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Foreword 
Ever since companies have existed, their purpose, leadership and ownership have evolved to match 
the needs of the times. Market capitalism has delivered innumerable benefits, but the current approach, 
with its focus on short-term financial outcomes, is not working for either shareholders or society. The 
UK has low employee engagement, low real wage growth, low investment, low labour productivity, 
low public trust in business, and low shareholder returns. 
 
The UK’s short-term business focus is also making it harder for the government to cut the deficit. 
Companies, rather than acting as conduits for investment, are net savers to the tune of 7% of GDP 
(£100bn) each year. The government has had to offset this with lower interest rates, budget deficits 
and quantitative easing, but entering the next recession there may be few policy levers left to pull. 
The route to deficit reduction needs to include policies that encourage our companies to take risks 
by increasing spending and investment. 
 
Encouragingly, there is an alternative approach to business success that has been advocated and 
refined by Tomorrow’s Company, among others, over the past 20 years. This approach recognises 
that people are emotional beings not calculating machines; that more success flows from effective 
relationships than from impersonal transactions; and that to achieve something great takes time, 
which in turn involves risk. This approach has a growing body of evidence and exemplar companies 
to support it. It is also being demanded by the next generation who look for greater purpose and 
autonomy from their work. Its adoption will be critical in meeting many of the challenges facing 
society such as climate change, technological disruption and inequality. 
 
These arguments are being increasingly accepted, but too often, there is more talk than action, and 
as a result, the public remains sceptical with low trust in business. The result is a climate of cynicism 
in which the truly inspiring examples of a different approach are too rarely celebrated. In order to build 
trust and commitment the best business leaders take visible actions in line with their stated values. 
 
The most important challenges in this report are for leaders. However, leadership needs the right 
conditions in which to work – to be supported by boardrooms, investors and government policy.    
We look forward to working alongside likeminded companies and organisations to help create the 
conditions in which: 

• Entrepreneurs and leaders invest in tackling the big challenges we face and through this inspire 
employees and gain the public’s trust. 

• Boardrooms embrace risk and encourage entrepreneurial leadership. 
• Investors act as stewards with a focus on long-term value creation in companies. 
• The government has a coherent set of policies to encourage companies to focus on                 

the long term. 
 

This report concludes the Futures Project, assessing progress over the last 20 years since the 
founding of Tomorrow’s Company. It has drawn on 12 round table discussions and 30 interviews, 
combined with a survey of the relevant research literature. While the report has a UK focus, it 
addresses themes that are very much global in nature. 

 
Mark Goyder     Laurie Fitzjohn-Sykes 
Founder Director and CEO   Director of Research   
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Executive summary 
Part I: What’s wrong? 
Over the past few decades, UK business has made significant progress in many areas – from better 
governance to leading in global industries. We should be proud of this success, but not complacent, 
as there are a number of trends that can no longer be ignored. 
 
The UK government is struggling to cut the deficit and grow the economy, due to a lack of 
spending by companies 

• For the last few decades the corporate sector, rather than borrowing money to invest, has been 
a net saver in the economy, and to an increasing degree. In 2014, non-financial corporations 
made net savings (pre-dividends and buybacks) of 7% of GDP, or £107bn.1 

• To compensate for this the government has had to perpetually boost the economy. It has run a 
budget deficit in 30 of the last 35 years, cut interest rates from mid-teens to 0.5%, and is now 
directly increasing credit with quantitative easing. Despite these measures, the economy is still 
stalling, and entering the next recession, the government will have few policy levers left to pull. 

• This has led to a fragile economy where growth has been sustained by increasing debt and asset 
prices. Part of the solution is to encourage companies to start spending and investing. For the 
government to reduce its deficit, the corporate sector must reduce its surplus. 

 
The focus on short-term financial outcomes is because companies are being squeezed 
between pressures to return cash to shareholders and cut prices for customers 

• Profits distributed to shareholders have increased; the distributed income of UK non-financial 
corporations has risen from 14% of GVA (gross value added) in 1990 to 18% in 2014.2 

• Competition is the driving force behind capitalism, but our stakeholder analysis suggests that we 
are benefiting as consumers, while losing out as employees, suppliers and shareholders. For 
example, discount supermarkets push down prices with collective purchasing power, but at the 
same time push down wages, worsen supplier payment terms and lower returns on capital. 

 
The pressure to deliver short-term outcomes has led to a decline in long-term investment 

• Investment in fixed assets (ex-construction) has fallen from 11% in 1997 to 8% in 2014, versus 
12% for the USA in 2014.3 Investment in R&D was 1.6% of GDP in 2012, versus the Euro Area of 
2.1% and USA 2.8%.4 

• This is creating a lack of investment in crucial areas such as infrastructure, housing, antibiotics 
and renewable energy. We are not allocating capital to tackle the major challenges we face. 

 
Employees are too often seen as assets to be sweated, not people to be nurtured 

• Employee engagement is low: only 49% of people would be likely to recommend their company 
as an employer to others.5 

• Real wage growth is stagnating: it averaged 2.9% in the 1970s and 1980s, 1.5% in the 1990s, 
1.2% in the 2000s, and -0.1% so far in the 2010s.6 

 
Altogether, this is leading to a failure in terms of both company performance and public trust 

• Given low employee engagement and investment, it is not a surprise that labour productivity is 
15% below the G7 average.7 

• Or that public trust remains low – only 32% of people trust business leaders to tell the truth.8 
• The irony is that despite the increased focus on shareholders and cash returns, total shareholder 

returns have been poor. The 20-year real-return on UK equities is now the same as long-term 
government bonds; the only other period that this was the case was in the 1920s and 1930s.9  
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The problems are connected; the short-term focus is failing our companies and economy 
A short-term approach is contributing to a range of problems. Too often, these problems are treated 
in isolation, when in reality they are connected by the way companies try to achieve success. 
 
With a focus on short-term outcomes, businesses are becoming more efficient in their operations – 
but at the expense of developing areas that drive long-term success. We are squeezing the goose, 
and act surprised when it lays fewer golden eggs. 
 
UK house builders – a misallocation of capital 

It is widely acknowledged that the UK has a housing crisis, with a shortage of homes and house 
prices that damage economic activity. The three largest house builders are Barratt Developments, 
Persimmon and Taylor Wimpey. Together they build almost 40% of the 115,000 new homes built 
each year by private developers.10 However, for the last reported financial year they returned a total 
of £840m to shareholders in dividends and buybacks.11 This could have built around 5,000 new 
homes, and they plan to continue to increase cash returns to shareholders going forward. 
 
We have a problem if our largest house builders do not undertake profitable investments to solve our 
housing crisis, but instead pay larger dividends. This is a misallocation of capital created by the 
misguided desire to return cash to shareholders irrespective of investment opportunities. 

Part II: What’s next for leaders? 
The good news is that an alternative business approach already exists. Instead of the current focus 
on short-term incentives, targets and profit, it focuses on purpose, values, relationships and the long 
term. This isn’t an easy path; it takes conviction from business leaders to withstand significant short-
term pressures, but it can ultimately lead to greater success. It will be more successful when 
supported by boardrooms, investors and government policy (see Part III for more detail). 
 
This alternative approach has been advocated by Tomorrow’s Company for 20 years, together with 
other organisations and business leaders, such as Blueprint for Better Business. It can be articulated 
in a number of ways, but at Tomorrow’s Company we summarise it with three principles, and call it 
the Tomorrow’s Company approach (see Part II for more detail). 
 

1. A purpose beyond profit and a set of values that are lived through the behaviours                 
of all employees to create a self-reinforcing culture. 

2. Collaborative and reciprocal relationships with key stakeholders – a strong focus on 
customer satisfaction, employee engagement and, where possible, collaboration with 
suppliers, alongside working with society. 

3. A long-term approach that embraces risk – investing long term and embracing         
disruptive innovation. 
 

These principles apply differently to each company. The following section has a list of questions    
to help business leaders think about how they may apply them to their business. 
 
Encouragingly, the ideas behind the Tomorrow’s Company approach have been growing in 
acceptance, with genuine progress in many areas. However, too often there has been more talk than 
action, often because of considerable headwinds and the difficulty in adopting a longer-term approach. 
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The most impressive business leaders meet short-term pressures while maintaining a focus on the 
long term. They follow words with actions, and align core operations to their stated purpose and 
values. These actions publicly show the priority of values over short-term profit. In short, it is not 
about speeches, stated values, corporate social responsibility, or managing reputation – it is about 
actions in the core of the business. 
 
For some examples of ways to translate these principles into action, see chapter 3 for a full list. 

