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In 2016, when the idea for the British Academy’s programme to examine the role of
business in society was first discussed, no-one could have anticipated the pace of change
we would all face in the following years. The programme had already been highlighting
the growing crisis linked to climate change. Months after the publication of its second
report, Principles for Purposeful Business, COVID-19 exposed the world’s vulnerability to a
second collective crisis, a global pandemic. As society looks to recover from the pandemic
and to mitigate climate change, business can and must play a positive role in creating a
fairer, more resilient future.

This final report goes further than any other towards explaining both how business can
do this by changing its practices and how public policy can enable and promote these
changes. The findings in the report bring together the results of four years of in-depth
research and extensive engagement with hundreds of business leaders, researchers,
policymakers and other practitioners.

The programme has harnessed the breadth and depth of ideas and expertise from right
across the SHAPE disciplines (Social Sciences, Humanities and the Arts) ranging from
Law, Economics and Business and Management Studies to Philosophy, Languages and
Medieval History. As the national academy for these subjects, we have been ideally placed
to host such a programme and convene academia, business and civil society.

We believe the Future of the Corporation programme is the most extensive review of
the ways in which corporate purpose can be placed at the heart of business. Change will
require collective action and a system wide shift, with multiple people and businesses
working together. This report sets out a range of pathways to help us get there. We urge
those committed to putting purpose at the heart of business to make use of the huge
range and depth of ideas laid out in this report to bring about that change.
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Professor Julia Black
CBE

President of the British Academy
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Since 2017, the Future of the Corporation programme has been exploring the role of
business in society. The programme builds on a long tradition of championing the
remarkable growth, prosperity and poverty alleviation that business has generated on

the back of its creativity, entrepreneurship and innovation. At the same time, we have not
shied away from acknowledging the negative impacts that some businesses and business
models have had. Now at its conclusion, the programme has clarified the potential for
business to address problems of people and planet, and this report sets out that vision and
a framework of policy and practice for achieving it.

Exploring the role of business in society means going well beyond the challenges of
individual businesses or sectors. Society is still in the grip of an unprecedented global
pandemic which continues to have dramatic effects on social, economic and cultural life
as described in the British Academy’s landmark COVID Decade report. No less urgent are
the climate emergency, climate impacts, biodiversity loss, inequality, social exclusion,
the technological revolution, the future of work and other global challenges we face.
Fully engaging business in these challenges will not happen automatically, and business
policy and practice retains many of the features that have led it to focus mainly on
financial goals and not on solving the problems of people and planet.

This report argues for a coherent package of changes to policy and practice that

together support the implementation of corporate purposes and hold decision-makers

to account for them. We have found over four years of research, engagement, polling

and collaboration with other initiatives that there is a growing appetite for purposeful
business, including from business itself, investors, policymakers, regulators, employees,
consumers and other stakeholders. We use the term “purposeful business” to summarise
a system in which the purpose of business is creating profitable solutions for problems of
people and planet, and not profiting from creating problems.

A permissive legal, regulatory, governance and reporting framework is required to enable
and encourage purposeful business, and the UK has such a framework. But in the UK
there is insufficient accountability for, and implementation of, purposeful business.

Few companies take up the option that exists within the law to adopt purposes beyond
promoting shareholder interests, and there is insufficient appreciation and enforcement
of directors’ duties under the law. Internationally, initiatives are currently in progress to
ensure that companies and investors report their environmental and social impacts,

but there has been insufficient focus on measuring, valuing and incentivising

corporate purpose.

With a supportive legal, regulatory, governance and reporting framework in place,
there are two mechanisms that together are required to deliver coherent reform:

(a) Accountability: using the legal, regulatory, governance and reporting
framework to hold companies to account for complying with corporate purposes
of profitably solving problems of people and planet and not profiting from
creating them; and,

(b) Implementation: ownership, measurement, finance, innovation and
investment through which people harness the potential of markets to deliver
profitable solutions which benefit customers, the workforce, investors,
communities, society and the environment.


https://www.thebritishacademy.ac.uk/publications/covid-decade-understanding-the-long-term-societal-impacts-of-covid-19/
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To strengthen accountability for corporate purpose, we recommend that:

e governments put purpose at the heart of company law and the fiduciary
responsibility of directors.

* regulators are given new powers to hold directors and controlling owners to
account for their corporate purposes. Regulators responsible for particular
business sectors that provide public functions require utilities, banks, and
other licensed companies they oversee to adopt purposes which align with their
public interests and engage with their stakeholders about them.

* companies place purpose at the heart of their annual reporting and
demonstrate to their stakeholders how their ownership, governance, strategy,
values, cultures, engagement, measurement, incentives, financing and resource
allocation deliver it.

» investors engage with companies about the nature and implementation of their
purposes, and evaluate their performance and future prospects against them.

But reforming business involves more than accountability and compliance with law,
regulation, governance and reporting. It is also about the values, commitment, culture,
and cooperation of people who implement corporate purpose. Strong ownership and
inspiring leadership of purpose are crucial in building close relations between institutions
and companies to finance entrepreneurship, innovation and investment in purposeful
businesses. Such leadership puts purpose at the heart of companies’ governance,
measurement, valuations and incentives, and forges common purposes between business
and government to solve local, national and global challenges.

To promote more effective implementation of corporate purposes, we recommend that:

* companies identify long-term committed holders of blocks of their shares.
They develop internal values, cultures and systems of measurement and
incentives that encourage embedded ownership of purpose throughout their
organisations.

» investors develop the expertise required to support long-term financing
of small, local as well as large, global purposeful businesses. They promote
measurement and reporting of company purposes and ensure that required
systems of data and information are available to evaluate company performance
against them.

* regulators address impediments that may exist to companies having long-term
committed shareholders. They encourage international standard setters to
promote systems of measurement and accounting for company purposes and
ensure that financial reports reflect the costs and profits of delivering them.

* governments, companies, and non-governmental organisations co-invest
in partnerships based on common purpose around tackling issues such as
inequality, social exclusion, climate change, biodiversity loss and the future
of work.

This report builds on the eight Principles for Purposeful Business described in the
previous Future of the Corporation report, covering law, regulation, ownership,
governance, measurement, performance, finance and investment, and proposing changes
that are led by government, regulators, business, and investors. It is based on an extensive
process of research, deliberation and engagement over the four years of the programme
and in particular over the past year during which more than a hundred stakeholders from
across the corporate, government, regulatory, civil society and investor sectors debated
and scrutinised a detailed set of proposals for policy and practice.


https://www.thebritishacademy.ac.uk/publications/future-of-the-corporation-principles-for-purposeful-business/
https://www.thebritishacademy.ac.uk/programmes/future-of-the-corporation/
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The report returns to the origins of the programme in meeting the challenges of the

21st century by putting people at the heart of business. We draw a clear link between
policies and practices that enable and encourage purposeful business and the potential
for business to work in collaboration with governments, investors and regulators in
addressing the challenges we face. We describe how business can do this in relation to
net zero and a “just transition”; economic and social recovery from COVID-19; reduced
inequality, social exclusion and regional disparities; and technological innovations that
enhance the future of work. We conclude with a call to each and every one of us to use our
voice and influence as consumer, employee, investor and citizen to assist with putting
purpose at the heart of business.

Below

Extracts from the February 2021
virtual Purpose Summit, one of a
series of three held between 2020
and 2021 that gathered speakers
from all backgrounds to discuss
purposeful business.

Purposeful Business for an Inclusive
and Sustainable Economy

Baroness Gillian Tett
Minouche Shafik
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The question this report addresses is how business, investors, governments and
regulators can create an enabling and encouraging environment for purposeful business
as set out in the Future of the Corporation programme.

The Future of the Corporation programme was described by the Financial Times as one of
the world’s most ambitious efforts to reform capitalism for the 21st century.' It has made
the most of the British Academy’s considerable reach among academia, policymaking,
business and civil society, drawing on academic research across the Social Sciences,
Humanities and Arts for People and the Economy (SHAPE),? and the insight of hundreds
of experts who have generously given their time over the four years it has operated.

This report is the result of that process.

The report reflects an appetite for change. A survey?® carried out in 2020 by YouGov for the
Future of the Corporation programme revealed that 44% of business leaders agreed with
the British Academy’s definition that the purpose of business was to “find profitable
solutions to the problems of people and planet, not to profit from creating problems

for either.” It also highlighted that just 15% of the senior decision-makers in business
thought that the current legal and regulatory environment served society’s — rather

than shareholders’ - interests. Furthermore, almost two thirds (63%) of those surveyed
reported taking steps to make their own businesses more purposeful. Similarly, a recent
Institute of Directors survey of over 700 directors found that 62% believed that businesses
should not exist solely to make money and generate shareholder profits, while half felt
that companies should have a stated social purpose to help solve problems in society.*

While the findings and proposals are particularly pertinent to the challenges that

large companies confront in changing their practices, they are intended to be relevant
to all companies - small, medium and large, publicly listed and privately owned,
entrepreneurial start-ups and social enterprises — and, although reference is frequently
made to companies and policies in the UK, the insights of the report can be applicable to
companies and countries around the world.

This introduction summarises the two previous publications that laid the foundations
and the methodology of the programme. The second section sets out the vision for
purposeful business that delivers economic prosperity, social justice, and environmental
sustainability.

1 See FT (2019), Moral Money: Green policies break through logjam of ‘Brexit election’. Available: https://www.ft.com/content/8f281dd4-
10a5-11ea-a7e6-62bf4f9e548a

2 SHAPE is a new acronym used to refer to the arts, humanities and social sciences disciplines, see https://thisisshape.org.uk

3 British Academy based on YouGov data (2020), Survey highlights appetite for new definition of corporate purpose among UK businesses.
Available: https://www.thebritishacademy.ac.uk/news/survey-highlights-appetite-new-definition-corporate-purpose-among-uk-
businesses/

4 See https://www.iod.com/news-campaigns/news/articles/loD-6-in-10-firms-believe-they-should-not-exist-solely-to-make-money


https://www.ft.com/content/8f281dd4-10a5-11ea-a7e6-62bf4f9e548a
https://www.ft.com/content/8f281dd4-10a5-11ea-a7e6-62bf4f9e548a
https://thisisshape.org.uk
https://www.thebritishacademy.ac.uk/news/survey-highlights-appetite-new-definition-corporate-purpose-among-uk-businesses/
https://www.thebritishacademy.ac.uk/news/survey-highlights-appetite-new-definition-corporate-purpose-among-uk-businesses/
https://www.iod.com/news-campaigns/news/articles/IoD-6-in-10-firms-believe-they-should-not-exist-solely-to-make-money
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The third section puts forward proposals for realising that vision. It describes public
policies and business practices needed to enable and encourage purposeful business:

* TFor policymakers, regulators and their officials, it provides a basis for
comprehensive design of accountability mechanisms for purposeful business.

* TFor business leaders and investors, it describes how the business environment
can enable and encourage implementation of purposeful businesses.

* TFor researchers and policy advisors, it establishes a framework and criteria by
which business practices and public policies towards business can
be evaluated.

The fourth section illustrates how

purposeful business can assist with 21st century challenges
enhancing economic, social and
environmental wellbeing by Throughout the report we refer to the
solving major, complex problems. problems or challenges that face people
and planet. The Future of the Corporation
The report cites examples — programme has explored these in different
described as starting points - ways and the British Academy’s recent
of public policy, and business COVID decade reports, the UN Sustainable
practice initiatives that are currently Development Goals, World Economic Forum
in progress. They are included as global risk reports, and many others provide
illustrations of the issues raised in different ways to describe the issues. For
the report, but it is important to this report, we have selected four critical
appreciate that no single company challenges, discussed in section 4, to which
or jurisdiction fully reflects the policymakers are actively seeking solutions
practices and policies we propose. and for which business must be part of the
The examples given should not be answer. We hope that others will extend this
viewed as models of best practice analysis to other issues and we leave the
without deficiencies or limitations agenda open for further research exploring
and many other examples and the potential of purposeful business.

initiatives can be found in other
publications.®

In January 2018, the British Academy established the Future of the Corporation programme
to consider the relationship between business and society. It has explored the growing
environmental, social and political challenges which business faces and how it can best
take advantage of recent technological advances for the benefit of society as a whole.

In November 2018, the programme produced its first report entitled Reforming Business
forthe 21st Century.® The report described what looked at the time to be an ambitious
programme of reform of business around its corporate purpose. It suggested a move away
from the conventional notion of corporate purpose as being about furthering the interest
of shareholders to one that recognised the role of business in addressing the challenges
we face as individuals, societies and the natural world in the 21st century.

5 See for example: Purposeful Company (2021), The Purpose Tapes. Available: https://thepurposefulcompany.org/thoughtleadeship/the-
purpose-tapes-purpose-driven-leaders-in-their-own-words/; Mayer, C. & Roche, B. (eds) (2021), Putting Purpose into Practice, chapters
20-33. Available: https://purposeintopractice.org/read-for-free; Younger, R., Mayer, C. & Eccles, R. (2020), Enacting Purpose within the
Modern Corporation. Available: https://enactingpurpose.org/assets/enacting-purpose-initiative---eu-report-august-2020.pdf; and Miazad,
A. Younger, R., Eccles, R. & Mayer, C. (2021), The Enacting Purpose Initiative Report No. 2. Available: https://enactingpurpose.org/assets/
epi-report-final.pdf

6 The British Academy (2018), Reforming Business for the 21st Century. Available: https://www.thebritishacademy.ac.uk/publications/
reforming-business-21st-century-framework-future-corporation/


https://www.thebritishacademy.ac.uk/publications/reforming-business-21st-century-framework-future-corporation/
https://www.thebritishacademy.ac.uk/publications/reforming-business-21st-century-framework-future-corporation/
https://thepurposefulcompany.org/thoughtleadeship/the-purpose-tapes-purpose-driven-leaders-in-their-own-words/
https://thepurposefulcompany.org/thoughtleadeship/the-purpose-tapes-purpose-driven-leaders-in-their-own-words/
https://purposeintopractice.org/read-for-free
https://enactingpurpose.org/assets/enacting-purpose-initiative---eu-report-august-2020.pdf
https://enactingpurpose.org/assets/epi-report-final.pdf
https://enactingpurpose.org/assets/epi-report-final.pdf
https://www.thebritishacademy.ac.uk/publications/reforming-business-21st-century-framework-future-corporation/
https://www.thebritishacademy.ac.uk/publications/reforming-business-21st-century-framework-future-corporation/
https://www.thebritishacademy.ac.uk/projects/covid-decade/
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It emphasised the need for business to address these challenges in a form that is
commercially viable, profitable and financially sustainable, while avoiding profiting from
causing detriments to other stakeholders. It therefore argued that the purpose of business
is to create profitable solutions for the problems of people and planet. In the process it
produces profits, but profits are not per se the purpose of corporations.

In November 2019, the British Academy produced a second report setting out eight
Principles for Purposeful Business:’

1. Corporate law should place purpose at the heart of the corporation
and require directors to state their purposes and demonstrate
commitment to them.

2. Regulation should expect particularly high duties of engagement,
loyalty and care on the part of directors of companies to public interests where
they perform important public functions.

3. Ownership should recognise obligations of shareholders and engage
them in supporting corporate purposes as well as in their rights to
derive financial benefit.

