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Introduction

Climate change and biodiversity loss are increasingly  
recognized as systemic risks to companies, financial 
markets, and investors’ diversified portfolios. This is  
reflected in a multitude of initiatives and commitments  
by companies, investors, policymakers, regulators, 
and other organizations seeking to address these 
risks – from the Taskforce on Climate-related 
Financial Disclosures (TCFD) launched by the G20’s 
Financial Stability Board (FSB), to the Network for 
Greening the Financial System (NGFS) comprised 
of central banks and financial supervisors, to net 
zero alliances and the Taskforce on Nature-related 
Financial Disclosures (TNFD) with the support of 
financial institutions representing trillions of dollars. 

Inequality and social-related risks are beginning 
to receive comparable attention. The emerging 
Taskforce on Inequality and Social-related  
Financial Disclosures (TISFD) is laying the conceptual 
foundations for a disclosure framework that will 
support companies and investors in understanding 
their relationships with inequality and social risk - 
particularly how they might contribute to or alleviate 
these risks, and how they are affected by them.

Some of the world’s most influential financial 
figures have warned that growing economic 
inequality poses a threat not only to society but 
to capitalism itself. Ray Dalio of Bridgewater 
Associates, Bill Ackman of Pershing Square,  
Jerome Powell of the Federal Reserve, and Janet 
Yellen of both the US Treasury and Federal Reserve 

have all identified economic inequality as a critical 
risk.1 These individuals are from the world’s largest 
capital market – the U.S. – and their views reflect 
perspectives across the political spectrum. It is 
telling that even those who have benefitted most 
from the current system recognize that unchecked 
inequality can ultimately undermine it. 

These perspectives are complemented by 
those of the International Monetary Fund (IMF), 
United Nations (UN), and World Bank, which have 
repeatedly highlighted the destabilizing effects of 
inequality within and between countries at various 
points in time.2 As outlined below, economic 
inequality can lead to social unrest, inhibit progress 
on climate and nature goals, and exacerbate what 
has come to be known as the broader “polycrisis.” 
These challenges can then lead to macro-financial 
risks. Inequality can also directly destabilize  
financial markets by concentrating wealth and 
power across individuals, firms, and regions, 
interlinking with price stability and interest rates, 
contributing to asset bubbles and credit crises. 

While the academic and policy literature on these 
issues is vast, it is also scattered and has yet to 
be curated and synthesized in ways that inform 
the private sector decision-making. Until TISFD, 
there has been no concerted effort by the financial 
services industry to understand inequality  
as a systemic macro-financial risk – its origins, 
mechanisms, and potential remedies. 

Economic Inequality:  
The Common Denominator of Systemic Risks
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There has been progress in the field of business and  
human rights as reflected in the UN Guiding Principles  
on Business and Human Rights (UNGPs) and 
Organisation for Economic Co-operation and 
Development (OECD) Guidelines for Multinational 
Corporations, as well as frameworks with a focus on  
certain stakeholder groups, such as the International 
Labour Organisation (ILO) standards or those 
developed to address themes like gender or economic  
development in undercapitalized regions. However, 
there has been no comprehensive “Stern Review” or 
“Dasgupta Review” for economic inequality that  
speaks to the complexities of how it manifests across  
workers, communities, consumers, value chains, 
geographies, market structure, and other dimensions.

As a founding member and current Steering 
Committee member of TISFD participating 
in its development since the beginning, the 
Predistribution Initiative (PDI) has seen how the 
macro-financial risks of inequality to financial 
markets remain less understood than those of 
climate and nature, even as they may prove more 
immediate and act as a barrier to addressing other 
facets of the polycrisis. In this briefing, we share our 
own reflections and learnings on these emerging 
risks, as well as perspectives on what is needed 
by the market to understand and adequately 
address them. These reflections are not intended to 
represent the views of TISFD.

Inequality and social-related risks are 
beginning to receive comparable attention. The 

emerging Taskforce on Inequality and Social-
related Financial Disclosures (TISFD) is laying 

the conceptual foundations for a disclosure 
framework that is anticipated to support 

companies and investors in understanding their 
relationships with inequality and social risk.
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Understanding Inequality 
& Social Risks
TISFD emerged in 2023 through the convergence 
of two earlier initiatives: the Taskforce on 
Social-related Financial Disclosures (TSFD) and 
the Taskforce on Inequality-related Financial 
Disclosures (TIFD). As these initiatives joined  
forces, the question arose as to the relationship 
between social versus inequality-related risks.  
Is one a subset of the other? This is not for any one 
individual or institution to determine, and some  
level of consensus is anticipated to emerge as 
the TISFD framework develops with input from 
stakeholders across the investment, business,  
labor, civil society, and academic communities.3

Perhaps of more immediate concern, when 
developing financial disclosures, it is critical  
to understand how the resulting framework  
speaks to the concept of financial materiality. 
According to the International Sustainability 
Standards Board (ISSB) of the International  
Financial Reporting Standards Foundation  
(IFRS Foundation), 

“Information is material if omitting, misstating, 
or obscuring it could reasonably be expected 
to influence investor decisions… IFRS… 
asks for disclosure of information about 
sustainability related risks and opportunities 
to meet investor information needs. That 
means information about all sustainability-
related risks and opportunities that could 
reasonably be expected to affect the 
company’s prospects – its cash flows,  
access to finance or cost of capital over  
the short, medium, or long term.”4

 

Financial materiality (sometimes referred to as  
“single financial materiality”) traditionally refers to  
issues which may financially impact the performance 
of a company or security in a material way.

Yet another conception of materiality is impact 
materiality, which refers to issues that may impact 
and be salient to corporate stakeholders (people) 
such as workers, supply chain actors, communities, 
and consumers. When both impact materiality and 
financial materiality are considered together, this is 
known as double materiality.

The relationship between financial and impact 
materiality can be understood through the concept 
of Impacts, Dependencies, Risks, and Opportunities 
(IDROs), often applied in the context of nature risks. 
A company may contribute to negative impacts 
that exacerbate nature loss – for example, soil 
degradation from intensive farming or depletion 
of marine life through over-fishing. Yet this same 
company is also dependent on healthy ecosystems 
to enable it to sustain operations and continue 
as a going concern; healthy soil will be needed to 
grow crops in the future, and fish stocks must be 
replenished to maintain catches. In this sense, soil 
and fish function as forms of natural capital, akin to 
financial capital, that take on risk and create financial 
value within a transaction or production process. 
Viewed through the lens of these dependencies, 
the deterioration of natural capital becomes a 
financially material risk to a company. Conversely, 
financially material opportunities can arise when 
companies adopt practices such as regenerative 
farming and fishing that enable the replenishment 
of natural capital even as it is used, securing both 
environmental and economic resilience.

https://www.tisfd.org/
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7	 Will Kenton, “Understanding Externalities: Positive and Negative Economic Impacts,” Investopedia, 2025.
8	 Impact Management Platform, The Imperative for Impact Management: Clarifying the Relationship Between Impacts, System-Wide  
        Risk and Materiality, June 27, 2023.
9	 James Hawley, Keith Johnson, and Ed Waitzer, “Reclaiming Fiduciary Duty Balance,” Rotman International Journal of Pension 

Management 4, no. 2, 2011, 4-17; International Corporate Governance Network (ICGN), Global Stewardship Principles, 2024; Intentional 
Endowments Network (IEN), “Investing for an Equitable, Low-Carbon, and Regenerative Economy,” 2025; Keith Johnson, Susan Gary, 
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10	 Systemic and systematic risks have different definitions in finance, but both are generally macro-financial and non-diversifiable.  
	 For simplicity in this paper, we generally use the terms “systemic” and “macro-financial.”
11	 John Lukomnik and James P. Hawley, Moving Beyond Modern Portfolio Theory: Investing That Matters, New York, Routledge, 2021.