• Increase spending on areas that drive long-term value rather than returning cash to shareholders. 
• Spend time and money on improving employee engagement and well-being. 
• Reward and recognise values and behaviours, as well as outcomes. 
• Align executive pay with the remuneration of all employees so that it supports the company’s 

purpose, values, relationships and investment horizon. 
 

Mounting evidence and examples (ch. 3) 

Supporting this approach is a growing body of evidence and examples: 

• Studies show that people are not only motivated by money, but also by a desire for purpose. 
• Recurring scandals show the importance of values and culture in managing risk. 
• The evidence is clear that employee engagement and well-being leads to increased productivity 

and company performance. 
• There are growing examples of collaboration with suppliers creating more value than ‘arm’s 

length’ transactions. 
• Studies of long-term successful companies find characteristics common to the three principles. 
 

Relevance for a changing world (ch. 4) 

In addition to mounting evidence from retrospective studies, there are reasons to believe that the 
coming changes in technology, societal attitudes, the environment and economy are increasing the 
importance of a business approach focused on purpose, values, relationships and the long term. 

• Accelerating technological change and disruption is increasing the need for long-term 
investment that embraces risk. It is also increasing the need to promote employee creativity 
through greater autonomy. 

• For companies to succeed in the future they will need to play a greater role in solving the 
problems that society faces, including environmental degradation, poverty and the abuse of 
human rights. In some instances, this will involve companies acting collectively and often in 
partnership with civil society. 

• In the light of all these changes, the next generation is demanding a greater sense of purpose 
from business and the positive contribution it makes to society. In the future, companies will 
increasingly need a clear purpose that is embodied in all their actions. This will be demanded by 
employees, customers and savers.  
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Part III: What’s next for ownership, governance and 
government policy? 
Part I explains the problems we can no longer ignore in UK business, while Part II puts forward an 
alternative approach to business success as part of the solution. Part III looks at how ownership and 
governance structures, as well as broader government policy, can support this approach. 
 
The best examples of the Tomorrow’s Company approach are often from privately owned companies. 
Therefore, encouraging companies to think more carefully about their choice of business form can 
support the adoption of this approach. Alongside this, listed companies often face the greatest 
obstacles, which could be reduced by reforms and changes in behaviour through the investment chain. 
 

Encouraging change in listed companies (ch. 5) 

Listed companies are critical to the UK economy, accounting for 16% of private sector employment 
and 47% of domestic investment.12 They also suffer most acutely from the problem of short-termism. 
 
There is a perverse and mutually reinforcing cycle of short-termism, from savers and asset owners to 
fund managers and CEOs. This is made even more complex by a web of intermediation and advisors. 
There are four key themes of change to address this: simplification; long-term incentives; more in-depth 
investment analysis; and re-thinking corporate governance structures. These elements are already 
being advocated by a number of organisations such as Focusing Capital on the Long Term, as well 
as being highlighted by reports such as the Kay Review.13 
 
1) Simplification – less intermediation and lower cost 

The current investment chain from savers to companies is long and fragmented. Each step adds 
cost and disconnects savers from how their money is invested. Simplifying the investment chain 
would help to lower costs and provide savers with a greater connection to their investments. 
 
2) Longer-term and aligned incentives 

The majority of savers and asset owners have long-term time horizons, but through intermediation, 
this is shortened to yearly targets and monthly assessment. This would be most successfully 
addressed through longer-term incentives at each stage of the investment chain. 

• Asset owners have the opportunity to drive change from the top – Asset owners are in the 
ideal position to affect change, as they have long-term time horizons and the greatest power by 
allocating funds at the top of the investment chain. This could be achieved by the development of 
different mandates to asset managers, taking management in-house and adjusting asset allocation 
decisions. The recent Law Commission interpretation of fiduciary duty is helpful in this regard. 

• Incentivising fund managers to be stewards – The business model for fund management is 
currently based on charging a management fee on the promise of outperformance that in 
aggregate it cannot deliver. As a result, the business model is under pressure. Instead, savers 
would benefit if management fees were spent on engaging and supporting companies in creating 
long-term value. This would involve a shift in focus for fund managers from fighting for a larger 
slice of the pie to growing the size of the pie. This can be achieved in at least five ways: anchor 
shareholders; collective research and engagement; a greater stewardship role for passive funds; 
disruptive investment models; and longer-term incentive structures for fund managers. 

• Lengthening executive pay horizons – Longer-term executive pay structures would help 
reduce the incentives for management to focus on short-term share price movements. 
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3) Less noise, more in-depth analysis 

Long-term incentives are reinforced by having a deeper understanding of the long-term implications 
of decisions. The problem is that across financial markets there is often more noise than reasoned 
debate. The quality of decisions would benefit from better information and more in-depth analysis. 
There are three steps to achieving this: 

• Increased company disclosure – The ability of investors to assess broader factors that impact 
in the longer term, such as culture and environmental impact, is helped by having a wider 
information set. This is already being championed by initiatives such as integrated reporting and 
the development of new approaches to management accounting, such as the General 
Management Accounting Principles promoted by CIMA. 

• Broadening the analyst toolkit – Increased disclosure will be more effective when there are the 
analytical tools to use it. This would help analysts and fund managers move beyond purely 
financial analysis, towards assessing factors such as employee engagement, strength of supplier 
relationships, and the relationship between culture and risk. This can be partly achieved by adjusting 
financial training courses and employing analysts with a greater diversity in prior experience. 

• Structure of research and analysis in financial markets – These changes would be enhanced 
by increasing the time and resources that are dedicated to analysing this broader information 
set. Currently, the division of research across financial markets creates an abundance of shallow 
analysis, when instead we need more in-depth analysis. This could be achieved by restructuring 
the way research is split between the sell-side, buy-side and independent providers. 

 
4) Re-thinking governance 

Reforming structures in the investment chain is important, but power ultimately lies with the board of 
directors. Over the last few decades, governance reforms have typically followed scandals, placing 
greater expectations on non-executive directors to protect the company and its shareholders against 
excessive risk. As a result, there is a growing concern that non-executive directors have insufficient 
time and resources to deliver everything that is expected of them, leading to a focus on value 
protection rather than value creation. This concern is echoed by non-executive directors themselves. 
 
As a result, it is time to take a step back and re-think our governance structures. Has our governance 
system become overly focused on risk mitigation? Do non-executive directors have the time, resources 
and connection with the business to deliver what is expected of them? Does the focus for governance 
need to shift towards encouraging entrepreneurial leadership? 
 

Greater diversity in business forms (ch. 6) 

Encouraging greater diversity in business forms is a good idea for the following reasons: 

• Many of the best examples of the Tomorrow’s Company approach are found outside the listed 
sector, from family to employee ownership and social enterprises. 

• All companies are different and would benefit from having a business form that supports each of 
their company’s specific purpose, values, relationships and investment cycle. 

• Change is often driven by disruptors – this can be achieved by supporting the next generation of 
companies in forging their own path, not following the mistakes of current incumbent companies. 

• The internet and global trade is enabling smaller companies that exist and rely on a wider 
ecosystem; the era of the mega-corporation may be over. 

 
 
  



 
 

Tomorrow’s Company – UK Business: What’s wrong? What’s next?           7 
  

In previous work (Tomorrow’s Business Forms 2013), Tomorrow’s Company has found that 
entrepreneurs and business owners are not always aware of the diversity of business forms available 
to them, especially at times when they seek an exit. Too often companies gravitate towards the same 
homogenous business forms. Increasing awareness of the alternatives would help address this. 
 
The government can help encourage diversity in business forms. Here are three examples: 

• Encouraging employee ownership by removing barriers and introducing tax incentives. 
• Adopting a stewardship approach to privatisation – rather than simply selling shares to the 

public, the government could form a trust that holds shares on behalf of retail investors and 
provides them with a stronger collective voice. 

• Ensuring public procurement is not solely focused on price, but also on a company’s 
governance, ownership, stakeholder relations and time horizon. 

 
A coherent government policy to encourage investment and build           
healthy companies 
Cutting public spending is not the only route to deficit reduction, it also requires the adoption of 
policies that encourage companies to increase spending through a focus on purpose, values, 
relationships and the long term. This would also help increase productivity, real wage growth, 
employee well-being, public trust in business, and then as a result lead to higher shareholder returns. 
 
Too often, it is assumed that the focus on short-term profit is unavoidable; as if this is the way that 
business has always been, and will always be. In reality the history of companies shows us that the 
ownership structures, purpose and approach to success of our companies has been constantly 
evolving. The one thing we know for certain is that it will continue to change. The question is: in what 
direction? The key argument in this report is that influencing and shaping that direction is critical to 
tackling many of the challenges that our society and economy faces. 
 
