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Abstract: This conceptual paper introduces Macro Stewardship (Ma-S) as a transformative
approach in sustainable finance to challenge financial market failures that contribute to
systemic collective action issues such as climate change, biodiversity loss, and inequality. It
argues that traditional Environmental, Social, and Governance (ESG) strategies focus on
individual corporate actions and often fail to drive systemic change. Ma-S, on the other
hand, leverages the power of financial institutions to engage governments, policymak-
ers, and stakeholders in addressing market failures tied to sustainability. Unlike Micro
Stewardship (Mi-S) or ESG approach, which centers on corporate-level engagement, Ma-S
promotes collaborative interventions to align the interests of businesses, governments,
and society. This approach aims to influence regulatory changes, shape public policy, and
support the United Nations Sustainable Development Goals (SDGs). The paper is guided
by the research question: How can Macro Stewardship by financial institutions serve as a
transformative approach in sustainable finance to achieve systemic change? It proposes a
definition for Ma-S, outlines its practical applications, identifies implementation challenges,
and presents a research agenda to evaluate its effectiveness and impact. In doing so, the
paper lays a foundation for future empirical studies and calls for a shift in how financial
systems contribute to global sustainability.

Keywords: macro stewardship (Ma-S); sustainable finance; sustainability; collective ac-
tion; market failures; environmental, social, and governance (ESG); policy engagement;
sustainable development goals (SDGs); climate change; system change

1. Introduction
Our society is faced with systemic problems such as climate change, biodiversity loss,

resource depletion, health impacts, and inequality that could eventually lead us to the
collapse of society as we know it [1]. These issues are interconnected and require urgent,
collective action. Despite efforts in the financial sector through Environmental, Social,
and Governance (ESG) investments, where investors assess a company’s environmental
impact, social responsibility, and governance practices alongside financial performance, and
through individual corporate engagements, where investors actively work with companies
to influence and improve ESG practices through shareholder meetings and governance,
these approaches—referred in this paper as Micro Stewardship (Mi-S)—have failed to
resolve the issues, and the problems persist and even worsen. Mi-S has not been effective
in driving sustainability. Individual actions alone are not enough to achieve sustainable
outcomes. Instead, this paper proposes that Macro Stewardship (Ma-S) is a critical tool for
achieving sustainability.
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Addressing collective action problems requires collective solutions and cannot be
solved through voluntary or individual actions. Without a coordinated approach, progress
remains inconsistent.

Ma-S in the financial sector involves financial institutions working with governments,
policymakers, NGOs, academics, and other key stakeholders to address market failures that
stall sustainability. Market failure in sustainability happens when the market doesn’t reflect
the true costs of environmental or social harm, such as climate change, pollution, or nature
loss. This can result from externalities, public goods, information asymmetry, and a short-
term focus on profits [2,3]. As a result, businesses and individuals may make decisions
that harm the environment and society, undermining long-term sustainability. Through
Ma-S, financial institutions can advocate for policies and frameworks that align market
incentives with sustainability goals, such as carbon pricing or sustainable investment
practices, ultimately correcting these market failures.

Ultimately, Ma-S aligns the financial sector with broader sustainability objectives,
ensuring a more resilient and equitable global economy. By engaging with policymakers
and industry leaders, financial institutions can influence regulations and encourage busi-
ness practices that contribute to achieving the United Nations Sustainable Development
Goals (SDGs), such as promoting clean energy and social inclusion. This collaboration
across sectors helps ensure that economic growth is balanced with environmental and
social responsibility.

Furthermore, Ma-S fosters systemic change by encouraging the financial sector to
address sustainability-related risks, such as climate change and resource depletion, that
threaten long-term stability. By working together with other stakeholders, financial in-
stitutions can help create the regulatory environment and financial systems needed to
drive sustainable development, supporting projects that may not yield immediate financial
returns but are essential for a sustainable future.

One of the key issues is that the financial sector itself is faced with certain market
failures and systemic problems [4]. These include the underpricing of environmental risks,
the focus on short-term returns, free markets, deregulation, and the exclusion of costs from
externalities like pollution and inequality in financial decisions.

The “tragedy of the horizon”, articulated by Carney et al. (2015), underscores the issue
of misaligned incentives: long-term climate risks are largely ignored in financial decisions
due to current short-term performance metrics [5,6]. This mismatch prevents markets from
pricing sustainability risks effectively.

We have seen market failures resulting in market crashes in the past. For example,
the 2007–2009 global financial crisis is a good illustration of past financial market failures.
This crisis was driven by excessive deregulation, low interest rates, overreliance on self-
correcting markets, and unchecked growth in financial instruments like derivatives [7].
These factors created widespread information asymmetries, systemic risk, and ultimately,
a collapse in market confidence. Market collapse revealed that markets were far from
perfect and not as rational or self-correcting as previously assumed. In order to deal
with the situation, governments, and central banks intervened with emergency bailouts,
monetary easing, and sweeping regulatory reforms such as the Dodd-Frank Act, which
aimed to enhance oversight, transparency, and consumer protection—demonstrating how
market failures have been identified, analyzed, and addressed through coordinated policy
action [7]. This underscores the need for a balanced regulatory framework and government
interference to control and prevent market crashes.

In 2012 John Kay explored ‘how well equity markets are achieving their core purposes:
to enhance the performance of UK companies’ and identified short-termism as a key
problem. It was established that investors and companies often focus on immediate returns
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rather than sustainable, long-term growth, partly due to misaligned incentives and a decline
in trust within the investment chain [4]. These market failures undermine efforts to achieve
sustainability on a broad scale. Addressing these failures requires systemic solutions that
go beyond the typical ESG frameworks.

Moreover, systemic risks, information asymmetry, and incentive misalignment are
further examples of classic market failures and collective action problems, where actions by
individual financial institutions can disrupt market stability [8,9].

Systemic risks arise when actions by one entity or person, such as excessive risk-
taking, impact the entire financial system. Nier et al. (2007) propose that ‘systemic risk
arises when the failure or weakness of multiple banks imposes costs on the financial
system and ultimately on the economy as a whole’ [10]. Because financial institutions
are interconnected, each may focus on short-term profits, but together, these choices can
weaken overall stability. Regulatory bodies like the Financial Stability Board (FSB) have
sought to address these issues by promoting global standards, emphasizing that financial
stability benefits the collective [11].

Information asymmetry where unevenly distributed information among investors
can lead to biased views of risk. Again, standards like the Task Force on Climate-related
Financial Disclosures (TCFD) were created to improve transparency and align financial
markets with environmental and social goals [12].

One example of market failures creating collective action problems is financial firms’
reliance on government bailouts. In this case, financial stability could be described as a
public good, and individual firms’ actions impose costs on society, requiring regulatory
and monetary intervention.

Financial institutions have a vested interest in ensuring markets function well, with
strong structure and integrity [4,13,14]. In the long run, environmental degradation, such
as pollution, emissions, and climate change, could erode this structure and destabilize
markets, posing risks to both the institutions and their clients [3,15–17].

Tom Taylor argues that market integrity can serve as a lens to reinterpret asset man-
agers’ duties considering sustainability challenges. Through interviews with experts,
Taylor highlights the need to re-think economic and regulatory frameworks to address
sustainability risks. However, he notes that without changes to how market integrity is
defined by regulators, asset managers are not required to prioritize sustainability as a
formal obligation [18]. Similarly, Waygood (2024) argues that ‘ it is in the [financial markets]
interest—and even their fiduciary duty—to mitigate these long-term risks’ [19]. However,
despite this alignment of interests, financial institutions are not taking sufficient action, as
they remain focused on short-term gains rather than addressing long-term threats. Carney
(2015) described this issue in his speech as the “tragedy of the horizon”, showing how
the short-term focus in the financial sector, driven by current incentives and risk assess-
ments, stops it from effectively dealing with long-term challenges [5]. The Kay Review
recommended fostering stewardship, realigning incentives toward sustainable growth, and
enhancing trust and transparency to shift market focus from short-term profits to long-term
sustainability. Kay (2014) suggested that investors should act more like “stewards” rather
than simply traders, engaging with companies to drive long-term growth [4]. One way
to address these issues is to build on Kay’s recommendation of acting as stewards by
implementing Ma-S practices.

1.1. What Is Macro Stewardship

Ma-S, is an idea that market participants have a responsibility to maintain the financial
system’s integrity, ensuring it serves society and the planet effectively. This involves
collaborating with regulators, policymakers, and other changemakers. The concept has
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been defined by Aviva Investors as “financial institutions actively engaging governments,
policymakers, non-governmental organizations, academics, and other key influencers to
correct material market failures on sustainability issues” [20].

