowledge the lək̓ʷəŋən (Lekwungen) and W̱SÁNEĆ peoples. We honour Elders and Knowledge 
Keepers, past and present, and commit to continued learning and respectful relationships. 
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APPENDIX A:   

 

Origins and Evolution of Limited Liability 

Early Analogues in Ancient Legal Systems 

Roman Law: Ancient Rome had no formal concept of the modern limited-liability corporation, but 
workarounds existed that foreshadowed it. Roman business ventures were often organized as 
partnerships (societates), in which partners bore unlimited personal liability. To avoid ruinous liability 
(which in Rome could even lead to debt slavery), some entrepreneurs exploited the legal status of slaves. 
They would appoint a jointly-owned slave as the manager or nominal owner of the business, with the 
slave’s peculium (a personal trust of assets) as the only fund available to creditors. In essence, the 
slave’s peculium was the limit of liability – if the venture failed, the creditors could seize only the 
peculium, not the masters’ other assets. This effectively “limited” the Roman investors’ risk. Roman 
tax-farming companies (societates publicanorum) are sometimes cited as an early example of 
shareholder enterprises with limited liability. Shareholding publicani could invest in these companies, 
and by using slaves or legal entities as intermediaries, they shielded personal wealth from the company’s 
debts. However, it is debated whether societates publicanorum truly granted general limited liability in 
law or just in practice. Overall, Roman law did recognize separate patrimonies (e.g. a slave’s peculium 
or a municipal corporation’s treasury) that insulated owners from certain debts, a concept analogous to 
limited liability in effect. 

Islamic and Medieval Partnership Law: Early Islamic jurisprudence did not develop a corporate persona 
for businesses, but it had partnership forms that mitigated personal liability. One notable analogy is 
the mudaraba (also known as qirad or commenda in later European usage). In a typical mudaraba, an 
investor (rabb al-mal) finances a venture run by an entrepreneur (mudarib). Losses are borne by the 
investor’s capital and the entrepreneur loses only his labour; the entrepreneur is not personally liable 
beyond losing any expected profit. This effectively limits the financier’s liability to the invested sum 
and the manager’s liability to the value of his effort. Likewise, Islamic law, like Roman law, allowed a 
master to authorize a slave to trade on his behalf (the concept of an abd al-ma’dhun). In such cases, 
jurists held that debts incurred by the slave’s business could only be satisfied from the slave’s trading 
assets or the value of the slave, not from the master’s general property. This precedent – “the limited 
liability of the master for his slave’s business debts” – is noted by scholars as an early parallel to limited 
liability for business owners. Furthermore, Islamic institutions like the waqf (charitable endowment) 
and the state bayt al-mal (treasury) were treated as separate legal entities, capable of owning property 
and owing debts in their own capacity. While not commercial corporations, these demonstrate the legal 
notion of a fund or entity with its own liabilities, distinct from individuals – a conceptual stepping stone 
toward limited liability. 

Ancient India: In India, antiquity and the early medieval period saw guild-like 
corporations called sreni (guilds of merchants or artisans) which sometimes functioned as collective 
business entities. The sreni had organizational features akin to corporations: they could own property, 
enter contracts, and sue or be sued in the guild’s name. They thus had separate legal entity status and 
centralized management, much like modern companies. However, these early Indian corporate 
forms generally did not provide limited liability to their members. Members of a guild were often still 
personally responsible for the guild’s debts, absent an agreement to the contrary. Early Hindu law did 
have the concept of yupta or partnership, but each partner’s liability was typically joint or proportional, 
not strictly capped by an investment. In essence, ancient Indian enterprises usually offered entity 
shielding (protecting the firm’s assets from personal creditors), but not full owner shielding (protecting 
owners from firm creditors). 
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Chinese Traditions: In early Chinese legal practice, merchant enterprises were typically family 
businesses or loose partnerships with unlimited liability. Traditional Chinese law did not recognize a 
joint-stock corporation or provide liability shields for investors before modern times. Business failures 
could implicate the personal fortunes of all partners or family members involved. It was not until the 
late 19th century – under the influence of Western laws – that China began adopting corporate forms. 
The Qing Dynasty’s first company law in 1904 (the Gongsi Lu) introduced the notion of a shareholder-
owned company with limited liability, modelled on Western statutes. Before this, Chinese merchants 
sometimes utilized huiguan (guild halls) or piaohao (draft banks) that pooled capital, but investors 
remained personally liable or relied on clan guarantees. In short, early Chinese jurisprudence lacked a 
native concept of limited liability; it only emerged as a legal principle in China with 20th-century 
reforms aligning with global corporate norms. 