The first step is to recognise that encouraging a different business approach is a key part of the 
solution. This would help to create a set of policies across a range of areas, from tax, procurement 
and governance codes, to credit creation and infrastructure investment. In doing this, the 
government could consider some of the following statements: 

• Tackling productivity may require increased stewardship throughout the investment chain. 
• Increasing public trust in business not only requires ethical behaviour, but also more inspiring 

stories where companies tackle the big challenges facing society. 
• Business investment and net spending has fallen over the last few decades despite consistent 

reductions in interest rates and corporation tax. Policies that increase short-term profit are often 
a poor means of encouraging long-term investment. 

• Commercial bank credit creation has been directed towards mortgages instead of business 
loans. As a result, we have dangerously high house prices and a lack of business investment. 

• How companies are owned and governed has a significant impact on the decisions they make 
and hence on the economy in total. 

• The criteria by which the government makes procurement decisions has a significant impact on 
the corporate landscape. Purely focusing on cost may contribute to the short-term focus. 
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Agenda for action – key questions 
From 20 years of experience in working with companies, we offer some high level questions to help 
business leaders on their journey to focusing on purpose, values, relationships and the long term. 
 
1. A purpose beyond profit and a set of values that are lived through the behaviours of all 

employees to create a self-reinforcing culture 

• Has the company’s purpose and values been clearly stated and consistently communicated 
across stakeholder groups? Is there a consistent story of value creation told to shareholders, 
employees, customers and the public? 

• How much time and money is invested in embedding the purpose and values, and fostering 
the right culture? 

• What actions have senior management taken that clearly show their commitment to the stated 
purpose and values? 

• To what extent are performance management systems and financial rewards aligned with the 
purpose and values? If there is a tension, how is it managed? 

 
2. Collaborative and reciprocal relationships with key stakeholders 

• What stakeholder relationships are critical to success? How are we working to build long-term 
mutual value in these relationships? What is our current short-term priority between 
stakeholder groups, and how has this changed over time? 

• What are we doing to increase employee engagement, voice and well-being? 
• Are employees given autonomy where possible? How many key initiatives have been 

instigated by a less senior individual in the organisation? 
• How is the desire to incentivise short-term profitability balanced against the need to build 

customer satisfaction and loyalty? 
• What is our role in contributing to the health of our industry ecosystem? How do we balance 

fighting for our share of the value chain with working to increase the total value of the industry? 
• What is the greatest challenge facing society in our industry, and how is the company helping 

tackle this? 
 
3. A long-term approach that embraces risk 

• How are we balancing the need for short-term competitiveness and financial outcomes 
against the need to invest long term? How do we balance profit and dividends against 
investment? Have all investment options been exhausted before cash is returned to 
shareholders? 

• Where could we increase spending that would deliver a long-term return? For example, 
equipment, technological automation, R&D, IT security, health and safety, training, employee 
well-being and stakeholder relationships. 

• What are the potential future scenarios for the industry in 10 years’ time? How does the 
current strategy and investment plan prepare the company for these scenarios? 

• What are the disruptive business models in the industry? How are we engaging and learning 
from them? What is the strategy if they gain significant traction? 

• How many projects have failed? How was this dealt with? How is the need to discourage 
failure balanced against the need to encourage risk taking? 

• How will continuity in leadership be achieved? Is there active succession planning? Is a broad 
management team beneath the executive being developed who will become the future leaders 
of the company? 
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In addition to questions for business leaders, here are some specific questions to directors, 
investors, policymakers and regulators. 
 
Boards of directors 

For all boards 
• Do we have a clear vision of the company’s purpose, values, key relationships and balance 

between the long and the short term? 
• Do we have sufficient information to make an assessment of this?  
• Does the allocation of boardroom time enable a full discussion of this information? 
• How does the structure of pay, rewards and recognition support this vision? 
• Does the current business form support the company’s purpose, values, relationships and 

investment cycle? 
 
For boards of listed companies 
• Does disclosure align with the purpose, values and business model? Does it provide analysts 

with sufficient information to make an assessment of the broader drivers of value? 
• What are we doing to attract and build relationships with long-term shareholders? 
 
Asset owners – pension trustees, endowments, wealthy individuals 

• What is the time horizon for the mandates and performance metrics of fund managers? Does this 
help support a long-term approach? 

• Have we allocated funds to disruptive investment models that invest long term with lower fees? 
• Have we requested our investment consultants to advise us on how to invest in a way that 

supports stewardship? 
• How are we increasing the interaction we have with our beneficiaries? How are we helping them 

gain a closer connection to how their money is invested? 
 
Analysts and fund managers 

• How does investment analysis incorporate wider factors such as culture, employee engagement, 
supplier relationships, long-term investment and industry disruption? 

• What training is provided to support this type of analysis? 
• What information sources are used to go beyond the financial statements? 
• How is time allocated between analysing short-term news flow and quarterly results, versus 

long-term strategic issues? 
• What issues are we engaging with companies on? Are we, where appropriate, pressing 

companies to adopt a focus on purpose, values, relationships and the long term? 
 
Policymakers and regulators 

• Do we have a clear overall strategy to promote the long-term creation of value by companies? 
Do we review whether the corporate system is in aggregate producing the desired outcomes? 

• Is there a coherent policy across all government activity on encouraging companies to increase 
spending and investment? 

• What industries are net borrowers and which are net savers? As existing industries move from 
net borrowing to net saving, what new industries will take their place as net borrowers? 

• Where can government help in the creation of new investment opportunities? For example, in 
helping coordination, investing in infrastructure and R&D. 

• Does company law and governance codes strike the right balance between risk mitigation and 
entrepreneurial leadership? 

• How could procurement criteria be used as a driver for change? 
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1. Business as usual is not working 
The UK’s recent economic performance has been one of the best among major economies. 
Furthermore, the UK remains a global player in many industries, from pharmaceuticals to 
financial services, and there are successful turnaround stories, such as the automotive sector. 
However, for all this success, there are a number of areas for concern. 
 
The UK has low investment, low labour productivity, low employee engagement, low real wage 
growth, low public trust in business, and falling returns to shareholders. In addition, the 
government is struggling to cut the budget deficit while still growing the economy. Too often, 
these are treated as separate problems, when in fact they are all connected. Companies too 
often focus on the short term at the expense of investment and decisions that create long-
term value for shareholders and society. 
 

Higher cash returns to shareholders and price cuts             
for customers 
Companies are being squeezed between pressure from shareholders to return cash, and from customers 
to reduce prices. This has led to increases in efficiency and, in some cases, innovation. However, in 
aggregate this risks leaving too few resources to invest in the areas that are important for long-term 
success, such as employee engagement, strong suppliers, public trust and disruptive innovation. 
 
Over the past few decades, companies have been returning an increasing proportion of profit to 
shareholders. For UK non-financial corporations, the proportion of discretionary cash flow returned 
to shareholders has steadily increased from 39% in 1990 to 46% in 2014. Relative to non-financial 
corporation GVA, distributed income has risen from 14% in 1990 to 18% in 2014.14 
 
Furthermore, companies are now net savers in our economy. A key reason why companies came 
into existence was to act as channels for investment – to take money from individuals and the 
government to carry out investment in large and often risky projects. This has now reversed: overall, 
companies are now lending money to consumers and the government, to buy the goods and 
services the companies then provide. This is contributing to macroeconomic imbalances, which is 
explained in more detail later. 

Proportion of UK non-financial corporation cash flow 
allocated to investment, dividends or saving 

UK non-financial corporation distributed income as a 
proportion of gross value added (GVA) 

  
Source: ONS Blue Book – NVDC, FARR, NRMG, FDCL Source: ONS Blue Book – NVDC, FARR 
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In addition to influence from shareholders, there has been an increase in pressure to reduce prices 
for consumers, mainly due to globalisation, technology and regulation. Over the last few decades, 
most stakeholder groups have become worse off, with the exception of consumers. 
 
Regulation has sometimes contributed to this; by overly focusing on today’s consumer prices, some 
regulators have discouraged long-term investment. This was true of the UK telecoms industry, where 
the UK had the lowest prices in Europe, but often the worst network quality. This balance is now 
being corrected. Further pressure has come from government procurement that solely focuses on 
price with little regard for other factors, such as the governance or business practices of suppliers. 
 
Consumers are also partly responsible. While there has often been outrage over scandals from 
sweatshops to oil spills, the majority of consumer decisions are driven by price – as highlighted in a 
recent article by Michael Hobbes on the myth of the ethical shopper.15 Consumers demand ever 
lower prices, but this comes at a cost to other stakeholders and investment. Having said this, there 
is some evidence that attitudes are shifting in younger generations. 
 