Ma-S plays an increasingly important role in supporting financial stability. As a form
of investor engagement that targets systemic risks across markets, sectors, and policy
frameworks, Ma-S extends beyond traditional corporate stewardship. It addresses long-
term challenges such as climate change, inequality, and governance failures that, if left
unmanaged, could threaten the resilience of the financial system. As described by Waygood
(2024) by practicing Ma-S the business ‘aims to protect the structural integrity of the markets
to foster long-term growth and maximize long-term returns for clients’ [19]. Ma-S helps
internalize these risks by encouraging regulatory reform, improved market standards,
and more transparent corporate behavior. In doing so, it contributes to a more stable and
sustainable financial system. Waygood (2024) believes that “Macro Stewardship” is an ideal
term for describing the role of investors engaging in these activities, as it resonates well with
the investment community. “Macro” is a well-established and widely recognized concept
among financial professionals, that refers to broad, systemic factors impacting economies
and markets, while “Stewardship” signifies responsible oversight and engagement, making
“Macro Stewardship” a concept that aligns with the investment community’s focus on
managing systemic risks and influencing long-term financial stability.

There are other terms used by financial practitioners to describe activities that Ma-S
practices, such as ‘policy engagement’, ‘polity’, ‘system change’, or ‘lobbying’. However,
what makes Ma-S unique as a term is that ‘unlike “policy engagement” or “system change”,
which seems more regulatory or NGO-driven, “Macro Stewardship” carries a sense of
duty and relevance specific to investors’ [19]. It implies an obligation to look beyond
individual securities and consider the entire financial system, reinforcing the idea that
‘stewardship goes beyond traditional ownership roles to actively shaping and supporting
market integrity. This term effectively captures [investors] commitment to broader, long-
term impacts on the financial ecosystem’ [19]. Waygood believes that investors ‘have a duty
to help maintain the integrity of the market, the fiduciary duty, as well as combined legal
obligation’ [19]. It is in the client’s best interest that institutional investors practice Ma-S.

Advocating by institutional investors for system change and for the creation of a better
functioning financial system can have a significant impact on the achievement of the United
Nations developed Sustainable Development Goals (SDGs) and sustainability. Several
financial institutions are already practicing Ma-S. For instance, Bank of America emphasizes
advocacy, lobbying, and public policy engagement as part of its efforts to address societal
issues [21]. Aviva Investors, BNP Paribas, AXA, Hermes, Groupe BPCE, Rabobank, Unipol,
Nordea, Aegon, and Allianz, are leading the way in engaging sustainable finance policy
with policymakers [22]. In addition, Legal and General (LGIM), Insight Investment, and
Schroders actively engage with policymakers. “We believe policymakers and companies
can still mitigate the systemic risks posed by climate change—if we act now. That’s why, as
a leading global investor, it is critical that we actively communicate our expectations with
both” [23], LGIM “engages as universal owners, aiming to reduce systemic risks across
funds and markets” [23].

Therefore, there seems to be a strong belief that Ma-S empowers financial institutions
to address market failures and build a more sustainable, resilient financial system. This
systemic approach fosters collective solutions to shared challenges, which are essential for
tackling pressing environmental and social issues that jeopardize our future. By coordinat-
ing efforts across the financial sector, Ma-S aims to create a financial system that not only
supports sustainability but actively drives a transition to a fairer, more sustainable world.
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However, questions persist about the limitations of Ma-S: What are its real impacts? How
efficient and effective is it? And where might it fall short in achieving these ambitious goals?

Effective climate action needs government intervention to create strong laws and
policies. However, governments often need encouragement to take bold steps. Recently,
US senators accused JPMorgan Chase of misleading the public by weakening its climate
commitments, showing the bank’s shift away from climate initiatives and its focus on
short-term profits over long-term stability. Similar issues are seen with Citi, Bank of Amer-
ica (BofA), and Wells Fargo, all withdrawing from the Equator Principles, and BlackRock
reducing its involvement [24]. Dimon (2024) said JPMorgan Chase would wait for “proper
government action[that is] not there yet” [24]. Companies hesitate to act unless all busi-
nesses move together towards the same goals, fearing that acting alone might put them at a
disadvantage. To align everyone’s actions, regulatory action is essential. Investment firms
have a role in the energy transition, but governments must lead by setting the necessary
rules and incentives.

Another example of regulatory disconnect is the recent decision by Citi, Bank of
America, Goldman Sachs, and Wells Fargo to withdraw from the Net Zero Banking Alliance.
This happened due to pressure from Republican lawmakers during political shifts and the
prospect of a Trump presidency, aiming to relax rules and make it easier for banks to lend
to the oil and gas industry [25]. This is another instance of why regulatory action is crucial
to ensure everyone is working in alignment.

Currently, the financial sector isn’t doing enough to address long-term risks because
their current norms, incentives, and ways of assessing risk don’t make it seem urgent
or necessary. At the same time, governments believe that markets can self-regulate, and
stepping in would be politically risky and unnecessary. This belief has been shaped by
neoliberalism, which became influential in Western policies in the late 20th century. This
theory supports the idea that financial markets can regulate themselves through supply
and demand forces and the actions of people and companies in the market, emphasizing
minimal government intervention. Adam Smith’s idea of the “invisible hand” argues
that individuals seeking personal gain unintentionally promote societal good [26]. Later,
Eugene Fama’s The Efficient Market Hypothesis (EMH), suggested that security prices
reflect all available information, making it impossible to consistently achieve above-average
returns [27]. In addition, economists Friedrich Hayek and Milton Friedman also supported
free-market policies, arguing that markets efficiently allocate resources while government
intervention often leads to inefficiencies [28,29].

Both neoclassical economics and neoliberalism thinking have been criticized for their
limitations in addressing complex, real-world issues. Critics argue that neoclassical eco-
nomics, with its focus on ‘rational actors’ and ‘efficient markets’, often relies on assumptions
that overlook modern problems and the complications of actual human behavior and mar-
ket dynamics. This framework tends to ignore externalities such as environmental and
social impacts, treating the economy as a system isolated from broader societal and ecologi-
cal concerns [30,31]. As a result, neoclassical economics is seen as insufficient to address
challenges like income inequality, climate change, and systemic financial risk. These risks
require an updated and more dynamic approaches.

Similarly, neoliberalism has been criticized for its emphasis on deregulation, priva-
tization, and dependence on market-based solutions, which can promote inequality and
a decline in public welfare. Neoliberal policies often put corporate profits ahead of the
public good, weakening vital services and widening wealth gaps. The 2008 financial crisis
highlighted the limitations of neoliberal thinking. The market collapse was caused by unreg-
ulated markets and unchecked risk-taking, underscoring the need for balanced regulation
and a more inclusive economic model. These criticisms suggest that the financial sector’s
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focus on short-term profits and self-regulation, driven by neoclassical and neoliberal ideas,
could make it harder to address long-term risks and complex global problems.

Collective action problems need collective solutions, but governments are hesitant to
create a strategy that matches the scale of the challenge. They worry about backlash from
businesses and hold onto old beliefs about who should act. This creates a deadlock where
businesses want clear rules and regulations, but governments are slow to implement them.
Both financial leaders and governments agree that urgent action is needed to tackle climate
and environmental crises, but each side is waiting for the other to take the first step. This
leads to a standstill, as no single actor has the power to lead effectively without the support
of others. Individual efforts are not enough; we need everyone to work together.

Ma-S can break this deadlock by bringing together a large group of private companies
to push for systemic changes in regulations and to advocate for policies that support
long-term sustainability goals. This combined effort can pressure governments to create
regulations that require all businesses to follow higher environmental and social standards,
ensuring fair competition. Real progress happens when many businesses work together to
push for government action and strong regulations. We need rules that make sustainable
practices mandatory for everyone, and Ma-S helps unite businesses to push for these
important regulations. It goes beyond the individual efforts seen in Corporate Social
Responsibility (CSR) and Environmental, Social, and Governance (ESG) strategies, aiming
for a coordinated and powerful approach to solving the world’s biggest problems.

Finance has a key role to play in driving the transition to more equitable and sus-
tainable ways of living where humanity continues to flourish within the ecological and
resource limits of the planet’s boundaries. Finance monitors and directs the flow of capital
in the economy and therefore is a powerful source in driving sustainability. Through
fund allocations and investments, finance can promote sustainable practices, manage risk
associated with environmental, social, and governance (ESG) issues, allocate capital to-
wards sustainable investments, and influence not only individual companies, but entire
countries, industries, and sectors of economies. Moreover, financial professionals have an
obligation and fiduciary duty to act in the interest of their clients rather than serving their
own interests, although challenges related to conflicting interests and unclear definitions of
fiduciary duties must be carefully managed [27,30,31].

It is argued that being good stewards is more than delivering economic results and
institutional investors should take into consideration the broader impact of financial actions
on society, the environment, and future generations [32,33]. This aspect emphasizes that
financial decisions have powerful consequences that go beyond immediate gains.

For example, ethical financial stewardship seeks a balance between financial gains
and the well-being of all stakeholders [34]. It questions whether profits should come at
the expense of social and environmental health. Instead of focusing solely on short-term
gains, ethical financial stewardship considers the long-term impact of investments and
decisions. It acknowledges the importance of preserving resources and opportunities for
future generations.