Summary of Ancient Analogues: Across these early systems, we can see the precursors of limited 
liability: the idea of a business entity’s obligations being distinct from an owner’s personal obligations. 
Roman entrepreneurs using slaves as liability shields and Islamic mudaraba or commenda partnerships 
limiting risk to capital invested are prime examples. These mechanisms underscore a longstanding 
desire to encourage investment by compartmentalizing risk. However, true general limited liability – a 
default rule that shareholders of a company can lose only their paid-in capital – did not yet exist as a 
broad legal right in antiquity. It remained an exceptional arrangement or logical workaround until the 
modern era. 

Early Modern Developments: Chartered Companies (1600s) 

The early modern period witnessed the rise of joint-stock companies in Europe, which set the stage for 
formalizing limited liability. Notably, the great trading companies of the 17th century – especially the 
Dutch and English East India companies – pioneered features of the modern corporation: permanent 
capital, transferable shares, legal personality, and in some cases limited liability for investors. 

• Dutch East India Company (VOC, founded 1602): The VOC is often cited as the first 
true publicly traded corporation and an early example of limited liability in practice. The 
VOC’s 1602 charter, granted by the States General of the Netherlands, allowed it to issue shares 
to the public. Crucially, the VOC introduced an innovation: even the managing directors 
(bewindhebbers) enjoyed liability limited to their investment, whereas in earlier companies 
directors bore unlimited liability. In the VOC, both the passive shareholders (participanten) 
and the directors could not be held personally responsible for the company’s debts beyond the 
capital they had contributed. As a result, the VOC was effectively a limited liability 
company from its inception. This protection encouraged wider participation – over a thousand 
initial investors, including many small merchants, dared to invest knowing their risk was 
capped at their shareholding. By allowing investors to “hazard only their stock” and not their 
entire fortune, the VOC could amass unprecedented capital (over 6.4 million guilders). The 
VOC’s success demonstrated the enormous commercial advantages of limited shareholder 
liability: it paid high dividends for nearly two centuries and became arguably the world’s first 
multinational corporation. 

• English/British East India Company (EIC, founded 1600): The EIC was established by royal 
charter of Queen Elizabeth I in 1600 as a joint-stock monopoly for Asian trade. Initially, its 
structure differed from the VOC’s; the EIC’s capital was raised per voyage (early investors 
would dissolve their capital after each trip). Over time, especially after 1657, the EIC shifted to 
a permanent joint-stock model. Early charters did not explicitly grant limited liability to EIC 
shareholders, and in general English law had no automatic limited liability for companies at 
this time. However, in practice, EIC shareholders were rarely pursued beyond their shares, and 
creditors dealt with the company as a separate entity. By the 18th century, the EIC and other 
chartered companies (such as the South Sea Company (1711) and Bank of England (1694)) had 
implicit liability limits: investors risked their subscription, but if the company failed, creditors 
could only seize corporate assets, not shareholders’ personal estates. This was not guaranteed 
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by general law but by the nature of incorporation by charter or Act of Parliament. Each of these 
charters was a special favour, and Parliament or the Crown could include or omit liability 
protections case by case. For example, banking companies in England often continued to have 
extended or double liability for shareholders well into the 19th century, reflecting lingering 
caution about shielding investors. 

