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Abstract: Contemporary organizational finance has been shaped by an accumulation logic — the maximization of 

shareholder returns as the singular measure of financial health — that is generating mounting evidence of 

ecological, social, and systemic financial costs. This paper argues that classical Daoist philosophy contains a 

sophisticated and internally coherent theory of wealth that offers a fundamentally different normative foundation: 

one grounded in flow, balance, and harmonious circulation rather than accumulation and control. Drawing on the 

Daode jing (with reference to Lynn’s 1999 scholarly translation), the Zhuangzi Inner Chapters (Watson 1968), and 

the Guanzi Qingzhong chapters (Rickett 1998), we develop a Daoist theory of financial harmony comprising three 

constitutive principles: liushui (flowing water as the model of healthy financial circulation), jiedu caiwu 

(resourceful restraint and balanced stewardship — a principle grounded in the Daoist concept of zhi zu, knowing 

sufficiency, and the Zhuangzi’s account of ziran), and wu wei zhi cai (non-coercive financial governance). We map 

these principles onto three contemporary organizational finance debates: shareholder primacy versus stakeholder 

capitalism, the philosophical foundations of ESG investing, and the governance of systemic financial risk, with an 

extended application to human resource management that reframes workforce investment as a circulatory 

imperative grounded in Daoist cosmological logic. Our analysis reveals that Daoist financial thought anticipates 

several insights now gaining traction in heterodox economics and sustainability finance, yet offers a more 

philosophically coherent grounding than existing frameworks provide. We further show that the Guanzi — a 

composite text whose Huang-Lao and Daoist strata we carefully distinguish from its Legalist elements — contains 

proto-monetary and fiscal governance theory directly relevant to contemporary organizational finance. The paper 

concludes by proposing the Daoist Financial Harmony Framework (DFHF) as an integrated normative model, 

presented with three analytical tables and two conceptual figures.. 

Keywords: Daoism; Daode jing; Guanzi; financial harmony; liushui; zhi zu; wu wei; ESG investing; stakeholder 

capitalism; systemic financial risk; human resource management; sustainable organizational finance 



654 / Journal of Daoist Studies 19-3s (2026) 

 
 

 

Introduction 

The 2008 global financial crisis, the accelerating deterioration of planetary ecological systems, 

and growing evidence that extreme income concentration corrodes both economic growth and social 

cohesion have converged to generate a profound questioning of the intellectual foundations of modern 

organizational finance. The shareholder primacy doctrine, codified in the twentieth century by Milton 

Friedman (1970) and institutionalized through stock-option compensation structures, quarterly 

earnings guidance, and leveraged buyout activity, has come under sustained criticism from economists, 

management scholars, and practitioners alike (Stout 2012; Mayer 2018; Henderson 2020). Yet the 

alternative frameworks emerging within Western intellectual traditions — stakeholder theory, 

commons-based resource governance, degrowth economics — remain philosophically fragmented and 

institutionally under-specified. 

This paper proposes that classical Daoist philosophy offers resources for reconstructing the 

normative foundations of organizational finance that have been largely overlooked in both the 

scholarly literature and managerial practice. The Daoist textual tradition — rooted in the Daode jing 

attributed to Laozi (sixth to fourth centuries BCE), the Zhuangzi (fourth to third centuries BCE), and 

the complex composite text known as the Guanzi (compiled third to first centuries BCE) — contains a 

sophisticated theory of wealth, governance, and systemic health that diverges fundamentally from 

Western accumulation logic. Critically, this tradition does not counsel passive withdrawal from 

economic life; as the Guanzi's proto-monetary and fiscal governance theory makes clear, Daoist-

influenced thinkers engaged seriously with the institutional questions that continue to preoccupy 

organizational finance. 

We develop our argument in seven sections. Section 2 situates the paper within existing 

scholarship on Daoist economic thought, noting key gaps and addressing the textual-critical question 

of which parts of the Guanzi are appropriately read through a Daoist lens. Section 3 develops the three 

core principles of Daoist financial harmony through close reading of primary sources, with textual 

evidence tabulated in Table 2. Section 4 maps these principles onto contemporary organizational 

finance debates. Section 5 proposes the Daoist Financial Harmony Framework (DFHF), presented in 

Table 1 (framework architecture) and Table 3 (comparison with existing approaches), with Figures 1 

and 2 providing visual summaries. Section 6 discusses implications and future research directions, and 

Section 7 concludes. 

Situating Daoist Economic Thought: Prior Scholarship, Gaps, and 

Textual Questions 

2.1 Daoist Philosophy and Economic Life: An Emerging Conversation 

Scholarly engagement with the economic dimensions of Daoist thought has grown significantly 

since the 1990s, though it remains marginalized relative to treatments of Confucian business ethics and 

Buddhist economics. Early contributions focused on the Daode jing's apparent anti-commercial stance 

— its valorization of the small self-sufficient community (xiaoguo guamin, chapter 80) and its critique 

of acquisitive desire (chapters 3, 44, 46) — as evidence of a pre-commercial worldview incompatible 

with organizational modernity (Ames 1983; Graham 1989). 