1.2. How the Concept of Sustainability, Macro Stewardship, and Collective Action Relate

Sustainable development, collective action, and market stewardship are interconnected
concepts that work together to address global challenges and promote long-term well-
being for both people and the planet. Sustainable development focuses on ‘meeting the
needs of the present without compromising the ability of future generations to meet their
own needs’ [35]. It aims to achieve a balance between economic growth, social inclusion,
and environmental protection, ensuring that development is both socially equitable and
environmentally sustainable.
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Collective action is the common effort of multiple stakeholders—governments, busi-
nesses, NGOs, and individuals—working together to solve societal problems that no single
entity can address alone. In the context of sustainable development, this collective effort is
critical for correcting global challenges like climate change, poverty, and resource depletion.
It requires coordinated actions across sectors and countries. Market stewardship, in turn,
refers to the role of financial institutions, businesses, and governments in guiding markets
toward sustainable outcomes by promoting responsible investment practices, addressing
market failures, and ensuring that environmental and social costs are considered in eco-
nomic decision-making. It helps align financial incentives with long-term societal goals,
creating a positive feedback loop that supports sustainable development.

1.3. Research Question and Future Direction

This paper is guided by the central research question: How can Ma-S by financial
institutions serve as a transformative approach in sustainable finance to address systemic
market failures and collective action problems to advance sustainable development? It
explores the limitations of current individualistic approaches and proposes Ma-S as a
breakthrough strategy to address these collective action challenges. It dives into the concept
of Ma-S, examining its advantages and disadvantages to determine if it represents a new
and transformative approach to sustainable finance, while also questioning its efficiency
and effectiveness. It also proposes a definition, purpose, practical applications, motivation
for investors, and challenges. This paper sets the groundwork for a broader body of
research that will follow next. By introducing and discussing the principles and potential of
Ma-S as a solution to collective action problems like climate change, biodiversity loss, anti-
microbial resistance (AMR), and social inequality, it aims to trigger further investigation
and practical application. Future research will explore the mechanisms, impacts, and
strategies for effective implementation of Ma-S, providing detailed case studies, empirical
data, and comprehensive analyses to support and expand upon the foundational ideas
presented here.

2. Literature Review
Although there is extensive literature on institutional investors’ engagement with

investee companies (this paper will refer to it as Micro Stewardship (Mi-S), available
literature largely overlooks investor’s participation in public policy engagement. Although
the literature acknowledges the clear benefits of engaging with investee companies, this
alone is insufficient to achieve sustainable development goals and protect investors from
future risks. This suggests that additional measures are necessary to ensure comprehensive
investor protection against future uncertainties and to achieve sustainability. This paper
explores policy engagement (referred to here as Macro Stewardship (Ma-S)) as an alternative
to Micro Stewardship (Mi-S), examining its advantages and disadvantages.

2.1. Collective Action Problems

It is important to start the discussion by defining Climate Change as a collective
action problem. Climate change is a global issue that impacts everyone and requires
cooperation from countries, industries, and individuals to address it effectively. Greenhouse
gas emissions are cross borders and it is impossible for any single country or sector to
solve the problem on its own. Tackling climate change calls for global efforts to reduce
emissions, adapt to its effects, and adopt sustainable practices. Governments, businesses,
communities, and individuals must work together to protect the environment and secure a
stable climate for future generations.



Sustainability 2025, 17, 3287 8 of 29

One major challenge is that the benefits of reducing emissions are shared globally,
while the costs are often endured locally or nationally. This creates issues like the free
rider problem, where some avoid acting, expecting others to do so, and the tragedy of the
commons, where shared resources are overused without accountability. Overcoming these
challenges requires strong collaboration and collective responsibility.

Solutions include creating international agreements (like the Paris Agreement) and
introducing economic incentives such as carbon pricing, technological innovations, public
awareness campaigns, and regulatory frameworks to ensure coordinated efforts. Effective
action requires comprehensive and cooperative approaches to align the interests of diverse
actors and achieve global sustainability goals.

Earlier work by Olson “The Logic of Collective Action” [36] introduced the idea that
large groups struggle to act in their common interest due to the “free rider” problem. He
explained that in bigger groups, it’s harder to notice each person’s contribution, making
people more likely to free-ride without getting caught. Additionally, reaching agreements
and coordinating strategies in larger groups is more complicated and costly. Therefore, the
more participants there are, the lower the chances of successful collective action and the
fewer benefits that can be achieved together.

Later, Hardin introduced “The Tragedy of the Commons” concept where he described
a situation where individuals, acting in their own self-interest, overuse and deplete shared
resources, leading to long-term collective loss [37]. He illustrated this with the example of
villagers feeding their cows on a common grassland. Each villager benefits individually by
adding more cows, but if all villagers do this, the field becomes overgrazed and unusable.
This concept highlights the conflict between individual benefits and the common good,
demonstrating how unregulated use of shared resources can lead to their destruction.

Ostrom challenged the idea that shared resources are always mismanaged in her
research “Governing the Commons” (1990) demonstrating through experiments that self-
governance is possible and communities can successfully manage shared resources through
local rules and cooperation [38].

Ostrom highlighted key factors for success, such as clear rules and local involvement.
Her work had a big impact on the field of commons research and practice and emphasized
the importance of institutional design principles in effectively governing common-pool
resources. Her insights have been applied to different contexts, including budgeting and
fiscal commons analysis. However, her focus on small-scale solutions may not fully address
larger issues like climate change.

Climate change is a global collective action problem where everyone benefits from
reduced emissions, but individual countries and companies bear the cost [15]. Dietz,
Ostrom, and Stern (2003) suggested that multi-level governance, involving local to global
efforts, could help manage this issue [39].

While this idea is promising, Agrawal (2003) noted that local management alone often
isn’t enough, as broader political and economic contexts also matter [40]. Effective climate
action requires international coordination and policies.

The financial industry complicates collective action on climate change. Banks often
prioritize short-term profits over long-term sustainability. For example, JPMorgan Chase
faced criticism for weakening its climate commitments, highlighting a conflict between
profit motives and climate goals [24].

Ostrom’s ideas help understand collective action, but global financial markets need
more than local efforts. Baland and Platteau (1996) pointed out that local governance can
be limited by external market pressures, which is crucial for the financial sector [41].

Modern thinkers like Shirky (2008) argue that technology can aid collective action
by reducing coordination costs and enabling mass mobilization [42]. However, the fi-
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nancial industry’s global influence requires strong international regulations to support
climate goals.

Collective action theories, especially Ostrom’s work, provide insights into cooperation
and resource management. However, solving climate change needs both local and global
strategies. This involves integrating financial practices with sustainability goals and en-
forcing international regulations, changing financial incentives and norms to ensure the
financial industry supports long-term environmental health. Falkner (2016) provides empir-
ical evidence of this global coordination challenge through his analysis of national pledges
under the Paris Agreement. He argues that while the agreement marked a pivotal shift
from the rigid, top-down Kyoto model to a more flexible, bottom-up system of voluntary
national commitments and peer accountability, its reliance on non-binding pledges reveals
a classic free-rider problem. Without enforceable mechanisms, states may fall short of
implementation, underscoring the need for stronger governance and alignment of domestic
and international climate finance priorities [43].

Gjolberg (2011) compared soft and hard regulatory approaches in business and chal-
lenged the common assumption that business opposes regulation, showing that leading
Nordic CSR firms actually prefer stronger international social and environmental regu-
lation over voluntary approaches. It concludes that under certain conditions, corporate
self-interest can align with support for hard law in global governance [44].

2.2. Why Micro Engagement Does Not Work?

Engaging with investee companies enhances corporate oversight, fosters a focus on
long-term performance [44,45], and encourages better ESG practices. Investors engage
more when they understand that good ESG practices increase long-term value and when
they promote responsible ownership.

Critics argue, however, that focusing on micro-engagement or Micro Stewardship (Mi-
S) can drive company directors toward short-term decisions [46]. Furthermore, institutional
investors’ informal interventions, such as private meetings with investee companies, can
create information asymmetries that benefit certain investors, potentially leading to market
transactions that widen the bid-ask spread and reduce stock liquidity [46]. Additionally,
the risk of free-riding by other shareholders, especially competitors who have invested in
the same company, remains significant. Limited resources dedicated to monitoring investee
companies often result in a reliance on proxy advisors for voting recommendations, high-
lighting a lack of in-depth knowledge about specific companies and their markets. Conflicts
of interest may also arise from business relationships between institutional investors and
issuers, deterring actions that might conflict with the management [47]. Moreover, the
absence of a clear regulatory framework for investor engagement poses legal risks, further
complicating the landscape [48].

The literature also indicates that not every investment manager can participate in
Mi-S. Only some investment managers engage with the companies they invest in, with
larger firms being more active due to their greater resources to cover costs and access top
management and their ability to hire and train their staff [49]. Smaller investment managers
struggle because of constrained resources [50], skills and expertise [51]. However, it has
been noted that when investors work in collaboration with each other, they can improve
how companies behave. This cooperation helps share resources, build skills, and boost
their influence as shareholders. This suggests that it is beneficial to be part of an investment
association being part of collaborative scheme such as PRI.



Sustainability 2025, 17, 3287 10 of 29

2.3. Why We Need Hard Regulations and Policy Engagement or Macro Stewardship

Beyond micro engagement, there is an argument about whether the industry and
society need hard regulations or voluntary and soft regulations are enough. It’s important
to look at the effects of voluntary initiatives and soft policies versus hard policies. The
literature demonstrates that hard policies produce better results. Pfeifer and Sullivan found
that soft policies got investors talking about climate change but didn’t influence their
investment choices. Only hard policies led to climate change being included in investment
analysis [52]. This suggests that stronger policies are needed to effectively engage investors
in climate issues, supporting the idea that Ma-S is a valuable practice.