• Other Early Corporations: The 17th–18th centuries saw numerous joint-stock 
enterprises (mining companies, water supply companies, insurance companies, etc.) chartered 
in Europe. Generally, unless a charter stated otherwise, shareholders faced unlimited or at least 
pro rata liability for company debts. Nonetheless, the concept of pooling capital while limiting 
exposure was gaining ground. In France, the Mississippi Company (Compagnie des Indes) in 
1719 famously attracted a frenzy of investors; it is said that John Law’s scheme implicitly 
promised that share subscribers would not be personally ruined beyond their share loss. In the 
United Provinces (Netherlands) and Britain, the success of the VOC and EIC made clear 
that limited liability, even if only implicit, was a powerful tool to mobilize investment. By the 
mid-18th century, Scotland’s courts even recognized limited liability for shareholders of certain 
companies (e.g. the 1765 Stevenson v. McNair case in Scotland held that an incorporated 
company’s members were not personally liable for its debts). These developments remained 
somewhat piecemeal and were often viewed with suspicion by legal authorities. In England, 
the notorious South Sea Bubble collapse in 1720 led to the Bubble Act 1720, which restricted 
unchartered joint-stock companies for over a century. This created a more cautious environment 
where incorporation (and any attendant liability limits) required specific government approval. 

In summary, by the early 1800s, the idea that investors in a company could limit their losses to their 
investment had been demonstrated by chartered companies like the VOC and, informally, by practice 
in others. However, it was still a privilege, granted case-by-case, rather than a general legal right. The 
stage was set for legal reforms to generalize incorporation and limited liability, spurred by the needs of 
the growing industrial economy. 

Legislative Milestones in the 19th Century 

During the 19th century, as industrial capitalism expanded, lawmakers in Western countries moved 
to codify the principles of free incorporation and limited liability. Key milestones include: 

1. New York’s General Incorporation Act of 1811 (USA): In 1811, New York State passed the 
first general incorporation statute for business corporations in the United States. This 
pioneering law allowed any group of five or more persons to form a manufacturing corporation 
(with up to $100,000 capital) by simple registration, rather than requiring a special legislative 
charter. Importantly, it granted shareholders a form of limited liability – though 
somewhat incomplete by modern standards. The Act provided that upon a company’s 
dissolution, shareholders would be individually liable for any remaining debts only to the extent 
of their shares of stock, “and no further.” In other words, a member could lose their invested 
capital, but would not have to pay beyond that if the company’s assets couldn’t cover all debts. 
This was a radical departure from the previous norm of joint and several personal liability in 
partnerships. New York’s 1811 law expressly capped liability at the amount invested, giving 
American investors a significant incentive to finance industry. The statute initially applied only 
to manufacturing businesses (reflecting a policy goal of boosting domestic industry during the 
Jeffersonian trade embargo and run-up to the War of 1812). Over the next decades, New York 
renewed and expanded this act, and other states followed suit. By the 1830s, states like 
Massachusetts (in 1830) had adopted limited liability for manufacturing firms, especially 
fearing that capital would flee to states offering safer terms. The general principle of limited 
liability spread across the U.S. such that, by the mid-19th century, most states offered it at least 
for certain types of corporations. (Notably, some states imposed “double liability” on bank 
shareholders or required unpaid capital calls, but the trend was toward true limited liability.) In 
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fact, California became the last state to fully adopt limited liability for shareholders – as late as 
1931 – illustrating that the transition took time even in the U.S.. 