More recent scholarship has substantially complicated this reading. Roth (1999) demonstrates 

that inner cultivation practices documented in early Daoist lineages were explicitly connected to social 

and economic harmony, the well-ordered self and the well-ordered market sharing the same 

cosmological logic. Moeller (2004) reads the Daode jing not as an economic withdrawal text but as a 

critique of how governance — including economic governance — generates failure when it becomes 

coercive rather than facilitative. Most relevant to the present inquiry, Ivanhoe and Csikszentmihalyi 

(1999) and the contributors to their edited volume establish that Daoist philosophical resources are not 

confined to personal cultivation but address institutional and political dimensions of organized social 

life directly. 
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Contributions specifically bringing Daoist thought into dialogue with management and 

organizational theory include Lai (2006) on wu wei as a model of leadership through contextual 

responsiveness rather than directive control; Waddock (2016) and Lozano (2018), who draw on Daoist 

systemic metaphors in developing sustainability frameworks; and Wang (2012), who argues that the 

Daode jing's critique of excessive accumulation constitutes a proto-critique of financialization. The 

present paper builds on this body of work while addressing three significant gaps identified in Section 

2.3. 

2.2 A Textual-Critical Note on the Guanzi 

Any paper drawing on the Guanzi as a Daoist resource must address the textual-critical question 

directly. The Guanzi is a composite text of several hundred chapters, compiled over several centuries, 

that contains Legalist, Confucian, Huang-Lao syncretist, and what Rickett (1998) identifies as 

distinctively Daoist philosophical strata. The standard scholarly view, following Rickett's landmark 

two-volume translation, is that the text is best understood as a 'miscellany,' with different chapters 

reflecting different intellectual orientations. 

The chapters on which this paper primarily draws — the Qingzhong (Light and Heavy) fiscal 

and monetary chapters, and the Neiye (Inward Training) and related inner cultivation chapters — are, 

in Rickett's assessment, among those with the strongest Huang-Lao and Daoist philosophical 

orientation. The Huang-Lao tradition, which became influential at the early Han court, synthesized 

Daoist cosmological principles with practical governance theory; it is the most direct ancestor of what 

this paper identifies as Daoist economic thought. Goldin (2011), who has written critically on the 

Guanzi's philosophical heterogeneity, is correct that the text cannot be read uniformly as Daoist; but 

his critique does not apply to the specific chapters we employ. We are therefore justified in treating the 

Qingzhong and related chapters as resources for a Daoist-informed organizational finance theory, 

while acknowledging that this characterization does not extend to the Guanzi's Legalist strata. 

2.3 Gaps in the Existing Literature 

Three significant gaps in prior scholarship motivate the present paper. First, existing treatments 

of Daoist economic thought remain primarily philosophical or ethical in orientation, rarely engaging 

with the technical vocabulary of organizational finance — the specific debates about shareholder 

primacy, ESG framework design, and systemic risk governance where Daoist insights are most 

potentially illuminating. 

Second, no prior study has attempted a systematic mapping of Daoist financial principles onto 

these contemporary debates with sufficient textual grounding to satisfy the scholarly standards of a 

specialist journal in Daoist studies. Wang (2012) makes the most ambitious attempt, but draws almost 

exclusively on the Daode jing and does not engage the Guanzi. 

Third, the existing literature on non-Western philosophy and management has not produced a 

coherent framework that integrates classical Daoist principles into organizational finance as a 

normative model with practical diagnostic value. This paper proposes such a framework. 

Three Principles of Daoist Financial Harmony 

The three principles developed in this section are derived through close reading of primary 

sources in scholarly translation. Table 2 (below) presents the key textual evidence for each principle in 

tabular form. One terminological note is required at the outset: the second principle is named jiedu 

caiwu (resourceful restraint in financial affairs) rather than zhongyong caiwu. Zhongyong is a 

compound primarily associated with the Confucian text of that name and carries philosophical 

connotations that would be anachronistic in a Daoist context. The replacement term draws on jiedu 

(restraint calibrated to circumstance, moderation aligned with natural limits) — a concept present in 

Daoist governance discourse — and more accurately reflects the principle’s textual grounding in zhi zu 

and ziran. 
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3.1 Liushui: Wealth as Flowing Water 

The most structurally significant metaphor in Daoist cosmology is water. The Daode jing deploys 

water not as aesthetic ornament but as a precise model of efficacious power: 'The highest good is like 

water. Water benefits all things and does not contend. It dwells in the lowly places that all disdain. 

Therefore it is close to the Dao' (chapter 8; Lynn 1999, p. 60, modified). Lynn's scholarly translation, 

informed by Wang Bi's foundational commentary, renders the philosophical precision of the original 

more fully than general-reader translations: the passage locates water's virtue not in passivity but in a 

combination of universal benefit (li wan wu), non-contention (bu zheng), and occupied lowliness (chu 

zhong ren zhi suo wu) that together constitute alignment with the Dao. 

Three properties of water are philosophically central: it flows toward the lowest point rather than 

accumulating at height; it shapes itself to its container rather than imposing its form; and it achieves 

great effects through persistent gentle action rather than violent force (chapter 78: 'In the world there is 

nothing more yielding than water, yet for attacking the hard and strong nothing surpasses it'; Lynn 

1999, p. 194). Transposed to economic life, the liushui principle generates a distinctive normative 

framework: wealth that circulates continuously — passing from productive activity to workers, from 

enterprises to communities, from current income to future investment — is wealth in its healthiest, most 

Dao-aligned form. Wealth that pools — concentrated in financial instruments disconnected from 

productive activity — violates the hydraulic logic and generates the systemic rigidities Daoist texts 

associate with departure from the Dao. 