To further support the point of the importance of policy engagement, Robbins, in
“Shaping the Market: Investor Engagement in Public Policy”, highlights the importance
of public policy and regulation for effective investment and sustainable development [53].
He argues that without regulatory frameworks, crucial aspects like property rights and
market protection wouldn’t exist, underscoring the need for well-designed regulations.
Historically, institutional investors have shaped public policy to benefit both their clients
and themselves. Now, Robbins suggests, they must go beyond self-interest to influence
policies that promote sustainable development [53].

The author argues that sustainable development requires major economic changes,
particularly in balancing risks and rewards and addressing global issues like poverty and
environmental decline. However, most investors are not involved in policy discussions on
these topics. While some ethical investors and pension funds are leading the way in climate
risk management, most institutional investors have not yet taken on this responsibility.
Robins’ paper calls for investors to have a clear mandate for policy engagement, with
strategies that align with long-term societal and environmental goals. By prioritizing
sustainability, investors can help shape policies that promote economic stability, social
equity, market efficiency, and innovation [53].

Similarly, Taylor’s research highlights the importance of re-evaluating economic and
regulatory frameworks to address sustainability risks. He points out that without clear
regulatory guidance on market integrity and specific responsibilities for asset managers,
sustainability remains an optional, rather than a formal, obligation. [18] While Taylor
provides a valuable framework for understanding these challenges, there is a clear need for
stronger enforcement mechanisms and well-defined pathways to align policy engagement
with sustainability goals. This gap underscores the need for further research.

2.4. Critique of Policy Engagement or Macro Stewardship

While the argument for institutional investors to engage in sustainable development
policy is compelling, it overlooks several practical challenges. Firstly, the mandate for
policy engagement may conflict with investors’ primary fiduciary duty to maximize returns
for their clients [53–56]. While there is a traditional belief that fiduciary duty requires maxi-
mizing financial returns for investors, an evolving view suggests that sustainable investing
and considering ESG factors are also important aspects of fiduciary responsibility [57]. In
fact, the Ownership Commission has suggested that Fiduciary Duty might be redefined
in the context of investment management to take into account the long-term interests of
beneficiaries. Balancing long-term societal goals with short-term financial performance can
create tensions and potential pushback from stakeholders expecting immediate returns.

Additionally, the capacity and expertise required to influence public policy effectively
may be lacking in many investment firms, particularly smaller ones [58]. This focus on
policy engagement could also divert resources from core investment activities, potentially
impacting overall performance. Furthermore, the assumption that all investors have the
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same ability and willingness to engage in policy discussions is overly optimistic, as institu-
tional investors vary widely in their priorities, resources, and operational models [59–62].

Finally, there is a risk of regulatory capture, where large investors might influence
policies to favor their interests rather than the broader public good, leading to unintended
negative consequences. For example, powerful asset managers like Vanguard, State Street,
and BlackRock have stepped in as de facto regulators, implementing rules on social issues
such as climate change and workplace diversity through their proxy voting policies, but
this raised concerns about their lack of democratic accountability [63].

2.5. What Drives Investors to Engage?

To encourage institutional investors to participate, it is essential to understand their
motivations for engaging in advocacy and identify the necessary steps to involve them
effectively. Research by Yamahaki and Marchewitz examines the motivations behind
institutional investors’ engagement with government entities and the challenges they
experience in this process [64].

Interviews and document reviews indicate that investors engage in policy activities
to fulfill their fiduciary duty, improve investment risk management, and develop a repu-
tational differentiator. However, they encounter several challenges, such as the necessity
for a longer-term perspective, perceived limited influence over government decisions, the
need for capacity building for both investors and governments and difficulty in accessing
government representatives [64]. It’s worth noting that this study is limited by a small
number of interviewees, as the authors struggled to find investors willing to participate.
However, this difficulty suggests that policy engagement is not yet a widely adopted
strategy among investors.

2.5.1. Risk Management: Systemic Risks Drive Investors to Engage

Ma-S should be used as a strategy to handle large-scale risks that could harm invest-
ments and the overall market. According to a recent report, a Global Risk Nexus of ten key
systemic risks, including climate change, biodiversity loss, natural disasters, antimicrobial
resistance, pandemics, cyber risks, and failures in global governance—poses interconnected
challenges to both economies and societies [65]. These complex and potentially devastating
risks have the capacity to amplify one another, spreading through financial systems and
causing negative impacts across different types of asset classes and sectors. For large insti-
tutional investors, who operate as ’universal owners’ with highly diversified and long-term
portfolios, the potential for these risks to impact their investments is significant. Ma-S
therefore becomes essential, enabling investors to address the root causes of these systemic
risks and work towards long-term financial stability. By influencing policy, promoting sus-
tainable practices, and engaging with companies on governance and risk issues, investors
seek to protect their portfolios from cascading risks that could otherwise diminish returns
and erode asset values in the future.

These systemic risks demand collective action and cross-sector engagement. The Citi
GPS report argues that these complex risks can be managed through careful analysis and
proactive strategies, proposing $3 trillion in annual investment to reduce the frequency,
severity, and likelihood of cascading risks. However, it is safe to say that achieving such
large-scale investment, especially in a time of financial constraints and opposing political
views, may be challenging. Moreover, the report suggests turning negative feedback loops
into positive reinforcement mechanisms—thus preventing one risk from worsening another.
Although it sounds like an appealing concept, it lacks detailed guidance on how this would
work in practice. While the report suggests that effective risk management could save
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trillions and promote economic growth, it does not fully address the complexities of global
cooperation or the uncertainties involved in predicting the outcomes of these strategies.

2.5.2. Risk Management: Universal Ownership Drives Investors to Engage

Universal ownership theory is used to analyze how institutional investors, managing
highly diversified and long-term portfolios, engage with systemic issues such as climate
change, labor rights, corporate governance [66,67], and corruption [68]. The theory of
universal ownership states that because their portfolios are highly diversified across sectors,
markets, and asset classes, and are held for the long term [69], the returns of “univer-
sal owners” are more influenced by overall economic developments than by individual
company profits. Therefore, their interests align with those of the public, as maximizing
long-term profits involves not only better returns from individual firms but also improving
the overall economy [66]. As a result, since it is challenging to avoid systemic risks by
simply divesting from a few individual stocks, universal owners must consider societal and
economic developments. They have a natural interest in “universal monitoring” [66,70,71]
Hansen and Pollin also add that externalities caused by individual companies cannot be
resolved by divestment alone—as if one company sells the stock, another will still buy it;
They argue that policies and regulations are needed to change corporates, and engagement
is a tool to help shape these frameworks [72].

Similarly, Hawley and Williams argue that universal owners should prioritize the
overall economic return of their portfolios by addressing public policy issues, such as
environmental degradation or healthcare, even if it means accepting lower short-term
returns from specific companies. This is because mitigating negative externalities and
systemic risks can lead to long-term benefits and cost savings for the portfolio, aligning
with their fiduciary duty to support public interest and long-term financial stability [66].
Simply, universal owners are invested in sustainable development, as they gain or lose
from environmental or societal impacts created by their portfolio companies [70].

2.5.3. Reputational Boost: Why Investors Turn to Ma-S and Non-Market Strategies

Integrating Ma-S within a Non-Market Strategy (NMS) serves as both a reputational
asset and a tool for managing the socio-political environment in ways that are favorable
to the firm. Engaging in Ma-S allows firms to differentiate themselves strategically and
manage their reputation by addressing broader societal and industry-wide issues outside
traditional corporate ESG efforts. By actively shaping public policy and collaborating
directly with governments, rather than relying on external NGOs, firms position themselves
as leaders in tackling issues such as climate change and social equity. This approach
increases trust and credibility with key stakeholders—investors, customers, and regulators.
Additionally, by actively participating in the regulatory process, companies that participate
in Ma-S can help design frameworks that align with their own operational needs, potentially
lowering compliance costs and creating favorable conditions for growth. This proactive
action secures a competitive advantage, as it allows them to anticipate regulatory changes
and adjust strategies ahead of competitors. Hillman et al. (1999) and Lux et al. (2011)
analyze Corporate Political Activity (CPA) as a strategic approach for firms to manage
and influence political institutions and actors to create favorable business conditions.
Hillman et al. (1999) categorize CPA into three main strategies: information, financial
incentive, and constituency-building, each aiming to leverage resources like lobbying,
campaign contributions, and alliances to gain regulatory or policy advantages [73]. Lux et al.
(2011) expand on this by examining the conditions and institutional contexts in which CPA
is most effective, highlighting how variations in political and economic environments shape
CPA’s success [74]. Together, the studies emphasize that CPA enables firms to proactively
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navigate regulatory landscapes, aligning policy outcomes with their strategic interests and
competitive advantages.