4. Corporate governance should align managerial interests with companies’
purposes and establish accountability to a range of stakeholders through
appropriate board structures. They should determine a set of values necessary
to deliver purpose, embedded in their company culture.

5. Measurement should recognise impacts and investment by companies in their
workers, societies and natural assets both within and outside the firm.

6. Performance should be measured against fulfilment of corporate purposes and
profits measured net of the costs of achieving them.

7. Corporate financing should be of a form and duration that allows companies to
fund more engaged and long-term investment in their purposes.

8. Corporate investment should be made in partnership with private,
public and not-for-profit organisations that contribute towards the
fulfilment of corporate purposes.

This set of principles provided a description of how a system that enables and encourages
purposeful business could operate. This report builds on that by describing the business
practices and public policies required to deliver purposeful business and the potential for
purposeful business to solve the global challenges of the 21st century.

7 The British Academy (2019), Principles for Purposeful Business. Available: https://www.thebritishacademy.ac.uk/publications/future-of-the-
corporation-principles-for-purposeful-business/


https://www.thebritishacademy.ac.uk/publications/future-of-the-corporation-principles-for-purposeful-business/
https://www.thebritishacademy.ac.uk/publications/future-of-the-corporation-principles-for-purposeful-business/
https://www.thebritishacademy.ac.uk/publications/future-of-the-corporation-principles-for-purposeful-business/

Policy & Practice of Purposeful Business

The findings described in this report are the product of four years of extensive work,
involving a substantial body of research and active engagement with a broad range of
stakeholders, including those at the most senior levels of business and government.

All of this material is publicly available.® The programme has used an iterative,
cumulative methodology where each step has built on the last, responding to policy
and practice developments and drawing on the work of others. Reports from each phase
include more detailed descriptions of the respective methodologies at that stage.

The findings presented in this report are derived from this significant base of evidence,
illustrated by the key milestones below, which we will refer to throughout:

Phase 1:

* Publication of 13 research papers responding to 10 questions regarding the
essential nature, history, and future of business.®

¢ Development of an initial review of findings (‘Reforming Business for the
21st Century’) based on the research, and engagement of business leaders
in a series of interviews and events.

Phase 2:

¢ Publication of a further four research papers exploring some of the levers
of change identified in the first phase.™

* Aseries of 16 deliberative roundtables that brought together experts to
develop the principles.

* Development of a second review of findings (‘Principles for Purposeful
Business’) that put forward a framework for promoting business purpose.

Phase 3:

¢ Extensive global and public debate in a series of high-profile Purpose Summits
involving business leaders, investors, civil society leaders, politicians,
regulators and academics in discussions about the findings of the programme."

* A collaborative policy research process (policy labs) engaging over 100
stakeholders across different sectors, exploring options for policy and practice
proposals in the UK."

* Assembling examples of policies and practices that illustrate aspects of the
proposals.”

In all, the programme has produced 17 academic papers involving more than 40
researchers, it has engaged over 200 experts in 29 deliberative, evidence-generating
roundtables, and convened over 100 stakeholders in eight policy labs. It has also drawn
together thousands who joined the public events. It has been led by a group of well-
informed leaders from business, academia, civil society and policymaking through its
advisory group who have contributed their insight and knowledge of business practices.

8 Future of the Corporation Research is available here: https://www.thebritishacademy.ac.uk/programmes/future-of-the-corporation/
research

9 Ibid.

10 Ibid.

n A summary of the Academy’s Purpose Summits and live links to all sessions can be found here: https://www.thebritishacademy.ac.uk/
programmes/future-of-the-corporation/events/purpose-summit/

12 Barratt, L and Richards, H. (forthcoming), Special issue of the Journal of the British Academy

13 Forthcoming, Special issue of the Journal of the British Academy.


https://www.thebritishacademy.ac.uk/programmes/future-of-the-corporation/
https://www.thebritishacademy.ac.uk/programmes/future-of-the-corporation/events/purpose-summit/
https://www.thebritishacademy.ac.uk/programmes/future-of-the-corporation/events/purpose-summit/
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followed by the Future of the
Corporation programme since 2017

17

academic papers
produced

40

researchers
involved

200

experts
engaged

Policy & Practice of Purposeful Business

Finally, the findings build on extensive collaborations with other organisations, research
groups and business initiatives that have provided additional evidence and insight.™”

The distinctive approach of this programme has been to provide a comprehensive
analysis of the role of business in contemporary society. Instead of examining individual
parts of the system, which others have done very effectively, this programme has sought
to draw on the collective insight of hundreds of experts and existing initiatives as well as
new research to identify the policies and practices that are required to bring about reform.

29

roundtables
held

200+

stakeholders
contributed

1000s

joined via
public events

14 In particular, the Enacting Purpose Initiative, the Rethinking Performance Initiative, and the Ownership Project at the Said Business School
at the University of Oxford
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Business is continually evolving. History has shown how it adapts to provide new
solutions to problems, modifying its form in response to the changing world around it.”®
It has, as a result, been a remarkable source of economic prosperity and growth.

But despite great progress, society still faces complex problems that are interconnected
and often universal. They include COVID-19, the climate emergency, biodiversity loss,
inequality, social exclusion and declining trust.' This report explores some of these
further in its fourth section.

The Future of the Corporation programme was set up to ask the question “what is

the role of business in society?” It demonstrated in its 2018 research that the answer
to this question is not merely to maximise returns for shareholders,"” as has
conventionally been suggested, because this narrow view of business has often led to
poor outcomes for society. While many businesses have been a major force for good,™
examples abound stretching back over decades and centuries of those that have
caused immense detriments."

Business can and does do more than maximise returns for shareholders. Based on
extensive academic research and engagement with business leaders, politicians,
investors and civil society experts, we have concluded that the social responsibility
of business should not merely be to increase its profits, but rather:

This is the vision to which this report seeks to give effect and, crucially, it is one that
business supports.?° This raison d’étre for business embraces its potential to be a source
of solutions to society’s problems, not the causes of the problems. In a world where
solving problems is the primary purpose of business, it naturally works with others to
find solutions for customers and communities, employees and the environment, societies
and suppliers in ways that are commercially viable, financially sustainable and profitable.
Still more fundamentally, it does not profit from creating problems because that is an
illegitimate source of profits, which should be reflected in the way in which profits are
defined and measured.

15 See Davoudi, L., McKenna, C. and Olegario, R. (2018), The Historical Role of the Corporation in Society, Journal of the British Academy,
6(s1).

16 See, for example, Mayer (2021), “Inequality, Firms, Ownership and Governance - A Submission to the Deaton/IFS Review of Inequalities’,
February 2021.

17 The British Academy (2018), Reforming business for the 21st century

18 Historic examples include Titus Salt and early quaker industrialists in Britain, or more recently, vaccine producers like AstraZeneca or any
number of smaller social enterprises, B Corps and other purpose-led companies of all sizes.

19 The East India Company is a clear early example of this, with more recent examples like Enron, Carillion, ‘Big Tobacco’ and other widely
discussed examples of business profiting from creating problems for society.

20 Polling commissioned by the British Academy and conducted by YouGov showed an equal proportion (44%) of British business leaders

surveyed support this statement as the purpose of business. British Academy (2020), Survey highlights appetite for new definition
of corporate purpose among UK businesses. Available: https://www.thebritishacademy.ac.uk/news/survey-highlights-appetite-new-
definition-corporate-purpose-among-uk-businesses/


https://www.thebritishacademy.ac.uk/news/survey-highlights-appetite-new-definition-corporate-purpose-among-uk-businesses/
https://www.thebritishacademy.ac.uk/news/survey-highlights-appetite-new-definition-corporate-purpose-among-uk-businesses/
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There are examples of businesses of all sizes that advocate this vision. We refer to some
in this report and there are many more, including a growing number of “B Corps” (that
commit themselves to purpose), social enterprises and businesses incorporated under
rules that enable a focus on purpose — such as public benefit corporations in the US, and
entreprises a mission in France. But they all have their limitations, and they have not to
date brought about the transformation that is sought.”

Our work within this programme has brought together an evidence base to show that
redefining the purpose of business is a straightforward, effective and powerful way of
improving the performance of companies and economies as well as enhancing personal,
social and environmental wellbeing for current and future generations.”” The change
corrects a fundamental flaw in the functioning of markets and competition, and it
promotes a race to the top not the bottom that rewards solutions not problems.

Business has always adapted
to the changing world around
it. Opportunities in the future
will revolve around solving the
problems of people and planet.

21 For example, Fisch, J. and Solomon, S. D. (2021), “The Value of a Public Benefit Corporation”’, ECGI Working Paper Law Series No. 585 find
that the purpose statements of Public Benefit Corporations are too vague and aspirational to be legally significant.
22 For evidence on the relation between corporate purpose and performance see Flammer, C. (2015), “Does Corporate Social Responsibility

Lead to Superior Financial Performance? A Regression Discontinuity Approach’, Management Science, 61, 2549-68; Eccles, R., loannou,
I. and Serafeim, G. (2014), “The Impact of Corporate Sustainability on Organizational Processes and Performance’, Management Science,
60, 2835-57; Edmans, A. (2011), “Does the Stock Market Fully Value Intangibles? Employee Satisfaction and Equity Prices”, Journal of
Financial Economics, 101, 621-40; Edmans, A. (2020), Grow the Pie: How Great Companies Deliver Both Purpose and Profit, Cambridge
University Press; Gartenberg, C., Pratt, A. and Serafeim, G. (2019), “Corporate Purpose and Financial Performance’, Organization Science,
30, 1-18; Gartenberg, C. and Serafeim, G. (2020), “Corporate Purpose in Public and Private Firms’, Working Paper; Khan, M., Serafeim, G.
and Yoon, A. (2016), “Corporate Sustainability: First Evidence on Materiality”, Accounting Review, 91, 1697724.
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This section of the report brings together the Future of the Corporation findings over
the past four years, further refined and reviewed in our 2020 policy labs and through
continuous and ongoing engagement with our stakeholder networks,?® and presented
as a series of policy and practice proposals which describe how to shift from the current
situation to the future described by the vision above.

The public policies and business practices are set out below, giving business leaders and
policymakers guidance and illustrative examples of what can be done to make the shift

to purposeful businesses. It is not a toolkit, nor a step-by-step guide, but an illustration of
how to formulate proposals around the eight principles of purposeful business on law and
regulation, ownership and governance, measurement and performance, and finance and
investment. It is not intended to be country-specific. Although we consider how it applies
to the UK, we hope others will conduct similar analyses in other jurisdictions, considering
their specific contexts and adjusting the approach accordingly.

Most significantly, we emphasize that no single lever nor institution can deliver this
change alone. Comprehensive reform involves a coherent set of policies and practices to
be adopted by government, regulators, business and investors. Systemic change needs
systematic solutions. Though the policy and practice proposals are presented in turn,
they should be viewed as a collective whole.

There is one pre-requisite to enable and encourage purposeful business in such a
systematic way: a supportive legal, regulatory, governance and reporting framework.
Such a framework is a necessary but not sufficient condition to bring about a shift to
purposeful business, so we have also described two mechanisms that use the framework
to deliver coherent reform:

(a) Accountability: using the legal, regulatory, governance and reporting framework
to hold companies to account for complying with corporate purposes of
profitably solving problems of people and planet and not profiting from creating
them; and,

(b) Implementation: ownership, measurement, finance, innovation and investment
through which people harness the potential of markets to deliver profitable
solutions which benefit customers, the workforce, investors, communities,
society and the environment.

23 The five Future of the Corporation policy labs worked over 12 sessions with partners to convene a group of informed experts to explore
options for applying the Principles for Purposeful Business in policy and practice. The findings of the Labs are pending publication



A purposeful business ecosystem:
business that creates profitable
solutions to the problems of people
and planet and does not profit
from creating problems must be
accountable for its purpose to

the interested parties. Business
implementing its purpose has an
impact on the interested parties
and results in a beneficial cycle of
implementation and accountability.

Policy & Practice of Purposeful Business

Figure 1: Using accountability and implementation mechanisms to put purpose
at the heart of business.
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The UK provides a particularly clear illustration of the distinction between these two
mechanisms. In terms of the pre-requisite for a supportive environment, the UK has
adopted legal, regulatory, governance and reporting rules that accommodate purposeful
business, although they do not actively encourage it.>* But UK regulators do not yet have
the powers to hold directors sufficiently to account for fulfilling their purposes.?

The framework itself is a necessary, but not sufficient condition.

24 In particular, the Companies Act (2006) which permits a company to define success in terms of its purpose, and the UK Corporate
Governance Code amended in 2018 to introduce an emphasis on purpose both in terms of board responsibilities and reporting
requirements. Other statutory obligations arise from the Modern Slavery Act (2015) and the Bribery Act (2010), and in some
circumstances from the Public Services (Social Value) Act (2012). For further discussion of these, see British Academy (2019), Principles
for Purposeful Business, 20-21. Case law is also advancing, with two recent Supreme Court rulings against companies for duty of care
issues in supply chains, as explored in Palombo, D. (2021), Okpabi v Shell and Lungowe v Vedanta Dispel Three Myths. Available:
https://corporatejusticecoalition.org/news/okpabi-v-shell-and-lungowe-v-vedanta-dispel-three-myths/

25 Kingman, J. (2018), Independent Review of the Financial Reporting Council. Available: https://www.gov.uk/government/publications/
financial-reporting-council-review-2018. The review highlights that the Financial Reporting Council should be replaced by a new body
with new powers; the process of setting up this new body is under way.


https://corporatejusticecoalition.org/news/okpabi-v-shell-and-lungowe-v-vedanta-dispel-three-myths/
https://www.gov.uk/government/publications/financial-reporting-council-review-2018
https://www.gov.uk/government/publications/financial-reporting-council-review-2018
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Exercising the option within UK company law to adopt purposes that go beyond
promoting shareholder value is uncommon, and interests of employees, suppliers,
consumers and other stakeholders therefore remain derivative of those of shareholders.
There is insufficient appreciation on the part of directors of their duties under the law to
respect the interests of their stakeholders in promoting the success of companies for the

benefit of their shareholders over the long term.?

The UK corporate governance code goes
well beyond the law in emphasising the
importance of corporate purpose, and
requires boards of companies to
determine their purposes and ensure that
their values, strategy, and culture are
aligned with them. However, here too
accountability and compliance have been
deficient.?” In relation to both law and
corporate governance, accountability
needs to be strengthened internally within
organisations and externally by regulators.

But as the Future of the Corporation
research and previous reports have
demonstrated, purposeful business is
more than accountability and compliance
with law, regulation, governance

Policy and practice illustrations

Throughout this section, two types of
illustrations are used, both described
as starting points that show a range
of business policies and practices at
different stages of implementation.
The business practice starting points
are only a small selection of what

is happening at present and many
more have been cited elsewhere.?®
The report is not endorsing any of
the examples or businesses featured,
and where the policy starting points
are linked to a particular organisation,
we encourage further engagement
with that organisation or initiative to

and reporting. It is about the values, examine them in detail *°

commitment, culture and cooperation of

people that help implement corporate

purposes that solve the problems of people and planet through strong ownership and
inspiring leadership; building close relations between institutions and companies to
finance entrepreneurship, innovation and investment in purposeful businesses; putting
purpose at the heart of companies’ measurement, valuations and incentives; and building
common purpose between business and government actors to solve local, national and
global challenges.*°

The UK business environment reveals deficiencies in implementation as well as
accountability. It does not for the most part have the long-term holders of significant
blocks of shares who can commit to promoting the successful implementation of
corporate purpose which are commonplace in even the largest listed companies in most
countries around the world.* Long-term relationships among providers of risk capital
at local levels are critical to funding the start-up and growth of small and medium-sized
enterprises, but are largely absent outside of London and the South-East of the UK.*?