In the context of social risks, companies are 
generally dependent on workers and the supply 
chain (human capital) and communities and 
consumers (social capital) to thrive. It is often 
said by senior executives that “people are our 
greatest asset,” thereby indicating they create 
material financial value. Further, numerous studies 
demonstrate that corporate success is dependent 
on a social license to operate, implying the financial 
value from communities and consumers.5

While some may argue that with the growth of 
artificial intelligence (AI) and automation, companies 
will be able to reduce their dependencies on 
workers, it is imperative to consider that workers are 
also consumers who keep economies functioning.  
If workers do not have robust incomes, this will 
eventually impact companies’ consumer bases 
and threaten the overall economy, thereby creating 
a negative feedback loop that can materially affect 
corporate financial performance in the future.  
These “systemic” dependencies are described 
further below, and in PDI’s Predistribution AI Lab 
paper series. 6

When a company’s impacts do not clearly translate 
into financially material risks or opportunities for 
that company over the short, medium, or long-term, 
those impacts become economic externalities.7 In 
the case of negative impacts, these externalities 
are costs that someone or groups other than the 

company must bear. Negative externalities – such 
as from payment below a living wage/income 
to workers or greenhouse gas emissions - can 
accumulate to become risks to human and natural 
systems. Because well-functioning economies 
depend on the stability of these underlying systems, 
and well-functioning financial markets depend on 
economies, these negative externalities can pose 
systemic financial risks  
to financial markets and therefore investors’ 
diversified portfolios.8

As argued by Jon Lukomnik and Jim Hawley in their 
book, Moving Beyond Modern Portfolio Theory: 
Investing that Matters, and Keith Johnson, Tiffany 
Reeves, and colleagues across several key works,  
externalities and the resulting systemic 
financial market risks are especially significant 
to large, long-term, diversified investors with 
intergenerational fiduciary duties, such as pension 
funds and often sovereign wealth funds.9 Because 
their portfolios are so diversified, they are exposed 
to nearly every industry, geography, and asset class 
and cannot diversify away systemic and systematic 
risks arising from the accumulation of externalities.10 
Lukomnik and Hawley note, “more than 75 percent of 
the variability in the return to an investor is caused by 
systematic risk – that is, some combination of beta  
and how much exposure an investor has to that beta.”11

Thus, even if a climate, nature, or inequality-related 
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12	 It may also be possible for negative externalities to affect companies’ financial performance, as described in the Impact Management 
Platform’s The Imperative for Impact Management (see note 8) and as suggested in the example above about AI and automation.

impact is not linked to a material dependency of an individual company—and thus does not lead to material 
financial risk to that company—the accumulation of such impacts as externalities materially affect the 
dependencies, risks, and opportunities of financial markets and diversified investors. So IDROs can be 
understood across two dimensions:

The idiosyncratic level for a given company or security, and 

The systemic or systematic-level for an investment portfolio.12

Arguably, these two dimensions overlap. Much of the impact on diversified portfolios will manifest through 
the aggregate performance of portfolio companies, although not exclusively. Financial portfolios also 
comprise of non-corporate assets such as commodities, currency, and sovereign and sub-sovereign debt 
that are influenced by macro-level, non-linear dynamics and feedback loops, including shifts in interest 
rates and broader economic conditions. 

1

2

TISFD Early Model of Pathways Illustrating the Relationship Between Impacts, 
Dependencies, Risks, and Opportunities
(Source: TISFD Proposed Technical Scope)
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14	 Fairness Foundation, “Unequal Kingdom – Horizontal Inequalities,” January 31, 2024; Fairness Foundation, “Unequal Kingdom – Vertical 
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Various Facets of Inequality
Before examining how inequality can create macro-
financial risk, it is important to clarify what is meant 
by inequality in this context. In the report, “The 
Investor Case for Fighting Inequality: How Inequality 
Harms Investors and What They Can Do About It,” 
various definitions of socioeconomic inequality 
(referred to as “economic inequality” in this briefing) 
are summarized. Together, the UN Development 
Programme (UNDP) and the OECD describe it as 
disparities in income, wealth, living standards, 
capabilities, and access to opportunities such as 
education, healthcare, employment, and social 
mobility. They also reference intergenerational 
inequality, which involves “the transmission of 
socioeconomic advantages or disadvantages from 
one generation to the next, affecting long-term 
development prospects.”13

Inequality is often understood across two 
dimensions: vertical and horizontal. As explained 
by the Fairness Foundation, “Vertical inequalities 
are inequalities between individuals or households, 
such as income or health inequalities… Horizontal 
inequalities are inequalities between groups, such 
as people of different genders or ethnicities.”14

In many ways, horizontal inequality stems from cultural  
and historical factors which have systematically 
undervalued certain populations and put them at a 
disadvantage when it comes to access to resources, 
wealth, and societal influence. These inequities are 
reflected in patterns of discrimination and unequal 
opportunity. As markets evolved around dominant 
definitions of economic productivity and growth - 

set largely by those who have wealth and influence 
- certain forms of physical and cognitive ability have 
also been privileged over others. These various 
forms of discrimination not only affect wealth-
building and social advancement opportunity of the 
present generation, but also the prospects of future 
generations. Intergenerational disadvantages can 
compound through access to education, health and 
well being, inheritance, and more.

Our modern economy continues to generate new 
disparities on top of these imbalanced foundations 
across multiple dimensions. Inequality can manifest: 

•	 Within companies, for instance through pay 
ratios between executives and workers; 

•	 Across the capital value chain, for instance 
between a private equity executive and a 
portfolio company worker;

•	 Between firms, such as differences in cost 
of capital and access to resources between 
larger or fast-growing companies versus 
smaller and slower-growth companies; and, 

•	 Across regions, as rural and developing areas 
(countries, cities, etc.) face higher costs and 
reduced access to capital compared to urban 
and developed regions. 

These are just examples and not an exhaustive list,  
illustrating that economic inequality is a manifestation 
of a multi-layered system of disparities that 
reinforce one another across time and scale.
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15	 Michael C. Jensen and William H. Meckling, “Theory of the Firm: Managerial Behavior, Agency Costs and Ownership Structure,” Journal 
of Financial Economics 3, no. 4, 1976, 305–360.

16	 Milton Friedman’s famous statement that “In [a free economy] there is one and only one social responsibility of business―to use its 
resources and engage in activities designed to increase its profits so long as it stays within the rules of the game,” Milton Friedman, 
Capitalism and Freedom, Fortieth Anniversary ed., Chicago, University of Chicago Press, 2002, 133.