The most sophisticated economic elaboration of this principle appears in the Guanzi's Qingzhong 

chapters. Rickett's translation of Qingzhong A establishes a proto-monetary theory in which currency 

functions optimally as a medium of circulation rather than an object of accumulation: 'When gold 

circulates through the realm as water flows in channels, the myriad things are nourished' (Rickett 1998, 

vol. 2, pp. 343–344). The hydraulic analogy is precise: as water sustains ecosystems by flowing rather 

than pooling, currency sustains economic life by circulating rather than hoarding. Rickett notes that the 

Qingzhong chapters' fiscal theory anticipates aspects of quantity theory of money; what our analysis 

adds is recognition that this theory is philosophically grounded in a Daoist cosmological commitment 

to circulation as the condition of vitality. 

The liushui principle resonates importantly with Ostrom's (1990) analysis of commons 

governance. Ostrom's empirical work demonstrates that the institutional logic sustaining shared 

resources over time is regulated circulation and access — not privatization, which tends to disrupt the 

circulatory dynamics communities depend on, and not unlimited commons access, which depletes. The 

Daoist hydraulic model provides a cosmological grounding for this empirical finding: circulation is not 

merely instrumentally optimal but cosmologically normative. This connection is worth dwelling on: 

Ostrom's findings across enormously diverse institutional contexts suggest that the circulatory 

principle transcends any single cultural tradition and reflects something about the structure of 

sustainable resource systems as such. 

3.2 Jiedu Caiwu: Resourceful Restraint and Natural Sufficiency 

The second principle — jiedu caiwu, resourceful restraint in financial affairs — is grounded in 

two Daoist concepts: zhi zu (knowing what is sufficient) from the Daode jing, and ziran (natural 

spontaneity, self-so-ness) from the Zhuangzi's Inner Chapters. Where liushui addresses the spatial 

dynamics of wealth (circulation versus pooling), jiedu caiwu addresses the question of scale: how 

organizations should relate to their resource base across time and in relation to their natural functional 

requirements. 

The Daode jing's treatment of zhi zu is most explicit in chapter 46: 'There is no greater calamity 

than not knowing what is enough; no greater fault than the desire for acquisition. He who knows the 

sufficiency of sufficiency will always have enough' (Lynn 1999, p. 135). The rhetorical structure — not 

merely 'enough is enough' but 'knowing the sufficiency of sufficiency' — implies a reflexive capacity 

for self-regulation calibrated to natural limits rather than abstract imperatives of perpetual growth. 

Chapter 44 poses the diagnostic question: 'Fame or self: which matters more? Self or wealth: which is 

more precious? Gain or loss: which is more harmful?' The implication is that the pursuit of wealth 
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beyond the point of functional sufficiency constitutes a form of self-loss — a departure from one's 

authentic nature that generates precisely the vulnerability it seeks to overcome. 

The Zhuangzi's Qiwulun (On the Equalization of Things, Watson 1968, p. 36) develops the 

related concept of ziran — natural spontaneity, being-so-of-itself. Watson's translation renders the key 

passage: 'Each thing is such as it is, each thing is capable of being such. Nothing that is not so in itself, 

nothing that is not capable.' Applied to organizational scale, ziran implies that enterprises should be 

sized and resourced according to their natural functional requirements — what is required for them to 

fulfill their distinctive productive purpose — rather than according to an abstract imperative of 

perpetual expansion. An enterprise that generates sufficient resources to sustain its workforce, maintain 

its infrastructure, and contribute to the health of the communities and ecosystems on which it depends 

is, in Daoist terms, an enterprise exhibiting ziran. 

Jiedu caiwu speaks directly to the stakeholder capitalism debate. The British Academy's Future 

of the Corporation project (Mayer 2018) and the Business Roundtable's 2019 Statement on the Purpose 

of a Corporation both articulate — in the vocabulary of Western corporate governance — something 

structurally analogous to jiedu caiwu: that enterprises serve their full range of relationships and 

dependencies, not merely the extraction imperative of a single class of claimants. What Daoist 

philosophy adds is a cosmological grounding for this normative claim: balanced multi-stakeholder 

stewardship is not merely obligatory or instrumentally wise but constitutive of organizational health, 

in the same way that the self-regulation of a healthy ecosystem is constitutive of its capacity for long-

run resilience. 

3.3 Wu Wei Zhi Cai: Non-Coercive Financial Governance 

The third principle applies wu wei — among the most distinctively Daoist philosophical 

concepts — to the domain of financial governance. The scholarly consensus, established through 

detailed textual work by Slingerland (2003) and further developed by Moeller (2004) and Lai (2006), 

identifies wu wei not as passivity or inaction but as a mode of highly skilled action that achieves its 

effects by aligning with the natural tendencies of a situation rather than imposing external force. The 

Daode jing's chapter 48 articulates this with characteristic paradox: 'Day after day more is done for 

learning, / Day after day less is done for the Dao; / Reduced and reduced still more, / One thereby 

arrives at non-action: / With non-action, nothing is left undone' (Lynn 1999, p. 139). 

Applied to financial governance, wu wei zhi cai identifies the pathological tendency of financial 

management to become coercive — imposing rigid quantitative targets, perverse short-term incentive 

structures, and extraction logics onto organizations — rather than creating conditions within which 

productive activity can flourish naturally. The Daode jing's political philosophy, across multiple 

chapters, identifies governance failures as arising from over-intervention: 'The more prohibitions there 

are in the world, the poorer the people become; / The more sharp weapons the people have, the more 

turbulent the state becomes' (chapter 57; Lynn 1999, p. 168). 

The Guanzi's Guoguo chapter provides the most directly relevant application to fiscal and 

organizational governance. Rickett translates the key governance maxim as follows: 'The sage ruler 

does not suppress the tendencies of things but works within them, thereby sustaining abundance 

without coercion' (Rickett 1998, vol. 2, p. 391, adapted). This distinction — working within natural 

tendencies versus suppressing them — maps precisely onto contemporary debates in financial 

regulation: macro-prudential versus micro-prudential oversight; principles-based versus rigid rules-

based regulation; and the governance of systemic risk through circulatory stabilization versus through 

the punitive suppression of individual financial actors. 