Low and falling investment 
The pressure on companies to deliver short-term outcomes has led to a fall in long-term investment. 
This is highlighted in reduced investment in fixed assets and R&D. The fall in fixed asset investment 
is partly explained by the move away from manufacturing towards the lower capital-intensive service 
sector. However, this does not explain the decline in R&D investment, which is particularly worrying if 
the UK aims to be a high-tech economy, capitalising on our knowledge and science base. 
 

Investment in fixed assets as a percentage of GDP R&D expenditure as a percentage of GDP 

 
 

Source: OECD statistics Source: OECD statistics 
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Employees – low engagement and wage growth 
The pressure for short-term financial outcomes is partly behind stagnating real wage growth and   
low employee engagement. Employees do not just need the latest technology and machines to be 
productive – they also need to be motivated and engaged with their work. 

Low employee engagement 

As highlighted in the UK Government’s McLeod report, employee engagement is low in the UK 
compared with other countries. For example, a study by Accor in 2009 found that 42% of employees 
would not recommend their organisation as an employer to friends and family.16 And the Employee 
Engagement Index (EEI) created by Kenexa gave the UK the lowest score among a group of the 
world’s largest economies.17 A more recent study by the CIPD found that only 49% of people in     
the private sector would be likely to recommend their organisation as an employer to others.18  

Some argue this may simply be cultural – British people are stereotypically downbeat, especially when 
compared to the natural optimism of many Americans. Whether this is a natural trait or not, the evidence 
shows that low employee engagement leads to low company performance and productivity. In essence, 
too few British people enjoy work and this potentially contributes to the low level of productivity. 

Stagnating real wage growth and higher inequality 

A further area of concern is around stagnating real wage growth, rising levels of inequality, and low 
social mobility. The UK has seen a recent improvement in real wage growth, but the long-term trend 
is still one of lower growth. Real wage growth in the 1970s and 1980s averaged 2.9%, 1.5% in the 
1990s, and 1.2% in the 2000s. It was then negative for a few years after 2010, before starting to 
recover in 2015.19 

In addition, income inequality has continued to increase on a long-term view, with a slight fall after 
the recent financial crisis. This is particularly marked when looking at very high-income groups. In the 
UK, the share of income received by the top 1% has increased from 7% in 1981 to 13% in 2012, 
second only to the USA among major countries.20   
 
Social mobility is difficult to measure, but the evidence suggests it remains low. According to a study 
by Debrett’s, two-thirds of the 500 most powerful and influential people in the UK went to private 
school, while it is only 7% for the population in total.21 

Higher increase in inequality than other countries Rising UK income inequality 

 

 

Source: OECD Focus On Top Incomes, 2014 Source: WTID 
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Low labour productivity 
Given the low level of investment and employee engagement, it is perhaps not a surprise that the 
UK’s labour productivity has been lower than that of other countries for the last few decades. The 
UK was closing the gap in the 1990s and early 2000s, but since the financial crisis, productivity has 
been static in absolute terms, and falling relative to other countries. In 2013, the UK’s GDP per hour 
worked was 15% below the G7 average (excluding the UK), 24% below the US, 22% below 
Germany, and 21% below France. There has been an improvement in the latest figures (Q3 2015), 
but it is too early to tell if this is a change in trend or normal quarterly variation. 

A number of explanations have been suggested for the UK’s low productivity, from errors in 
statistical measurement and a lack of demand, to declining North Sea oil production and low 
investment. These factors are all partly true, but the short-term focus and consequent low level of 
investment is an important factor. 

UK productivity is falling relative to the G7 average UK worker productivity has been flat since 2007 

 
 

Source: ONS – International Comparisons of Productivity 2013 Source: ONS – A4YM, LZVB 

 

Low public trust 
Given the above failings, it is little surprise that there is low public trust in UK business. This is not 
only a problem in itself, but it can also have a number of adverse impacts on business. If the public 
does not trust business, then it will pressure the government to act even when it does not make 
economic sense, leading to ill-thought out knee-jerk regulation. 

Numerous surveys highlight the low level of trust in business. The Ipsos MORI survey on the trust of 
professions found that only 35% of people trust business leaders to tell the truth.22 Similarly, the 
2016 Edelman Trust Barometer highlighted an increasing trust gap, where those with lower incomes 
have lower trust of institutions and business. 

Surveys also show us that the two key issues leading to this low level of trust in business are 
corporate tax avoidance and executive pay. Tackling these two issues would make the greatest 
difference to increasing the level of public trust in business.23 
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Environment and societal concerns 
Further to concerns around productivity, wages, investment and trust, there are continued concerns 
that too little is being done to combat climate change and other pressing challenges. As highlighted 
in previous reports by Tomorrow’s Company, Tomorrow’s Capital Markets (2015) and Tomorrow’s 
Global Company – challenges and choices (2007), the world faces a worrying array of environmental 
and societal challenges. Despite increasing action and awareness on sustainability, the evidence is 
clear that more needs to be done. 

The world’s population is forecast to grow from seven billion today to 10 billion in 2050, putting 
increasing pressure on the planet’s resources and the environment.24 The UN forecasts that water 
demand will increase by 55% from 2014 to 2050, and as a result, 40% of the world’s population will 
be living in areas with severe water shortage.25 The Global Footprint Network estimates that in 2007 
humanity used the equivalent of what one-and-a-half planets could produce to sustainably support 
its activities. This is forecast to grow to two planets in 2050.26 Even if all the recently agreed COP21 
pledges are put into action then the forecast is still for a 2.4–2.7°C global temperature increase by 
2100.27 This suggests that significantly more needs to be done. 

Shareholders – poor returns 
The irony is that during a period of increased focus on shareholder value, annual returns to 
shareholders have not increased, and have arguably worsened. The rolling 20-year real-return on UK 
equities was 4.7% in 2015, having fallen consistently from 1999. It is now back to the level last seen 
in the mid-1980s – just when the shareholder value focus was beginning.28 This is despite significant 
falls in interest rates that should, all else being equal, increase asset prices. 

Shareholder returns are influenced by a multitude of factors, and we cannot know what would have 
happened in different scenarios. Perhaps shareholder returns have been high in the context of global 
competition and disruptive technology. We can at least say that there is limited evidence that 
shareholder returns have improved since the increased focus on shareholder value. Over the last few 
decades, a significant proportion of return on equities has come from falling interest rates, rather 
than growth. As a result, the return on equities is now similar to that of long-term government bonds. 
The only other times this has happened was in the 1920s and 1930s. 

 20-year rolling real-returns on UK equities and government bonds 

Long-term real-returns 
on UK equities have 
been the same as 
government bonds,    
the first time since      
the 1920s and 1930s  

 

 
Source: Dimson, Marsh and Staunton, Credit Suisse Global Investment Returns 
Yearbook 2016 
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Macroeconomic imbalances and cutting the budget deficit 
The prevailing business focus on short-term financial outcomes is not only bad for companies, it is 
also creating dangerous imbalances in our economy and reducing the ability of the government to 
cut the deficit. 

Textbook economics teaches us that in recessions the government should increase demand by 
running a budget deficit and cutting interest rates. However, over the last 30 years the government 
has not only boosted demand in recessions, but has done so perpetually and to an increasing 
degree. The government has run ever larger budget deficits, cut interest rates, and encouraged 
credit creation, both indirectly via commercial banks and directly via quantitative easing. 

Budget deficits in 30 out of the last 35 years Falling interest rates since 1980 

   

Source: ONS Source: Bank of England 

 
The economy is now at a point where despite the government using all its policy levers to boost 
demand, the economy is still struggling to grow. This problem is becoming widely recognised by 
economic commentators and economists, but the key question is why. 

The answer starts with a truism about the economy that is often forgotten – spending must equal 
income, as they are two sides of each transaction. As such, the sum of net saving/borrowing in the 
economy must equal zero. An economy cannot be an aggregate net saver, and if we do all try to 
save money this causes the economy to contract, which is known as the paradox of thrift. We can 
look at the net saving/borrowing for four key groups. 

Households + Companies + Government + Rest of the World = 0 

 Net saving/(spending) by sector as a percentage of GDP 

The government has been      
a consistent net spender to 
offset the net saving of the 
private sector  

 
 Source: ONS Quarterly National Accounts (2015 is Q1 to Q3) 
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Households are naturally net savers, though this is driven by the savings of the rich offsetting the 
borrowing or low-income households. The problem is that companies for the last few decades     
have also been net savers. Rather than household savings being recycled into investment through 
companies, both groups have been saving. Further worsening the problem is that the foreign sector 
has been acting as a saver, because the UK imports more than it exports. As a result, the 
government has had to make up the difference with budget deficits. 