Economic inequality is constantly shaped by the 
structure of markets and the terms of transactions. 
The ways in which capital is allocated, priced, and 
structured and who takes what risk for a given level 
of return in a transaction is a key lens through which 
economic inequality is determined. When human 
and social capital are undervalued in a transaction 
relative to financial capital, greater uncompensated 
risk is shifted towards those particular workers and 
communities, while a disproportionate share of 
returns accrues to the providers of financial capital. 
In such cases, those who bear the most exposure to 
operational, environmental, or social risks are often 
least compensated for it.

Theoretically, in well-balanced markets, market 
actors such as workers, communities, consumers, 
companies, and providers of capital should be 
able to negotiate on a relatively level and balanced 
playing field. Each bid or ask reflects that market 
actor’s perspectives and values, leading to efficient 
price discovery across different forms of capital 
(human, social, natural, financial). Aggregated,  
these dynamics influence societal outcomes. 
However, vast imbalances in markets have emerged 
(or arguably have always existed in various forms  
and compound at various points in time).  

Some companies, investors, regions, and market 
actors often wield disproportionate bargaining 
power, allowing them to influence the pricing of 
risk and return in their favor. This distorts market 
outcomes, biases prices discovery, and creates a self- 
reinforcing cycles in which economic inequality and 
influence over societal outcomes deepens over time. 

Modern corporate governance and performance 
analysis can further entrench these dynamics – even  
inadvertently. While details vary across jurisdictions, 
corporate governance in today’s global markets has  
evolved to place what many would argue is a stronger  
emphasis on shareholder interests relative to those  
of other stakeholders of a company, such as workers,  
communities, suppliers, or consumers. The original 
intent of prioritizing shareholders was to prevent 
corporate managers from acting irresponsibly with 
investors’ capital, thereby addressing the principal-
agent problem.15 This reflected an assumption 
that if a company performs financially well, then 
its stakeholders are likely sufficiently satisfied 
with it.16 A belief that financial performance is a 
solid representation of a company’s health also 
underpins the linking of executive compensation 
to shareholder return, a practice now deeply 
embedded in contemporary corporate governance.

The ways in which capital is allocated, priced, 
and structured and who takes what risk for a 

given level of return in a transaction is a key lens 
through which economic inequality is determined.
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17	 Delilah Rothenberg, Hubert Danso, and Frank Van Gansbeke, Investing to Reconnect Financial Value with People, Nature, and the  
	 Real Economy: An Iterative Blueprint for Capital Markets Actors, Policymakers, and Regulators, Earth4All Deep-Dive Paper 18,  
	 Predistribution Initiative, Africa investor, and Beyond Bretton Woods, Club of Rome, March 2025.
18	 Mai Chi Dao, Mitali Das, Zsoka Koczan, and Weicheng Lian, “Drivers of Declining Labor Share of Income,” IMF Blog, April 12, 2017. See 

also Loukas Karabarbounis and Brent Neiman, “The Global Decline of the Labor Share,” NBER Working Paper 19136 (National Bureau 
of Economic Research, June 2013). In the U.S., as evidenced by the U.S. Bureau of Labor Statistics time series data, the labor share has 
been declining since the 1960s, though three-quarters of the entire post-1947 decline has occurred since the early 2000s. U.S. Bureau 
of Labor Statistics. “Labor Share of Output Has Declined Since 1947.” The Economics Daily, March 7, 2017.

19	 Thomas Piketty, Capital in the 21st Century, Cambridge, MA, Harvard University Press, 2014; it is worth noting that Joseph Stiglitz 
challenges this thesis in his new book, Joseph E. Stiglitz, The Origins of Inequality, and Policies to Contain It, Oxford, Oxford University 
Press, 2025, which has deep analysis on the private sector’s relationship with inequality.

However, investors – even long-term investors 
- often focus on financial performance relative 
to benchmarks across short-term time frames, 
ranging anywhere from quarterly to just a few years. 
These benchmarks are also based on financial 
performance that has externalized costs. This 
orientation therefore incentivizes investees such as 
companies to further externalize costs. 

Modern finance has not yet developed the financial 
analysis tools that enable diversified investors to 
sufficiently factor externalized costs into their 
risk-return analysis to inform investment decision-
making. Even if they did, diversified investors 

1)	 don’t have the capacity to engage with every 
single portfolio company to encourage the 
reduction of negative externalities, and 

2)	 are so intermediated from workers, 
communities, and consumers “on the ground”  
they likely wouldn’t have sufficient understanding 
of emerging risks, externalities, and effective 
solutions, even with the best of disclosure 
frameworks like the one TISFD is developing. 

This is why at PDI we are examining:

1)	 corporate governance reforms that involve 
other corporate stakeholders such as workers, 
communities, and consumers in addition to 
traditional board composition and

2)	 accounting and financial analysis reforms that 
better consider human, social, and natural capital. 

Better valuing human, social, and natural capital can 
systematically shift terms of transactions regarding 
who takes what level of risk for what level of return. 
For instance, better valuing human capital can lead 
to employee ownership models where workers own 
equity alongside executives and investors and/
or including workforce perspectives in corporate 
boards. It also relinks the value of financial capital 
with real-world value, shifting markets away from 
financialization, as we outline in our paper with the 
Club of Rome, Earth4All, Beyond Bretton Woods, 
Africainvestor, and Generation Foundation, 
“Investing to reconnect financial value with people, 
nature, and the real economy.”17

Structural dynamics help explain why, over the 
past decades, returns to capital have significantly 
outpaced returns to labor. In advanced economies 
around the world, the labor share of income began 
trending down in the 1980s, which some attribute 
largely to the rise in technology and globalization.18 
Other contributing factors exist, as well, such 
as deregulation, as discussed below. French 
economist Thomas Piketty argues that when the 
rate of return on capital is greater than the rate 
of economic growth over the long term, wealth 
concentration becomes structurally embedded in 
the economy.19

The top 1 percent have the best houses, the best educations, the best doctors,  
and the best lifestyles, but there is one thing that money doesn’t seem to have bought:  
an understanding that their fate is bound up with how the other 99 percent live.”
– Joseph Stiglitz
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20	 Lucas Chancel, Ricardo Gómez-Carrera, Rowaida Moshrif, Thomas Piketty, et al., World Inequality Report 2026, World Inequality Lab.
21	 Board of Governors of the Federal Reserve System, “Distributional Financial Accounts: Distribution of household wealth in the U.S.  
	 since 1989,” (Q3 2025), Federal Reserve Board.

	 Note that several 2024 sources use a 93% statistic, but this no longer lines up with the latest DFA timeseries data. For instance, Ivanova,  
	 The Running of the Bulls in 2023 was more like the Waddle of the Fat Cats 2024. Collins, The Richest 1 Percent Own a Greater Share of the  
	 Stock Market Than Ever Before 2024.
22	 Board of Governors of the Federal Reserve System, “Survey of Consumer Finances,” 2023.
23	 Chuck Collins, “The Richest 1 Percent Own a Greater Share of the Stock Market Than Ever Before,” Inequality.org, January 16, 2024.