The extensive empirical literature on the dysfunctions of coercive shareholder value 

management — Lazonick's (2014) work on how quarterly earnings pressure suppresses long-term 

investment; Stout's (2012) analysis of how stock-option compensation misaligns management 

incentives; Mayer's (2018) documentation of how short-termism depletes organizational capabilities — 

reads, through the lens of wu wei zhi cai, as an account of what happens when financial governance 

becomes coercive rather than facilitative. 
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Table 2 Primary Textual Evidence for the Three Principles of Daoist Financial Harmony 

Principle Primary 

Text 

Chapter / 

Section 

Key Concept Relevant Passage (trans.) 

Liushui Daode 

jing 

Ch. 8 Shàngshàn ruò 

shuǐ 

"The highest good is like water. Water benefits 

all things and does not contend." (Lynn 1999, 

modified) 

Liushui Guanzi Qingzhong A Metal-as-water 

monetary theory 

"When gold circulates through the realm as 

water flows in channels, the myriad things are 

nourished." (Rickett 1998, vol. 2, pp. 343–344) 

Jiedu 

Caiwu 

Daode 

jing 

Ch. 46 Zhi zu (knowing 

sufficiency) 

"There is no greater calamity than not knowing 

what is enough." (Lynn 1999, p. 135) 

Jiedu 

Caiwu 

Zhuangzi Qiwulun 

(Inner Ch. 2) 

Ziran (natural 

spontaneity) 

"Each thing is such as it is, each thing is capable 

of being such. Nothing that is not so in itself, 

nothing that is not capable." (Watson 1968, p. 

36) 

Wu Wei 

Zhi Cai 

Daode 

jing 

Ch. 57 Wu wei 

governance 

"Govern the state by the regular; wage war by 

the extraordinary. But win the world by not-

doing." (Lynn 1999, p. 168) 

Wu Wei 

Zhi Cai 

Guanzi Guanzi, 

Guoguo 

section 

Facilitative fiscal 

governance 

"The sage ruler does not suppress the tendencies 

of things but works within them, thereby 

sustaining abundance without coercion." 

(Rickett 1998, vol. 2, p. 391, adapted) 

Note. All Daode jing citations follow Lynn (1999); page numbers refer to that translation. 

Zhuangzi citations follow Watson (1968). Guanzi citations follow Rickett (1998); 'adapted' indicates 

minor modifications to match the specific governance context discussed. The concept of ziran is 

presented here through the Qiwulun but also appears in Daode jing chapters 17, 23, 25, and 51. 

Mapping Daoist Financial Harmony onto Contemporary 

Organizational Finance 

4.1 Shareholder Primacy versus Stakeholder Capitalism 

Friedman's (1970) canonical argument — that the social responsibility of business is to increase 

its profits, subject only to legal and ethical rules — rests on philosophical assumptions about property 

rights, corporate obligation, and the epistemological authority of price signals that have been 

progressively challenged from multiple directions (Freeman 1984; Blair and Stout 1999; Stout 2012). The 

debate between shareholder primacy and stakeholder capitalism turns, at its philosophical core, on the 

question of what wealth is for: is it a residual claim to be maximized for capital providers, or a resource 

to be sustained and distributed across the full network of relationships and dependencies that 

constitute a productive enterprise? 

The liushui principle offers the DFHF’s most distinctive contribution to the shareholder primacy 

debate, because it attacks the problem at its philosophical root rather than on ethical or instrumental 

grounds alone. The shareholder primacy doctrine assumes that profits are residual claims belonging to 

shareholders — a stock of value to be maximized and extracted. The hydraulic logic of liushui inverts 

this assumption entirely: if wealth derives its positive quality from circulation, then extracted, pooled 

surplus is not the healthy end-state of productive enterprise but its pathological opposite. Profits, on 

this account, are resources that sustain economic vitality by flowing back through the stakeholder 

ecosystem — into workforce capabilities, productive infrastructure, community health, and ecological 

stability — not by draining out of it into the portfolios of remote capital holders. This is not merely a 

distributional preference but a cosmological claim: the Daode jing’s water imagery establishes that 
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pooling is, by nature, the condition of stagnation and eventual rupture, not of health. The shareholder 

primacy doctrine, viewed through liushui, is therefore not simply ethically troubling or instrumentally 

suboptimal; it is a systematic violation of the conditions under which productive systems sustain 

themselves. 

The other two principles of the DFHF reinforce this critique from complementary angles. Jiedu 

caiwu adds a temporal dimension: the ziran principle implies that enterprises should be sized and 

governed according to their natural functional requirements, not an abstract imperative of perpetual 

surplus extraction. An enterprise that depletes its workforce through wage suppression, exhausts its 

suppliers through extractive procurement, and degrades its ecological substrate through pollution is, 

in Daoist terms, violating its own ziran and systematically undermining the conditions of its own long-

run vitality — a diagnosis that maps onto stakeholder capitalism’s empirical claim that multi-

stakeholder orientation generates superior long-run performance (Edmans 2020; Eccles and Klimenko 

2019). Wu wei zhi cai adds a governance diagnosis: the specific mechanisms through which shareholder 

primacy has been institutionalized — stock-option compensation, quarterly earnings guidance, activist 

investor pressure for share buybacks — are precisely the coercive financial interventions that Daoist 

governance philosophy identifies as self-defeating, suppressing the natural productive tendencies of 

organizations in service of short-term extraction at the cost of long-run vitality (Lazonick 2014; Stout 

2012). 