26 Lim, E. (2018), Judicial Intervention in Directors’ Decision-Making Process: Section 172 of the Companies Act 2006, Journal of Business
Law 169. Available: http://dx.doi.org/10.2139/ssrn.3103345
27 To illustrate, the CEO of the FRC stated: “it is disappointing to see that - overall - reporting does not demonstrate the high quality of

governance that the FRC expects”. FRC (November 2020), Review of Corporate Governance Reporting. Available: https://www.frc.org.uk/
getattachment/c22f7296-0839-420e-ae03-bdce3e157702/Governance-Report-2020-2611.pdf

28 See for example: Purposeful Company (2021), The Purpose Tapes. Available: https://thepurposefulcompany.org/thoughtleadeship/the-
purpose-tapes-purpose-driven-leaders-in-their-own-words/; Mayer, C. & Roche, B. (eds), Putting Purpose into Practice, chapters 20-33.
Available: https://purposeintopractice.org/read-for-free; and, Younger, R., Mayer, C. & Eccles, R. (2020), Enacting Purpose within the
Modern Corporation. Available: https://enactingpurpose.org/assets/enacting-purpose-initiative---eu-report-august-2020.pdf

29 Business examples were compiled by independent researchers and selected according to research criteria - see forthcoming special
issue of the Journal of the British Academy.

30 This paragraph summarises some of the key findings from both Reforming Business for the 21st Century (British Academy, 2018) and
Principles for Purposeful Business. (British Academy, 2019)

31 Franks, J. and Mayer, C. (2017), “Evolution of Ownership and Control Around the World: The Changing Face of Capitalism”, in Hermalin,
B. and Weisbach, M. (eds), The Economics of Corporate Governance, Elsevier.

32 Mayer, C., McCann, P. and Schumacher, J. (2020), “The Structure and Relations of Banking Systems: The UK Experience and the

Challenges of ‘Levelling-Up”, Oxford Review of Economic Policy, 35, 152-171. Available: https://doi.org/10.1093/oxrep/graa061


http://dx.doi.org/10.2139/ssrn.3103345
https://www.frc.org.uk/getattachment/c22f7296-0839-420e-ae03-bdce3e157702/Governance-Report-2020-2611.pdf
https://www.frc.org.uk/getattachment/c22f7296-0839-420e-ae03-bdce3e157702/Governance-Report-2020-2611.pdf
https://thepurposefulcompany.org/thoughtleadeship/the-purpose-tapes-purpose-driven-leaders-in-their-own-words/
https://thepurposefulcompany.org/thoughtleadeship/the-purpose-tapes-purpose-driven-leaders-in-their-own-words/
https://purposeintopractice.org/read-for-free
https://enactingpurpose.org/assets/enacting-purpose-initiative---eu-report-august-2020.pdf
https://doi.org/10.1093/oxrep/graa061
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In addition, other countries have been more successful than the UK in building
partnerships between business and government to co-invest in common purposes of
tackling local, national and international policy issues.* These observations highlight
the failure of the UK to use market levers to incentivise commitment, culture and
cooperation around corporate purposes.

Finally, measurement is an area where complementary reform is required at an
international level in order to support change on a national level, including in the UK.
Several international initiatives are currently in progress to ensure that companies and
investors have reliable systems of measuring environmental and social impacts but to
date they have not focused on measuring, valuing and incentivising corporate purpose.’

The proposals that follow and that are collated in the summary table overleaf establish
the accountability and implementation mechanisms required to ensure that the UK’s
relatively and already well-formed set of ‘rules’ enable and encourage purposeful
businesses to prosper. Similar analyses can be undertaken elsewhere to identify and
rectify gaps in accountability and implementation for delivering purposeful businesses
in countries around the world.

The UK has a relatively
well-formed set of rules to
enable purposeful business.
This report highlights the
gaps in accountability for
and implementation of
corporate purposes.

33 Hall, P. and Soskice, D. (eds) (2001), Varieties of Capitalism: The Institutional Foundations of Comparative Advantage (Oxford University Press)
34 In addition to emerging standards referenced in British Academy (2019), Principles for Purposeful Business (p. 25), in 2021, the International
Financial Reporting Standards (IFRS) Foundation, which sets international accounting standards, began consulting on the creation of
an International Sustainability Standards Board. And in 2020, the International Integrated Reporting Council (IIRC) and the Sustainability
Accounting Standards Board (SASB) announced their intention to merge into a unified organisation, the Value Reporting Foundation.
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1: Company law

Governments put purpose at the heart of company
law and the fiduciary responsibility of directors.

More specifically it is proposed that:
- Company law emphasises duties of directors to
determine and implement company purposes.
- Governments publish guidance on how
companies can incorporate purpose in their
legal form, for example in their articles of
association.

2: Regulation

Regulators are given new powers to hold directors
and controlling owners to account for their
corporate purposes

Regulators responsible for particular business sectors
that provide public functions require utilities, banks,
and other licensed companies they oversee to adopt
purposes which align with their public interests and
engage with their stakeholders about them.

More specifically it is proposed that:

- Anew duty is placed into the mandate of
all regulators to enforce the principle that
companies do not profit from failing to meet
the minimum standards that the regulator sets,
where those standards are ideally principles-
based.

- Regulators responsible for directors use their
powers to engage with stakeholders on the
conduct of directors.

«  Regulators responsible for particular business
sectors that provide public functions promote
meaningful engagement and consultation
between regulated companies and relevant
stakeholder groups to align those companies’
purposes with public interests.

Table 1: Summary of proposals under the eight principles for purposeful business:

3: Ownership & 4: Governance

Companies place purpose at the heart of their
annual reporting and demonstrate to their
stakeholders how their ownership, governance,
strategy, values, cultures, engagement,
measurement, incentives, financing and resource
allocation deliver it.

Investors engage with companies about the nature
and implementation of their purposes.

Regulators address impediments that may exist to
companies having long-term committed shareholders.

Companies identify long-term committed holders of
blocks of their shares. They develop internal values,
cultures and systems of measurement and incentives
that encourage embedded ownership of purpose
throughout their organisations.

More specifically it is proposed that:

«  Owners, boards and executives take
responsibility for overseeing the adoption and
implementation of corporate purposes.

- A company board: (a) ensures that the
company’s values, culture and strategy
are aligned with the implementation of its
purpose; (b) is accountable to the company’s
shareholders, employees and other
stakeholders involved in the implementation
of its purpose; (c) reports to the company’s
shareholders and stakeholders on the
resourcing, measurement and performance of
its activities against its purpose; (d) ensures that
the company’s incentives and remuneration
are based on fulfilment of its purpose; and (e)
encourages embedded ownership of purpose
throughout
their organisations.

« Investment law ensures that the owners of
shares in a company support and promote
stewardship and the long-term fulfilment of its
purpose.

« Areview is undertaken of the regulatory
impediments that may exist to committed
long-term shareholders.

5: Measurement & 6: Performance

Investors promote measurement and reporting
of company purposes and ensure that required
systems of data and information are available to
evaluate company performance against purpose.

Investors evaluate companies’ performance and future
prospects against their purposes.

Regulators and international standard setters promote
systems of measurement and accounting for company
purposes and ensure that financial reports reflect
profits and costs of delivering them.

More specifically it is proposed that:

+ International standard setters define baseline
metrics that apply universally to all companies,
allowing for additional company-specific
metrics.

« Each company determines metrics that fulfil
and evaluate its purpose and ensures that those
metrics measure: (a) the inputs and outputs that
companies use and produce; (b) the outcomes

of their activities; and where feasible to measure,

(c) the impacts they have on other parties.

«  Companies account for the resources required
to deliver their purposes, and determine their
profits, performance, and internal incentives
accordingly.

+ Investors and other interested parties evaluate
a company’s performance according to both
financial and non-financial impacts of its
activities.

T: Finance & 8: Investment

Investors develop the expertise required to support
long-term financing of small, local as well as large,
global purposeful businesses.

Governments, companies, and non-governmental
organisations co-invest in partnerships based on
common purpose around tackling issues such as
inequality, social exclusion, climate change, biodiversity
loss and the future of work.

More specifically it is proposed that:

«  Companies ensure that they have the long-term
risk-sharing equity that is required to fulfil their
purposes.

+  Public and private finance adopt a place-based
approach to the start-up, scale-up and training
of new and growing enterprises, and SMEs.

« Financial institutions steward investments in
companies to promote companies’ purposes.

- Companies partner with other organisations
in public, not-for-profit as well as commercial
sectors in investing in common purposes.

« Fiscal and monetary policies promote financing
and investment in common purposes.

« Public and private sectors invest in training,
educating and re-skilling employees at all levels
of organisations to fulfil their common purposes.
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This subsection considers the role of company law in establishing accountability for
corporate purposes, paying particular attention to the duties of directors.

Present situation

Company law in the UK requires directors to promote the success of the company for the
benefit of its shareholders, having due regard to the long term and the interests of other
stakeholders.*®

Nature of the problem

In the UK and countries with similar systems, the law requires that directors promote the
interests of shareholders (‘shareholder primacy’) and those of other stakeholders only

to the extent that they enhance long-term shareholder value (‘enlightened shareholder
value’). They should not promote the interests of other stakeholders in their own right.%®
This view subordinates the interests of most stakeholders to those of shareholders, even
in the long term.

The debate of shareholder versus stakeholder has dominated discussion of company law
for decades, without much advancement.” But it is a sterile debate, and misses the point.
The issue is not whether to promote the interests of shareholders or stakeholders but how
to do both by profitably solving problems of people and planet. It shifts the focus of the
firm from any particular interest group to doing what we want it to do - solve problems
profitably.

Evidence and insight from the Future of the Corporation programme’s engagement
processes have consistently shown that company law is often interpreted as being
permissive of multiple corporate objectives, and it is claimed that it is possible for
companies to adopt purposes beyond a narrow interpretation of shareholder interests.
However, the ambiguity is problematic for directors wishing to pursue purposes other
than those focused on financial goals. It leaves their organisations exposed to predators —
hedge fund activists and hostile bidders - seeking to enhance short-term value over other
objectives.®® It undermines the functioning of markets by allowing companies that profit
from creating detriments to drive out those that do not. The law currently provides no
protection against such conduct.

35 See https://www.legislation.gov.uk/ukpga/2006/46/section/172

36 For a detailed examination of several variations on this, see Palombo, D. (2019), ‘The Future of the Corporation: The Avenues for Legal
Change’, Future of the Corporation Working Paper.

37 See for example, Hall, P. and Soskice, D. (eds) (2001), op. cit.

38 For an example, see: Cliffe, S. (2017), The CEO View: Defending a Good Company from Bad Investors (HBR). Available:

https://hbr.org/2017/05/the-ceo-view-defending-a-good-company-from-bad-investors#the-error-at-the-heart-of-corporate-leadership


https://www.legislation.gov.uk/ukpga/2006/46/section/172
https://hbr.org/2017/05/the-ceo-view-defending-a-good-company-from-bad-investors#the-error-at-the-heart-of-corporate-leadership
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Governments put purpose at the heart of company law and the fiduciary
responsibility of directors.

More specifically it is proposed that:

* Company law emphasises duties of directors to determine and implement
company purposes.

* Governments publish guidance on how companies can incorporate purpose
in their legal form, for example in their articles of association.

Collectively, these proposals will support the development of an operating environment
that enables and encourages purposeful business. As Future of the Corporation research
and others like the FRC have set out previously, corporate purpose is the reason for the
creation and existence of a company, and UK company law should therefore be reformed
so it is the basis of the laws that establish the company.®® One example that is gathering
support and is attuned to this is the Better Business Act, as highlighted below.

Policy starting points:

Changing Section 172 of the Companies Act to require companies to state their purpose
in their articles of association

lllustrations, Possible wording for such an amendment is included in the
examples “Better Business Act” proposed by B Lab UK and supported by
and recent Over 650 businesses and the Institute of Directors. Legislation
developments would require companies to adopt purposes that aim to

benefit people and planet as well as shareholders, and report
on their success in so doing.*°

Possible roles for «  Government: lead
different system « Business (boards and management): adopt and input
actors « Shareholders: support

But the necessary legislative reform may be a complex and drawn-out process. In the
interim, there are measures that can be taken rapidly within the context of existing law to
encourage and support the adoption of corporate purposes. For example, guidance and
pro-active government support and leadership would bring clarity to what is intended of
the law and assist companies in determining how they can adopt purposes.

39 Hsieh, N., Meyer, M., Rodin, D. and Van't Klooster, J. (2018), The Social Purpose of Corporations: A Literature Review and Research Agenda,
Journal of the British Academy, 6(s1). Available: https://www.thebritishacademy.ac.uk/publishing/journal-british-academy/6s1/the-social-
purpose-of-corporations/

40 See https://betterbusinessact.org/ for full details of the proposed act.


https://www.thebritishacademy.ac.uk/publishing/journal-british-academy/6s1/the-social-purpose-of-corporations/
https://www.thebritishacademy.ac.uk/publishing/journal-british-academy/6s1/the-social-purpose-of-corporations/
https://betterbusinessact.org/
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Policy starting points:
Interim measures to use model articles to encourage business to embed purpose

lllustrations, Future of the Corporation policy labs have highlighted the
examples value of detailed case studies aiming to raise awareness
and recent of the benefits and performance of purpose-driven
developments businesses. Additionally, model articles would provide

templates for how shareholders can mandate directors to
deliver the company’s purpose and integrate other stakeholder
interests. This would represent not just a statement of purpose
but also a commitment to its fulfilment, requiring agreement
from shareholders for their adoption and amendment.*

Possible roles for «  Government: lead
different system + Business (boards): adopt
actors « Shareholders: support

The Companies Act (2006) currently permits companies to pursue “purposes other

than the benefit of its members” (shareholders) in Section 172(2).*> There is therefore
already provision for inclusion of company purpose in UK law and this could become

the norm that is expected of most firms, particularly where they are seeking government
contracts or provide public services and infrastructure.*® In certain circumstances, the
Public Services (Social Value) Act (2012) already enables public bodies to make such
requirements and this is discussed at more length under Finance and Investment below.**

Policy starting points:

Interim measures to use explanatory guidance to encourage use of existing option to
embed purpose

lllustrations, Future of the Corporation policy labs highlighted that
examples explanatory guidance to section 172(2) of the 2006 Companies
and recent Act, could be readily updated to encourage businesses to use
developments the existing legislation to embed purpose. The explanatory

guidance currently suggests that this paragraph is intended
for charities or community interest companies, but it does
not exclude the possibility of other companies using it.*
The guidance should be used to encourage all businesses
stating a purpose to use this existing legislation to make a
commitment to their purpose in their articles of association.