In the U.S., wealth and capital ownership have become increasingly concentrated. The top 10 percent hold 
about 87 percent of stock market wealth (corporate equities and mutual fund shares) as of Q1 2026, up from 
79 percent in Q1 2002; with the richest 1 percent owning approximately 50 percent, up from 40 percent.21 
While the latest Federal Reserve data estimates that 58 percent of U.S. households have some form of stock 
market exposure,22 primarily through retirement funds like IRAs and mutual funds, the concentration of 
ownership continues to increase.23

Extreme Wealth Inequality is High in All Regions
Bottom 50%, middle 40%, and top 10% (top 1% and next 9%) wealth shares across the world, 2025.
(Source: Arias-Osorio et al. (2025) and wir2026.wid.world/methodology.20

Interpretation: In Latin America, the top 1% captures 36% of national wealth, and the next 9% an additional 33%. Together, the top 10% holds 
69%, compared to 60% in Europe. Net personal wealth is equal to the sum of financial assets (e.g. equity or bonds) and non-financial assets 
(e.g. housing or land) owned by individuals, net of their debts.
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24	 Lucas Chancel, Lucas, Ricardo Gómez-Carrera, Rowaida Moshrif, Thomas Piketty, et al., World Inequality Report 2026, World Inequality Lab.

Globally, the richest 10 percent of the world’s 
population own three-quarters (~75 percent) of all 
assets, while the bottom half owns just 2 percent; 
moreover, the top percentile holds 37 percent.24 

Public institutions play a critical role in either 
exacerbating or alleviating many of these 
tensions. For instance, across many geographies, 
governments have introduced policies intended 
to redress historical disadvantages and level 
the economic playing field to reduce economic 

inequality. Some targeted interventions aim 
to reduce inequality by supporting specific 
marginalized groups. These targeted interventions 
can generate pushback when the broader 
population, also disadvantaged relative to the 
wealthy, feels excluded or overlooked by such 
measures, creating tensions over perceived fairness 
and distribution. Alternative approaches to level the 
playing field include redistributive policies such as 
progressive taxation with a focus on vertical versus 
horizontal inequality.

U.S. Assets by Wealth Percentile Group in 2025:Q2 
Trillions of Dollars
(Source: Survey of Consumer Finances and Financial Accounts of the United States)
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25	 Global Justice Now, “69 of the Richest 100 Entities on the Planet Are Corporations, Not Governments, Figures Show.” 2018. 
 
The literature on private sector influence over policy and regulation is vast and produced across the political spectrum globally.  
See for instance: Gilens & Page, Testing Theories of American Politics: Elites, Interest Groups, and Average Citizens 2014; Hacker & 
Pierson, Winner-Take-All Politics: How Washington Made the Rich Richer—and Turned Its Back on the Middle Class 2010; Drutman,  
The Business of America is Lobbying: How Corporations Became Politicized and Politics Became More Corporate 2015; Bartels,  
Unequal Democracy: The Political Economy of the New Gilded Age 2008 updated 2016; Winters, Oligarchy 2011; Culpepper, Quiet 
Politics and Business Power: Corporate Control in Europe and Japan 2011; Crouch, Post-Democracy 2004; Carnes, White-Collar 
Government: The Hidden Role of Class in Economic Policy Making 2013. 

26	 See, for instance, Karen Petrou, Engine of Inequality: The Fed and the Future of Wealth in America, Hoboken, NJ, Wiley, 2021.
27	 Tej Parikh, “How the West Got Hooked on Economic Support.” Financial Times, August 17, 2025. 

Governments have often advanced growth-
oriented strategies under the assumption 
 that a “rising tide will lift all boats.” Yet this “trickle 
down economics” approach has come under 
scrutiny for not considering distributive  
effects and are increasingly considered to  
have exacerbated economic inequality. 

Studies suggest that deregulation in the U.S. 
beginning in the 1970s and corresponding with 
the rise of neoliberal thought out of the Chicago 
School of Economics has led to a loss of labor’s 
bargaining power and rise in financialization – or 
as noted previously the prioritization of financial 
capital above other inputs into a transaction. 
Weakening antitrust enforcement, loopholes, and 
other policy interventions which have facilitated 
market concentration, along with court rulings 
like Citizens United, have enabled companies and 
some investors to use their disproportionate size 
and resources to influence regulation. According to 
2017 analysis by the nonprofit, Global Justice Now, 
157 of top 200 economic entities by revenue were 
corporations - not countries - and top 10 corporate 
revenues exceeded $3 trillion.25

Additionally, central banks play a significant role 
in shaping inequality. While low interest rates 
are traditionally seen as a means of stimulating 

economic growth in ways that benefit all, various 
academics, economists, and leaders across finance 
and other disciplines have noted that this practice 
also tends to ignore distributional effects and can 
disproportionately benefit holders of assets. Those 
with existing assets can borrow more easily and on 
more favorable terms, while rising asset prices as a 
result of easy monetary policy further compound 
their wealth. Meanwhile, higher valuations 
create barriers to entry for those without assets, 
entrenching inequality.26

Monetary interventions such as those undertaken by 
the Federal Reserve during the 2008 financial crisis 
and COVID-19 pandemic have been widely debated. 
While such measures stabilized markets, they also 
benefited investors by bailing out investments which 
were high risk and arguably contributed to pre-
existing fragility, thereby reinforcing moral hazard 
and further decoupling financial markets from the 
real economy. 

Economic fragility across society presents 
particular challenges to governments when financial 
crises do emerge. In addition to the aforementioned 
dynamics, monetary and fiscal stimulus in  
response can contribute to a variety of macro-
financial challenges such as inflation and public  
debt burdens.27
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It is increasingly unclear that markets are 
well-positioned to facilitate the price 

discovery that adequately reflects the 
values of human, social, and natural capital.

28	 See for instance, Barry Eichengreen and Ricardo Hausmann, eds., Other People’s Money: Debt Denomination and Financial Instability 
in Emerging Market Economies, Chicago, University of Chicago Press, 2005; Maurice Obstfeld and Haonan Zhou, “The Global Dollar 
Cycle,” Brookings Papers on Economic Activity, Fall 2022, 361–447.

At this macro level, the broader international 
financial architecture also matters. The Bretton 
Woods system established the U.S. Dollar as the 
world’s reserve currency, which has been found 
to have destabilizing macroeconomic effects on 
Emerging Markets and Developing Economies 
(EMDEs).28 Recently, the Trump administration has 
highlighted the drawbacks of the U.S. Dollar  
reserve currency status in terms of its negative 
impacts to the U.S. economy and has sought to 
depreciate the dollar to improve the attractiveness 
of American exports. 

Regardless of intent or genuine belief in helping 
or harming stakeholders, there are legitimate 
questions arising with the public about the 
soundness of economic theories informing market 
decisions and whether technocratic decision 
makers are sufficiently in touch and aligned with 
the people they are supposed to serve. Public 
dissatisfaction and the perception of being left 
behind are fueling mistrust in political, business, 
and finance leaders. As imbalances in wealth and 
power grow more visible and disadvantages are 
shared by wider segments of populations across 
geographies, it is increasingly unclear that markets 
are well-positioned to facilitate the price discovery 
that adequately reflects the values of human, social, 
and natural capital.