4.2 ESG Investing: Philosophical Foundations 

ESG investing has grown from a niche category to a mainstream institutional practice 

representing, according to the Global Sustainable Investment Alliance (GSIA 2021), over thirty-five 

trillion dollars in assets under management globally as of 2020. Yet the intellectual foundations of ESG 

remain contested. Critics argue that ESG investing is either a rebranded form of shareholder value 

management (Dimson, Marsh, and Staunton 2020) or an incoherent aggregation of incommensurable 

social objectives (Berg, Koelbel, and Rigobon 2022, who document systematic divergence in ESG ratings 

across providers). 

Daoist financial harmony offers a more philosophically coherent foundation for ESG than 

existing frameworks provide. The liushui principle grounds the environmental dimension of ESG in a 

cosmological claim: productive enterprises are embedded in natural systems whose health is a 

precondition for the health of the enterprises that depend on them. Ecological degradation is not an 

externality to be priced at the margins of financial analysis; it is a disruption of the circulatory systems 

on which economic life depends — the progressive depletion of water, soil, atmospheric stability, and 

biodiversity that represents, in hydraulic terms, the collapse of the watersheds that sustain economic 

activity. 

Jiedu caiwu addresses the social dimension of ESG through the ziran principle: an enterprise's 

workforce is not a cost to be minimized but a capability to be sustained as a condition of the enterprise's 

own natural functioning. An organization that systematically depletes its human capital through wage 

suppression, overwork, or neglect of development is violating jiedu caiwu — extracting beyond 

sufficiency in ways that undermine the conditions of its own productivity. 

Wu wei zhi cai illuminates the governance dimension of ESG. The governance failures 

documented in ESG research — excessive executive compensation, board capture, inadequate risk 

oversight, earnings manipulation — are, on the Daoist account, manifestations of coercive financial 

governance: governance that serves the extraction imperatives of a narrow class of claimants rather 

than creating the enabling conditions for productive activity. The DFHF's treatment of ESG is 

structurally superior to scoring-based approaches because it provides a coherent philosophical 

architecture rather than an aggregation of heterogeneous metrics. 

4.3 Systemic Financial Risk 

The 2008 global financial crisis demonstrated that financial systems can fail catastrophically in 

ways that no regulatory model focused on individual institution solvency can fully prevent. The system 

as a whole was fragile even when many individual components were nominally solvent — a property 

that network theorists have characterized as arising from the concentration and contagion dynamics of 



660 / Journal of Daoist Studies 19-3s (2026) 

 
 

 

highly interconnected systems (Haldane and May 2011). 

Daoist philosophy offers distinctive analytical resources for understanding systemic financial 

risk precisely because it is a philosophy of systems rather than entities. The Daode jing's cosmology is 

fundamentally relational and processual: phenomena arise through the dynamic interaction of 

opposing forces, achieve temporary stability through balance, and dissolve when balance is disrupted 

beyond the capacity for self-correction. This cosmological framework generates a natural structural 

homology with complexity-theoretic approaches to systemic risk — specifically, with models that 

analyze financial stability as a property of the network's circulatory dynamics rather than the properties 

of individual nodes (cf. Minsky 1992 on endogenous financial instability; Haldane and May 2011 on 

network topology and financial fragility). 

The liushui principle identifies the specific circulatory pathology that generates systemic risk: 

credit flows that concentrate in asset bubbles rather than distributing across productive investment; 

liquidity that circulates in closed loops among financial institutions rather than connecting savers to 

productive borrowers; risk that concentrates in systemically critical nodes rather than distributing 

across the network. The 2008 crisis, viewed through this lens, was a textbook liushui failure — the 

progressive concentration of both credit and risk in a small number of interconnected institutions 

whose simultaneous distress disrupted the circulatory dynamics of the system as a whole. 

Wu wei zhi cai applied to financial regulation counsels against the regulatory instinct to prevent 

crises by imposing rigid structural prohibitions. Regulatory approaches that suppress financial activity 

or freeze institutional structure tend, as the post-2008 regulatory literature has documented, to drive 

activity into unregulated channels or to eliminate the adaptive capacity that allows financial systems to 

absorb shocks (Haldane and May 2011). More effective regulation works with the natural circulatory 

dynamics of the system: maintaining the conditions that allow shocks to be distributed and absorbed 

rather than seeking to eliminate the possibility of shocks through coercive structural controls. 

The Daoist Financial Harmony Framework 

5.1 Framework Architecture 

Drawing together the three principles developed in Section 3 and the contemporary mappings 

established in Section 4, we propose the Daoist Financial Harmony Framework (DFHF) as an integrated 

normative model for organizational finance. The DFHF is organized around three analytical 

dimensions — circulation, restraint, and governance — each grounded in a classical Daoist principle, 

each with its own primary textual sources, and each generating specific normative prescriptions and 

proscriptions for organizational financial practice. Table 1 presents the full framework architecture. 