Possible roles for «  Government and regulators: lead
different system « Business (boards): adopt
actors +  Shareholders: support
Pyl British Academy (2021), Findings of Future of the Corporation policy labs, pending publication
42 Companies Act (2006), section 172. Available: https://www.legislation.gov.uk/ukpga/2006/46/section/172
43 Further discussion of this in Palombo, D. (2019), op. cit
44 For further detail on the Social Value Act and some of its limitations, see Social Enterprise UK (2017), Our Money, Our Future. Available:

https://www.socialenterprise.org.uk/policy-and-research-reports/our-money-our-future/
45 Commentary on Individual Duties, Section 172. Available: https://www.legislation.gov.uk/ukpga/2006/46/notes/division/6/2


https://www.legislation.gov.uk/ukpga/2006/46/section/172
https://www.socialenterprise.org.uk/policy-and-research-reports/our-money-our-future/
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B Corps are for-profit businesses that make a legal commitment to purpose. Neighbourly
is a small B Corp which has stated its purpose in its Articles as follows: “The purposes of
the Company are to promote the success of the Company for the benefit of its members
as a whole and, through its business and operations, to have a material positive impact on
society and the environment, taken as a whole! 46 CEO of Neighbourly, Steve Butterworth,
describes Neighbourly as being, “a platform designed to help a corporate business
activate its social purpose at a local level, but at scale”. Neighbourly’s business model
uses licence and transaction fees from corporate clients, enabling free access to the
platform for community groups. It has helped corporations donate nearly £14 million,

72 thousand volunteer hours, and over 56 million meals since it was launched in 20124

Larger businesses have been less likely to mirror this practice, but Anglian Water,

a regional British water utility which was referred to in the previous Future of the
Corporation report is one example.*® Commenting on the challenges this has presented,
Andrew Brown, Head of Sustainability, mentions the reasons the company went down
this route:

“There is a difference between writing a purpose statement and slapping that into your
annual report and accounts, and actually embedding a purpose in your business. That's
one thing we are attempting to do, and have formally done with our articles of association
... [Then] unless we lock it in and demonstrate that we are genuinely willing to create this
purpose, people could always think that we are just spinning a good story ... [Finally],
what happens if we we're bought out by other investors, and they take a completely
different approach? ... It's also a signal to other investors who might be interested in us as
a company, that this is what we do. This is what we believe in. You can't buy us out and
change this purpose. You have to buy into this purpose..

46 https://find-and-update.company-information.service.gov.uk/company/08293976/filing-history
47 See https://www.neighbourly.com/ and British Academy (2021), lllustrative examples of practices, (pending publication).
48 British Academy (2019), Principles for Purposeful Business, p. 21

24
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This subsection considers the role, mandate and approaches taken by regulators in
enforcing accountability by directors, and the specific role that sector regulators play in
enhancing mechanisms of implementation by licensed companies.

Present situation

The current model of regulation towards directors is centred around duties that relate

to commercial, employment, consumer, environmental, human rights and investor-
protection laws. Alongside this, specific rules apply to regulated and licensed companies
in sectors that provide public functions, such as utilities, financial institutions

and auditors.

Nature of the problem

The prevailing model of regulation of company directors does not make them accountable
for the corporate purpose.“® This is a problem not only of the rules themselves (discussed
in the company law section above), but also of the role, mandate and approaches taken by
regulators charged with their enforcement.

Purpose can be enforced by both public and private mechanisms. Private mechanisms
include the current mechanisms by which shareholders are able to hold directors to
account under company law, including by exercising powers to appoint directors, passing
resolutions to direct the board and, in extremis, removing directors or pursuing directors
for breach of duty. Regulation currently lacks the necessary powers to hold companies to
account for their purposes through public mechanisms. As a result, enforcement agencies
and courts of law impose fines and penalties to hold business in check and promote
conduct that is consistent with social objectives, but this can fail to prevent harmful
practices,®® and results in a lag when innovative technologies like social media create
rapid change.”

The role, mandate and approach of regulators is undermined in this regard by the
divergence of interests that can exist between companies focused on maximising
shareholder value and regulators promoting public interests. Future of the Corporation
research has highlighted the value of alignment of purposes and the importance of
culture and values when it comes to implementation;> even when rules are clear,
compliance varies according to behavioural psychology, values and economic and
cultural incentives.5®

49 Palombo, D. (2019), ‘The Future of the Corporation: The Avenues for Legal Change’, Future of the Corporation Working Paper

50 Discussed in Armour, J., Enriques, L., Ezrachi, A., Vella, A. (2018), Regulation and Law: The Role of Corporate, Competition and Tax Law,
Journal of the British Academy, 6(s1). A recent example is that of UK water companies fined for deliberate release of sewage:
https://www.gov.uk/government/news/record-90m-fine-for-southern-water-following-ea-prosecution

51 Discussed in Birkinshaw, J. (2018), How is Technological Change Affecting the Nature of the Corporation? Journal of the British Academy,
6(s1).

52 British Academy (2018), Reforming business for the 21st century; and specifically, Hsieh, N., Lange, B., Rodin, D., Wolf-Bauwens M. L. A.
(2018), Getting Clear on Corporate Culture, Journal of the British Academy, 6(s1)

53 Hodges, C. (2016) Ethical Business Regulation: Understanding the Evidence, (Department for Business, Innovation and Skills,

Better Regulation Office)
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Regulators are given new powers to hold directors and controlling owners to
account for their corporate purposes.

Regulators responsible for particular business sectors that provide public functions
require utilities, banks, and other licensed companies they oversee to adopt
purposes which align with their public interests and engage with their stakeholders
about them.

More specifically it is proposed that:

* Anewduty is placed into the mandate of all regulators to enforce the
principle that companies do not profit from failing to meet the minimum
standards that the regulator sets, where those standards are ideally
principles-based.

* Regulators responsible for directors use their powers to engage with
stakeholders on the conduct of directors.

* Regulators responsible for particular business sectors that provide public
functions promote meaningful engagement and consultation between
regulated companies and relevant stakeholder groups to align those
companies’ purposes with public interests.

These proposals create specific accountability for corporate purposes by establishing
institutions with the capability and powers to hold directors to account, alongside
implementation mechanisms to engage stakeholders in the process. These powers could
include, for example, the power to conduct market studies and investigations, the power
to investigate complaints from stakeholders, the power to issue warning or fines where
purposes have clearly been breached and the power to make recommendations to

other regulators.

At the sector-level, the focus is on alignment between corporate purposes and public
interests, based on meaningful engagement with stakeholders. More broadly, all
regulators would need to uphold the principle that companies do not profit from failing to
meet the minimum standards that the regulator has set. Taken together these proposals
align with other developments towards a principles-based approach to regulation.
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Policy starting points:

Purpose as a basis for meaningful engagement between regulators and regulated
companies

lllustrations, Sustainability First highlights the need for regulators to adopt
examples longer-term, forward-looking perspectives which use purpose
and recent to embrace wider citizen as well as consumer interests and

developments encourage partnerships and collaboration. Sustainability First

has also called for a new process of ‘adaptive planning’ in utilities
like energy and water, with future thinking and scenarios at the
heart of infrastructure investments delivering over multiple price-
control periods. They state that in monopolies, intergenerational
issues and pathways to net zero and adaptation cannot be
conducted principally through five-year price reviews, which can
incentivise companies to delay difficult decisions and preclude
long-term strategic investment.>* More broadly, growing interest
in deliberative engagement methodologies such as citizens
assemblies ®® presents further opportunities for meaningful
engagement linking public interests to corporate purpose.

Possible roles for «  Government and regulators: lead
different system + Business: adopt and support
actors « Shareholders: support

An extensive literature,*® supported by engagement through Future of the Corporation
roundtables in earlier phases and the policy labs over the past year, has highlighted both
the importance and limitations of regulatory systems in influencing corporate behaviour.
The focus of the proposals presented here on high-level principles around alignment on
purpose aims to balance these factors and enable regulators to determine a set of required
outcomes based on accountability and meaningful engagement, while leaving space for
companies to innovate.

Extensive research exploring culture, law and regulation,®” highlights the importance

of these mechanisms of collaboration, consultation with interested parties, a forward-
looking approach and accountability. It also emphasizes the range of interested parties
that could be given consideration, for example: workers, communities, citizens, future
generations, pension savers, suppliers, environmental representatives, and of course,
shareholders. Like companies, regulators must identify their stakeholders, consult them,
and determine and commit to their purpose (as described in the next section, considering
governance).

54 Sustainability First (2021), Regulation for the future: The implications of public purpose for policy and regulation in utilities.
Available: https://www.sustainabilityfirst.org.uk/publications-project-research-reports/242-regulation-for-the-future

55 For a discussion, see Wilson, R. and Mellier, C. (2021), Defibrillating democracy. Available: https://newint.org/features/2021/02/08/
defibrillating-democracy

56 Well summarised by Hodges, C. (2016), Ethical Business Regulation: Understanding the Evidence, (Department for Business,
Innovation and Skills, Better Regulation Office).

57 See Armour, J., Enriques, L., Ezrachi, A., Vella, A. (2018); Birkinshaw, J. (2018); Hsieh, N., Lange, B., Rodin, D., Wolf-Bauwens M. L. A. (2018);

and Sustainability First (2021).
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Collaboration between regulators, communities, government and companies is illustrated
by Thriving Communities Partnership (TCP), a member-funded cross-sector collaboration
hosted by Yarra Valley Water, Melbourne's largest water utility company. TCP aims to ensure
that everybody has fair access to the modern essential services they need, including
utilities, financial services, telecommmunications and transport. It places human interests

at the centre of everything they do, aiming to build more resilient communities and
stronger businesses, bringing together over 170 organisations from ASX listed companies,
government and regulation, and the community sector to solve critical social problems in
partnership.®®

Some sectors face more challenges than others in avoiding profiting from problems.
Mining is an example of a sector that provides vital resources for modern essentials

like smartphones but has frequently failed to protect people and planet in the process.
Anglo-American illustrates some of the new types of initiatives in mining to address
these issues. Its stated purpose, “re-imagining mining to improve people’s lives” led it to
seek to tackle the deforestation that results from its operations. For example, between
2014 and 2020, the firm has been investing in “biodiversity offsets” in the Minas Rio area
by acquiring over 6,000 hectares of offset sites. Since first acquiring the land, Anglo
has invested $3.5 million in the conservation of the 12,000 hectares that they manage,
and another $6.4 million into the restoration of a separate 1,300 hectares in the area. A
further $2.4 million was invested for monitoring the fauna in the areas, and $2.8 million
was donated to reforestation of native trees in previously damaged areas® Evaluating
whether this initiative delivers a net zero or better impact on biodiversity is exactly why
the accountability mechanisms proposed in this report are needed.

For Sustainability First's full case study see: https://www.sustainabilityfirst.org.uk/images/publications/fair_for_the_future/SF_The_Thriving_
Communities_Partnership_Case_Study_26.319_FINAL_1.pdf

Source: https://www.angloamerican.com/futuresmart/stories/our-world/environment/biodiversity-leadership-at-minas-rio-conserving-
brazils-atlantic-rainforest


https://www.sustainabilityfirst.org.uk/images/publications/fair_for_the_future/SF_The_Thriving_Communities_Partnership_Case_Study_26.3.19_FINAL_1.pdf
https://www.sustainabilityfirst.org.uk/images/publications/fair_for_the_future/SF_The_Thriving_Communities_Partnership_Case_Study_26.3.19_FINAL_1.pdf
https://www.angloamerican.com/futuresmart/stories/our-world/environment/biodiversity-leadership-at-minas-rio-conserving-brazils-atlantic-rainforest
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This subsection considers the responsibilities of owners, boards and executives in
implementing corporate purpose; how they are all accountable to shareholders, the
workforce, customers, communities and other stakeholders through governance; and the
value of supporting leadership and culture. The types of financing and role of investment
in funding innovation are considered under Finance and Investment.

Present situation

Most prevailing concepts of corporate ownership derive from a historic property-right
view of the firm that, as investors and residual claimants, shareholders own firms.5°
Under this system, investors are owners with rights of control over the firm, in particular
in relation to the appointment and removal of members of the board of directors.

Owning shares has certain features associated with it, including a claim on dividend
distributions, a right to sell shares, and a right to vote on some propositions regarding the
operation of the firm, including the appointment and removal of directors. It is the board
of the firm that has control over the firm and the board delegates that responsibility to
the executive who in turn employ managers to run the business.

Nature of the problem

Shareholders do not own firms in the way in which a property-right view of the firm would
suggest. They own a share in a firm which confers certain rights, including the approval
and removal of directors. Boards are thereby predominantly held to account for meeting
financial goals in the interests of shareholders. In contrast, a purpose-led view of the firm
requires that directors be held to account for implementing the company’s purpose’’

In the presence of widely dispersed shareholders, accountability of directors to
shareholders is weak. Shareholders often fail to exercise their voting rights, particularly
on non-financial resolutions®? Shareholders may be driven by a short-term outlook
and activist shareholders, purchasing blocks of shares and forcing changes to strategy®*
might have the effect of focusing the attention of boards on short-term share-price
performance, irrespective of their stated purpose’®

60 See for example, Davoudi, L., McKenna, C. and Olegario, R. (2018), The Historical Role of the Corporation in Society, Journal of the British
Academy, 6(s1). Available: https://www.thebritishacademy.ac.uk/publishing/journal-british-academy/6s1/historical-role-of-corporation-in-
society/

61 Future of the Corporation roundtables and policy labs consistently support this conclusion. See British Academy (2019), Principles for
Purposeful Business.

62 ShareAction (2020), Voting Matters 2020: Are asset managers using their proxy votes for action on climate and social issues?

Available: https://shareaction.org/wp-content/uploads/2020/11/Voting-Matters-2020.pdf
63 See, for example, Davies R., Haldane, A., Nielsen, M. and Pezzini, S. (2014), “Measuring the costs of short-termism”, Journal of Financial

Stability, Volume 12, 16-25. Available: https://doi.org/101016/.jfs.2013.07.002; also, Offer, A. (2018), “Patient and impatient capital:
time horizons as market boundaries’, Oxford Economic and Social History Working Papers 165, University of Oxford.

64 For example, the purchase of Whole Foods by Amazon in 2017, which was driven by Jana Partners, an activist shareholder which built
up an 8.2% stake in Whole Foods, and sold a few months later making a $300m profit. As reported: https://www.reuters.com/article/us-
whole-foods-jana-idUSKBN1A42Ql

65 Coffee, J. (2017), “Preserving the Corporate Superego in a Time of Stress: An Essay on Economics and Ethics’, Oxford Review of Economic
Policy, 33, 221-256
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Recent rule changes such as the 2018 Corporate Governance Code are beginning to

alter this. The 2018 UK Corporate Governance Code defines the responsibility of the board
to be to “establish the company’s purpose, values and strategy, and satisfy itself that these
and its culture are aligned.” % Boards must therefore determine the company’s purpose,
engage meaningfully with employees, communities, suppliers and other stakeholders
and consider the impact of the company on the environment and society.®” But, as a
recent assessment by the Financial Reporting Council (the FRC) suggests, boards often

do not possess the necessary skills, knowledge, experience, and motivation to discharge
those duties®®

Companies place purpose at the heart of their annual reporting and demonstrate
to their stakeholders how their ownership, governance, strategy, values, cultures,
engagement, measurement, incentives, financing and resource allocation deliver it.

Investors engage with companies about the nature and implementation of their
purposes.

Regulators address impediments that may exist to companies having long-term
committed shareholders.