TISFD was established to help investors and companies  
understand the pathways through which the private  
sector contributes to inequality. As such, inequality 
that manifests from cultural or public sector dynamics  
is not explicitly in scope. However, in many cases it is 
difficult if not impossible to separate cultural, policy, 
and regulatory drivers of inequality from those of the 
private sector. Culture can influence what is valued 
in transactions and thus the distribution of risk and 
return. And when the private sector increasingly 
wields disproportionate influence over policy 
relative to other stakeholders, boundaries between 
public and private drivers of inequality are blurred. 

Additionally, when considering the feedback 
loops or transmission channels through which 
inequality becomes a systemic risk to financial 
markets and investors’ diversified portfolios, it may 
be impossible, impractical, or pointless to isolate 
private sector drivers of inequality from cultural or 
policy ones. Investors seeking to understand how 
inequality poses a financially material risk from 
a systemic or macro-financial lens benefit from 
knowing what drivers they can influence, and, even 
where their influence is limited. 

Finally, TISFD includes both vertical and horizontal 
inequality in scope. However, the rest of the briefing 
focuses primarily on the macro-financial risks of 
vertical inequality, which is better researched and 
affects the majority of people globally.
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29	 Ipsos, The Ipsos Populism Report 2025: A 31-Country Ipsos Global Advisor Survey, Paris, Ipsos, 2025.

Inequality as a Systemic Risk
When TCFD was launched, it benefitted from a 
strong pre-existing knowledge base – notably, the 
work of the Intergovernmental Panel on Climate 
Change (IPCC) and The Stern Review, which 
examined the economic impacts of climate change. 
Similarly, when TNFD was launched, it benefitted 
from the work of the Dasgupta Review’s findings on 
the economics of biodiversity. 

Consultations from TISFD and other work undertaken 
by PDI indicate that market actors are seeking an  
evidence base for how their actions might contribute  
to or alleviate inequality, and how inequality affects 
their financial performance. A disclosure framework 
developed by TISFD will only be as strong and value- 
added as the evidence base that underpins it. Equally  
important is a deep understanding of the incentives 
that drive market actors to act on that evidence.

Together with TISFD and other partners, we are 
working to address these gaps. Given the vast 
and intersecting factors that drive inequality, 
there is a need for a global and multidisciplinary 
research network. This is currently in early stages of 
development. In the meantime, noteworthy work 
has already been done, and signals are growing 
stronger that inequality represents a clear and 
present macro-financial risk. Below are some 
general themes which are part of the growing 
public discourse on inequality across geographies 
and political views. This briefing is not an effort to 
thoroughly document research, but rather highlight 
areas with strong evidence to date which could 
benefit from further investigation in the context of 
financial markets.

Perhaps most obviously, inequality can lead to 
social instability. From the populist movements 
which contributed to the fall of the Roman Republic 
in the 2nd to 1st centuries BCE, to pre-revolutionary 
France in the 1780s, to pre-revolutionary Russia, 
to Republican-era China in the 1900s, and Weimar 
Germany in the 1920s and 1930s, history shows 
clear tipping points when economic inequality is 
no longer tolerated by the public. Rising populism 
around the world materializing in developments  
such as Brexit in 2016 and recent widespread 
protests in mature markets and EMDEs suggest 
societies today may be approaching similar 

thresholds. Many business and finance leaders, 
including those mentioned earlier in this briefing,  
have increasingly voiced concern over these risks.

Recent Ipsos polls across numerous countries 
globally underscore this growing sentiment: a clear 
majority of people across generations and social 
classes agree that, “the main divide in our society 
is between ordinary citizens and the political and 
economic elite,” that “experts in this country don’t 
understand the lives of people like me,” and that 
“traditional parties and politicians don’t care about 
people like me.”29

Societal Instability
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30	 JUST Capital, “Polling the American People: Americans’ Views on Business,” November 15, 2024.
31	 Edelman Trust Institute, 2025 Edelman Trust Barometer: Trust and the Crisis of Grievance, 2025.

According to the 2025 Edelman Trust Barometer, 
fear that leaders across business, government, 
and media lie to the public is at an all-time high. 
Sixty-five percent of respondents believe that 
“the wealthy’s selfishness cause many of our 
problems.” Only thirty-six percent of respondents 
believe that the next generation will be better off 
than today.  Across twenty-six countries—spanning 
both mature and EMDE markets— six in ten people 
report moderate to high levels of grievances against 
business, government, and the wealthy. Common 
sentiments include: “business and government 
serve only a select few,” “business and government 
actions hurt me,” “the system favors the rich” and 
“the rich are getting richer.”30

Collectively, these perceptions underscore 
a growing sense of pessimism and belief that 
economic and political systems are rigged in favor 
of the wealthy and powerful – a view encapsulated 
by the adage: “He who has the gold makes the rules.” 

Yet the Trust Barometer also finds that rising trust 
correlates with greater economic optimism. Both 
the Trust Barometer and polling by JUST Capital 
suggest that improvement on issues such as 
treatment of workers is a high priority for those 
polled.31  Moreover, respondents in the Edelman poll 
report that legitimate influence is earned more by 
demonstrating genuine understanding of people’s 
needs and aspirations versus via power and position. 
These findings challenge the notion that mistrust in 
institutions is leading to a strong public preference 
for authoritarianism as a solution to societal problems. 

Country (29)
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32	 See for instance, Noam Gidron and Peter A. Hall, “The Politics of Social Status: Economic and Cultural Roots of the Populist Right,” British 
Journal of Sociology 68, no. S1, 2017, S57–S84; Mathew Rhodes-Purdy, Rachel Navarre, and Stephen M. Utych, “Populist Psychology: 
Economics, Culture, and Emotions,” The Journal of Politics 83, no. 4, 2021, 1559–1572; Patrick Deneen, Why Liberalism Failed, New Haven, 
CT, Yale University Press, 2018. 
 
Additionally, Vance, Hillbilly Elegy: A Memoir of a Family and Culture in Crisis 2016; Carlson, Ship of Fools: How a Selfish Ruling Class Is 
Bringing America to the Brink of Revolution 2018; Cass, The Once and Future Worker: A Vision for the Renewal of Work in America 2018 
highlight sentiments from the right relating to the interconnections between culture and economic conditions.

33	 Martin Luther King, Jr., “Where Do We Go from Here?,” The Martin Luther King Jr. Research and Education Institute, Stanford University, 1967; 
The Martin Luther King, Jr. Research and Education Institute. n.d. “Where Do We Go from Here: Chaos or Community?” Stanford University.

The distress felt by those left behind economically 
manifests in diverse and often destructive ways 
that reverberate across society. Mistrust in large 
pharmaceutical and food companies, and their 
perceived entanglement with government, have 
fueled skepticism about vaccines and food safety, 
which have in turn led to extreme measures and 
ripple effects across communities, business, 
and financial markets. In one shocking example, 
outrage over the practices of insurance giant 
United Healthcare culminated in the murder of the 
company’s CEO, an act disturbingly celebrated by a 
notable percentage of the public on social media. 