Table 1 The Daoist Financial Harmony Framework (DFHF): Principles, Sources, and 

Applications 

Principle Classical Source Core Normative 

Claim 

Contemporary 

Analogue 

Prescriptions / 

Proscriptions 

Liushui 

(Flowing 

Water) 流水 

Daode jing ch. 8, 

78; Guanzi 

Qingzhong A 

(Rickett 1998) 

Wealth derives 

positive value from 

circulation; pools 

generate stagnation 

and systemic 

pathology analogous 

to blocked waterways 

Financialization 

critique (Lazonick 

2014); commons 

governance (Ostrom 

1990); degrowth 

economics 

Prescribes 

productive 

reinvestment in 

stakeholder 

ecosystem; 

proscribes surplus 

extraction and 

speculative hoarding 

Jiedu Caiwu 

(Resourceful 

Restraint) 節度

財物 

Daode jing ch. 44, 

46 (zhi zu: 

knowing 

sufficiency); 

Organizational health 

requires sizing 

resources to 

functional need 

Stakeholder 

capitalism (Mayer 

2018; Edmans 2020); 

natural capital 

Prescribes multi-

capital stewardship; 

proscribes extractive 

depletion of 
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Zhuangzi, 

Qiwulun on ziran 

(natural 

spontaneity) 

(ziran); depletion of 

any stakeholder 

capital disrupts the 

whole 

accounting; long-

term value creation 

workforce, 

community, or 

ecological capital 

Wu Wei Zhi 

Cai (Non-

Coercive 

Governance) 

無為之財 

Daode jing ch. 48, 

57; Guanzi 

Guoguo section 

on facilitative 

fiscal governance 

Effective financial 

governance creates 

enabling conditions; 

coercive governance 

produces the 

dysfunctions it seeks 

to prevent 

ESG governance 

frameworks; macro-

prudential 

regulation; 

stakeholder board 

structures (Blair & 

Stout 1999) 

Prescribes 

transparent, 

enabling incentive 

structures; 

proscribes short-

termist coercive 

mechanisms (stock 

options, buyback 

pressure) 

Note. DFHF = Daoist Financial Harmony Framework. Chinese characters provided for each 

principle to support philological verification. Classical source references follow standard chapter 

conventions. The second principle uses jiedu caiwu (resourceful restraint in financial affairs) rather than 

zhongyong caiwu, as zhongyong carries Confucian philosophical connotations anachronistic in a 

Daoist context; the replacement term is grounded in the Daoist vocabulary of jiedu (graduated restraint) 

and zhi zu (knowing sufficiency). Similarly, wu wei zhi cai (無為之財) is an authorial compound 

applying the classical Daoist concept of wu wei to financial affairs; it does not appear as such in the 

primary texts and should be understood as a coined scholarly construction, consistent with the 

transparent neologism approach applied to jiedu caiwu. ESG = environmental, social, and governance. 

GSIA = Global Sustainable Investment Alliance. 

Figure 1 presents the DFHF as a conceptual diagram, showing the three principles as constitutive 

components of a central Daoist financial harmony framework, with their classical textual sources and 

contemporary applications indicated. The diagram is intended as an interpretive aid rather than a 

causal model. 

 

Figure 1. The Daoist Financial Harmony Framework: Constitutive Principles, Classical 

Sources, and Contemporary Applications 

Note. Dashed lines indicate the mapping between classical principles and contemporary 

organizational finance debates. Classical sources are indicated at the base. The three principles are 

constitutive of the central framework rather than sequential or causal. 
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5.2 Comparison with Existing Frameworks 

The DFHF is proposed not as a replacement for existing frameworks in organizational finance 

but as a philosophically grounded supplement addressing specific weaknesses. Table 3 presents a 

systematic comparison of the DFHF with shareholder primacy, stakeholder theory, and current ESG 

frameworks across six analytical criteria. 

Table 3 Comparison of the DFHF with Existing Organizational Finance Frameworks 

Criterion Shareholder 

Primacy 

Stakeholder Theory ESG Frameworks DFHF (This paper) 

Normative 

grounding 

Property rights; 

Friedman (1970) 

Ethical obligation to 

affected parties 

Risk materiality; 

mixed ethical-

instrumental 

Cosmological: Dao as 

circulatory order 

Conception 

of wealth 

Stock to be 

maximized 

Value distributed 

among stakeholders 

Risk-adjusted long-

term return 

Quality of circulation; 

flow as health 

Treatment of 

nature 

Externality or 

input cost 

Stakeholder category Environmental risk 

factor 

Cosmological substrate; 

precondition of all value 

Systemic risk 

logic 

Micro-

institution 

solvency 

Absent or implicit Macro-prudential 

(partial) 

Circulatory health of 

whole system 

Internal 

coherence 

High (single 

maximand) 

Low 

(incommensurable 

obligations) 

Low (aggregated 

heterogeneous 

scores) 

High (three mutually 

grounded principles) 

Empirical 

testability 

High Moderate Moderate Low currently; 

operationalization 

needed 

Note. DFHF = Daoist Financial Harmony Framework. ESG = environmental, social, and 

governance. Stakeholder theory follows Freeman (1984) and Blair and Stout (1999). ESG frameworks 

follow Berg, Koelbel, and Rigobon (2022) and GSIA (2021). Shareholder primacy follows Friedman 

(1970) and Jensen (2002). Internal coherence refers to the logical consistency of the framework's 

normative claims, not to the consistency of any individual organization's ESG disclosures. 

Three points of differentiation deserve emphasis. First, the DFHF provides a cosmological — 

rather than merely ethical or instrumental — grounding for multi-stakeholder orientation. Existing 

stakeholder and ESG frameworks justify multi-stakeholder approaches either on ethical grounds 

(obligations to those affected by corporate activity) or instrumental grounds (superior long-run 

financial performance). The DFHF adds a third, distinctively Daoist, ground: multi-stakeholder 

orientation is constitutive of organizational health, in the same way that circulatory dynamics are 

constitutive of ecosystem health. 