Companies identify long-term committed holders of blocks of their shares. They
develop internal values, cultures and systems of measurement and incentives that
encourage embedded ownership of purpose throughout their organisations.

More specifically it is proposed that:

* Owners, boards and executives take responsibility for overseeing the
adoption and implementation of corporate purposes.

* A company board: (a) ensures that the company’s values, culture
and strategy are aligned with the implementation of its purpose; (b)
is accountable to the company’s shareholders, workforce and other
stakeholders involved in the implementation of its purpose; (c) reports
to the company’s shareholders and stakeholders on the resourcing,
measurement and performance of its activities against its purpose; (d)
ensures that the company’s incentives and remuneration are based on
fulfilment of its purpose; and (e) encourages embedded ownership of
purpose throughout its organisations.

* Investmentlaw ensures that the owners of shares in a company support
and promote stewardship and the long-term fulfilment of its purpose.

» Areview is undertaken of the regulatory impediments that may exist to
committed long-term shareholders.

The logic behind these proposals is that in order to implement a company’s purpose,
there needs to be clear responsibility and accountability for it, and the formulation and
determination of a company’s strategy in fulfilment of its purpose should be overseen and
involve those who are most significant in its implementation.

When a company is established, the founder naturally holds this responsibility, defining

66 FRC (2018), The UK Corporate Governance Code. Available: https://www.frc.org.uk/getattachment/88bd8c45-50ea-4841-95b0-
d2f4f48069a2/2018-UK-Corporate-Governance-Code-FINAL.PDF

67 As illustrated by the Recommendations of the Task Force on Climate-related Financial Disclosures (2017). Available: https://assets.bbhub.
io/company/sites/60/2020/10/FINAL-2017-TCFD-Report-11052018.pdf

68 FRC (November 2020), Review of Corporate Governance Reporting. Available: https://www.frc.org.uk/getattachment/c22f7296-0839-

420e-ae03-bdce3e157702/Governance-Report-2020-2611.pdf
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and promoting its purpose. Where founders pass on and sell their shares in substantial
blocks to members of their families, private equity investors or other companies,

then these groups of block shareholders share that responsibility and accountability.
Where shares are widely dispersed on stock markets, the board of directors have
responsibility and accountability for overseeing the company’s purpose, and the process
of appointment, appraisal, reward and removal of directors should be directed towards
the implementation and ongoing development of its purpose. The board and the
executive should also be guided by the purpose as the determinant of the firm’s strategy
and culture, and the basis on which resources are allocated and performance measured
throughout the organisation.

Policy starting points:
Clarifying the role of the board in corporate governance

lllustrations, examples and The UK Corporate Governance Code 2018 goes

recent developments further than any other at present in describing the
governance of purpose. Principle B states that:
“The board should establish the company’s purpose,
values and strategy, and satisfy itself that these and
its culture are aligned. All directors must act with
integrity, lead by example and promote the desired
culture.” Principle C then states that: “The board should
ensure that the necessary resources are in place for
the company to meet its objectives and measure
performance against them.”

This describes well what should be expected of the
governance of a firm. The board should determine

its purpose, ensure that it is core to the business,

not just marketing or promotion, and be the overarching
determinant of its strategy. The board should ensure that
the company’s values and culture are aligned with it, that
the necessary resources and investment are provided to
fulfil it, and that its performance is measured against it.

Possible roles for + Regulators (FRC): monitor
different system actors  Business: implement in full

In addition, while responsibility and accountability for a corporate purpose may reside
with the board, it is the role of the executive to ensure that implementation does not just
sit at the top of an organisation. The purpose is determined and if necessary, changed,
by engagement throughout the organisation and realised through adoption by every
part of it.

This is because achievement of purpose requires a sense of ownership by everyone in the
organisation, not just those with formal rights and responsibilities for it and those at the
top, but throughout from the board to the shop floor. Shareholders, as providers of finance
and bearers of financial risk, have an important role to play in this, but so too do other
stakeholders — workers, in particular.
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Corporate governance should therefore be designed to promote a common sense of
purpose amongst all those involved in and affected by its implementation, including
those who use and rely on its goods and services. Future of the Corporation policy labs
and roundtables have highlighted that all of these stakeholders should be an integral
part of corporate governance.®®

As also highlighted by previous Future of the Corporation reports, establishing this
sense of ownership of purpose will require innovations in governance practices.
Workers on boards and two-tier board structures are commonplace in some
countries.”® The corporation of the future may choose to use citizens assemblies,
social media, big data and other emerging techniques to encourage participation and
engagement. One benefit from these engagements will be a greater diversity in the
skills, experience and backgrounds of boards, better equipping them to oversee the
implementation of corporate purpose.” Meanwhile, engagement is also highlighted in
the Regulation section above as it is a key mechanism to align corporate purposes with
public interests.

Examples are emerging of wide-ranging engagement strategies being adopted by
companies seeking to involve diverse groups of stakeholders. SSE plc is a UK energy
producer. Its purpose is to provide energy needed today while building a better world of
energy for tomorrow. It has a varied approach to stakeholder engagement, identifying
six groups: employees; shareholders and debt providers; energy customers; government
and regulators; NGOs, communities and civil society; and supplier, contractors and
partners. Each is targeted by a range of engagement methods and reporting highlights
issues raised and value created.” Unilever is a global consumer goods company. Its
purpose is to make sustainable living commonplace. It also adopts a varied approach to
engagement, based on an annual materiality assessment. It states that its stakeholders
are governments, NGOs, suppliers, customers, consumers, scientists, communities, peer
companies and trade associations’?

69 Findings of Future of the Corporation policy labs pending publication.

70 TUC (2016). ALL ABOARD: Making worker representation on company boards a reality, Available: https://www.tuc.org.uk/sites/default/files/
All_Aboard_2016_0.pdf

7 Diversity might be an important source of resilience of firms. For example, Billings, M., B., Klein, A. and Shi, Y. (2021), Investors Response to

the #MeToo Movement: Does Corporate Culture Matter?, ECGl Working Paper No. 764/2021 find that companies that embraced gender
diversity on their boards enjoyed positive share price reactions to the MeToo movement in contrast to the negative share price reactions
of companies that did not embrace it.

72 SSE plc (2021), Annual Report. Available: https://www.sse.com/media/rwhbww02/sse-annual-report-2021.pdf

73 Unilever (2021), Engaging with stakeholders. Available: https://www.unilever.com/planet-and-society/responsible-business/engaging-with-
stakeholders/
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Policy starting points:

Defining and implementing purpose

lllustrations, examples and
recent developments

The Enacting Purpose Initiative has set out a framework
entitled ‘SCORE’ for boards to articulate and
implement purpose within their organisations:”
Simplify: make your purpose simple and convincing,
with shared frames of reference. Complicated
strategies fail.

Connect: once it has been simply and clearly
articulated, corporate purpose must drive what the
organisation does - its strategy and capital

allocation decisions.

Own: ownership of purpose starts with the board.

It has to put in place appropriate structures, control
systems and processes for enacting purpose.

Reward: the board has to define measures of
performance that evaluate the success of the
organisation in delivering on its purpose.

Exemplify: a key role of leadership is to bring
organisational purpose to life through communication
and narrative strategies.

Possible roles for
different system actors

« Business (boards): lead and oversee

« Business (management and all employees):
adopt and input

« Shareholders: endorse and support

Finally, Future of the Corporation research and engagement has consistently highlighted

the importance of corporate culture for enabling purposeful business.” The board has the
responsibility to ensure consistency of the values and culture of the organisation, not just
with its purpose’® but with all aspects of its management, measurement and reward

(see Measurement and Performance section below) that complement implementation

of its purpose.

74

75
76

Enacting Purpose Initiative (2020), Enacting Purpose Within the Modern Corporation: A Framework for Boards of Directors.

Available: https://enactingpurpose.org/assets/enacting-purpose-initiative---eu-report-august-2020.pdf

Hsieh, N., Lange, B., Rodin, D., Wolf-Bauwens, M. L. A. (2018), Getting Clear on Corporate Culture, Journal of the British Academy, 6(s1)
FRC (2018), The UK Corporate Governance Code assigns this responsibility.
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Global companies can struggle with a legacy of issues that cannot be addressed
simply by a purpose statement. Establishing responsibility for purpose throughout a
company is crucial, and every company on this journey will need to establish its own
supportive culture. BT Group plc offers an illustration of a company engaged in this
process. The starting point was the board: its responsibilities set out in the 2021 annual
report are to establish the group’s newly articulated purpose. One of the board's six
strategy committees, its Digital Impact & Sustainability Committee, is directly charged
with ensuring that the purpose is pursued.”’ The firm also established a Colleague
Board, consisting of 10 members representing the firm's business units, which provides
feedback on board activity. In 2021, the Colleague Board gave advice to the chief
executive regarding the company’s previous and newly articulated purpose. The

group established a ‘Purpose for Business Team’ tasked with integrating the purpose
throughout the organisation and helping everyone in the company connect their work to
the purpose of the organisation.

77 https://www.bt.com/bt-plc/assets/documents/investors/financial-reporting-and-news/annual-reports/2021/bt-annual-report.pdf
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This subsection considers the role of metrics and reporting that enable investors and
other stakeholders to evaluate and account for the performance of the company in
implementing its corporate purpose.

Present situation

Measurement is conventionally undertaken in relation to the financial performance
of the firm. It focuses on the tangible assets of a company - its buildings, land, plant
and machinery - and its financial assets and liabilities. Recently, there has been

a proliferation of measures around Environment, Social and Governance (ESG)
considerations. These are particularly concerned with factors that are material to
investors and other stakeholders, and, in many cases, they take the UN Sustainable
Development Goals as their starting point.

Several international and national bodies are involved in these initiatives. The European
Commission is developing its non-financial reporting directive; the International
Financial Reporting Standards (IFRS) Foundation is proposing an International
Sustainability Standards Board; and the UK government is committing to mandating the
Taskforce on Finance-Related Climate Disclosures/®

Nature of the problem

The axiom ‘you manage what you measure’ has great salience in business, and insights
from the programme’s engagement with senior business leaders have consistently
highlighted the critical importance of measurement. But what to measure, how to
measure it, how to report it, and how to use data to evaluate performance have all been
the subject of active debate.®

Despite recent progress, there remains little consistency, comparability or correlation
between different ESG measures.® There is little data assurance, verifiability or auditing
of information, and there is therefore concern about its reliability or relevance to delivery
of better outcomes. There is also considerable confusion between ESG and measurement
of purpose®

Meanwhile, accounting systems remain focused on the financial bottom line, and
valuations are predominantly restricted to future financial earnings. Nowhere is a
company required to account for the total costs that it incurs or should incur in avoiding
or rectifying the problems it inflicts on society or the planet®” Evaluation of non-financial
performance is challenging and may require a broader range of techniques, including
qualitative approaches, than has been the case to date.

78 European Commission (https://ec.europa.eu/info/publications/non-financial-reporting-guidelines_en); IFRS (https://www.ifrs.org/projects/
work-plan/sustainability-reporting/); UK TCFD commitment (https://www.gov.uk/government/publications/uk-joint-regulator-and-
government-tcfd-taskforce-interim-report-and-roadmap)

79 Stroehle, J. C., Soonawalla, K., Metzner, M. (2019), How to Measure Performance in a Purposeful Company?, Future of the Corporation
Working Paper
80 One provider alone, MSCI, maintains over 1,500 ESG indexes: https://www.msci.com/our-solutions/esg-investing/esg-indexes. This issue is

discussed in: Eccles, R. G. and Stroehle, J. (2018), Exploring Social Origins in the Construction of ESG Measures. Available at SSRN:
https://ssrn.com/abstract=3212685 or http://dx.doi.org/10.2139/ssrn.3212685

81 Stroehle, J. C., Soonawalla, K., Metzner, M. (2019), op. cit.

82 Ibid.
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Investors promote measurement and reporting of company purposes and ensure
thatrequired systems of data and information are available to evaluate company
performance against purpose.

Investors evaluate companies’ performance and future prospects against their
purposes.

Regulators and international standard setters promote systems of measurement and
accounting for company purposes and ensure that financial reports reflect profits and
costs of delivering them.

More specifically it is proposed that:

* International standard setters define baseline metrics that apply universally
to all companies, allowing for additional company-specific metrics.

* Each company determines metrics that fulfil and evaluate its purpose, and
ensures that those metrics measure: (a) the inputs and outputs that the
company uses and produces; (b) the outcomes of its activities; and (c) the
impacts they have on other parties.

* Companies account for the resources required to deliver their purposes, and
determine their profits, performance, and internal incentives accordingly.

» Investors and other interested parties evaluate a company’s performance
according to both the financial and non-financial impacts of its activities.

Future of the Corporation research and engagement has found that companies should
move away from the narrow measurement of financial performance to a broader
approach, where purpose should be the driver of companies’ measurement systems.
Metrics that are relevant to purpose should enable evaluation of both the resources that
are required to deliver purpose and the criteria by which success in achieving it can be
assessed. Since measurement forms the basis of internal management accounting and
external reporting, appropriate metrics are critical to ensuring accountability for purpose
and to aligning the interests of companies’ investors, workers, suppliers and other
stakeholders with their purposes®

The responsibility of a company does not stop at the proverbial factory gate, with inputs
used in its operations or outputs produced by them. It extends to the effect that both
inputs and outputs have on people, communities, societies, and the natural world.
Standards setters will therefore play a key role in ensuring that the metrics a company
chooses are not restricted to its inputs and outputs but extend to its outcomes —

the changes brought about by the firm - and their impact on the wellbeing of others8

In particular, they establish whether changes caused by a firm’s activities confer benefits
or detriments on other stakeholders.

83 Barby, C., Barker, R.,, Cohen, R., Eccles, R. G,, Heller, C., Mayer, C., Roche, B., Serafeim, G., Stroehle, J., Younger, R. and Zochowski, T. (2021),
Measuring Purpose: An Integrated Framework. Available at SSRN: https://ssrn.com/abstract=3771892
84 Stroehle, J. C., Soonawalla, K., Metzner, M. (2019), op. cit.
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Policy starting points:

Emerging standards and methodologies for measuring purpose

Illustrations,
examples and recent
developments

Significant strides have been made towards changing
expectations and standards on non-financial disclosures,
both in the UK and globally, particularly in relation

to sustainability reporting and ESG indices.®®

The International Financial Reporting Standards foundation
(IFRS), which sets standards currently in more than

140 jurisdictions, is working towards establishing an
international sustainability reporting standards board.&
A merger between SASB and IIRC has taken place® and
the UK has recently committed to align with TCFD and
SASB recommendations.®®

Nevertheless, Future of the Corporation engagement has
highlighted that it is necessary to give greater regard to
the ‘S’ (social) of ESG - that is, to people, alongside the

‘E’ (environment). Measurement according to purpose
helps to achieve this integration and should be considered
alongside sustainability reporting.

Possible roles for
different system actors

+ Standard setters: lead

+ Business (boards, management and all employees):
adopt and input

« Shareholders: endorse and support

Accounting systems and associated systems of valuation must reflect this principle

of extending measurement from inputs and outputs to outcomes and impacts.

Doing so will enable a company to establish the resources it requires to fulfil its purpose.
An accounting system that does this will enable each company to determine and
expend the costs of rectifying the problems it creates, so as not to profit from them

and to sustain the resources on which it depends for its activities.®® The result will

be determination of companies’ profits which reflect the earnings they derive from
delivering solutions to problems of people and planet without causing problems for
others - that is, their purposes.