Looking into the detail of corporate saving paints a more worrying picture. The corporate sector    
has been a net saver since 2003, but net saving before dividends and buybacks for non-financial 
corporations has always been positive since the data started being recorded in 1987. Non-financial 
corporations, before dividends and buybacks, saved £107bn, or 7% of GDP in 2014. 

In addition to running a deficit, the government has also sought to encourage households and 
companies to increase spending by cutting interest rates and the associated increase in asset 
prices. Partly as a result, UK household net wealth/disposable income has increased from an 
average of four times in the 1950s, 60s and 70s, to eight times today.29 The increase in wealth       
has been matched and driven by an increase in debt across the economy. 

These imbalances have been worsened by credit creation from commercial banks that has been 
focused on mortgages rather than lending to companies. Bank mortgages to households currently 
total £1.1 trillion, compared to £370 billion lent to businesses. And, worse than this, mortgages 
continue to rise and loans to business continue to fall. 

 Bank lending (M4) by sector 

Banking lending for 
mortgages has 
dwarfed lending to 
non-financial 
corporations 
 

 
 Source: Bank of England sectoral analysis of net lending 

 
Over the last few decades, the economy has been kept in balance by the government’s consistent 
budget deficits, alongside interest rate cuts and asset price increases to encourage households and 
companies to increase spending. This dynamic can continue for a long time, as the past few 
decades have shown. However, if the position of net savers and net spenders does not reverse then 
the system becomes increasingly fragile and unsustainable. To be sustainable, borrowers and savers 
need to switch positions. But if this does not happen, then debts will continue to build – with the 
government and low-income households borrowing from the wealthy, the companies they own and 
from overseas. 

A short-term solution entering the next recession may be quantitative easing on an even greater 
scale than before, or higher budget deficits or negative interest rates. However, at some point we will 
need to address the cause of the problem – which is the private sector (companies and households) 
being a net saver. A key part of the solution is encouraging companies to increase spending and 
investment. In short, if we want the government to stop being a net borrower, then other parts of the 
economy will need to take its place. 
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Conclusion – the concerns are connected 
Despite all of UK business’s success, there are a number of trends that can no longer be ignored. 
The UK has low productivity, low employee engagement, low public trust in business, low 
investment, and low returns to shareholders. In addition, the government is struggling to cut the 
deficit and still grow the economy. These problems are connected by the current business focus    
on short-term financial outcomes. 
 
Part II outlines an alternative approach to business success that is focused on purpose, values, 
relationships and the long term. It outlines the evidence and examples of how this translates into 
practice. Part III then looks at how this approach can be supported by boardrooms, investors and 
government policy.  
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Part II: What’s next 
for leaders? 
 

2. The Tomorrow’s Company approach 

An outline of the Tomorrow’s Company approach to business success, based on 
purpose, values, relationships and the long term. 

3. Mounting evidence and examples 

A review of the growing body of evidence that the Tomorrow’s Company approach 
can create more value for shareholders and society, as well as examples and key 
questions for leaders. 

4. Relevance for a changing world 

The importance of the Tomorrow’s Company approach when facing accelerating 
technological change, shifting social attitudes, and environmental threats. 
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2. The Tomorrow’s Company approach 
Encouragingly, an alternative business approach already exists and the movement towards     
it is gathering momentum. It offers an alternative to the predominant focus on short-term 
financial outcomes; instead, focusing on purpose, values, relationships and the long term.  
This chapter summarises the alternative approach; chapter 3 presents the mounting evidence 
and examples of how it translates into action; chapter 4 outlines its increased relevance for a 
changing world. 
 
Many of the assumptions that lie behind the mainstream economics and business approach look 
increasingly flawed. At its heart, the Tomorrow’s Company approach is based on more realistic 
assumptions of the world and human behaviour. Human beings are not always rational, but are  
often emotional. The world is not organised through arms-length transactions, but instead through 
relationships. There is far from perfect information, and instead considerable uncertainty. 
 
The current business approach focuses on incentivising individuals and organisations with short-
term measurable outcomes. The problem is that what is measurable in the short term is not the same 
as what leads to long-term success. Worse than this, the focus often falls on short-term profit, when 
there is typically a trade-off between what drives long-term value and short-term profit. 
 
Instead, success is to be found in companies that articulate a purpose beyond profit and a set of 
values that guide behaviours. These values encourage and embolden employees to take the initiative 
in doing what is in the long-term interest of the company, rather than to make a quick return. These 
typically involve taking risks, putting the customer first, acting with integrity and upholding ethics. In 
essence, this is a shift from focusing on what is measurable in the short term, to focusing on the 
values and actions that lead to long-term success. It involves greater uncertainty because progress 
is hard to measure and success is only known in the long term. It therefore requires strong 
leadership to take decisions without the reassurance of immediate results. 
 
Lastly, this is not a uniform approach, but instead a set of principles that apply differently to the 
various stages of a company’s life-cycle. Sometimes companies will need to embrace disruption,    
at others to focus on employees, or channel resources to long-term investment. As such, chapter 3 
includes questions to help business leaders on their individual journey applying these principles to 
their business. (These questions are also listed in the agenda for action at the start of the report). 
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The three principles of the Tomorrow’s Company approach 
1. A purpose beyond profit and a set of values that are lived through the 
behaviours of all employees to create a self-reinforcing culture. 

Companies need a clear purpose for why they exist, and hence what positive contribution they    
seek to make in the world. To be effective in motivational terms, this purpose will be about more than 
simply making money and, paradoxically, it will thereby be a more effective foundation for long-term 
financial success. 
 
Purpose describes the ‘why’; values describe the ‘how’. A purpose is accompanied by a set of 
values that guide behaviours, decisions and ‘how we do things round here’. The purpose and values 
will be embodied in the behaviours of all employees such that they become self-reinforcing through 
peer pressure. A business’ purpose and values will help to shape all of its relationships and actions. 
This starts with the actions of leaders, which are in turn enabled by the focus of the board of directors. 
The purpose and values also need to be consistent with the story of success for investors, 
customers and other stakeholders. 
 
Importantly, the embedded purpose and values will not create homogeneity in thinking. Instead,    
the values will encourage employees to take their own initiatives and challenge people further up   
the hierarchy. 
 

2. Collaborative and reciprocal relationships with key stakeholders. 

In the long term, value is created through relationships, and a company succeeds when its key 
stakeholders succeed. Companies need satisfied and loyal customers who go on to become advocates; 
this is only achieved by having engaged, fulfilled and continuously learning employees, as well as 
reliable and improving suppliers. A company also needs the public’s trust and a healthy environment. 
 
Too often, companies view relationships with customers, employees and suppliers as a zero-sum 
negotiation in which each party seeks to win at the expense of the other. There may often be a short-
term trade-off between profit and the interest of other stakeholders, but in the long term, both parties 
succeed together through achieving common goals. This applies in different ways depending on the 
type of relationship, and ranges from close collaboration with suppliers, a resolute focus on customer 
satisfaction, to ensuring employee well-being. Successful companies will build reciprocal 
relationships with key stakeholders in whatever form they take. 
 
It is worth noting that collaborative and reciprocal does not mean fixed and rigid. A focus on 
stakeholder relationships can increase flexibility by making the company more aware of changes 
within the industry ecosystem. Strong stakeholder relationships are the ‘antennae’ of the company, 
helping to provide early warning signs that are the stimulus for change. 
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3. A long-term approach that embraces risk 

Companies need a certain degree of focus on the short term to remain competitive, but it is projects 
and decisions with a long-term horizon that often create the most value. The interests of stakeholders 
generally align in the long term, but what leads to mutual success is often not measurable in the short 
term. Companies too often focus on what is measurable, which is often transactional, financial, and 
based on short-term results, rather than on the cultural and relational indicators that drive profit. 
 
Companies need to accept the unavoidable risk in taking long-term decisions and placing trust in 
relationships. This should not lead to reckless risk taking, but instead a calculated approach that 
acknowledges the risk in all decisions and recognises that avoiding short-term risk may create   
long-term problems. 
 
Leadership is often about staying true to a conviction about what will pay off in the long term, and 
then building a more comprehensive approach to measurement and performance that embraces 
both the transactional and the relational. Also, a relentless focus on short-term financial success 
dulls the individuality of a company and makes it indistinguishable from others, and so less attractive 
to work for. This distinctiveness of character is one reason why the best employee-owned, mutual 
private and family businesses are so successful. 

 

Investment in the broader areas that drive value 

Adoption of these three principles involves investing in all areas that drive long-term value, rather 
than only what can be capitalised on the balance sheet. This includes areas such as training, 
employee well-being, supporting suppliers and building public trust. The most successful companies 
will adopt this broader view of investment, rather than focusing on what accounting standards allow 
to be capitalised. 
 