Social media commentary from both the left and right  
increasingly highlights the negative impacts of  
financialization — from declining product affordability  
and quality to the erosion of stable, quality jobs. 
Growing economic pessimism and a sense of futility 
and hopelessness have in turn contributed to rising 
rates of substance abuse, homelessness, and crime. 

Research also suggests that economic 
marginalization is deeply intertwined with 
cultural alienation.32 Many who feel left behind 
economically also feel that their identity, values, 
and way of life are undervalued. In recent decades, 

urban regions around the world tend to prosper 
economically while rural regions have lagged. This 
divergence has fueled narratives of “cultural elites,” 
“coastal elites,” and “white collar elites,” reinforcing 
divisions between groups and deepening the social 
dimensions of inequality. 

Economic distress and cultural alienation can fuel 
scapegoating, as certain communities or groups 
blame others for their losses, even if those being 
targeted bear little-to-no responsibility. This not 
only exacerbates local conflict but also undermines 
efforts to support historically disadvantaged 
communities, both within and between countries, 
who may themselves become scapegoats. 

Martin Luther King, Jr. once noted that there would 
be no meaningful progress for African Americans 
“unless the whole of American society takes a new 
turn toward greater economic justice,” and, “beyond 
these advantages, a host of positive psychological 
changes inevitably will result from widespread 
economic security. The dignity of the individual will 
flourish when the decisions concerning his life are 
in his own hands, when he has the assurance that his 
income is stable and certain, and when he knows 
that he has the means to seek self-improvement.”33 

The dignity of the individual will flourish when the decisions 
concerning his life are in his own hands, when he has the 
assurance that his income is stable and certain, and when 
he knows that he has the means to seek self-improvement.”

– Dr. Martin Luther King, Jr.
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34	 Zahra Kashanchi, “Working-Class Americans Prefer a ‘Hand Up’ to a ‘Handout,’” The Nation, July 23, 2024; Ilyana Kuziemko, Nicolas 
Longuet-Marx, and Suresh Naidu, “’Compensate the Losers?’ Economic Policy and the Origins of U.S. Partisan Realignment,” NBER 
Working Paper No. 31794, 2023.

35	 Note that taxes and philanthropy are critical nonetheless in emergency aid situations, and taxes are particularly critical to fund public 
goods such as infrastructure, social infrastructure, and government; we consider these spending categories as distinct from taxes and 
philanthropy for the purposes of correcting market inefficiencies that lead to vast imbalances in wealth and income.

36	  Delilah Rothenberg, “Meeting the Moment: Economic and Financial Reform in the Age of Populism and the Polycrisis,” Medium 
(Predistribution Initiative), June 13, 2025.

Tensions and mistrust in society can lead to actions  
that disrupt markets. Economic inequality in a 
developed market can result in demands for 
protectionism, escalating geopolitical conflict and  
trade wars. Domestic scapegoating can lead to  
government intervention in business activity. Public  
mistrust in the private sector can lead to extreme 
regulatory changes that affect business performance. 

Yet extreme inequality can be prevented through 
predistributive approaches to business and 
investment. Notably, research and commentary 
suggests that in the U.S. there is a greater 
public preference for predistributive rather than 
redistributive approaches to address economic 
inequality.34 Predistribution involves improving the 
systems through which wealth and productivity 
are created in the first place so that workers, 
communities, and consumers don’t have to be as 
dependent on redistribution through taxes, wealth 
transfers, and philanthropy.35

Examples of predistribution include living wages 
and opportunities for workers and communities 
to build wealth, such as employee ownership of 
equities alongside executives and investors, or 
community ownership of some level of equity 

alongside investors in infrastructure projects 
they host. Freedom of association and collective 
bargaining, as well as other forms of stakeholder 
representation help achieve predistribution. 
Approaches to share equity with other stakeholders 
who take risk and create value in a transaction not 
only reduce wealth inequality, which is closely 
tied to asset ownership, but also better align the 
incentives of all stakeholders in a business. Doing so 
can help reverse the erosion of trust and reduce the 
“us versus them” dynamics which has manifested 
between the perceived elites and everyone else. 
Investors and companies are well positioned to help  
drive and benefit from these changes since they 
influence the way capital is allocated, priced,  
and structured and the way companies are governed. 

To the extent that policy and regulation are needed 
to level the playing field and/or incentivize change, 
such private sector actors can recognize that their 
interests are not systemically at odds with workers, 
communities, and consumers. Rather than resist 
such policy and regulation, they can support and 
encourage the effective development of such 
changes – in consultation and co-creation with 
workers, communities, and consumers - which can  
lead to a more resilient economy and financial markets.

The interconnectedness of modern society through 
advances in communication, travel, and global trade 
makes rising tensions increasingly systemic and 
mutually reinforcing. The loss of economic security 
- and the accompanying erosion of identity and 
self-worth that comes with it - not only happens 
within countries, but across them. While evidence 
suggests economic inequality is driven in part by 
unfettered globalization, the shift toward drastic 
protectionism risks throwing the proverbial baby out  
with the bath water. Extreme protectionist 
responses have fueled trade wars, exacerbated 
geopolitical tensions, and weakened public 

and political willingness to support international 
development that makes society and the economy 
globally more resilient. 

Economic insecurity also contributes to political 
gridlock on pressing global challenges, particularly 
those like climate change and nature loss that require  
coordinated negotiation and compromise. As PDI’s 
recent manifesto argues, economic inequality lies 
at the core of the polycrisis. Achieving a broadly 
shared sense of economic security, dignity, and  
agency is essential for unlocking effective, lasting 
solutions to these interlinked global challenges.36

Common Denominator Underlying the Polycrisis
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37	 Atif Mian and Amir Sufi, House of Debt: How They (and You) Caused the Great Recession, and How We Can Prevent It from Happening 
Again, Chicago, University of Chicago Press, 2014; Atif R. Mian, Ludwig Straub, and Amir Sufi, “The Saving Glut of the Rich,” NBER 
Working Paper No. 26941, Cambridge, MA, National Bureau of Economic Research, 2020. 

38	 Raphaele Chappe and Delilah Rothenberg, “How Wealth Concentration Fuels Inflation,” Predistribution Initiative Newsletter, 2025.

While many recognize that the polycrisis can lead  
to financial instability, economic inequality itself 
is a forceful underpinning of financial instability. 
Across households, firms, and regions or countries, 
inequality in all its forms reflects deeper patterns  
of market concentration and power imbalances. 
These dynamics can foster asset bubbles,  
credit crises, and market collapses that amplify 
contagion risks and undermine the effectiveness  
of monetary policy.