2.6. What Makes Successful Engagement?

Successful policy engagement involves several key factors, as highlighted in the litera-
ture. While there’s limited academic research on investor engagement with governments,
studies have extensively explored how other groups like corporations, NGOs, think tanks,
corporations, and religious organizations influence policy and what strategies they use. For
example, in the USA, the most common policy engagement tactic is directly participating
in coalitions to influence policy [75]. Religious institutions, by contrast, frequently employ
subtle methods to influence policy, such as involvement in policy committees and the
management of educational and welfare institutions. Corporations often avoid government
intervention by advocating for self-regulation, lobbying against regulations, and arguing
that government involvement is unnecessary [76,77].

Weible et al. (2012) identify three essential stages of policy influence: developing deep
knowledge about the subject, building networks, and participating over an extended pe-
riod [78]. This thorough understanding and sustained involvement are crucial for making a
significant impact. Bennett et al. (2012) support this by showing that personal connections
between think tank members and policymakers foster trust and influence, enhancing the
effectiveness of policy engagement [79]. Additionally, Irwin (2015) notes that business asso-
ciations achieve greater success in influencing public policy when they maintain frequent
contact with policymakers and possess strong advocacy skills [80]. These findings suggest
that for Ma-S to be successful, it should incorporate these strategies: cultivating expertise,
building and maintaining networks, and engaging consistently with policymakers. By
doing so, institutional investors can more effectively advocate for sustainable practices and
policies, aligning their long-term goals with broader societal interests.

2.7. Gaps in Literature

There is a significant gap in the literature regarding the engagement of institutional
investors with policymakers, with few studies addressing this critical area. Additionally,
the concept of Ma-S is not well-defined, lacking a clear definition, conceptual framework,
key performance indicators (KPIs), and an exploration of associated challenges. To advance
this field, it is crucial to establish a comprehensive definition and framework for Ma-S that
includes measurable KPIs and identifies the potential obstacles to effective implementation.
Future research should also explore the dynamics of policy engagement by institutional
investors, examining how they can leverage their influence to shape sustainable policies.
Furthermore, investigating the role of collaborative networks and long-term participation
in policy processes, as highlighted by existing studies, can provide deeper insights into
effective strategies for Ma-S. It is also important to consider the integration of social and
governance factors alongside environmental considerations, ensuring a holistic approach
to sustainability. Finally, exploring the potential of smaller investors and non-institutional
actors in the policy engagement process can enhance the inclusivity and impact of Ma-S
efforts. This paper aims to fill these gaps by proposing a clear definition of Ma-S, discussing
its practical applications, and identifying its challenges, thereby laying the groundwork for
future research and effective implementation.

3. Exploring Stewardship
3.1. Historical Context and Evolution

In the financial context, stewardship gained prominence following the 2008 financial
crisis. The crisis highlighted the need for greater oversight and responsible management of
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financial resources. The influential ‘Walker Review’ [81] and the subsequent development
of the UK’s Stewardship Code by the Financial Reporting Council (FRC) underscored
the importance of institutional investors in promoting good governance and long-term
value creation.

The ancient roots of stewardship beliefs can be traced back to Plato, Neoplatonism,
the Old Testament, and Christianity [82]. These sources highlight the notion that humans
are entrusted with the responsibility of nurturing and protecting nature. The concept of
stewardship has historically been linked to the belief that the Earth is entrusted to humanity
by a higher power, resulting in a responsibility to nurture and protect it. However, in recent
times, the notion of stewardship has evolved to encompass a broader accountability to
society rather than a religious framework. Stewardship embodies principles of justice and
upholds the Precautionary Principle, emphasizing a careful and proactive approach to
address societal and environmental concerns [82]. Stewardship adopts a comprehensive
approach and is relevant to the conservation of biodiversity, the promotion of sustainable
development, and the mitigation of climate change. It recognizes our collective respon-
sibility as human beings to safeguard and maintain the natural world, considering the
well-being of both society and the environment [83,84].

In the financial context [85], institutional asset owners, who manage funds on behalf of
beneficiaries, have a responsibility to protect and manage those funds along with the assets
and companies in which they are invested. Following the 2008 financial crisis, the concept of
investor “stewardship” gained prominence, further accentuated by the influential ‘Walker
Review’ [81].

The PRI defines stewardship as: ‘the use of investor rights and influence to protect
and enhance overall long-term value for clients and beneficiaries, including the common
economic, social and environmental assets on which their interests depend’ [85]. Further to
the definition, PRI splits the stewardship practice into ‘Investee Stewardship’ (in this paper
referred to as ‘Micro Stewardship’) and ‘Broader Stewardship’ (in this paper referred to as
Macro Stewardship) [85].

Further, in 2010, the FRC published the UK’s Stewardship Code (The ‘code’), [86]
which outlined several principles to which ‘institutional investors’ should adhere. The
code encouraged institutional investors to monitor and engage with the boards of issuers,
and to disclose their policies on stewardship and voting [86].

3.2. Conceptual Framework of Macro Stewardship

Ma-S represents a strategic shift in the role of financial institutions from simply man-
aging investments to actively participating in shaping the broader economic and policy
landscape. Unlike traditional stewardship which primarily involves corporate engage-
ment and shareholder activism, Ma-S extends the scope of influence to include systemic
interventions. Financial institutions, given their significant resources and influence, are
well-positioned to engage with a wide range of stakeholders to address market failures
that individual companies cannot resolve alone.

The fundamental premise of Ma-S is that sustainable financial markets require struc-
tural changes that go beyond corporate boundaries. These changes can only be achieved
through coordinated efforts involving multiple sectors and stakeholders. Financial institu-
tions, therefore, should leverage their financial power and networks to advocate for policy
reforms, support research and innovation, and foster collaborative initiatives that aim to
correct market failures related to sustainability.

Ma-S is about systemic change and steering our society towards sustainability. Macro-
level reform requires system-level thinking: an ability to step outside a narrow view and
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see as much of the ‘whole’ as possible. It requires an understanding that every system has
leverage points where targeted interventions can have a big impact [20,52,87].

Ma-S is also about protecting the long-term financial interests of the industry and the
clients through helping shape long-term policy frameworks [52]. It is about addressing
systemic risks across asset classes and portfolios. For example, climate change is a risk that
affects all industries and would subsequently affect the valuation of portfolio holdings [17].
Lack of regulatory certainty increases investment risk and by participating in public policy,
investors can address issues with corporate transparency and establish the type and level of
ESG information that investors can access. Policies and regulations can be legally enforced
and therefore promote transparency and urgency to respond to legal mandates.

While the term “Macro Stewardship” is not explicitly defined as such in academic
literature, related concepts and frameworks align with its principles. For example, the
academic literature often explores topics such as shareholder activism, polity, broader
stewardship, system-level stewardship, or systematic stewardship [85–88].

These discussions touch upon the core elements of Macro Stewardship, even if the
term itself may not be explicitly mentioned.

PRI for example explores the concept of broader stewardship and defines tools and
activities used for practice as:

■ policy engagement,
■ engagement with standard setters,
■ engagement with industry groups,
■ negotiation with and monitoring of the stewardship actions of intermediaries in the

investment chain, e.g., asset owners engaging external managers, limited partners
engaging general partners,

■ engagement with other stakeholders, e.g., NGOs, workers, communities, and other
rights-holders, and

■ contributions to public goods (e.g., publicly available research) or to public discourse
(e.g., through the media) that supports stewardship goals [85].

Ceres, in their research report, maps out different influence strategies that investors
could use in achieving sustainability. Their research suggests that these actions could be
carried out directly or through a third party such as a trade association or industry body.
Actions include:

■ direct advocacy by engaging with policymakers directly through meetings, letters, or
public statements to express views on specific policy proposals or issues

■ collaboration with other stakeholders to advance a shared policy agenda
■ conducting research and analysis to inform policy development and advocacy.
■ provide information and education to policymakers and other stakeholders about the

potential benefits/drawbacks of specific policy proposals (using domain knowledge)
■ using voting and shareholder resolutions to advocate for policy changes at individual

companies or to encourage industry-wide reforms [87].

Ma-S reflects a growing recognition that the financial sector plays a key role in ad-
dressing sustainability challenges and contributing to long-term sustainable development.
The concept has emerged as a response to the urgent need for systemic change, evolving
regulatory landscapes, investor expectations, and global reach of systemic problems and
the ‘universal owner’ concept of institutional investors.

The origins of Ma-S can be traced to the realization of institutional investors of their
far-reaching impacts on sustainability issues, responsible investment movement (ESG
integration), shareholder activism, and a rise of global sustainability initiatives such as
the United Nations Sustainable Development Goals (SDGs) and the Paris Agreement on
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climate change. These initiatives have provided a roadmap for addressing sustainability
challenges and prompted institutional investors to align their strategies with these goals
and contribute to their achievement.

3.3. Purpose and Applications of Macro Stewardship

The primary purpose of Ma-S is to address and rectify material market failures that
hinder sustainable development and to address systemic issues and systematic risks.

Systemic Risk ‘is the risk associated with the manifestation of an event capable of
causing, through propagation and contagion mechanisms, structural effects and a situation
of systemic and generalized instability’ [89]. Climate and biodiversity risks are examples of
systemic risks. They impact our society, increase uncertainty, and lead to unpredictable
financial markets. Floods, wildfires, and droughts disrupt supply chains, increase insurance
costs, and damage physical assets. Rising temperatures and extreme weather put pressure
on economies and infrastructure. At the same time, biodiversity loss makes the climate
problem worse, impacting agriculture, fisheries, and water supplies. This raises costs and
threatens future businesses that are dependent on these resources.