2. Joint Stock Companies Act 1844 (UK): In the United Kingdom, the liberalization of company 
law began with the Joint Stock Companies Act of 1844. Spearheaded by reformers like William 
Gladstone, this Act removed the requirement of a royal charter or private act for forming a 
company. It established a public Registrar of Companies and allowed any association meeting 
certain conditions to incorporate as a joint-stock company by simple registration. The 1844 Act 
is significant as it created the framework for free incorporation – a company became a legal 
person upon registration, with its own property and the ability to sue or be sued. 
However, crucially, the 1844 Act did not grant general limited liability to shareholders. At the 
time, there was intense debate in Britain about whether offering limited liability to all 
companies would encourage fraud or reckless speculation. As enacted, the 1844 Act made 
incorporation easier but assumed that shareholders of registered companies still had unlimited 
liability unless a special act or charter stated otherwise. In practice, this meant early registered 
companies were often formed as deed-of-settlement companies with contractual clauses to limit 
liability among members, but creditors could potentially reach shareholders’ personal assets. 
The reluctance to endorse limited liability in 1844 reflected lingering scepticism in Britain: 
many felt that allowing investors to escape full accountability for debts was ethically 
questionable and economically risky. Indeed, a government commission in 1854 warned that 
easy limited liability could “lower the high credit” and reputation for probity among British 
merchants. So, the 1844 Act created the modern incorporation process, but limited liability 
remained an exceptional grant until later. 

3. Limited Liability Act 1855 (UK): By the mid-1850s, economic and political pressure for 
change had mounted. Britain was in the throes of the Railway Mania bust and facing capital 
shortages for new enterprises. In 1855, Parliament passed the Limited Liability Act (18 & 19 
Vict. c.133), which for the first time expressly permitted limited liability for companies formed 
by registration. This Act allowed shareholder liability to be limited, subject to certain conditions 
– it applied only to companies with 25 or more members, and initially excluded banks and 
insurance companies from its protection. (Insurance was excluded due to worries about 
speculative “bubble” insurers; in practice, insurance contracts themselves often limited member 
liability, and later the Companies Act 1862 extended limited liability to insurers as well.) Under 
the 1855 regime, shareholders were still directly liable to creditors for any unpaid portion of 
their shares (so creditors could require shareholders to pay any stock subscription that was not 
fully paid-up). But once shares were fully paid, an investor’s personal assets were off-limits. 
The passage of the 1855 Act marked a turning point: it was now public policy that encouraging 
investment via limited liability was worth the perceived risks. Still, the Act was controversial. 
Some peers in the House of Lords objected that it “departed from the old-established maxim” 
of total partner liability. Detractors argued the law might be rushed through under cover of the 
Crimean War emergency. Nevertheless, proponents like Lord Granville countered that freeing 
commerce from outdated restrictions was especially vital in times of war-related economic 
strain. The Act passed, albeit with the built-in constraints mentioned. It was soon supplemented 
and refined by a broader Joint Stock Companies Act in 1856, which simplified the formation 
of limited companies and applied one uniform law across the UK (including Scotland). 

4. Companies Act 1862 (UK): All earlier company legislation was eventually consolidated and 
improved in the Companies Act of 1862. The Companies Act 1862 was a landmark statute that 
fully unified the law of incorporation and limited liability in the UK. It allowed any lawful 
purpose company to incorporate with limited liability by simply registering a memorandum of 
association (thereby generalizing what the 1855–56 acts had started). Notably, the 1862 Act 
extended the availability of limited liability to “every form of enterprise,” as contemporaries 
observed. Even banking and insurance companies (which had been treated specially before) 
could now opt for limited liability status under the general law. The Act required a minimum 
of only 7 shareholders for a company (a number that would later be reduced and now even one 
person companies exist), and it did not prescribe any minimum capital or maximum share 
value – a freedom that some found “extraordinary” at the time. Essentially, by 1862 Britain had 
embraced the principle that any group of entrepreneurs could form a corporation and limit their 
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liability as of right. One commentator in 1867 summarized the change wryly: “You are 
permitted to incur debts without limit, but to prescribe your own limit for payment of them… 
You may invest £20, and trade to the amount of £250,000; if you succeed, your profits will be 
enormous; if you fail you can lose only £20; the rest of the loss will fall upon creditors.” This 
was cited as a dramatic illustration of the new law’s effect – essentially enabling people to take 
big business risks with only small skin in the game. Critics equated this with state-sanctioned 
moral hazard, calling it an encouragement to the “demon of speculation”. On the other hand, 
legal authorities like Baron Wilde defended the 1862 framework as simply aligning with 
personal liberty and caveat emptor: Parliament was allowing people to “take care of 
themselves” and form companies with whatever liability terms they wished, which he deemed 
a “sound principle” in a free market. The 1862 Act proved hugely influential; within a few 
years, thousands of new limited companies were formed in the UK. It became a template that 
was soon emulated in British colonies and other countries (for example, the first general 
company laws in British India, Canada, Australia, and New Zealand in the late 1850s–1880s 
were based on the UK model). 