At the household level, wealth concentration 
exacerbates instability through its effects on saving 
and spending behavior. The marginal propensity to  
spend among affluent households is far less than 
among lower-income groups. Excess savings among  
the wealthy can suppress interest rates and fuel  
lending to sustain consumption of those less well-off.  
Research by Atif Mian, Amir Sufi, and colleagues has 
suggested that such debt dependency contributed 
to the 2008 housing and Global Financial Crisis, 
revealing deep challenges shared by communities, 
businesses, investors, and policymakers and 
regulators—including central banks whose mandates  
typically include a focus on financial stability.37

Some recent studies have suggested that nearly half 
of U.S. consumer spending is driven by the top 10% 
of households. This poses further challenges for 
central banks, as PDI outlines in a recent blog post, 
“The Breakdown Between Wages and Inflation - Part 
1: Exploring the Potential Role of Wealth Inequality 
as a Driver of Inflation and Market Instability.”38 In 
an economy where so few workers are paid a living 
wage and able to make ends meet, it is increasingly 
unlikely that wages are driving inflation. And yet 
that relationship sets the foundations for monetary 
policy, with implications for interest rates, financial 
stability, and trajectory of inequality itself.

At the firm level, significant research documents 
the risks posed by monopolies, oligopolies, 
and corporate concentration. While many 
investment strategies pursue companies with 
strong competitive “moats,” the externalities of 
this approach are often overlooked and not yet 
accounted for by financial actors. 

Financial  Instability

In an economy where so few workers are paid 
a living wage and able to make ends meet, it is 

increasingly unlikely that wages are driving inflation.
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As highlighted by the American Economic Liberties Project (AELP), Balanced Economy Project, and in books 
such as The Myth of Capitalism, Monopolized, and Goliath, concentrated market power yields several 
interrelated dynamics that carry systemic costs: 39

Limited competition and therefore pricing power disadvantages consumers: For instance, 
research from the Balanced Economy Project shows that the world’s largest firms have charged 
markups averaging 43 percent since 1995, versus 24 percent among the smallest 50 percent of firms.

Disproportionate access to resources like technology, algorithms, and data by dominant firms 
reinforce their position: This creates high barriers to entry for smaller companies and leads to biased 
and unfair investment, procurement, and pricing strategies that favor incumbents over new entrants. 

The combination of the previous two issues can also disadvantage suppliers to the larger companies.  
For instance, some larger companies compete with their suppliers over time by producing their own 
private label versions of their suppliers’ products. The private label products benefit from economies 
of scale and therefore more attractive pricing for consumers, thereby undercutting the original suppliers.  
Larger companies also have more strength in negotiating pricing and dictating terms with vendors.

Preferential access to capital and lower financing costs further entrenches the dominance of 
larger firms: In addition to contributing to the aforementioned dynamics, this can enable  
practices such as “killer acquisitions”—where large firms acquire emerging competitors to stifle 
innovation, and other anti-competitive behavior which can in-turn destroy emerging competition. 
Similar concentration patterns appear in housing markets, where institutional investors’  
concentrated ownership of residential property in certain markets raises barriers for families and 
individuals seeking to buy homes.40

Dominant firms benefit from reduced pressure to produce quality goods and services:  
In less competitive markets, firms face weaker incentives to innovate or ensure high standards.  
In sectors where safety is critical, such as healthcare, market concentration has been linked  
to higher mortality rates and poorer patient outcomes due to diminished quality competition.

When there are fewer employers, worker bargaining power decreases and wages and 
compensation often decrease through “monopsony” dynamics: This not only harms workers  
but also constrains aggregate demand, reinforcing the broader feedback loops between  
inequality and economic instability.

39	 Colleen Cunningham, Florian Ederer, and Song Ma, “Killer Acquisitions,” Journal of Political Economy 129, no. 3, 2021, 649–702; David Dayen, Monopolized: Life in 
the Age of Corporate Power, New York, The New Press, 2020; Danielle R. Haley, Min Zhao, Ashley Spaulding, Hamid Hamadi, Jianying Xu, and Kyle Yeomans, “The 
Influence of Hospital Market Competition on Patient Mortality and Total Performance Score,” Health Care Management 35, no. 3, 2016, 266–276; Global Justice 
Now, “Taken Not Earned: How Monopolists Drive the World’s Power and Wealth Divide,” January 17, 2024; Yifan Li and Zhuang Miao, “The Rise of Superstar Firms 
in the United States: The Role of Global Sourcing,” Journal of Comparative Economics 52, no. 1, 2024, 113–144; Hoag Levins, “Hospital Consolidation Continues 
to Boost Costs, Narrow Access, and Impact Care Quality,” University of Pennsylvania Leonard Davis Institute of Health Economics, 2023; Amy Phillips, “Hospital 
Consolidation Matters: The Consequences of U.S. Hospital Consolidation on Local Economies, Healthcare Providers, and Patients,” Washington Center for 
Equitable Growth, 2024; Jonathan Tepper and Denise Hearn, The Myth of Capitalism: Monopolies and the Death of Competition, Hoboken, NJ, John Wiley & Sons, 
2018; Matt Stoller, Goliath: The 100-Year War Between Monopoly Power and Democracy, New York, Simon & Schuster, 2019.

40	 It is also worth highlighting dynamics with cap-weighted index funds, whereby larger companies in the index benefit from greater capital flows, and index funds 
in general which can distort investment and price discovery relative to fundamentals. Note that higher concentration can also reflect genuine productivity gains, 
where the most innovative or efficient firms expand their market share by outperforming rivals. As Thomas Philippon notes in his book The Great Reversal: How 
America Gave Up on Free Markets, “concentration is a bit like cholesterol; there is a good kind and a bad kind.” One well-known example analyzed by Philippon 
is Walmart, whose pioneering supply chain and vendor-managed inventory systems significantly lowered logistical and inventory costs, enabling the company 
to pass those savings through to consumers in the form of lower retail prices. In cases like this, concentration can align with broader welfare benefits, improving 
value and affordability for consumers rather than detracting from them. However, it is important to acknowledge that these gains are frequently captured at the 
expense of other stakeholders. Concentration can generate or reinforce monopsony power—over workers, suppliers, or other counterparties—often resulting 
in suppressed wages, squeezed margins, and weakened bargaining power. In Walmart’s case, while consumers benefited from lower prices, this also coincided 
with a retail labor market in which many workers are paid at or near the minimum wage—often below what would be considered a living wage and a suitable schedule 
of hours to sustain a living income in any case. The decline in the federal minimum wage during the 1980s amplified this dynamic, allowing some price reductions 
to arise not solely from efficiency gains but also from downward pressure on labor costs. The resulting tension between efficiency, profitability, equity, and 
stakeholder distributional outcomes is precisely the type of challenge PDI seeks to address.
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41	 Delilah Rothenberg, Raphaele Chappe, and Amanda Feldman, “ESG 2.0: Measuring and Managing Investor Risks Beyond the 
Enterprise-Level,” SSRN Electronic Journal, 2021.

42	  Hao Jiang, Dimitri Vayanos, and Lu Zheng, “Passive Investing and the Rise of Mega-Firms,” Review of Financial Studies 38, no. 12, 2025, 
3461–3496.

43	 Anni T. Isojärvi and Sam Jerow, “Inequality and Financial Sector Vulnerabilities,” FEDS Notes, April 19, 2024, Washington, DC, Board of 
Governors of the Federal Reserve System.