This broader view of investment is captured by the multi-capitals framework of the Integrated 
Reporting initiative. This identifies six capitals or stores of value that the company can increase or 
decrease through its activities.30 These are financial, manufactured, intellectual, human, social and 
relationship, and natural capital. This provides a useful framework for any leader looking to 
incorporate a broader view of what drives value. 
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The three principles are mutually reinforcing 
Companies adhere to these principles to varying degrees. One may have good community relations, 
or highly engaged employees. Another may invest long term, or have an embedded purpose and 
values. But when a company embraces all three principles together, the benefits are far greater. 
 
• Purpose and values enable a long-term approach – A purpose beyond profit is in many ways 

just a long-term goal and provides an alternative to focusing on short-term profit. Values take 
this further by reinforcing the behaviours that create long-term value. If two individuals share a 
common set of values, then they can trust each other to act in their respective long-term 
interests, as opposed to relying on short-term measurements and targets. 

• A long-term approach underpins reciprocal relationships – In the short term, there is often a 
trade-off between shareholders and other stakeholders. However, in the long term, interests are 
typically much closer aligned. Therefore, a long-term approach helps to build mutually beneficial 
relationships with key stakeholders. 

• A purpose helps develop collaboration – In the same way, a clear purpose beyond profit 
provides a strong foundation for collaboration with industry peers, suppliers and wider society. It 
can bring together organisations that share a common purpose for overcoming a certain societal 
problem. In contrast, if the focus is only on short-term profit then companies end up vying for 
their share of the same industry profit pool. 

• Reciprocal relationships can help define and embed purpose – Having a more open outlook 
that seeks to create value for wider stakeholder groups can also help to build a company’s 
purpose. When employees can see how purpose translates into action, then it will become more 
embedded in the organisation. 

 
 
 

  
A purpose beyond profit and a set of values that are lived through the 

behaviours of all employees to create a self-reinforcing culture 

Collaborative and reciprocal 
relationships with key stakeholders 

A long-term approach 
that embraces risk 

In the Tomorrow’s 
Company approach   
all three reinforce  

each other 
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From talk to action 
Encouragingly, these ideas are growing in acceptance and more people are talking about the 
importance of values, culture and behaviour, and the wider role of business within society. However, 
too often progress has been in the periphery of a company’s activities, while the core operations 
retain a focus on short-term outcomes. 
 
Many companies carry on with business as normal, and then allocate a proportion of their budget to 
charitable or social responsibility projects. This activity is beneficial but will always be small in its impact. 
In the worst cases, corporate social responsibility (CSR) is sometimes viewed as a marketing exercise to 
improve a company’s reputation. This was highlighted in a recent survey of CSR professionals, who 
were asked which other departments they regularly engaged with. Corporate communications and 
public affairs were the highest, while finance, marketing and strategy were the lowest.31 
 
This has in general not been intentional; it is difficult to adopt a business approach focused on 
purpose, values, relationships and the long term. In the past few decades, there have been strong 
short-term pressures from global competition and financial markets. In addition, it is a more nuanced 
and complex approach to business success, which is harder to adopt than the simplicity of focusing 
on short-term profit. 
 
In contrast, the most impressive leaders have managed to maintain a focus on the long term, while 
meeting the variety of short-term pressures. They remain true to a purpose and set of values, while 
adapting to the changing business environment. Many of the most successful leaders talk about an 
inner conviction to do what they know is right, rather than only pursuing what can be proven with 
short-term measurements. This approach is embodied in the Five Principles of a Purpose Driven 
Business developed by a Blueprint for Better Business. 
 
It was also highlighted in Tomorrow’s Company’s recent report, 21st Century Statesmanship Global 
Leaders Programme – Business and Finance (2015). The report argued that to meet the many 
challenges that society faces, we need leaders with the will to lead and the will to learn, who can 
strike the right balance between the short and long term, communicate a clear vision, and 
understand how their organisation is connected to the wider world. 
 

From talk and the periphery To action and value creation 

Focused on marketing to build a reputation Acting with integrity, with public perception 
mirroring reality 

A separate corporate social responsibility 
department that exists in a silo 

Integrating purpose, values, relationships and 
the long term into core operations 

Seeing risk management as the responsibility of 
the compliance department  

Managing risk by embedding a set of values 
and fostering the right culture 

Making a speech on social responsibility Taking an action that publicly shows the 
commitment of the organisation to its stated 
purpose through sacrificing short-term 

Starting an employee engagement program with 
no change to the capital allocation or the goals of 
the organisation 

Defining a clear social purpose, investing 
significantly to achieve this, and in doing so 
inspiring employees 
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3. Mounting evidence and examples 
When the Tomorrow’s Company approach was first put forward in 1995 by a group of senior 
business leaders and their argument was increasingly supported by a number of academic 
studies. Since then, a great deal has changed – from the internet to the rise of China. Despite 
this change, the approach has not only stood the test of time, but the evidence has continued 
to build. This chapter summarises this evidence and provides a number of examples for how 
the principles translate into action. 
 

Studies of long-term successful companies 

There are a range of studies that look at the characteristics of companies that have achieved long-
term success. Studying them, there is a consistency similar to the three principles of the Tomorrow’s 
Company approach. A few of these works include: 

• Built to Last, Jim Collins and Jerry Porras (1995) 
• The Living Company, Arie de Geus (2002) 
• Loyalty Rules, Frederick F. Reicheld (2003) 
• Purpose: The Starting Point of Great Companies, Nikos Mourkogiannis (2006) 
• Timeless Ventures, Haruo Funabashi (2009) 
• It’s Not What You Sell, It’s What You Stand For, Roy M. Spence Jr (2011) 
• Grow, Jim Stengel (2011) 
• Great by Choice, Jim Collins and Morten T. Hansen (2011) 
• Reinventing Organizations, Frederic Laloux (2014) 
 

Exemplar companies 

There is a growing list of exemplar companies that to different degrees embody the principles of the 
Tomorrow’s Company approach. No company is perfect and there are times when companies need 
to focus on short-term targets and restructuring relationships. Some companies are very strong on 
one part and less so on another. With these caveats, we include a number of case studies that show 
the benefits and associated actions from a focus on purpose, values, relationships and the long 
term. These case studies are spread throughout the chapter. 
 

Link to higher investment returns 

There is increasing evidence that incorporating a broader range of non-financial factors into the 
investment decision-making process can lead to higher investment returns. This is often described  
in terms of environmental, social and governance (ESG) factors. While the term ESG is quite different 
to the three principles of the Tomorrows Company approach, the characteristics and behaviours 
described under these headings are often symptomatic of the leadership associated with a focus   
on purpose, values, relationships and the long term. The higher investment returns from funds that 
incorporate these factors provide further evidence that the Tomorrow’s Company approach delivers 
more value for shareholders. A collection of this evidence was summarised in a report by the 
Generation Foundation, Allocating Capital for Long-Term Returns (2015). 
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I. Purpose and values 
People need purpose as well as money for motivation 

There is increasing evidence from psychology studies that people perform worse in certain tasks 
when they are provided with a financial incentive. People are often equally motivated by the pure 
enjoyment or sense of purpose they gain from completing a task. This contradicts the mainstream 
assumptions in economics. These state that individuals dislike work and only do it when paid, and 
work harder when paid more. 
 
This research has been popularised in Daniel Pink’s book, Drive, in which he argues that in addition to 
rewards and punishments, people are motivated by autonomy, mastery and purpose. In short, people 
need to have some control over the work they do, they need to feel they are mastering a skill, and that 
their work has a wider purpose beyond paying their wage. This is supported by many other psychology 
studies. One is the link between happiness and success. A review by Lyubomirsky and King in 2005 
found that happiness often precedes successful outcomes.32 Some of this literature is summarised in 
the report by the Social Market Foundation, Happiness and Productivity: Understanding the Happy-
Productive Worker. This highlights experiments that show happy individuals are more productive.33 
 
This argument has important implications for how companies and managers can motivate 
employees. The current consensus is that pay linked to meeting targets is the answer to motivating 
employees. The evidence shows that this method of motivation works for routine tasks that can be 
easily measured, but is less effective for more creative jobs. 
 
This is particularly pertinent in the UK where jobs are becoming more creative. As technological 
automation takes on more of our routine tasks, people are freed up to engage with more creative 
roles. Therefore, companies will be more successful if they motivate employees through a sense     
of purpose, rather than purely through financial incentives. 
 