Other Jurisdictions: Alongside the UK and US developments, other Western nations moved toward 
general limited liability in the mid-19th century. France, for instance, in its Code de Commerce of 1807 
had allowed sociétés anonymes(joint stock companies) only with special government approval. This 
changed with the July Monarchy and especially a law in 1867 that made it easier to form sociétés 
anonymes with limited liability in France. Similarly, Prussia (Germany) allowed incorporation by 
concession through the 19th century and introduced a company law in 1870 (and the German 
Empire’s Aktiengesetz of 1870/1884 firmly established shareholder limited liability). By the late 
1800s, virtually all industrializing nations had accepted the corporation with limited shareholder 
liability as a standard business form, although the exact timing and form of legislation varied. 

 

Debates Over Limited Liability: For and Against 

The expansion of limited liability in the 19th century did not occur without vigorous debate. Politicians, 
economists, businessmen, and lawyers weighed its pros and cons, often in starkly moral terms. Key 
arguments on each side included: 

• Arguments in Favor: Proponents argued that limited liability was essential for mobilizing the 
vast amounts of capital required by modern industry and large-scale enterprises. The traditional 
partnership model (where any partner’s personal fortune was at risk) was seen as too perilous 
for investors with “modest means”. Only the wealthy or the very risk-tolerant would invest in 
big ventures if one misjudgement could ruin them. Limited liability, it was said, democratized 
investment and entrepreneurship. It enabled the middle class to buy shares without risking 
bankruptcy of their families. A frequently cited benefit was that it diversified risk: with liability 
capped, investors could take small stakes in multiple ventures rather than “putting all eggs in 
one basket.” This spreading of risk was thought to channel more funds into productive 
enterprises. Limited liability was also praised for encouraging long-term investment and 
professional management. By protecting passive shareholders, it separated ownership from 
day-to-day control; people could invest capital and leave management to specialists, without 
fear that a manager’s mistake would drag them into court or debtors’ prison. In 1865, jurist 
Charles Wordsworth lauded the new Companies Acts for finding the ideal “form of partnership 
with limited liability, which should unite large capital with unity and promptitude of action” – 
something impossible under unlimited liability. Supporters viewed limited liability as a 
natural evolution of commercial law to suit the needs of an industrial society. They noted that 
it merely extended to all entrepreneurs a privilege that had long been granted selectively via 
charters. As one treatise put it, the reforms simply allowed “every man to take care of himself 
and act as he pleased” in business, so long as no fraud was involved. Economic liberals argued 
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that creditors could price their loans or goods according to the risk (charging higher interest or 
requiring security when dealing with limited companies), so freedom of contract should prevail. 
Another point in favour was international competitiveness: British advocates warned that if 
England didn’t offer limited liability, investors would send their money to America or 
elsewhere that did. In summary, the pro-limited-liability camp emphasized capital formation, 
risk innovation, and alignment with modern economic realities. 