85
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MSCI (2021), MSCI Investment Insights: Global institutional investor survey. Available: https://www.msci.com/documents/
1296102/22910163/MSClI-Investment-Insights-2021-Report.pdf

See https://www.ifrs.org/about-us/who-we-

are/; and https://www.ifrs.org/news-and-events/news/2021/03/trustees-announce-strategic-

direction-based-on-feedback-to-sustainability-reporting-consultation/
https://integratedreporting.org/news/iirc-and-sasb-announce-intent-to-merge-in-major-step-towards-simplifying-the-corporate-

reporting-system/. Accessed April 2021.

See https://www.gov.uk/government/publications/uk-joint-regulator-and-government-tcfd-taskforce-interim-report-and-roadmap
Stroehle, J. C., Soonawalla, K., Metzner, M. (2019), op. cit.
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https://integratedreporting.org/news/iirc-and-sasb-announce-intent-to-merge-in-major-step-towards-simplifying-the-corporate-reporting-system/
https://www.gov.uk/government/publications/uk-joint-regulator-and-government-tcfd-taskforce-interim-report-and-roadmap
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Policy starting points:
Initiatives to develop accounting for purpose

lllustrations, The Impact-Weighted Accounts project is aiming to
examples and recent create accounting statements that transparently capture
developments external impacts in a way that drives investor and

managerial decision making®°

Integrated reporting should directly link purpose to
financial as well as social, environmental and other
external impacts, with the full spectrum of a company’s
stakeholders involved in the process.

Possible roles for «  Government, regulators and standard setters: lead
different system actors +  Business (boards, management and all employees):
adopt and input

« Shareholders: endorse and support

With metrics that enable performance and profits to be expressed in these terms,
companies’ internal policies will become better informed regarding remuneration, board
strategy, internal management, external reporting, investor stewardship and stakeholder
engagement. In this way, the measurement system allows executives and workers in an
organisation to relate their activities, the resources they require and the investments they
make to the company’s purpose and strategy. It is, therefore, vital to the implementation
of a system of purposeful business. For example, executive pay remains an issue that
undermines trust; linking a reward structure — remuneration and promotion - to
measurement systems reformed in the terms outlined here could help restore confidence
that pay reflects success in delivering value to society

90 See https://www.hbs.edu/impact-weighted-accounts/Pages/default.aspx

91 High Pay Centre (2020), Rethinking Reward. Available: https://highpaycentre.org/wp-content/uploads/2020/08/Final_Version_Pay_
Ratio_interim_report.pdf; and Enacting Purpose Initiative (2021), Second report: Building on Common Ground to Advance Sustainable
Capitalism. Available: https://enactingpurpose.org/assets/epi-report-final.pdf


https://www.hbs.edu/impact-weighted-accounts/Pages/default.aspx
https://highpaycentre.org/wp-content/uploads/2020/08/Final_Version_Pay_Ratio_interim_report.pdf
https://highpaycentre.org/wp-content/uploads/2020/08/Final_Version_Pay_Ratio_interim_report.pdf
https://enactingpurpose.org/assets/epi-report-final.pdf
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Policy starting points:
Encouraging accountability through disclosures on pay, reward and staff satisfaction

lllustrations, examples The High Pay Centre has highlighted that, just as gender

and recent developments  pay-gap reporting has prompted a debate about issues
such as working hours, workplace culture and the
division of labour in the home, the pay-ratio disclosures
mandated by the Companies (Miscellaneous Reporting)
Regulations in 2018 have helped to focus the debate on
executive and low pay.®? Such disclosures (currently only
applicable to listed UK companies) are crucial in allowing
shareholders and other stakeholders to assess how far
pay policies reflect the purpose of the company and how
it values contributions by staff at all levels.

More should be done to involve employees in the
reporting process, which could include evidence on
employee satisfaction and turnover rates.

Possible roles for + Regulators: lead
different system actors + Business (boards, management and all employees):
adopt and input
« Shareholders: endorse and support

The approach outlined here allows the financial valuations that different parties derive
from a company’s activities to be estimated. Although financial valuations are of
particular interest to investors and boards, other stakeholders like workers, consumers
and communities will be concerned with not only valuations of future earnings but also
the benefits conferred on others. For example, policymakers, citizens and philanthropic
institutions may wish to determine the value that a company’s activities provide society
and the environment, as well as investors. Polling evidence suggests that employees
prefer companies with purpose * and consumers prefer brands with purpose.®

A company’s measurement system should therefore provide the basis on which
different interested and affected parties can evaluate its performance.

92 Ibid.

93 More than 10 polls are collated by Business of Purpose on the question of employees’ preferences in this regard.
https://www.businessofpurpose.com/statistics

94 Again, more than 10 polls, collated by Business of Purpose highlight this trend. https://www.businessofpurpose.com/statistics


https://www.businessofpurpose.com/statistics
https://www.businessofpurpose.com/statistics
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Policy starting points:
Reporting on purpose

lllustrations, examples The UK Financial Reporting Council's (FRC's) strategic

and recent developments report requirement sets out that company reports should
be structured around the company’s purpose, linking
it to the business plan, strategy and key performance
indicators.?® The UK government is currently consulting on
reforms to the way large companies are held to account
for audit and reporting through the establishment of
the FRC'’s successor body, the Audit, Reporting and
Governance Authority (ARGA) %

The EU's recently updated Non-Financial Reporting
Directive requires large and listed companies to publish
audited reports on impacts relating to environmental
matters, social matters and treatment of employees,
respect for human rights, anti-corruption and bribery and
diversity on company boards (in terms of age, gender, and
educational and professional background)®’

Purpose can be a unifying framing, that resonates with all
stakeholders, and reporting should demonstrate credibility
against purpose for all its audiences.

There is a need for a clear methodology of impact
reporting which is consistent, practical, allows
comparisons between companies, and can be externally
audited. An interim requirement could be for boards

of firms above a certain size to choose and adopt a
comprehensive impact reporting and assessment system
ratified by shareholders, which sits alongside current
accounting and reporting requirements.

Possible roles for + Regulators: lead
different system actors + Business (boards, management and all employees):
adopt and input
+ Shareholders: endorse and support

While a company’s measurement system needs to be driven by, and specific to, its
purpose, there are some common criteria by which different stakeholders will wish

to evaluate companies. These common metrics might relate to, for example, carbon
emissions, tax payments, disparities in remuneration levels within organisations,

and ethnic and gender diversity. ® They reflect societal concerns at a particular point in
time and can be expected to evolve as particular issues grow and wane in significance.
Standard setters can support this development and lead in the adoption of such
universal standards.

95 FRC (2018), Guidance on the Strategic Report. Available: https://www.frc.org.uk/getattachment/foO5dd7b-c76c-424e-9daf-4293c9fa2d6a/
Guidance-on-the-Strategic-Report-31-7-18.pdf

96 See https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/970676/restoring-trust-in-audit-
and-corporate-governance-command-paper.pdf

97 See https://ec.europa.eu/info/business-economy-euro/company-reporting-and-auditing/company-reporting/corporate-sustainability-
reporting_en

98 For extensive comparison of such metrics, see: Stroehle, J. C., Soonawalla, K., Metzner, M. (2019), ‘How to Measure Performance in a

Purposeful Company?; Future of the Corporation Working Paper


https://www.frc.org.uk/getattachment/fb05dd7b-c76c-424e-9daf-4293c9fa2d6a/Guidance-on-the-Strategic-Report-31-7-18.pdf
https://www.frc.org.uk/getattachment/fb05dd7b-c76c-424e-9daf-4293c9fa2d6a/Guidance-on-the-Strategic-Report-31-7-18.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/970676/restoring-trust-in-audit-and-corporate-governance-command-paper.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/970676/restoring-trust-in-audit-and-corporate-governance-command-paper.pdf
https://ec.europa.eu/info/business-economy-euro/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en
https://ec.europa.eu/info/business-economy-euro/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting_en
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Interface is an international carpet and flooring company which made a strong
commitment in 1994 to “have zero negative impact on the planet by 2020". In 2019,
Interface announced that it had completed this ‘Mission Zero'.*® Interface has developed
a number of methods for measuring its impact on the environment. For example, in 2017,
the firm developed a series of metrics called EcoMetrics, which were used to measure
the firm’s progress towards its net zero goal.’® Interface has been repeatedly named
among the top global sustainability leaders in the annual GlobeScan-SustainAbility
Leaders Survey.'

Companies that have been focused on purpose for longer have begun to develop more
advanced approaches to measuring their impacts on the environment and society. Since
2014, Natura Cosmeéticos (Natura) has been developing internal measurement systems
which led, in 2018 to an Integrated Profit and Loss measurement system.'®? Categories
used in the analysis include greenhouse gas emissions, air pollution, land use, biodiversity
impacts, consumption of water, pollution of water, and waste production. Examples of
targets used include: becoming net zero in greenhouse gas emissions; sharing value
with communities; expanding the firm's influence on forest preservation; increasing
revenue streams with 55 bio-ingredients; fostering collective efforts towards zero
deforestation by 2025; and achieving measurable gains for its beauty consultants and
communities’ earnings, education, health and digital inclusion. Natura has now started
reporting in detail on its progress towards these targets, enabling accountability for its
commitments.'®®

See: https://www.interface.com/US/en-US/sustainability/our-journey-en_US_

100 See: https://www.interface.com/US/en-US/about/press-room/2017-EcoMetrics-Release-en_US

101 See: https://globescan.com and most recently: https://globescan.com/2020-sustainability-leaders-report/

102 Source: https://www.naturaeco.com/en/commitment-to-life/sustainability-vision-2030/

103 See Natura One Year Factsheets. Available: https://www.naturaeco.com/en/commitment-to-life/sustainability-vision-2030/


https://www.interface.com/US/en-US/sustainability/our-journey-en_US_
https://www.interface.com/US/en-US/about/press-room/2017-EcoMetrics-Release-en_US
https://globescan.com
https://globescan.com/2020-sustainability-leaders-report/
https://www.naturaeco.com/en/commitment-to-life/sustainability-vision-2030/
https://www.naturaeco.com/en/commitment-to-life/sustainability-vision-2030/
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This subsection considers the types of financing that are needed for companies to
implement their purposes, and the role of purpose in enabling partnerships between
public and private sectors. The role of investors in promoting purpose is

considered under Ownership and Governance.

Present situation

A primary function of financial markets is to ensure that companies have the resources
required to invest in activities that promote their purposes. They raise finance for this
from individual investors, intermediated by financial institutions predominantly located
in major financial centres around the world. The law in relation to financial markets is
focused on protecting the interests of investors. Attempts to marry public and private
investment have faced difficulties but the need for long-term investment remains.

Some investors are strong advocates for purpose, and new codes of practice, such as the
Stewardship Code in the UK, are beginning to take effect.

Nature of the problem

Equity finance in contrast to debt finance, is, in principle, a long-term investment in

the company that is accompanied by the rights and responsibilities discussed in the
ownership and governance section. It is particularly critical but in short supply in the
early and growth stages of company formation. It is especially hard to come by in places
where there are few people or institutions to help mentor and monitor the development of
companies. For example, in the UK, two-thirds of venture capital finance is in the south-
east of the country in proximity to the financial markets in London, with many other
parts of the country largely devoid of the types of angel and venture-capital investing
communities that support early and growth stages of companies.*

In the case of larger companies listed on stock markets, financial institutions play a key
role in financing firms and stewarding their activities. That involves the provision of
sufficient long-term, risk-bearing equity capital to ensure the resilience of a business to
sustain its purpose.® The COVID-19 pandemic revealed the exposure of companies to a
shortage of risk-bearing capital.'®

The implementation of a company’s purpose often requires partnering with other
organisations to provide experience and expertise necessary to achieve it.%’ Those
organisations are not necessarily commercial companies but might also be in the public,
social and charitable sectors. They may have knowledge and familiarity of a particular
locality or community and be able to access public- as well as private-sector resources. As
explored throughout the Future of the Corporation’s programme of research, an exclusive
focus of business on financial performance undermines trust in partner organisations and
the ability to align purposes and other interests to establish common purposes.®®

104 British Business Bank, Small Business Finance Markets, (2020/21). Available: https://www.british-business-bank.co.uk/wp-content/
uploads/2021/03/BBB-SBFM-Report-2021-Widescreen-AW-tagged-002.pdf. And British Business Bank, Small Business Equity Tracker,
(2020). Available: https://www.british-business-bank.co.uk/wp-content/uploads/2020/06/British-Business-Bank-Small-Business-Equity-
Tracker-2020-Report.pdf

105 Button, R, Rojicek, M., Waldron, M. and Walker, D., Financing Larger Companies Through Covid-19, VOX-EU, (2020)
Available: https://voxeu.org/article/financing-larger-uk-companies-through-covid-19

106 Letter from the Investment Association to the Chairs of UK Companies at the Start of the Coronavirus Pandemic, 7 April 2020,
https://www.theia.org/sites/default/files/2020-04/Letter%20t0%20F TSE%20Chairs%20-%20April%202020_0.pdf

107 British Academy (2019), Principles for Purposeful Business.

108 Kirby, N., Kirton, A., Crean, A. (2018), Do Corporations have a duty to be trustworthy? Journal of the British Academy, 6(s1)


https://www.british-business-bank.co.uk/wp-content/uploads/2021/03/BBB-SBFM-Report-2021-Widescreen-AW-tagged-002.pdf
https://www.british-business-bank.co.uk/wp-content/uploads/2021/03/BBB-SBFM-Report-2021-Widescreen-AW-tagged-002.pdf
https://www.british-business-bank.co.uk/wp-content/uploads/2020/06/British-Business-Bank-Small-Business-Equity-Tracker-2020-Report.pdf
https://www.british-business-bank.co.uk/wp-content/uploads/2020/06/British-Business-Bank-Small-Business-Equity-Tracker-2020-Report.pdf
https://voxeu.org/article/financing-larger-uk-companies-through-covid-19
https://www.theia.org/sites/default/files/2020-04/Letter%20to%20FTSE%20Chairs%20-%20April%202020_0.pdf
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Investors develop the expertise required to support long-term financing of small,
local as well as large, global purposeful businesses.

Governments, companies and non-governmental organisations co-investin
partnerships based on common purpose around tackling issues such as inequality,
social exclusion, climate change, biodiversity loss and the future of work.

More specifically it is proposed that:

* Companies ensure that they have the long-term risk-sharing equity that is
required to fulfil their purposes.

* Public and private finance adopt a place-based approach to the start-up,
scale-up and training of new and growing enterprises, and SMEs.

* Financial institutions steward investments in companies to promote
companies’ purposes.

* Companies partner with other organisations in public, not-for-profit as
well as commercial sectors in investing in common purposes.

» Fiscal and monetary policies promote financing and investment in
common purposes.

» Public and private sectors invest in training, educating and re-skilling
employees at all levels of organisations to fulfil their common purposes.

Future of the Corporation roundtables and research have highlighted the importance of
long-term equity finance to the successful implementation of the corporate purpose.’®®
In place of a requirement on directors to demonstrate viability of the company over the
short term, they should prioritise and demonstrate the sustainability of its approach

to implementing its purpose and sufficient reserves over the long term, alongside
distributions of dividends and repurchases of their shares.