Pets at Home – ‘pets before profits’ 

Pets at Home was founded with a single store in 1991. In 2014, it floated on the London Stock 
Exchange and achieved £730m of revenue in the year to March 2015. Pets at Home states that it 
puts ‘pets before profits’ and aims to create a community with employees and customers. This is 
helped by the fact that 93% of employees are pet owners. As a result, it was one of the few UK 
companies in the top 30 Great Places to Work® 2015. It was also named the Best Big Company to 
Work For in 2013 by The Sunday Times. Pets at Home shows how success can come from having a 
clear purpose beyond profit that in turn helps build employee engagement and well-being. 
 

The need for actions as well as words 

The focus on purpose and values needs to be about more than making statements and speeches. 
This is shown by a 2015 study that looked at companies in the S&P 500.34 The paper found that 85% 
of companies had a statement on ‘corporate culture’, with the most common values being 
innovation, integrity and respect. The paper then compared the occurrence of these statements, and 
the words within them, to a variety of performance measures, such as Tobin’s q, return on sales, 
consumer satisfaction, and the number of class action lawsuits filed against the company. The paper 
found no correlation between the statements of culture and the measures of performance. However, 
a correlation was found when looking at measures of whether the stated values had been embedded 
throughout the organisation. 
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Barclays – tax reduction unit shutdown 

In 2013, as part of a strategic review, Barclays shut down the unit that was responsible for complex 
financial arrangements that had the sole purpose of reducing tax. Antony Jenkins, the CEO in 2013, 
said: “Although this was legal, going forward such activity is incompatible with our purpose. We will 
not engage in it again.” This action showed a clear priority of values over short-term profit. 
   

Recurring scandals show the need for values to reduce risk 

Over the last few decades, there has been a steady increase in risk management and compliance. 
Despite this, there have been recurring corporate scandals and disasters, including BP’s Deepwater 
Horizon oil spill, PPI, LIBOR and FX trading. These have a number of common characteristics. First, 
they involved a preference for short-term profit over long-term goals. Second, the problem was often 
endemic in the culture, with outsiders often shocked at how no one inside the company blew the 
whistle. One key lesson from these recurring scandals is that the true test of risk management is 
what employees do when they are not being watched, and this is determined by their values and the 
culture of the organisation. 
 
The other lesson is that employees often have an incentive to take short-term action. This may be    
a financial target, or simply the desire to be promoted and hence the need to produce something 
tangible by the end of the year. This can create the incentive for employees to take actions that are 
in their personal interests, but not the long-term interest of the company. Companies can offset this 
by having a clear set of values that are aligned with their long-term purpose and by aligning the 
criteria and time horizons of their remuneration arrangements. 
 
More evidence for this can be found in the Airmic report, Roads to Ruin (2013), which looked at 20 
corporate crises and identified poor leadership on culture, ethos and misaligned incentives as 
contributing factors. The subsequent report, Roads to Resilience (2014), put forward principles to 
build resilience that resonate with the principles of purpose, values, relationships and the long term. 
 
A guide for how boards and chairman can lead and monitor culture and values within their 
organisation is provided in the 2013 Tomorrow’s Company report – Governing Values: a guide for 
boards of financial services companies. 
 

Innovative companies show the benefit of autonomy 

An embedded purpose and set of values can enable management to place greater trust in employees 
and hence to provide them with more autonomy. Greater autonomy in turn enables more innovation. 
This is particularly evident in Silicon Valley technology companies. They often remove corporate titles 
and hierarchy, allowing individuals to form teams for each project as they wish. It sometimes involves 
allocated time for employees to work on a personal project; this was pioneered by Atlassian with its 
‘FedEx days’, where employees were given a day undisturbed by normal work to come up with a 
solution to a given problem. Google had a similar approach for some time, and a number of 
important products emerged, such as Gmail. Further to this, empirical studies also show a link 
between autonomy and productivity.35 
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Innovation often starts with a societal problem 

As Peter Drucker once said, “Every single social and global issue of our day is a business 
opportunity in disguise.” There are a number of studies showing that innovation is increased when a 
company focuses on a purpose beyond profit. These include Rosabeth Moss Kanter’s SuperCorp 
(2009) and Gregersen’s The Innovator's DNA: Mastering the Five Skills of Disruptive Innovators 
(2014); see also David Grayson’s Social Intrapreneurism and All That Jazz (2014). 

Today’s societal problems often become tomorrow’s business opportunities, so having a purpose 
that is grounded in delivering a positive contribution will be more likely to create future success. 
Additionally, if a company has regular interaction with its industry’s wider stakeholders, it will find it 
easier to spark ideas. 
 

Adnams – the unforeseen benefits of a social purpose 

Adnams was founded in 1872. Its primary business is brewing beer, although it also runs a few 
hotels, shops and makes a range of spirits. It is still majority family owned, with a proportion of its 
stock trading on the ISDX market. Adnams is an example of how a social purpose and strong 
relationships with key stakeholders can help lead to business success. This is shown by Adnams’ 
pioneering work in sustainability and the financial performance this has helped to support. 
 
In 2008 Adnams built a new eco-friendly distribution centre. Built from sustainable materials such as 
hemp bricks, it collects rainwater, has solar water heaters and light movement sensors. By 2016, the 
savings from lower heating costs had already paid back the additional cost of building the centre in a 
sustainable manner. There have also been many additional benefits that were not foreseen when the 
investment was made, such as additional PR coverage and easier planning permission for the 
anaerobic digester on the site. 
 
In 2012 Adnams carried out the first carbon footprint survey of its beer range. This was driven by a 
belief in sustainability, rather than to improve financial performance. In addition to helping reduce the 
carbon footprint of its beer range, the survey also identified a number of areas where costs could be 
saved at the same time; for example, switching from blue to brown bottles and increasing the use of 
recycled aluminium. Adnams updates this research every two years and has extended it to cover 
water usage. 
 
These are just two examples of how pursuing a social purpose helps Adnams capture benefits that 
were not foreseen at the time that investment decisions were made. To achieve this, Adnams has an 
investment process that allows for the broader and softer factors to be incorporated, alongside 
traditional financial analysis. Adnams does not have a business case template; instead, it has a 
discussion of all the potential costs and benefits of an investment. This is captured by Adnams 
having some individuals whose role spans both finance and sustainability. 
 
In addition to a focus on sustainability, Adnams seeks to have strong relationships with all its key 
stakeholders. For example, Adnams was early to introduce a profit sharing scheme in 1960, and then 
extending this in 1977 to an employee trust, and in 1992 to an employee share ownership scheme. 
 
Adnams has a strong purpose and set of values that are shared by its employees, shareholders, 
suppliers and customers. This helps Adnams make investments that perhaps could not be justified 
with pure financial analysis at the time of investment, but invariably lead to significant additional 
benefits over the life of the investment. 
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Purpose can improve brand and reputation 

In addition to helping motivate employees, reduce risk and increase innovation, purpose can also 
help improve a company’s brand and reputation. When a company has a purpose beyond profit, it 
can make the brand more credible. Businesses supporting this approach include Body Shop, 
Patagonia and TOMS Shoes. This is also supported by the work of Jim Stengel in Grow; he found 
that the fastest growing brands were based on improving people’s lives and had core human values. 
Surveys on social attitudes suggest that a growing proportion of customers will increasingly demand 
companies to make a clear social contribution; therefore, the importance of having a purpose 
beyond profit in building a strong brand may increase. 
 
Patagonia – creating value through a focus on social purpose 

The US outdoor clothing company has a philosophy ‘to build the best product and cause no 
unnecessary harm to the planet or its inhabitants’. Underpinning its brand is a strong commitment to 
environmental responsibility and sustainable business practices. In 2012, it wrote these values into 
its charter and articles of association, becoming a benefit corporation (B-Corp). The Patagonia brand 
values are closely aligned with the priorities of its core customers, people who participate in outdoor 
sports. This translates into action in a number of ways, for example: 

• Patagonia encourages customers to repair their worn out garments rather than buy new items. 
One of its best known advertising campaigns said ‘Don’t Buy this Jacket’ as a stance against 
disposable consumerism. 

• Sharing its customers’ love of the natural world and concern for the environment. Patagonia 
actively promotes sustainability through its supply chain, and donates staff time, services and at 
least 1% of its sales to supporting grassroots environmental groups. 

Driven by these values, it has created a brand that has high customer loyalty, and despite a ‘buy 
less’ marketing strategy, managed to double the scale of its operations and tripled its profits 
between 2008 and 2013, and now has annual revenues of over $600 million. Patagonia is an 
example of how adopting a purpose beyond profit, and by having a set of values that are closely 
aligned with the ethical attitudes of its customers, can create a strong brand, achieve growth and 
deliver wider social benefits. 
 