• Arguments Against: Critics of limited liability were often outspoken and couched their 
objections in moral as well as practical terms. A common refrain was that limited liability 
would undermine personal responsibility and commercial integrity. Traditionalists believed 
that if a person stood to gain from a business, they ought to answer fully for its debts: anything 
less was seen as a kind of legal evasion. The 1854 British Partnership Commission reflected 
this view, fearing that easy limited liability could lower the honourable “credit” attached to 
British merchants’ name. Established business elites (especially private bankers and some 
industrialists) largely opposed the change. In fact, “almost all British bank directors” were 
against limited liability in the 1850s, arguing it would encourage reckless speculation in 
banking and erode trust in the financial system. Unlimited liability for bankers, they felt, was a 
guarantor of prudence – a bank owner with his entire fortune on the line would be far more 
cautious in lending and management than one whose downside was capped. Likewise, many 
factory owners initially saw limited liability companies as shady or unreliable compared to 
traditional partnerships. Opponents argued that with limited liability, entrepreneurs could 
engage in excessive risk-taking (“heads I win, tails you lose”). As one commentator 
sarcastically described in 1867: an unscrupulous promoter could invest a small sum, borrow or 
incur huge debts in the company’s name, and if the venture failed, walk away leaving creditors 
unpaid beyond that small sum. This dynamic, they warned, privileged the shareholder at the 
expense of creditors – especially “involuntary” creditors like tort victims who did not choose 
to deal with the company. There was also a fairness argument: limited companies competing 
against sole traders or partnerships gained an artificial advantage. A limited company could 
undercut an unlimited proprietor, since its owners had a safety net; critics said this would create 
unfair competition and pressure all businesses to incorporate or lose out. Ethically, some 
considered limited liability a form of state-backed privilege for capitalists – in effect, allowing 
individuals to enjoy profits without fully bearing the consequences of losses. Notably, the 
editors of The Economist magazine initially opposed the introduction of general limited 
liability in the 1850s, dismissing it as “of little practical importance” because, in theory, 
sophisticated investors could achieve similar protection through contracts (for example, by 
diversifying or by agreements with creditors). They and others posited that truly consensual 
creditors would know the deal and price the risk, but the real worry was those who might be 
misled or harmed when a limited firm collapsed. A peer in the House of Lords famously 
denounced limited liability for encouraging “the demon of speculation” – implying it would 
unleash a wave of stock-jobbing, bubbles, and swindling of the sort seen in 1720. Indeed, during 
the 1860s, after limited companies became common, there was a surge of speculative stock 
flotations and some scandals, which opponents cited as validation of their concerns. 

In these debates, both sides had valid points. The pro side ultimately prevailed in the policy arena, as 
legislators came to view the economic benefits as outweighing the moral hazard risks. But the con side’s 
warnings did lead to safeguards: for example, requirements of minimum capital or shareholder number, 
improved disclosure, and later the concept of “piercing the corporate veil” in cases of fraud or abuse. 
The dialog from the 1800s resonates to this day in discussions about corporate responsibility and 
whether limited liability encourages negative externalities. Contemporary observers noted that the new 
laws were a double-edged sword: they unleashed entrepreneurial energy but also enabled what one MP 
in 1867 called “an enormous amount of wrong… done under the provisions of the Act of 1862” when 
companies were used to bilk creditors. Over time, experience and further legal refinements (such as 
compulsory winding-up rules, director liability for fraud, and later insurance requirements for certain 
harms) helped strike a balance. 



 28 

From Privilege to Norm: Late 19th and 20th Century Developments 

By the late 19th century, limited liability had evolved from a rare privilege to the standard default 
rule for corporations across much of the world. This transformation can be seen in both legal 
frameworks and business practice: 

• Widespread Legal Adoption: Following the lead of the UK’s 1850s acts and similar U.S. state 
laws, other countries rapidly updated their commercial laws. For instance, France’s 1867 
law allowed free incorporation with limited liability (ending the regime of case-by-case 
approval). The newly unified Germany’s company law of 1870 (and the Aktiengesetz of 1884) 
firmly entrenched limited liability for shareholders of AGs (public companies). Smaller forms 
like the GmbH (private limited company) were introduced in Germany in 1892 to extend 
limited liability to modest-sized enterprises as well. In Japan, the Meiji-era commercial code 
(1899) imported the concept of limited liability companies (kabushiki kaisha). Canada, 
Australia, New Zealand and other British-influenced jurisdictions adopted general limited 
liability incorporation in the mid-to-late 19th century, usually copying the British Companies 
Acts. Even in places like the Ottoman Empire, a form of limited liability company was 
recognized in the late 19th century (the 1908 Ottoman Companies Law was based on the French 
model). By the early 20th century, there were few holdouts. Notably, as mentioned, all U.S. 
states eventually came on board, but peculiarities like California’s late adoption in 1931 show 
that local debates persisted. After 1945, with the spread of globalization and socialist countries 
also allowing state companies with limited liability, the concept became effectively universal 
in commerce. 