Institutional investors in turn need to be sure that they have the information they
require to understand a company’s purpose and the extent to which it is being
adequately resourced and appropriately implemented. The Investor Forum and the
Pensions and Lifetime Savings Association have developed a framework for institutional
investors to deliver effective stewardship and engagement through setting expectations
of asset managers, monitoring and appraising the activities of managers to deliver
desired outcomes for beneficiaries and other stakeholders.™°

109 Mann, H., Pitt-Watson, D. (2019), The Purposeful Corporation, and the Role of the Finance Industry, Future of the Corporation
Working Paper; the authors draw on a range of literature to highlight the link between finance and purpose.
110 Pension and Lifetime Savings Association, and Investor Forum (2020), Engaging the Engagers. Available: https://www.plsa.co.uk/

Portals/O/Documents/Policy-Documents/2020/Engaging-the-Engagers-stewardship-toolkit.pdf


https://www.plsa.co.uk/Portals/0/Documents/Policy-Documents/2020/Engaging-the-Engagers-stewardship-toolkit.pdf
https://www.plsa.co.uk/Portals/0/Documents/Policy-Documents/2020/Engaging-the-Engagers-stewardship-toolkit.pdf
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Policy starting points:
Stewardship of corporate purposes

lllustrations, Although pension trustees have to publish a stewardship
examples and recent policy as part of their Statement of Investment Principles,
developments commitment to stewardship varies, and the UK Stewardship

Code does not cover all types of investor and investment.

ShareAction’s proposal for a Responsible Investment Bill
seeks to address this issue, stipulating that fiduciary investors,
particularly pension fund trustees, must act for the benefit of
beneficiaries (including future generations) by considering
the long-term impacts of investments on the financial system,
economy, communities, the environment and other ESG
considerations!"

The Bill embeds double materiality, requiring investors to
factor in the risks of social and environmental issues on the
value of their investments in addition to the impact their
investment decisions have on society and the environment,
through measurement and disclosure standards mentioned
above. Transparent, accessible and reliable data are key for
beneficiaries to understand how institutional investors are
performing against social and environmental measures.

Possible roles for +  Government: lead
different system « Investors: adopt and support
actors « Business: support

There is increasing evidence to suggest that mainstream institutional ownership is
beginning to have a positive effect on environmental and social impacts in some areas.
Investors in global portfolios of shares are increasingly looking at long-term returns, with
studies linking some index fund ownership to reduced greenhouse gas emissions and
increases in board gender diversity Blackrock notes that it is now reporting the proportion
of its assets under management that are aligned with net zero greenhouse gas emissions
by 2030 The Climate Action 100+ investor coalition has launched a benchmark to
measure the climate transition progress of the world's 165 or so top greenhouse gas
emitters™

The creation of partnerships to provide access to the right expertise and experience
requires identification of a common purpose across different stakeholders, reflecting

m ShareAction (2020), The Change We Need. Available: https://shareaction.org/wp-content/uploads/2020/10/Responsible-Investment-Bill-

briefing.pdf

12 Curtis, Q,, Fisch, J. and Robertson, A. (2021), “Do ESG Mutual Funds Deliver on Their Promises’, ECGI Law Working Paper Series, 586/2021,
find that ESG funds do for the most part deliver on their promises.

13 See: https://www.blackrock.com/corporate/investor-relations/blackrock-client-letter

14 See: https://www.climateaction100.org/progress/net-zero-company-benchmark/


https://shareaction.org/wp-content/uploads/2020/10/Responsible-Investment-Bill-briefing.pdf
https://shareaction.org/wp-content/uploads/2020/10/Responsible-Investment-Bill-briefing.pdf
https://www.blackrock.com/corporate/investor-relations/blackrock-client-letter
https://www.climateaction100.org/progress/net-zero-company-benchmark/
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a problem that they are collectively trying to solve. Public-private partnerships and
private finance initiatives have a mixed track record in this regard, as explored in depth
by one Future of the Corporation research paper and a Parliamentary enquiry." One
example among many cited by the Parliamentary enquiry into private finance initiatives
(PFI) illustrates the problem: “Investors in the M25 PFI deal made an estimated annual
return of over 30% after selling their stake in the project after 8 years” The same enquiry
reports that “after more than 25 years the [UK] Treasury still has no data on benefits to
show whether the PFI model provides value for money”. Problems have arisen because of
traditionally divergent interests between private sector companies in profits and public
organisations in broader societal and environmental objectives.

Policy starting points:
Common purpose

lllustrations, Levelling-up or regenerating left-behind places illustrates the
examples and recent concept of common purpose’ that we refer to in the text.
developments It requires the creation of forward-looking positive narratives

around common purposes of prosperity and wellbeing.
These bring together local communities, governments,
businesses, investors, educational institutions and social
organisations in creating cooperative, collaborative policies
and practices that together comprise a compelling case for
growth, infrastructure, investment, jobs, environmental and
social enhancement. It has relevance both for partnering to
deliver investment and in terms of how regulators engage
with regulated companies.

Possible roles for + A partnership approach is required from all
different system actors

Future of the Corporation policy labs and roundtables have highlighted that the public
sector can further encourage an alignment of interests through procurement policies
that require suppliers and companies participating in the provision of public services,

for example, in education and health, to have appropriate purposes and governance
arrangements in place that ensure accountability for that purpose. The UK already has

a legal framework with similar objectives to this, in the Public Services (Social Value)

Act (2012)."¢ Even before the COVID-19 pandemic, the UK government spent around £200
billion a year on purchasing goods and services from non-government suppliers."”

The government itself therefore plays a significant role as a steward and has substantial
power to influence the behaviour of companies bidding for public contracts."®

15 Offer, A. (2018), Patient and impatient capital: time horizons as market boundaries, Oxford Economic and Social History Working
Papers 165, University of Oxford, Department of Economics; and Public Accounts Committee (2018), Private Finance Initiatives.
Available: https://publications.parliament.uk/pa/cm201719/cmselect/cmpubacc/894/89402.htm

16 For further detail on the Social Value Act and some of its limitations, see Social Enterprise UK (2017), Our Money, Our Future.
Available: https://www.socialenterprise.org.uk/policy-and-research-reports/our-money-our-future/

17 HM Treasury (2019), Whole of Government Accounts. Available: https://www.gov.uk/government/publications/whole-of-government-
accounts-2018-2019

n8 Boon, H. O., and Goyder, M., (2019), Entrusted: Stewardship for Responsible Wealth Creation, World Scientific Books.

Available: https://ideas.repec.org/b/wsi/wsbook/11480.html
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Policy starting points:
Using public sector procurement standards to promote purpose

lllustrations, The BSI BS 95009 standard on public sector procurement
examples and recent aims to reduce barriers for smaller and more innovative
developments businesses in winning public contracts, and it helps ensure

that contracts are awarded to companies that provide
products or services in the best way, without compromising
ethics, quality or value for money.

Possible roles for «  Government: lead
different system actors + Business: support and adopt

Fiscal and monetary policy also have important roles to play in promoting corporate
purposes. Governments can invest alongside the private sector in common purpose
programmes, for example in relation to carbon taxes to incentivise emissions
reductions.” The use of taxation to encourage purposeful business and facilitate
investment in public priorities was highlighted both in Future of the Corporation
policy labs and polling of UK business leaders.”° In a specific example, previous
Future of the Corporation reports have highlighted that corporate taxes around the
world favour the use of debt over equity to finance companies by allowing for the
deductibility of interest payments on debt but not equity. This disincentivises the
use of risk-bearing equity to promote resilience and long-term adoption of corporate
purposes.”!

More generally, corporate purpose can align business with macroeconomic policy to
promote economic recovery based on inclusive, just and sustainable growth.

For example, as we describe in the next section, to the extent that purposeful companies
seek to offer meaningful and fulfilling employment, they assist macroeconomic stimuli
in creating “decent work” and enhance resilience to future crises.

Many financial advisors and asset managers lack competence and confidence when it
comes to social and environmental impacts and many investment institutions prefer to
stick with familiar approaches. Managers need to be equipped with new skills and tools
and be motivated to take on a broader base of information when making decisions. For
example, AllianceBernstein’s joint initiative with Columbia University’s Earth Institute saw
the asset manager send its investment staff, chief executive and board of directors to
the university to learn about how climate risks should be factored into their investment
decisions.™??

19 For further details on carbon taxes, see: Grantham Research Institute (2019), Policy brief: Global lessons for the UK in carbon taxes.
Available: https://www.Ise.ac.uk/granthaminstitute/wp-content/uploads/2019/08/GRI_Global-lessons-in-carbon-taxes-for-the-UK
_policy-brief.pdf

120 British Academy based on YouGov data (2020), Survey highlights appetite for new definition of corporate purpose among UK businesses.
Available: https://www.thebritishacademy.ac.uk/news/survey-highlights-appetite-new-definition-corporate-purpose-among-uk-
businesses/

121 For a summary of these arguments, see: Martinez, A. (2017), The Impact of the Tax Benefits of Debt in the Capital Structure of Firms and
the Stability of the Financial System, Oxford Law Blog. Available: https://www.law.ox.ac.uk/business-law-blog/blog/2017/03/impact-tax-
benefits-debt-capital-structure-firms-and-stability

122 See: https://www.alliancebernstein.com/abcom/email/retail/2019/documents/columbia-climate-collaboration.pdf
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New business models provide
opportunities for investment and
innovation to solve problems.
However, the framework must
also ensure that firms do not profit
from creating problems.
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Partnership for common purposes can be illustrated by a partnership between
government and insurers in the form of Flood Re. This joint venture states its purpose
as being “to improve the availability and affordability of flood insurance” ™ It does this
by spreading the cost of covering high risk flood insurance across the industry.

This helps reduce the premiums required for flood insurance which otherwise would be
unaffordable. Flood Re's business model is that it collects an annual £180 million levy
from household insurers, and household insurers then have the option of passing the
flood-risk element of any insurance policies they sell off to Flood Re for a fixed rate.
When the company was first created Flood Re faced challenges with pursuing its
purpose in an industry that was run on conventional profit-maximisation terms.
Identifying common purposes among its major stakeholders - government and
insurers - helped it overcome these challenges. Both parties wanted a solution and

a way forward and this was found by creating a purpose-driven business model that
was acceptable to both.

123 See: https://www.floodre.co.uk/wp-content/uploads/Flood-Re-Transition-Plan-Feb-2016-FINAL..pdf; Full Practice starting points are
pending publication.
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This section looks beyond the technical discussion and asks why everyone should be
concerned about how business operates. The Future of the Corporation programme
explored the history of the corporation, its social purpose, trust, corporate culture and the
impact of technological disruption in the context of business as an integral part of society.

As we highlighted in the programme’s first report, it is only over the last half-century
that corporate purpose has come to be equated solely with profit/?* Nothing has exposed
the flaws in this position more clearly than COVID-19, well-illustrated by the British
Academy’s recent report that is discussed below. Beyond COVID-19, the global challenges
quickly stack up: climate change, biodiversity loss, inequality, inclusion, technological
disruption, and all 17 of the challenges described by the UN Sustainable Development
Goals.”® This report does not aim to describe these global challenges in detail or identify
specific steps; instead, it suggests that purposeful business is a powerful vehicle for
addressing them and sets out some key ideas and questions for exploration.

The last few years have seen a pronounced shift in attitudes on the climate emergency
and its solutions.”® The IPCC’s landmark climate report states that global heating is
affecting every region on Earth, with changes becoming irreversible,?” while a UNDP
survey found that 59% of its 1.2m respondents across 50 countries felt that “the world
should do everything necessary and urgently in response to the climate emergency.” *®
Meanwhile, the closely connected issue of biodiversity loss is also now becoming
better documented.”®

The vision at the heart of this report — for business to solve the problems of people
and planet profitably and not to profit from causing problems — suggests some critical
questions in response to the urgent demand for action. Is business profiting from
causing the problem? Is business able to generate profitable solutions to the problem?
If so, how can it be encouraged and enabled to do so?

124 British Academy (2018), 'Reforming Business for the 21st Century”
125 For further detail, a summary is given in British Academy (2019), ‘Principles for Purposeful Business’, 11-13.
126 UNDP (2021), ‘The Peoples’ Climate Vote'. Available: https://www.undp.org/publications/peoples-climate-vote. The UNDP reports that 64%

of respondents to its survey in 50 countries believe that climate change is a global emergency and that 59% said that the world should do
everything necessary and urgently in response.

127 IPCC (2021) ‘ARG Climate Change 2021: The Physical Science Basis’ available https://www.ipcc.ch/report/ar6/wgl/
128 UNDP (2021), op. cit.
129 IPBES (2019): Global assessment report on biodiversity and ecosystem services of the Intergovernmental Science-Policy Platform on

Biodiversity and Ecosystem Services. Available: https://doi.org/10.5281/zenodo.3831673
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Some evidence is available on the first question. A 2017 academic study looked at historic
rises in atmospheric CO2, attributing a significant proportion to carbon producers.*°

A CDP report found a similar result, linking 100 active fossil fuel producers to 71%

of greenhouse gas emissions. It is also now widely documented that many of these
companies understood the impact of climate change, were highly profitable,

and continued to invest in oil production capacity during this period.*

As to whether business can contribute solutions to the issue of emissions, many of the
corporate world fossil-fuel producers are now rushing to set targets for CO2 emission
reductions.* Investors too, are exercising their influence. The MSCI global institutional
investor insights survey found that 73% of institutional investors surveyed planned to
increase environmental, social and governance (ESG) investment either significantly or
moderately by the end of 2021.% Climate Action 100+ is an example of an initiative by
investors supporting action to deliver on corporate commitments,*® and governments are
committing finance and making other policy interventions.*”” Despite this, there remains
growing evidence of significant levels of green washing.*®

While the Future of the Corporation programme has not evaluated these government,
investor and business commitments and the proposed solutions, this report provides an
adaptable framework which policy experts and researchers can use to promote purposeful
business as a critical component of the solutions. Some key questions that need to be
addressed include:

« Are governments and business working in partnership to deliver Nationally
Determined Contributions (on Climate Change) and National Biodiversity
Strategies and Action Plans (NBSAPs), and are their purposes aligned?

»  How will businesses like fast fashion that rely on mass consumption adapt their
purposes to avoid profiting from the considerable environmental costs of their
business model?*°

« Will projected expenditures on new capital equipment, infrastructure and
retraining of workforces avoid violations of the requirement that purposeful
business does not profit from causing problems? In particular, how will
disadvantaged, low-income and remote markets be included, and how will new
solutions be made affordable and accessible for households and enterprises?

In other words, how will we ensure a just transition?