UNPRI defines systematic issues as “issues that pose systematic risks to the common
economic, environmental, and social assets on which returns and beneficiary interests,
depend”. Systematic risk (interchangeable with “market risk” or “market-wide risk”)
refers to risks transmitted through financial markets and economies that affect aggregate
outcomes, such as broad market returns. Because systematic risk occurs at a scale greater
than a single company, sector, or geography, it cannot be hedged or mitigated through
diversification. However, systematic sustainability issues can, and should, be influenced
through responsible investment activities [90].

These market failures occur when the allocation of goods and services by a free market
is inefficient, leading to negative externalities or the under-provision of public goods. Sus-
tainability issues, such as carbon emissions, deforestation, and social inequities, often stem
from such market failures. Ma-S aims to correct these inefficiencies through several key
strategies. Firstly, financial institutions can advocate for policy reforms, influencing policy-
makers to enact regulations that internalize externalities. Examples include carbon pricing,
subsidies for renewable energy, and stricter environmental regulations. By engaging in
policy advocacy, financial institutions can create a regulatory environment that supports
sustainability goals.

Supporting research and innovation is another crucial aspect of Ma-S. By funding and
collaborating with academic institutions and think tanks, financial institutions can drive the
development of new technologies and practices that promote sustainability. This approach
not only fosters innovation but also ensures that the financial sector is actively contributing
to the advancement of sustainable solutions. Additionally, fostering multi-stakeholder
collaboration is vital. Engaging with NGOs, governments, and other key influencers helps
create synergies and collective actions that are more effective than isolated efforts. Such
collaborations can amplify the impact of sustainability initiatives and ensure that diverse
perspectives are integrated into decision-making processes.

Ma-S can be applied in various domains where market failures block sustainabil-
ity. In the context of climate change mitigation, financial institutions can advocate for
global carbon pricing mechanisms, support renewable energy projects, and fund climate
research. By engaging with governments and international bodies to establish robust
climate policies, significant reductions in greenhouse gas emissions can be achieved. In
terms of social equity and inclusion, promoting policies that address income inequality
and social exclusion can contribute to more equitable economic systems. This involves
advocating for fair labor practices, supporting affordable housing initiatives, and investing
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in social enterprises. Biodiversity conservation is another critical area where Ma-S can have
a substantial impact. Financial institutions can work with environmental organizations and
governments to protect critical ecosystems. This includes funding conservation projects,
advocating for biodiversity-friendly policies, and investing in sustainable agriculture and
forestry practices.

The implementation of Ma-S can lead to several positive outcomes. By addressing
the root causes of market failures, Ma-S can lead to systemic changes that promote long-
term sustainability. This includes creating more resilient economic systems, reducing
environmental degradation, and improving social outcomes. Financial institutions that
actively engage in Ma-S can also build stronger reputations and trust with stakeholders,
including clients, regulators, and the public. This enhanced reputation can translate into
competitive advantages and increased market share. Furthermore, by supporting research
and development, Ma-S can spur innovation in sustainable technologies and practices.
This not only helps in solving sustainability challenges but also creates new business
opportunities and growth areas for financial institutions.

Large funds are universal owners and own most of the investable assets in the world,
in fact, they own the economy. Therefore, their fate as an investor is tied to the economy.
As massive investors those funds have nowhere to run or hide and therefore, must take
steps to minimize the long-term risk of systemic risks, such as climate change. It must take
a systemic approach rather than manage risks for individual stocks [91]. Therefore, Ma-S
addresses the issue of Risk Management. Rather than managing the risk of individual
portfolios, it takes a systemic approach and manages risk on a system level.

3.4. Clarification of What Macro Stewardship Is NOT

Ma-S is not the same as Mi-S, which focuses on individual-level actions such as
investors engaging with companies to influence their governance or ESG practices. While
Mi-S involves direct engagement with companies to improve their sustainability efforts, Ma-
S addresses broader systemic issues by involving a wide range of stakeholders, including
governments, NGOs, policymakers, and financial institutions. It aims to correct market
failures and implement policies that drive large-scale sustainability changes rather than
focusing on individual actions within specific companies.

Additionally, Ma-S is not a short-term solution to sustainability challenges. Unlike
initiatives that address immediate concerns, it focuses on long-term, structural changes that
reshape markets to support sustainable development. This approach requires the creation
of policies and market mechanisms that align economic incentives with sustainability goals,
ensuring that sustainability becomes embedded in the fabric of the economy rather than
being treated as an afterthought.

Furthermore, Ma-S goes beyond corporate social responsibility (CSR). While CSR
refers to a company’s voluntary actions to improve its environmental and social impact,
Ma-S aims to drive systemic changes at the policy and market level. Instead, Ma-S advocates
for the transformation of market systems to support sustainability at a much larger scale.

3.5. Empirical Illustrations of Macro Stewardship in Practice

Ma-S is already taking shape through the actions of several leading financial institu-
tions. Aviva Investors (AI), Legal and General Investment Management (LGIM), Schroders,
AXA, BNP Paribas, Allianz, and Hermes are just some examples of financial institutions
actively involved in public policy, regulatory consultations, and joint sustainability efforts.

For example, at the time of writing, AI had a dedicated Ma-S team, focused specifically
on engaging with governments, regulators, standard-setters, NGOs, academics, and multi-
lateral organizations (such as the UN, OECD, IMF, etc.) to guide the development of market
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rules and standards. According to Waygood (2024), the aim of the group was to “protect the
structural integrity of the markets to foster long-term growth” [19]. Notable case studies
of AI’ Ma-S work include their involvement in shaping the Task Force on Climate-related
Financial Disclosures (TCFD), establishing the International Platform for Climate Finance
(IPCF), and the EU’s High-Level Expert Group (HLEG) on sustainable finance.

Steve Waygood, their Chief Responsible Investment Officer, was a longstanding mem-
ber of TCFD who actively helped to shape the final recommendations and advocated for
mandatory climate reporting. AI has since demonstrated leadership by publishing detailed
annual TCFD-aligned reports at both the entity and product levels, showcasing how cli-
mate risks and opportunities are integrated into investment processes. Their efforts have
been recognized industry-wide, including winning the TCFD Report of the Year award
in 2020 [17]. In addition, AI convened a coalition of stakeholders—IPCF, aiming to align
global financial flows with the Paris Agreement targets [20].

Moreover, AI played a central role in the EU High-Level Expert Group (HLEG) on
Sustainable Finance, with Steve Waygood appointed as one of its 20 members. Launched
in December 2016, the HLEG was tasked with recommending how to embed sustainability
into the EU’s financial policy framework. Its 2018 report laid the groundwork for the EU
Action Plan on Sustainable Finance and led to key regulatory milestones, including the
EU Taxonomy, the Sustainable Finance Disclosure Regulation (SFDR), and green bond
standards. Through these efforts, the HLEG helped mainstream sustainability in financial
regulation and encouraged system-wide thinking [92].

The HLEG case is a leading example of direct engagement involving multiple stake-
holders with regulatory bodies and their consequential impact on the formulation of a
comprehensive roadmap for sustainable finance. The work undertaken by the HLEG
has had a significant influence on the evolution of sustainable finance policies within the
European Union (EU), resulting in the integration of its recommendations into numerous
legislative endeavors.

Several other financial institutions also took part in the HLEG, with their involvement
reflecting key elements of Ma-S. AXA Group was represented by Christian Thimann,
its Group Head of Regulation, Sustainability, and Insurance Foresight who also chaired
the HLEG. Alecta, a Swedish pension fund, Deka Investment, Mirova, and APG Asset
Management also participated in the group’s discussions [92]. Together, these financial
actors brought their expertise in responsible investment to help shape the EU’s sustainable
finance agenda.

3.6. Identifying Challenges with Macro Stewardship

Ma-S faces several challenges, including aligning incentives between short-term prof-
itability and long-term sustainability goals. Its effectiveness relies on stakeholder collabora-
tion and the ability of financial institutions to influence policy without falling into regulatory
capture. Implementing Ma-S requires financial institutions to shift from traditional profit
maximization to a broader approach that includes environmental and social dimensions.

There are also gaps in Ma-S that need addressing. The lack of a universally accepted
definition or standard leads to inconsistent interpretations and applications. Without clear
metrics and KPIs, it’s challenging to quantify Ma-S’s impact. While environmental factors
are often considered, social and governance issues like human rights, labor standards, and
diversity are frequently overlooked. Enhanced transparency and reporting mechanisms
are needed to track progress and impact.

Ma-S must deepen its focus on systemic risks and externalities, considering broader
societal impacts. Including smaller investors and non-institutional actors can enhance its



Sustainability 2025, 17, 3287 19 of 29

effectiveness and inclusivity. Addressing these gaps requires ongoing collaboration, clear
standards, improved transparency, and integration of social and governance considerations.