While solutions to addressing market concentration 
have centered on antitrust regulation and enforcement,  
these interventions alone may not sufficiently 
address deeper structural drivers, particularly those 
rooted in the architecture of financial markets. 
For instance, our past research explores how the 
concentration of capital amongst large asset 
owners and allocators since the 1950s has led to 
larger fund managers in private markets, which can 
lead to larger deal sizes. This can leave an investment 
gap for smaller companies and fund managers, 
which are arguably needed for dynamic, diversified, 
and well-functioning markets.41 Furthermore, in 
public equities, emerging research suggests that 
the rise of passive investing and index funds may lead  
to price distortions in securities which can unfairly 
advantage larger players in the dominant indices.42

The combination of these factors may contribute to 
high asset prices and potentially asset bubbles. In 
private equity, the concentration of capital among  
a small number of managers chasing similar deals 
may inflate valuations and incentivize the use of 
leverage to magnify returns if companies are already 
bought at high valuations, thereby contributing to 
potential debt crises.  

These firm- and market- level dynamics intersect 
with those at the household level. As savings 
increasingly flow into financial assets—often 
through vehicles seeking higher returns with riskier 
investments—valuations rise further, more capital 
is allocated to less-regulated nonbank sectors, 
and there is a greater supply of credit throughout 
the system, increasing borrowing by both lower-
income households and businesses, and deepening 
systemic vulnerabilities.43

The scale and market power of monopolies and 
oligopolies renders them less sensitive to fines, 
penalties, and reputational risk, and increases 
their political influence, weakening traditional 
mechanisms of accountability. This dynamic  
erodes the financial materiality link that underpins 

corporate governance and responsible investment 
decision-making. In other words, larger companies 
may be able to more easily recover from reputational 
risks and fines. This may make them seem like more 
attractive investments in the near-term, yet at the 
longer-term, structural, and less visible externalized 
costs from market concentration.

Finally, at the geographic level, urban centers 
and mature economies typically are wealthier 
with more liquid markets than rural areas and less 
mature economies. The former can thus be more 
attractive to many investors. Despite significant 
research on the overlooked opportunity of investing 
in underserved markets, investors often believe 
they can achieve comparable or stronger returns 
in developed markets with less risk than for many 
EMDEs - frontier markets in particular. Reasons for 
why the perceived risks of these markets may be  
greater than actual risks have been well-documented. 

However, considering the systemic risks of not 
allocating adequately priced capital to these 
markets could shift their risk-return profiles.  
If EMDEs and distressed regions within mature 
economies do not have sufficient capital 
at a manageable price to invest in their own 
development, these regions could face 
deterioration that destabilizes global markets 
thereby posing threats to diversified investors’ 
portfolios. For instance, due to a lack of access to 
reasonably priced capital, certain regions may be 
unprepared in the face of physical climate risks. 
Local damage for instance to crops or infrastructure 
can jeopardize global supply chains and catalyze 
widespread inflation, as well as mass migration that 
destabilizes developed market economies, and 
therefore investors’ diversified portfolios.

Overall, the externalities arising in financial markets 
from concentrated wealth and inequality pose 
systemic risks to capitalism itself. While some might 
hold the belief that markets are a zero-sum game, 
ultimately if looked at systemically, they are not. 
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44	 TISFD, The TISFD Framework, Recommendations for disclosure of people-related information by businesses and financial institutions, 
Beta Version 0.1, May 2026.

TISFD’s draft framework illustrates how cumulative impacts of business and investment in 
society can contribute to the emergence of macro-financial risks or opportunities 44
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It is critical that this collective effort not reproduce the 
very hierarchies it seeks to dismantle. It must value  

co-creation and draw deeply from the lived experiences 
and insights of workers, communities, consumers,  

smaller enterprises, and economically disadvantaged 
regions. Systems change cannot be top-down. 

45	 See for instance, the work of the Responsible Financial Benchmarking Lab, Externality Investment Research Network, Capitals Coalition, 
Social Value International, and Rethinking Capital; these concepts are further described in Delilah Rothenberg, Hubert Danso, and Frank 
Van Gansbeke, Investing to Reconnect Financial Value with People, Nature and the Real Economy: An Iterative Blueprint for Capital 
Markets Actors, Policymakers and Regulators, Earth4All deep-dive paper, Club of Rome, 2025.

46	 To access the PRI briefing, see the following link: https://www.unpri.org/deep-dive?id=investor-briefing-extreme-and-rising-
economic-inequality.

Conclusion

At a time when rapid advances in technology have 
the potential to exponentially accelerate existing 
trajectories, these issues are more urgent than ever. 

The various facets of economic inequality are vast, 
and to address them, a robust effort is needed to 
synthesize existing research, identify gaps, and 
narrow gaps. This requires two areas of distinct 
investigation: evaluation of the pathways through 
which companies and investors affect inequality, 
and the feedback loops through which they are 
affected by it. Importantly, this agenda also includes 
development of new financial analysis tools 
and methodologies to integrate assessment of 
externalities and macro-financial risk in investment 
decision making, as well as accounting tools at the 
corporate level to better value and consider human, 
social, and natural capital.45 In addition to the work 
we are doing at PDI and TISFD, we refer readers to 
complementary resources, such as the Principles 
for Responsible Investment’s forthcoming (July 
2026) investor briefing, “How Extreme and Rising 
Economic Inequality Affects Investors and How 
They Can Respond” and those mentioned in the 
references and throughout this paper.46

Beyond investors and companies, this information 
and these tools can help policy makers, regulators, 
ratings agencies, financial advisors, and workers, 
communities, and consumers in their efforts. 

It is also critical that this collective effort not 
reproduce the very hierarchies it seeks to dismantle. 
It must value co-creation and draw deeply from 
the lived experiences and insights of workers, 
communities, consumers, smaller enterprises, and 
economically disadvantaged regions. Systems 
change cannot be top-down. 

Indeed, the multistakeholder governance approach 
that TISFD has adopted in its own structure can 
serve as a model for companies and investors 
seeking to co-create solutions together with their 
own stakeholders. Such an approach ensures 
that any global framework developed is applied 
in a locally grounded and contextually relevant 
manner. Ultimately, fostering a culture of systemic 
stewardship is essential. Only through balanced 
collaboration across sectors, stakeholders, and 
societies can we begin to confront the polycrisis 
facing humanity and our planet.

Recommended Next Steps

https://www.unpri.org/deep-dive?id=investor-briefing-extreme-and-rising-economic-inequality
https://www.unpri.org/deep-dive?id=investor-briefing-extreme-and-rising-economic-inequality
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About PDI
The Predistribution Initiative (PDI) is a nonpartisan multistakeholder nonprofit working across sectors 
and geographies to reform how capital is allocated, priced, and structured so that wealth and decision-
making power are more fairly shared with workers, consumers, and communities.

Predistribution involves building fairness into our economy from the ground up, so that people don’t have 
to be dependent on redistribution (philanthropy and government assistance) after production cycles.  
It addresses root causes of inequality through better valuing people and nature in order to create  
broad-based prosperity.