130 Ekwurzel, B., Boneham, J., Dalton, MW. et al. The rise in global atmospheric CO,, surface temperature, and sea level from emissions traced
to major carbon producers. Climatic Change 144, 579-590 (2017). Available: https://doi.org/101007/s10584-017-1978-0

131 For example, the Guardian (2021), Big oil and gas kept a dirty secret for decades. Available: https://www.theguardian.com/
environment/2021/jun/30/climate-crimes-oil-and-gas-environment

132 Taxpayers for Common Sense (2020), Padding Big Oil's Profits. Available: https://www.taxpayer.net/wp-content/uploads/2020/02/TCS-
Padding-Big-Oil-Profits_Feb.-2020.pdf

133 The International Energy Association estimated that “the world’s oil production capacity is expected to rise by 5.9 million barrels per day
by 2025". IEA (2020). Available: https://www.iea.org/reports/oil-2020

134 Carbon Intelligence (2021), gives some examples. Available: https://carbon.ci/insights/companies-with-net-zero-targets/

135 MSCI (2021), MSCI Investment Insights 2021. Available: https://www.msci.com/documents/1296102/22910163/MSCl-Investment-Insights-
2021-Report.pdf

136 See https://www.climateaction100.org/about/

137 lllustrated by the Green Economy Tracker covering 20 countries and considering a range of policies.
Available: https://greeneconomytracker.org/

138 For example, Heath, D., Macciocchi, D., Michaely, R., Ringgenberg, M. C. (2021), Does socially responsible investing change firm behaviour?,

ECGI Working Paper 762 find that socially responsible investment funds invest in portfolios that are consistent with their funds’ objectives
but do not significantly improve corporate conduct. Available: https://ecgi.global/working-paper/does-socially-responsible-investing-
change-firm-behavior

139 Niinimaki, K., Peters, G., Dahlbo, H. et al. (2020), The environmental price of fast fashion. Nat Rev Earth Environ 1,189-200 (2020).
Available: https://doi.org/10.1038/s43017-020-0039-9
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The Future of the Corporation programme has established the critical role business will
play in finding solutions, and this report sets out proposals to enable and encourage
business to do that. Reaching net zero and stemming biodiversity losses cannot be
achieved without purposeful business.

Purposeful business will play a
critical role in achieving net zero,
through innovation and adaptation.
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The British Academy’s landmark report, “The COVID decade: Understanding the
long-term societal impacts of COVID-19” laid out nine areas of long-term societal impact
from the pandemic: increased importance of local communities; low and unstable

levels of trust in governance; widening geographic inequalities; exacerbated structural
inequalities; worsened health outcomes and growing health inequalities; greater
awareness of the importance of mental health; pressure on revenue streams across the
economy; rising unemployment and changing labour markets; and, renewed awareness
of education and skills.“°

The notion of purposeful business solving problems in commercially viable, financially
sustainable and profitable ways without profiting from creating problems lends
considerable clarity to what might be expected from business as part of the response to
these long-term societal and economic impacts. Companies that have seen their purpose
as being to solve problems in value-creating ways are the ones that have prospered the
most, even during the pandemic!¥' Purposeful business therefore presents significant
opportunities, but will require new approaches from government, regulators and investors,
as well as from business itself. The proposals set out in section 3 of this report provide a
practical starting point for enabling and encouraging this positive role for business.

One aspect of the proposals worth highlighting is partnerships based on aligned
common purposes. This refers to the creation of partnerships around joint interests in
prosperity and wellbeing that governments, purposeful businesses, investors, workers,
communities and other stakeholders share. Several key questions to consider in
forging these partnerships will be:

+ What types of engagement mechanisms (citizens assemblies, big data, social
media, etc.) will be required to establish common purposes? How will citizens
from diverse places and communities be able to shape the responses?'*

+  What can be learnt from the experiences of public—private partnership around
the world in developing new approaches?'?

The case for collaborations is clear from the Future of the Corporation programme’s
research and engagement.** It challenges business to ask what its purpose is in a social,
political, economic and environmental context dominated by issues of inequality, social
exclusion and regional disparities.!*

140 British Academy (2021), The COVID decade: Understanding the long-term societal impacts of COVID-19, The British Academy, London.
Available: https://doi.org/10.5871/bac19stf/9780856726583.001
4 See among others: Cheema-Fox, Alex, Bridget LaPerla, George Serafeim, and Hui (Stacie) Wang. “Corporate Resilience and Response

During COVID-19." Harvard Business School Working Paper, No. 20-108, April 2020. (Revised September 2020.).
Available: http://dx.doi.org/10.2139/ssrn.3578167; and Fidelity International (2020), Putting sustainability to the test: ESG outperformance
amid volatility. Available: https://fidelityinternational.com/canonical/1604381331/9057/

142 These concepts are being explored and developed by the Social Macroeconomics programme at the Oxford University Blavatnik School
of Government. See for example: Kelly, C. and Snower, D. (2021), “Capitalism recoupled”, Social Macroeconomics Working Paper Series.
Available: https://www.bsg.ox.ac.uk/research/publications/capitalism-recoupled; and Kelly, C. (2021), Repurposing economies—and
businesses. Available: https://www.pwc.com/gx/en/issues/trust/assets/repurposing-economies-and-businesses-pwc.pdf

143 A critique of public-private partnerships is given by, for example: Offer, A. (2018), op. cit.

144 For example, Offer, A. (2018), Patient and impatient capital: time horizons as market boundaries, Oxford Economic and Social History
Working Papers 165, University of Oxford, Department of Economics; and Mann, H., Pitt-Watson, D. (2019), ‘The Purposeful Corporation,
and the Role of the Finance Industry’, Future of the Corporation Working Paper

145 British Academy (2021), The COVID decade: Understanding the long-term societal impacts of COVID-19, The British Academy, London.
Available: https://doi.org/10.5871/bac19stf/9780856726583.001
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One of the 17 sustainable development goals — reducing inequality within and among
countries - is a global policy objective that has proven particularly difficult for most
policymakers to tackle and has been made all the more challenging by COVID-19.46
Inequality and social exclusion are broad issues that present considerable challenges

to policymakers, and we briefly consider one aspect of this in the context of purposeful
business: inequality within countries. The UN’s World Social Report (2020), quoting
French economist, Francois Bourguignon’s 2015 book, suggests that “the contribution of
inequality within countries to total global inequality increased from 30 per cent in 1990
to about 40 per cent in 2010. 'Y

The UK illustrates the problem with its well-documented variations in income and
productivity across regions.*® As a result, reviving “left-behind places” and urban
regeneration has become a major focus of policy. Policymakers would benefit from the
support of business in promoting commercial activity around locally based start-ups,
entrepreneurial firms, and small and medium-sized enterprises (SMEs), as well as larger
companies, to forge close relationships with local communities. So long as business
policies and practices remain focused on narrow financial targets and maximising value
for only one group of stakeholders, solutions to this problem, as well as many others,
will remain elusive.

What difference could purposeful business make to the challenging issue of regional
inequalities? Some of the questions that could be posed include:

« What policy changes are needed at local, regional, and national levels to
encourage the type of shared prosperity that purposeful businesses could
deliver, working in partnership towards common purposes with public and civil
society partners?

« What opportunities can purposeful businesses identify that drive value from
helping to solve the challenges that national and local governments face in
promoting regeneration?

« How can investors use the notions of purposeful business proposed by the
Future of the Corporation programme as a way of realising returns from
supporting start-ups and scale-ups? What sorts of mentoring, financing, and
networking in localities with high growth potential would be required?

In highlighting the significance of business that solves problems and does not profit
from creating problems, the Future of the Corporation programme provides a new way of
looking at these questions and the challenging issue of regional inequalities.

146 The UN (2021) reports limited progress or reversals of recent progress on a range of social and economic measures of inequality
and inclusion, reported in: https://sdgs.un.org/goals/goall0

147 UN (2020), World Social Report. Available: https://www.un.org/en/desa/world-social-report-2020

148 For example: Office for National Statistics (2021), What are the regional differences in income and productivity?

Available: https://www.ons.gov.uk/visualisations/dvc1370/
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At the heart of the successes that business has seen in the last 50 years have been rapid
advances in technology. But technology also disrupts, and as the pace of change increases
so does the pace of disruption. Three of the Future of the Corporation foundational
research papers explored these issues at length.“® COVID-19 has accelerated some trends
towards homeworking, but for those with jobs that cannot be done remotely, it has
created new divides and accentuated existing ones.*°

The impact of automation, digitisation, and artificial intelligence on the future of work
has been the subject of a range of studies. The British Academy and the Royal Society
produced a synthesis of the evidence in 2018 which reported that between 10% and 30%
of jobs in the UK are vulnerable to automation but that new jobs would be created.™

The question is not so much which jobs are created or lost, but how will businesses make
these decisions? In a business environment driven by narrow financial goals, the impact
on jobs may be much more acute and this will create fear among those in jobs most
susceptible to automation.*?

What is required is a different approach in which companies are driven by purpose and
so recognise the benefits of pursuing inclusive technology strategies that create not just
destroy jobs and reap the productivity gains of machines supporting and complementing
employees, not simply substituting for them.®® This highlights the potential contribution
that purposeful business can make to the future of work and raises a number of

crucial questions:

« How can policymakers support the technology sector to implement and benefit
from purposeful business? How can purposeful technology companies manage
the challenges around big data and automation?

« How can the system of purposeful business described by the Future of the
Corporation programme support policy aims of benefiting from technological
developments and securing the future of work?

« How can purposeful business promote the training and education required for
people to thrive from the new technologies?

149 See Hamdani, A., Kandel, E., Hashai, N, Yafeh, Y. (2018), Technological Progress and the Future of the Corporation, Journal of the British
Academy, 6(s1); Birkinshaw, J. (2018), How is Technological Change Affecting the Nature of the Corporation? Journal of the British
Academy, 6(s1); and, Armour, J., Enriques, L., Ezrachi, A., Vella, A. (2018), Regulation and Law: The Role of Corporate, Competition and
Tax Law, Journal of the British Academy, 6(s1). All available: https://www.thebritishacademy.ac.uk/programmes/future-of-the-corporation/
research/

150 Office for National Statistics (2021) documents the increase in home-working in the UK of 9.4 percentage points compared to 2019.
Available: https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/labourproductivity/articles/
homeworkinghoursrewardsandopportunitiesintheuk2011t02020/2021-04-19

151 The British Academy and the Royal Society (2018), The impact of artificial intelligence on work: an evidence synthesis.
Available: https://www.thebritishacademy.ac.uk/publications/data-ai-impact-artificial-intelligence-work-evidence-synthesis/
152 Surveys such as a 2017 Eurobarometer highlight people’s mixed views on automation with high proportions agreeing that automation

and Al are useful (61-84%) and a similar proportion (72%) believing that robots steal people’s jobs. https://digital-strategy.ec.europa.eu/en/
news/attitudes-towards-impact-digitisation-and-automation-daily-life

153 For example, see Prescott, B. (2016), Better Together: Artificial intelligence approach improves accuracy in breast cancer diagnosis,
Harvard Medical School. Available: https://hms.harvard.edu/news/better-together; also discussed in The British Academy and the
Royal Society (2018), op. cit.
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The future of work creates

new challenges for people

and communities. Purposeful
business can play a role in
adapting to these challenges in
a way that focuses on people.
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These issues illustrate the value for society that purposeful business can bring.
Purposeful business that seeks to solve problems profitably and not profit from
creating problems recognizes the value-enhancing opportunities that new societal
and environmental challenges offer, and works productively with the public sector in
solving them. As societal and environmental challenges become evermore complex,
now is the time to apply the proposals set out in this report and enable business to do
what it does best: find profitable solutions to these and other problems of people and
planet through innovation and creativity.
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Business is about solving problems of people and the planet through innovation,
imagination, and creativity. Profits should flow from doing that. But too often companies
also profit from creating problems for the environment, and from inequality — with their
customers and communities caught up in such corporate scandals as the financial crisis,
the collapse of the sub-contractor Carillion, the vehicle emissions cover-up at VW,

and fraud at Wirecard.

Four years of work on the Future of the Corporation programme in conjunction with
hundreds of leaders from all parts of society has revealed a striking level of consensus
around the need for change to the view that business is solely about increasing profits.
A purpose of solving the problems of people and planet profitably, not profiting from
creating problems, should lie at the heart of business.

Changing that view transforms the potential of business to enhance our lives as
customers, employees, communities, nations, and the natural world without causing
us harm. Making directors responsible for that change provides clear accountability to
the people affected by business, and empowers institutions around business to hold it
to account. Innovations in ownership, governance, regulation, measurement, finance
and collaborative investment support implementation of those corporate purposes.

The report sets out how to do this in a coherent form. First a supportive legal, regulatory,
governance and reporting frameworKk is put in place, which countries like the UK have
largely done. Then two mechanisms are used to bring about the change: accountability
and implementation.

To strengthen accountability for corporate purpose, we recommend that:

e governments put purpose at the heart of company law and the fiduciary
responsibility of directors.

* regulators are given new powers to hold directors and controlling owners to
account for their corporate purposes. Regulators responsible for particular
business sectors that provide public functions require utilities, banks,
and other licensed companies they oversee to adopt purposes which align
with their public interests and engage with their stakeholders about them.

* companies place purpose at the heart of their annual reporting and
demonstrate to their stakeholders how their ownership, governance, strategy,
values, cultures, engagement, measurement, incentives, financing and
resource allocation deliver it.

* investors engage with companies about the nature and implementation of their
purposes, and evaluate their performance and future prospects against them.
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To promote more effective implementation of corporate purposes,
we recommend that:

* companies identify long-term committed holders of blocks of their shares.
They develop internal values, cultures and systems of measurement and
incentives that encourage embedded ownership of purpose throughout
their organisations.

* investors develop the expertise required to support long-term financing
of small, local as well as large, global purposeful businesses. They promote
measurement and reporting of company purposes and ensure that required
systems of data and information are available to evaluate company performance
against them.

¢ regulators address impediments that may exist to companies having long-term
committed shareholders. They encourage international standard setters to
promote systems of measurement and accounting for company purposes and
ensure that financial reports reflect the costs and profits of delivering them.

* governments, companies, and non-governmental organisations
co-invest in partnerships based on common purpose around tackling issues
such as inequality, social exclusion, climate change, biodiversity loss and
the future of work.

Elements of this are in place or in the process of being implemented in many
organisations in several parts of the world but nowhere sufficiently effectively and
comprehensively to create real, enduring and credible change.

The recommendations of this report will produce not just a better world but more
profitable, productive, innovative, resilient, and competitive businesses. They will assist
governments in addressing the major challenges of our age — net zero and biodiversity;
economic and social recovery from COVID-19; inequality, social exclusion and regional
disparities; and the impact of technology on the future of work.

But the Future of the Corporation research has not just highlighted the role of
institutions and organisations. Drawing on the British Academy’s rich insight into the
humanities and social sciences, it has emphasised the role of people, including future
generations, in all aspects of this system. Indeed, it is a desire to see a restoration of a
role for people and their sense of purpose and compassion that ultimately motivates
the shift away from the contrasting sense of faceless and unaccountable corporations
which have undermined trust.

All parts of society have a role to play in achieving this as customers, communities,
employees, academics, educators, teachers, journalists, public figures and individuals
from every walk of life and every part of the world. It is in the power of all of us to effect
the change that is needed and enhance still further the remarkable contribution that
business has made to our lives to date. An agenda for change needs leadership, but in

a world of great transparency and growing complexity, every voice matters. We are all
part of the business ecosystem and we can all use the influence we have to put purpose
at the heart of business in the 21st century.
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Becoming involved in the Future of the Corporation programme

We are keen to collaborate with diverse groups in understanding the implications of the
ideas and proposals raised in this report. This may include meetings and events, further
research, and generating public interest in the issues discussed. There are four ways to
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« Add your details to our mailing list: thebritishacademy.ac.uk/fotc

« Read our research and reports: thebritishacademy.ac.uk/programmes/
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