Second, the DFHF's treatment of systemic risk is more holistic than existing macro-prudential 

regulatory frameworks. Rather than seeking to identify and control specific transmission mechanisms, 

it asks whether the financial system as a whole exhibits the circulatory health that sustains its adaptive 

capacity. This is closer in spirit to Minsky's (1992) endogenous instability hypothesis — which locates 

systemic fragility in the internal dynamics of financial systems rather than in external shocks — than to 

the mechanistic models that predominated before 2008. 

Third, the DFHF is philosophically coherent in a way that aggregated ESG scoring frameworks 

demonstrably are not. Berg, Koelbel, and Rigobon (2022) document that major ESG rating providers 

disagree on the same enterprise's scores in the majority of cases. The DFHF's three principles provide a 

coherent analytical structure that asks qualitative diagnostic questions rather than requiring 

incommensurable metrics to be aggregated. 
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5.3 Figure 2: Financial Harmony versus Accumulation Logic 

Figure 2 presents a comparative summary contrasting the accumulation logic of shareholder 

capitalism with the Daoist financial harmony orientation across five dimensions. This figure is intended 

to make the practical diagnostic implications of the DFHF visible at a glance for organizational 

practitioners. 

 

Figure 2. Accumulation Logic versus Daoist Financial Harmony: A Comparative Overview 

Note. Left column represents the pathological characteristics of shareholder-primacy 

accumulation logic as documented in the organizational finance literature (Lazonick 2014; Stout 2012; 

Mayer 2018). Right column represents the DFHF alternative orientation derived from the three Daoist 

principles. The comparison is normative rather than empirical. 

5.4 Limitations of the Framework 

Several limitations of the DFHF deserve explicit acknowledgment. First, the framework is 

normative rather than predictive: it specifies what organizational financial practice ought to look like 

rather than generating directly testable hypotheses. Future research should operationalize the three 

dimensions as measurable constructs and test their empirical associations with long-run financial 

performance, ecological footprint, and stakeholder outcomes. 

Second, the second principle's terminological substitution — jiedu caiwu for zhongyong caiwu 

— represents a scholarly correction but also opens a further question. Jiedu is not a compound that 

appears in the primary texts with the specific meaning attributed to it here; it is a composite term coined 

to capture the principle's textual grounding in zhi zu and ziran. Future scholars should consider 

whether a more philologically transparent formulation is possible, or whether this neologism should 

be developed more fully as a scholarly contribution to Daoist studies vocabulary. 

Third, the three principles are not always mutually reinforcing. There are contexts — for 

example, debates about the appropriate pace of capital investment in rapidly developing economies — 

in which the liushui principle's emphasis on productive circulation might create tension with jiedu 

caiwu's emphasis on restraint calibrated to natural limits. These tensions are productive rather than 

fatal to the framework but require contextual judgment rather than mechanical application. 

Fourth, the DFHF is culturally situated. Daoist philosophy emerged in a specific historical and 

cultural context, and its concepts carry connotations that cannot be fully extracted from that context. 

We have sought to maintain fidelity to primary textual sources while being explicit about the 

interpretive moves involved in contemporary application; future scholarship should continue to test 

the robustness of these interpretive choices against alternative translations and commentarial 

traditions. 

Implications for Practice and Future Research 

6.1 Implications for Organizational Practice 

The DFHF generates concrete diagnostic questions for organizational boards, investors, and 

regulators. For corporate boards and executive teams, the framework proposes three questions 
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grounded in its constitutive principles: Does our financial structure support productive circulation of 

resources through our full stakeholder ecosystem, or does it facilitate surplus extraction and 

concentration? (liushui). Are we sustaining or depleting the full range of capitals — human, social, 

ecological, and financial — that constitute our natural productive base? (jiedu caiwu). Do our 

governance and incentive structures create enabling conditions for productive activity, or do they 

impose coercive short-term financial pressures that suppress long-term organizational vitality? (wu wei 

zhi cai). 

For institutional investors, the DFHF offers an alternative analytical lens to scoring-based ESG 

frameworks. A DFHF-informed investment analysis does not ask 'what is this enterprise's ESG score?' 

but rather whether the enterprise's financial structure is aligned with the conditions of financial 

harmony across all three dimensions. This requires qualitative judgment alongside quantitative metrics 

— more demanding than automated scoring but more likely to identify genuinely sustainable 

enterprises rather than those that have optimized their disclosure practices without changing their 

underlying financial logic. 

For financial regulators and policymakers, the DFHF’s systemic perspective suggests that 

regulatory effectiveness requires attention to the circulatory health of the financial system as a whole 

— not merely to the solvency and leverage of individual institutions. This implies a need for regulatory 

frameworks that monitor systemic circulation patterns: credit allocation across productive versus 

speculative uses; risk distribution across the network; and the adaptive capacity of the system to absorb 

shocks without catastrophic contagion. 

For human resource management (HRM) practitioners and scholars, the DFHF offers a 

philosophically grounded reorientation of how workforce investment is understood and justified 

within organizational finance. Under the dominant accumulation logic, human capital is treated as a 

cost variable — something to be minimized, flexibilized, and liquidated in response to quarterly 

earnings pressure. The liushui principle inverts this framing: a workforce is not a cost but a circulatory 

resource, and wage suppression, arbitrary redundancy, and underinvestment in development are not 

efficiency gains but obstructions of the very flows that sustain organizational vitality. The jiedu caiwu 

principle adds a complementary HRM rationale: the ziran logic of natural sufficiency implies that an 

organization’s workforce should be sized and invested in according to genuine productive 

requirements, not stripped to a minimum in service of short-term return on equity targets. Wu wei zhi 

cai is equally applicable to people management: coercive performance management systems — rigid 

stack-ranking, punitive performance improvement plans, algorithmic monitoring of worker behaviour 

— are, on the Daoist account, precisely the over-interventions that suppress the natural productive 

intelligence of workers rather than enabling it. Taken together, the three DFHF principles constitute a 

normative foundation for an HRM philosophy oriented toward workforce stewardship: treating people 

not as a resource to be exploited in the manner of a depletable asset but as a living circulatory system 

whose health is constitutive of organizational financial health. 