The Ma-S teams at financial institutions can potentially face internal tensions between
their advocacy goals and profit-driven objectives. Clear communication, aligned goals,
and strong leadership are essential to overcome these challenges. Selective advocacy can
undermine credibility, so balancing strategic selectiveness with genuine commitment is
crucial. Measuring success requires robust metrics balancing social impact with financial
performance. Acting as both an advocacy group and a strategic representative can create
conflicts of interest, necessitating a careful approach to maintain alignment with corporate
objectives. Maintaining stakeholder trust involves balancing public image actions with
genuine ESG commitment, and avoiding greenwashing.

Further, this paper proposes that effectiveness can be measured through regulatory
changes, market shifts, and broader ESG adoption, with accountability maintained through
clear objectives and transparent reporting. Balancing investor expectations for financial
returns with ESG commitments requires clear communication and demonstrating long-term
benefits. Advocacy efforts must comply with regulatory standards and ethical boundaries
to avoid legal and reputational risks. Resource allocation must strategically balance funding
activist initiatives with ensuring financial returns, prioritizing and justifying allocations to
retain passionate talent within the corporate structure.

4. Proposed Definition of Macro Stewardship, Practice and KPIs
Building on a literature review, practitioner observations, and research analysis, this

paper presents a refined definition, potential best practices for Ma-S, and recommendations
for evaluating its impact.

While these ideas represent our initial findings, they will need to be validated through
further research.

4.1. Proposed Definition of Macro Stewardship

Based on the above analysis, a new proposed definition is: Macro Stewardship (Ma-S)
is a practice by financial industry professionals that harnesses the influence and resources
of financial institutions to drive systemic change, address market failures, and resolve
collective action challenges. This practice is aimed at benefiting society and ensuring the
long-term stability of finance and investments. It aims to actively shape economic policies,
environmental standards, and social frameworks through strategic advocacy, collaborative
efforts, and innovative approaches.

4.2. How to Perform Macro Stewardship Effectively?

For effective Ma-S, preliminary research suggests that financial institutions need a
comprehensive understanding of sustainability issues—such as climate change, social
equity, and governance—supported by continuous research and academic collaboration.
Recognizing the interdependence of these issues and their impact on financial performance
and portfolios is also essential. Studies highlight that building strong networks with policy-
makers, industry groups, NGOs, academia, and other stakeholders is vital to amplify efforts
and drive collective action toward sustainability. For example, LGIM in their 2023 Active
Ownership document specified: “the Investment Stewardship team works with regulators,
policymakers and our industry peers to tackle systemic issues” [93]. Companies that prac-
tice Ma-S engage with Policymakers through formal engagement, thought leadership, early
engagement, collaboration, and strategic activities. [93],

The literature emphasizes active involvement in policy discussions, advocating for
regulatory support for sustainability, direct advocacy, stakeholder collaboration, and uti-
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lizing shareholder resolutions to advance reforms. Supporting innovation in sustainable
technologies and practices and maintaining transparent reporting systems for progress
tracking and communication are also essential components.

Table 1 lists resources used by companies regularly practicing Macro Stewardship. This
data was compiled by analyzing the latest stewardship reports from various companies,
such as LGIM, Insight Investment, Schroeders, Prudential, ABRDN, HSBC, M&G, and
Aviva Investors [93–100].

Table 1. Resources used by companies that practice Macro Stewardship.

National Multilateral Non-Government

Regulators: UK Financial Conduct
Authority (FCA), US Security and
Exchange Commission (SEC), Japan
Financial Services Agency (JFSA),
Germany Bundesanstalt Fur
Finanzdienstleistungsaufsaufsicht (BaFin)

European Commission United
Nation: UN Framework
Convention on Climate Change
(UNFCCC), The Conference of the
Parties (COP) and Convention on
Biological Diversities (CBD), the
Principle for responsible
Investment (PRI)

Parliament International Financial Institutions
(The World Bank) Academia

Central Banks

Multilateral Organizations: World
Health Organization (WHO),
International Financial Reporting
Standards (IFRS), Organization for
Economic Development (OECD),
International Organization of
Securities Commissions (IOSCO)

Civil Society

Government Departments, Ministries:
UK Department of International
Development, His Majesty Treasury

Non-governmental Organizations
(NGO): Environmental
Defense Fund,

Government Working Group Initiatives

Industry Associations: Glasgow
Financial Alliance for Net Zero
(GFANZ),The Investment
Associations (IA), Asian Corporate
Governance Association (ACGA)

Companies involved in Ma-S frequently participate in or support the initiatives listed
in Table 2. This list is based on reports from the eight largest UK investment firms by
assets under management: LGAM, Insight Investment, Schroders, Prudential, Standard
Life Aberdeen, HSBC, M&G, and Aviva Investors [93–100].

4.3. Proposed Metrics and KPIs for Macro Stewardship

To effectively assess, record, and evaluate the efficiency and effectiveness of Ma-S
practices by individual investment institutions, several key performance indicators (KPIs)
are proposed.

The first set of proposed KPIs has to do with policy influence and effects on SDG
changes. Proposed measures include tracking the number of policy changes influenced
by the institution’s efforts, evaluating the quality and impact of these changes on sustain-
ability goals, and monitoring the frequency of engagement with policymakers. Measuring
contributions to specific SDGs like climate action (SDG 13), responsible consumption
and production (SDG 12), and reduced inequalities (SDG 10), alongside tracking relevant
SDG metrics.
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Table 2. Initiatives supported or participated in by companies engaged in Macro Stewardship.

• 30% Club Investor Chapters—UK, Japan,
France, Germany
• Access to Nutrition Initiative (ATNI)
• Aldersgate Group
• Access to Medicine Foundation (ATMF)
• Asian Corporate Governance Association (ACGA)
• Asia Investor Group of Climate Change (AIGCC)
• Asia Research & Engagement (ARE)
• Australasian Centre for Corporate
Responsibility (ACCR)
• Better Buildings Partnership (BBP)
• British Council for Offices ESG committee
• Business for Nature
• Carbon Disclosure Project (CDP)
• Ceres
• China Climate Engagement Initiative (CCEI)
• Climate Action 100+
Climate Financial Risk Forum (CFRF)
Climate Impact Partners
Coalition for Climate Resilient Investment (CCRI)
• Corporate Governance Forum
• Council of Institutional Investors (CII)
Deforestation Free Finance
• Environmental Defence Fund (EDF)
• European Fund and Asset Management Association
• European Leveraged Finance Association (ELFA)
• European Association for Investors in Non-Listed Real
Estate Vehicles (INREV)
• FAIRR Initiative
Farm Animal Investment Risk
Finance for Biodiversity Pledge
• Financial Sector Deforestation Action (FSDA)
• The Financing a Just Transition Alliance
• GC100 + Investor Group
• Glasgow Financial Alliance for Net Zero (GFANZ)
• Global Real Estate Sustainability Benchmark (GRESB)
• Green Finance Institute—Coalition for the Energy
Efficiency of Buildings
• Investors in Financial Reporting Programme (IASB)

• Institute for Public Policy Research (IPPR)
• Institutional Investors Group on Climate
Change (IIGCC)
IC International (iCI)
• Interfaith Center on Corporate Responsibility (ICCR)
• International Corporate Governance Network (ICGN)
• International Capital Market Association (ICMA)
• The Investment Association (AI)
• The Investor Forum
• The Investors Against Slavery and Trafficking Asia
Pacific (IAST APAC)
• Investor Policy Dialogue on Deforestation (IPDD)
• ISSB Investor Advisory Group
• Japan Climate Leaders’ Partnership (JCLP)
• Japan Stewardship Initiative (JSI)
• Japan TCFD Consortium
• Midwest Investors Diversity Initiative (MIDI)
Mansion House Compact
• Nature Action 100
Natural Capital Investment Alliance (NCIA)
Net Zero Engagement initiative
Operating Principles for Impact Management
Race to Zero
RE100
Science Based Targets Initiative (SBTi)
• Net Zero Asset Managers Initiative (NZAM)
• Partnership for Carbon Accounting Financials (PCAF)
Powering Past Coal Alliance (PPCA)
OECD
SBTI
• ShareAction
The Green Bond Principle
• The Shareholder Commons
• Sustainability Reporting Standard for Social Housing
• Taskforce on Nature-related Financial
Disclosures (TNFD)
Task Force on Climate-related Financial
Disclosures (TCFD)
• Transition Pathway Initiative (TPI)
Terra Carta
• UK Green Building Council (UKGBC)
• UN Global Compact
• Valuing Water Finance Initiative
• United Nations Principles for Responsible
Investment (UN PRI)
WWF and Emerging Market Investor Alliance
Oilot Deforestation

Another possible set of KPIs could be changes in contributors, such as carbon footprint
reduction, job creation, community development, and improvements in human rights and
labor standards. This could be measured by tracking emissions reduction targets and the
percentage of investments in renewable energy and low-carbon technologies and through
social impact evaluations in each category.

The next set of proposed KPIs has to do with direct engagement and stakeholders.
This could be done by measuring the number of engagements with stakeholders and the
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number of partnerships formed. Also, directly surveying the stakeholders will help asses
their trust and perception.