• Becoming the Norm in Practice: Initially, even when the law permitted it, not all businesses 
rushed to incorporate with limited liability. In Britain, for example, it is recorded that take-up 
was gradual: only a few hundred companies registered under the 1855–1862 acts each year at 
first, mostly speculative or smaller ventures. Many established firms (family businesses, 
partnerships) stuck to their old forms. By the 1880s, however, attitudes shifted – incorporation 
became more popular as the advantages became clear and the stigma faded. The number of 
limited companies grew exponentially in late 19th-century Britain. H.A. Shannon’s famous 
study “The Coming of General Limited Liability” (1931) documented how between the 1860s 
and World War I, British enterprise transformed: by 1914 there were around 62,000 registered 
companies. Still, even in 1914 a large portion were small private companies, and tens of 
thousands of traditional partnerships persisted. This underscores that while the legal default had 
changed, business habits took time to catch up. In the United States, incorporation and limited 
liability were embraced earlier for railroads, banks, and industrial firms, but many small 
businesses remained sole proprietorships or partnerships until well into the 20th century. Over 
time, the rise of stock markets and the need for external finance pushed more enterprises to 
incorporate to access investors who demanded limited liability. By the mid-20th century, 
virtually all large-scale enterprises worldwide were organized as limited liability companies or 
corporations, and the concept was a cornerstone of corporate law. 

• Limited Liability as Orthodoxy: By the 20th century, the idea that shareholders can only lose 
their investment – no more – had solidified as an orthodoxy of capitalism. It was strongly linked 
to the growth of public stock exchanges and the modern financial system, enabling passive 
share ownership by thousands of individuals who could not possibly monitor or control 
companies closely. It also facilitated the separation of ownership and control that characterizes 
modern corporations (as described by economists like Berle and Means in the 1930s). The flip 
side – concerns about abuse – led to new legal doctrines, notably “piercing the corporate veil” in 
cases of fraud or when individuals used the corporate form to evade the law. Such exceptions 
prove the rule that limited liability is the norm, only to be disregarded in extraordinary 
situations. In fields like banking, interestingly, the concept lingered that perhaps shareholders 
should shoulder more risk: in the 19th-century U.S., many bank charters imposed “double 
liability” (shareholders liable up to twice their shares) to give extra cushion to creditors. This 
persisted for national banks in the U.S. until the 1930s banking reforms. But outside of specific 
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sectors, full limited liability became standard. Today, forms like the LLC (limited liability 
company) and LLP (limited liability partnership) even extend the concept beyond corporations, 
offering small businesses and professional firms the same shield for owners’ assets. 

In summary, by the late 19th century limited liability had transitioned from a conditional experiment to 
an almost unquestioned feature of corporate existence. The shift was driven by the needs of industrial 
capitalism for scalable investment, and it was cemented by legal reforms such as New York’s 1811 act, 
Britain’s 1855/1862 acts, and equivalents across Europe and beyond. What began as an ingenious but 
controversial idea – that one could invest in an enterprise and, if it failed, “lose only the investment and 
no more” – became embedded in the DNA of modern economies. As one historian noted, “the first five 
thousand limited companies” were formed amid scepticism, but the success of the corporate form 
silenced most critics by the 20th century. Limited liability is now seen as a foundational principle that 
balances risk and reward, fuelling entrepreneurship while imposing certain legal checks to mitigate 
its downsides (such as disclosure requirements and insolvency laws to protect creditors). The journey 
from ancient partnership liabilities to today’s ubiquitous LLCs and corporations highlights an evolution: 
society gradually accepted that the encouragement of investment and commerce through limited 
liability was worth the trade-off, revolutionizing how business is done. 
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