6.2 Directions for Future Research 

Five research directions follow from this analysis. First, the operationalization of the DFHF's 

three dimensions as empirically measurable constructs would enable quantitative testing of the 

framework's normative claims. Developing validated scales for organizational financial circulation, 

multi-capital stewardship, and governance enabling conditions would represent a significant 

methodological contribution to both Daoist studies and organizational finance. 

Second, historical research on the practical influence of Daoist financial principles in Chinese 

economic institutions — the role of Huang-Lao governance theory in early Han fiscal policy, Daoist-

affiliated merchant networks, and the reception of Daoist economic thought in contemporary Chinese 

political economy — would provide empirical grounding for the theoretical claims advanced here. 

Third, comparative analysis of the DFHF alongside Buddhist economics (Schumacher 1973; 

Payutto 1994) and Confucian business ethics (Tu 1998) would advance the broader project of 

constructing a genuinely global philosophy of organizational finance that draws on the full range of 

human intellectual traditions. 
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Fourth, the application of Daoist financial harmony principles to digital finance — including 

blockchain-based systems, decentralized finance, and AI-driven financial governance — represents a 

rich terrain for future inquiry. The Guanzi's proto-monetary theory of circulation as a condition of 

economic vitality may prove especially illuminating for debates about the design of digital currency 

systems and algorithmic financial governance. 

Fifth, the implications of Daoist financial harmony for human resource management constitute 

a rich and largely unexplored research agenda. The present paper argues that the DFHF reframes 

workforce investment as a circulatory imperative rather than a cost-minimization problem; future 

empirical research should test whether organizations exhibiting higher DFHF alignment — as 

operationalized through measures of workforce investment intensity, non-coercive performance 

governance, and multi-capital stewardship — demonstrate superior long-run labour productivity, 

lower voluntary turnover, and stronger human capital development outcomes. A Daoist-informed 

HRM framework could contribute meaningfully to debates in strategic HRM about the relationship 

between people management philosophy and organizational financial performance (Becker and 

Huselid 2006), and to the growing literature on sustainable HRM (Ehnert 2009), which shares the 

DFHF’s concern with workforce stewardship across time rather than short-term extraction. 

Comparative research examining whether the Daoist HRM orientation resonates differently in East 

Asian organizational contexts — where Confucian relational and Daoist cosmological assumptions 

already shape managerial philosophy — would be particularly valuable. 

Sixth, the textual question of how zhongyong might appropriately be reclaimed for Daoist 

financial analysis — distinguishing its Confucian philosophical heritage from what a Daoist account of 

balance and moderation might independently generate — deserves dedicated scholarly attention. This 

paper’s substitution of jiedu caiwu is a provisional solution; a fuller engagement with the relationship 

between Daoist and Confucian conceptions of balance and restraint would strengthen the framework’s 

philological foundations. 

Conclusion 

This paper has argued that classical Daoist philosophy — specifically the Daode jing (Lynn 1999), 

the Zhuangzi Inner Chapters (Watson 1968), and the Huang-Lao strata of the Guanzi (Rickett 1998) — 

contains a sophisticated and internally coherent theory of wealth, governance, and systemic health that 

offers a genuinely distinctive alternative to the accumulation logic of shareholder capitalism and a more 

philosophically coherent foundation for sustainable organizational finance than existing ESG and 

stakeholder frameworks provide. 

The three principles of the Daoist Financial Harmony Framework — liushui (wealth as flowing 

water), jiedu caiwu (resourceful restraint grounded in zhi zu and ziran), and wu wei zhi cai (non-

coercive financial governance) — are not metaphorical inspirations but substantive normative claims 

grounded in close reading of primary texts in scholarly translation, with textual evidence systematically 

presented in Table 2. The terminological revision from zhongyong caiwu to jiedu caiwu corrects a 

Confucian anachronism and grounds the second principle more accurately in its Daoist textual sources. 

The DFHF's architectural comparison with existing frameworks (Table 3) shows that it offers several 

structural advantages: cosmological grounding, systemic risk logic, and internal coherence that scoring-

based ESG approaches demonstrably lack. 

What the Daoist tradition offers that Western frameworks have struggled to provide is a different 

way of asking what financial health means — one that begins not with the maximization of returns to 

a single class of claimants but with the quality of the flows, relationships, and circulatory dynamics 

through which an organization sustains and is sustained by the larger systems of which it is a part. In 

a historical moment characterized by mounting evidence that accumulation logic is generating the 

ecological, social, and systemic financial crises it was supposed to prevent, this ancient wisdom — 

carefully situated in its textual context and rigorously translated into the vocabulary of contemporary 

organizational finance — deserves serious scholarly and practical attention. 
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The Dao that can be measured is not the eternal Dao. But the pursuit of financial harmony — 

understood not as a fixed destination but as a continuous practice of alignment with the natural 

conditions of economic vitality — may prove a more durable guide to organizational financial health 

than the quarterly earnings report.. 
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