Finally, analyzing budget allocation and the extent of staff training in sustainability
and the practice of Ma-S could help with tracking the efficiency of Ma-S as a practice. Imple-
menting some or all of these KPIs will provide a comprehensive framework to assess, record,
and evaluate the effectiveness and efficiency of Ma-S practices, ensuring that institutional
investors can effectively engage with policymakers to achieve sustainability goals.

5. Areas of Suggested Research
To further develop the concept of Ma-S and enhance its practical application, several

areas of research are essential. More independent, peer-reviewed analysis is needed to
establish the legitimacy and acceptance of the concept of Ma-S, its efficiency, effectiveness,
accountability, and role in a well-functioning democracy.

More research is needed to understand the role of collective action problems compared
to systemic market failures and how Ma-S might help address these challenges. This
research could explore how Ma-S could work alongside existing frameworks, such as
Ostrom’s ideas on collective action and managing shared resources.

Additional research to develop robust methodologies for assessing the impact of Ma-S
initiatives on both sustainability outcomes and the financial performance of a practicing
institution is also required. This includes the creation of metrics and frameworks that can
quantify the benefits of policy advocacy, multi-stakeholder collaboration, and innovation
support. Investigating the most effective incentive structures that align the interests of
financial institutions with long-term sustainability goals is crucial; this involves explor-
ing new compensation models, performance metrics, and regulatory frameworks that
encourage sustainable practices.

Additionally, studying the dynamics of stakeholder engagement in Ma-S is vital to
identifying best practices for collaboration between financial institutions, governments,
NGOs, and other key influencers. It’s also important to understand the barriers and enablers
to effective multi-stakeholder engagement. Examining the role of financial institutions in
shaping public policy, including case studies of successful and unsuccessful policy advocacy
efforts, can provide insights into strategies and conditions that enable effective influence
on sustainability-related policies. Conducting comparative studies of different regions and
sectors is necessary to identify how Ma-S can be tailored to specific contexts, understanding
the variations in market failures and stakeholder dynamics to design context-specific Ma-S
strategies. Further, studying the dynamics and tensions within an organization is also
important. Finally, implementing long-term studies to track the evolution and impact of
Ma-S initiatives over time will provide valuable data on the sustainability impacts and
financial performance of Ma-S, helping to refine the approach and demonstrate its value.

To guide this emerging area of research and clarify the direction of inquiry, the follow-
ing research questions are proposed for future studies:

• What mechanisms and tools can financial institutions implement to effectively prac-
tice Ma-S?

• What Key Performance Indicators (KPIs) can be used to measure the effectiveness and
efficiency of Ma-S?

• How effective and efficient is Ma-S for financial system stability and sustainability?
• How can Ma-S implement Elinor Ostrom’s ideas to help manage challenges like

climate change or financial stability?
• What conditions (institutional, regulatory, and cultural) are necessary to practice

effective Ma-S and to deliver transformative change in sustainable finance?
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• How can universal ownership theory be implemented to encourage investors to
participate in Ma-S?

• How can the concept of fiduciary duty be redefined to motivate investors to prac-
tice Ma-S?

• What incentive structures and performance metrics can help financial institutions
focus on long-term sustainability for the whole system?

• How do financial institutions shape public policy through Ma-S, and what approaches
work or don’t work in pushing for sustainability-focused regulation?

• How do institutional investors use non-market and social movement strategies within
macro stewardship to influence systemic change in financial markets and sustainabil-
ity outcomes?

These questions offer valuable direction for future empirical research and theoretical
development. Upcoming studies could investigate the mechanisms, impacts, and imple-
mentation strategies of Ma-S, using detailed case studies and in-depth analysis to build on
the foundational concepts outlined in this paper.

To better understand the nature of Ma-S, a range of research methods can be applied.
For example, qualitative approaches—such as case studies, expert interviews, and docu-
ment analysis—can uncover the dynamics between stakeholders, organizational processes,
and everyday practices. Semi-structured interviews are especially useful for exposing inter-
nal and external power dynamics, revealing stakeholder motivations, potential barriers,
and definitions of success, failure, and legitimacy.

To assess the effectiveness of Ma-S, mixed-methods research can be used. Quantitative
tools like regression analysis and longitudinal studies can help identify links between Ma-S
practices and financial or sustainability outcomes. In addition, surveys and experimental
designs can explore how incentive structures, geographic context, and differing institu-
tional cultures influence perceptions and impact. Together, these methods can generate a
comprehensive understanding of how Ma-S functions and where its greatest potential lies.

6. Policy Recommendations
To support the implementation of Ma-S and ensure its effectiveness, policymakers can

take several integrated actions. Firstly, to encourage broader adaptation and implementa-
tion of Ma-S by investors regulators could include Ma-S principles in the next iteration of
the Stewardship Code (e.g., UK Stewardship Code).

There is currently no formal, collaborative platform—like a “Finance General Assem-
bly” where investors, policymakers, and regulators can come together to discuss market
integrity and structure. Regulators could help establish such a platform to promote collabo-
ration and strengthen market integrity.

Regulators can also incentivize the financial industry to better align with Ma-S goals.
This could include encouraging regulators, investment consultants, and asset owners to
prioritize and demand effective Ma-S practices.

The incentives should also be adjusted for sustainable vs. unsustainable practices
by using mandatory disclosures of ESG risks, tax incentives for green investments, and
stricter penalties for environmental violations. Policies that incentivize long-term invest-
ment horizons over short-term gains are necessary. These could include tax benefits for
long-term investments in sustainable projects, reforms in executive compensation to reward
long-term performance, and the promotion of stewardship codes emphasizing sustain-
ability. Increased public funding for research and innovation in sustainability is also vital.
Governments should partner with financial institutions to co-fund research projects, pro-
vide grants for green technology development, and support pilot projects that test new
sustainability solutions.
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Moreover, education and training programs for financial professionals on sustainabil-
ity issues and the principles of Ma-S should be developed to build the necessary expertise
within financial institutions.

Finally, enhancing public accountability through transparent reporting requirements
and regular evaluations of the impact on sustainability goals is essential for maintaining
public trust and ensuring that Ma-S efforts genuinely contribute to sustainable development.

7. Conclusions
This research paper presents Ma-S as a transformative approach in sustainable finance,

aimed at addressing collective action problems and systemic market failures through the
active engagement of financial institutions with various stakeholders. By engaging in advo-
cacy, policy reforms, and collaborative initiatives, financial institutions can significantly
contribute to achieving the UN SDGs and other sustainability objectives. Unlike traditional
models that focus on company-specific or portfolio-wide impacts, Ma-S includes systemic
interventions necessary for long-term sustainability.

Our research highlights the importance of practicing Ma-S due to its collaborative
approach and potential to correct market failures that lead to environmental degradation,
social inequities, and economic instability. Financial institutions, given their significant
influence and resources, are uniquely positioned to drive structural changes by advocating
for regulatory reforms, supporting sustainable innovation, and fostering multi-stakeholder
collaborations. This engagement helps create a regulatory environment that supports
sustainability, promotes responsible business practices, and aligns investment strategies
with long-term societal goals.

The work demonstrates empirical examples from Aviva Investors, LGIM, and
Schroders to show that Ma-S is already operational in practice, albeit inconsistently and
without clear definitions or metrics. By proposing a working definition and practical KPIs,
this paper offers a conceptual framework and a call to action for both researchers and
practitioners to develop and evaluate Ma-S as a core function of sustainable finance.

Our analysis also proposes several challenges in implementing Ma-S. Aligning short-
term profitability with long-term sustainability can create tensions within financial institu-
tions. Smaller firms may lack the capacity and expertise for effective policy engagement,
and there is a risk of regulatory capture, where large investors influence policies to their
advantage rather than the public good. Additionally, the absence of clear metrics and KPIs
makes it difficult to quantify the impact of Ma-S initiatives and demonstrate its advantage
internally and externally.

Despite these challenges, our research underscores the substantial benefits of Ma-S. By
addressing systemic risks and market failures, Ma-S can lead to more resilient economic
systems, reduced environmental degradation, and improved social outcomes. Financial
institutions practicing Ma-S can build stronger reputations and trust with stakeholders,
gaining competitive advantages.

To support the implementation of Ma-S, this paper recommends that policymakers
provide regulatory support for stakeholder engagement, establish collaboration platforms,
incentivize long-term investments, and enhance public accountability through transparent
reporting. Additionally, education and training programs for financial professionals on
sustainability issues and engagement are crucial to building the necessary expertise within
financial institutions.

This study contributes to the literature by offering a new conceptualization of
stewardship—Macro Stewardship. This framework shifts the focus from firm-level engage-
ment (micro stewardship) to systemic influence. Drawing from theories of collective action,
market failure, and universal ownership, it develops a comprehensive framework for
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understanding how financial institutions can act as agents of systemic change. It combines
theoretical foundations, identifies practical mechanisms, and presents empirical examples
that illustrate how Ma-S operates in practice. By bringing these parts together, the analysis
shows a clearer way forward for researchers and professionals, highlighting that Ma-S is
key to reaching long-term sustainability goals in finance. In conclusion, the adoption and
effective practice of Ma-S could play a pivotal role in transforming financial markets to
support global sustainability efforts.
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