TOMS Shoes – a purpose beyond profit 

TOMS Shoes was founded in 2006 in California, and started off just selling shoes. For every pair of 
shoes it sold, the company gave away one pair to a child in need. TOMS has now expanded this 
model to glasses and books, helping it to gain a significant amount of press attention, social media 
success and free celebrity endorsements. Such a model is clearly not possible for every company, 
but TOMS Shoes shows how a company can create value by having a clear purpose beyond profit. 
 

 
  
Questions for leaders – purpose and values 

• Has the company's purpose and values been clearly stated and consistently communicated 
across stakeholder groups? Is there a consistent story of value creation told to shareholders, 
employees, customers and the public? 

• How much time and money is invested in embedding the purpose and values, and fostering the 
right culture? 

• What actions have senior management taken that clearly show their commitment to the stated 
purpose and values? 

• To what extent are performance management systems and financial rewards aligned with the 
purpose and values? If there is a tension, how is it managed? 
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II. Collaborative and reciprocal relationships 
Employee engagement and satisfaction increase performance 

Given the evidence on the psychology of individual motivation, it is no surprise that there is evidence 
for a strong link between employee engagement and company performance. If employees are happy 
and engaged in their workplace, then they are more motivated and productive. A powerful exposition 
of this evidence is in the UK government-commissioned MacLeod Report, 2013.36 Here is a selection 
of the growing array of evidence: 

• In 2006, Gallup looked at 23,910 business units and assessed the level of employee 
engagement. The bottom quartile had 31-51% higher employee turnover than the top quartile, 
51% higher inventory shrinkage and 62% more accidents. The top quartile had 12% higher 
profitability than the bottom.37 

• Another study by Gallup in 2006 found that companies with top quartile employee engagement 
had EPS (earnings per share) growth that was 2.6 times higher than companies with below-
average employee engagement.38 

• A study by Tower Perrins-ISR in 2006 surveying 664,000 employees in over 50 companies 
found a strong link between financial performance and employee engagement.39 

• A study by Aon Hewitt in 2010 found that companies with engagement above 65% posted 
shareholder turns 22% above average.40 

• Another study by Aon Hewitt on 7,000 organisations found that those with high engagement are 
78% more productive and 40% more profitable.41 

• Research carried out by retailers Marks and Spencer and Sainsbury’s found that stores with 
higher engagement achieved higher sales.42 

• A paper by Alex Edmans looking at how inclusion in the Fortune ‘100 Best Companies to Work 
for in America’ impacted share price performance for the period 1984-2011. He found that 
shareholder returns were 2.3-3.8% higher for those on the list. He also found that the share 
price takes four to five years to deliver this outperformance.43 

• A study between the Financial Times and Glassdoor found that if investors had bought shares in 
Glassdoor’s 50 Best Places to Work in 2009 and held them until the end of 2014, they would 
have outperformed the S&P 500 by 116%.44 

 
Iceland – leading the way on a fair deal for employees 

Iceland was founded with one shop in 1969 by Malcolm Walker. The company grew and floated in 
1984. In the 2000s, it entered a difficult period and after a few years was acquired by a group of 
private investors, de-listed and Walker reinstated as CEO. Since then, the financial performance of 
Iceland has improved significantly, coinciding with it winning a number of awards for employee and 
customer satisfaction. 
 
In 2014, Iceland won The Sunday Times ‘Best Big Companies to Work For’. Iceland stated: “We 
believe that the key to success in retailing is looking after our customers properly, and that starts 
with looking after each other.” 
 
As an example of this, Malcolm Walker was vocal in his support for supermarkets to pay the living 
wage to their employees. Iceland’s story is an example of how putting employees and customers 
first can lead to long-term business success. More information can be found in Walker’s 
autobiography, Best Served Cold: The Rise, Fall and Rise Again of Malcolm Walker. 
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Admiral Group – a focus on employees with a ‘Ministry of Fun’ 

Admiral Group was founded in 1993 and has grown consistently since then to become one of the 
UK’s largest car insurance companies. Revenue has increased from £18m in 1993 to £2bn in 2014.45 
This success is partly due to a focus on employees. Its website states: “Our philosophy at Admiral 
Group is that people who like what they do, do it better, so we go out of our way to ensure coming 
to work here is enjoyable.” Admiral has a ‘Ministry of Fun’ that organises regular events to make the 
workplace more enjoyable. As a result, Admiral is the only FTSE100 company in the top 30 ‘Great 
Places to Work’® 2015 – a prime example of how rewarding your employees with a better place to 
work can create value for both employees and shareholders. 
 

Benefits of supply chain collaboration 

There is increasing evidence that shareholder value can be created through greater collaboration with 
suppliers. This provides benefits in three main areas: improving the end product; reducing cost; and 
reducing working capital. Collaboration can take a number of forms, from open book negotiations    
and sharing knowledge to jointly working on solutions. The case for a collaborative approach is made 
compellingly in The New Supply Chain Agenda (2010) by Slone, Dittmann and Mentzer. 
 
Collaboration with suppliers and industry partners is also becoming more important as supply chains 
become longer and more complex. Over the last few decades, companies have shifted away from 
being vertically integrated national champions to global leaders in a specific niche. This has been 
driven by globalisation and companies focusing on core competencies. The result is that companies 
now exist within a more complex industry web, where each company carries out a more specialised 
activity. Therefore, the supply chain for a particular product has become longer. This increases the 
benefits of collaboration, as companies are more reliant on each other. Activity that was previously 
all conducted within one company is now spread across a global supply chain. Collaboration and 
trusting relationships are increasingly important to success in this context. 
 
Unipart – shared destiny relationships 

Unipart is the former parts and service division of British Leyland. In 1987, Unipart became 
independent through a management buy-out led by John Neill, who remains the CEO today. This 
move was supported by employees buying a significant proportion of its shares. Today, Unipart 
remains majority employee-owned, and has grown from 2,000 employees when Neill took over to 
now employing 10,000 people. 
 
This success is partly due to a business approach that embodies the Tomorrow’s Company 
approach. This is captured in a quote by John Neill from 2002: 
 
“We made a mess of our industry. The short-term power-based relationships have failed us. Many 
western companies still believe that is a superior way to secure competitive advantage. I think they’re 
absolutely wrong. We must create shared destiny relationships with all of our stakeholders; 
customers, employees, suppliers, governments and the communities in which we operate. It’s not 
altruism, it’s commercial self-interest.” 46 
 
Unipart implements this approach in a number of ways, one of which is its Ten(d) to Zero programme 
that focuses on collaboration with suppliers. As an example, a supplier once came to Unipart and 
asked for a 25% price increase because its own costs had risen. Unipart sent four managers to work 
with the supplier to improve efficiency. The result was a 4% reduction in the price for Unipart, rather 
than a 25% increase, and improved margins for the supplier. 
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Unipart also has a strong focus on values and employee engagement – as you would expect from a 
company that is majority owned by its employees. Unipart has a monthly employee award scheme 
called ‘Mark in Action’. This is for individuals or teams that ‘live up to the goal of making the Unipart 
brand the mark of outstanding personal customer service’. As a sign of his commitment to these 
values, CEO John Neill has not missed one awards ceremony in 25 years. 
 
The Tomorrow’s Company report, Tomorrow’s Relationships: Unlocking value (June 2014), acts as a 
guide for how companies can achieve the full value of relationships. It provides a practical resource 
for boards and senior management teams to help them map the relationships of their business, 
understand how and why they are important, and help them decide what to do next. 
 

Customer satisfaction drives long-term performance 

All companies understand the importance of customer satisfaction. Meeting the needs and desires 
of customers is, after all, at the heart of what businesses do – and is fundamental to entrepreneurial 
capitalism. However, in the short term, there is often a trade-off between customer satisfaction     
and performance. For example, by raising prices a company could generate higher profits in the 
short term, but might erode customer goodwill, with a negative impact on performance over time.       
There is a clear risk therefore that if incentive structures and values prioritise profit over customer 
satisfaction, employees will be encouraged to make decisions that do not create long-term value for 
both shareholders and customers. Due to this trade-off, studies have been inconclusive on a short-
term link between customer satisfaction and shareholder returns.47 In contrast, studies have found a 
positive connection in the long term.48 
 
The importance of customer loyalty and the connection to employee satisfaction is forcefully made in 
the work of Frederick F. Reicheld, who developed the ‘Net Promoter Score’ concept. In his 2003 
book, Loyalty Rules: How Today's Leaders Build Lasting Relationships, he argues that leadership that 
inspires employee loyalty in turn inspires customer loyalty, and therefore long-term shareholder 
value.49 He writes: 
 
“Customer loyalty hinges, as it always has, on committed teams of high-calibre employees and suppliers, 
which in turn require a core of owners committed to building an enduringly successful enterprise.” 
 
As the popularity of social media increases, the importance of word-of-mouth marketing and the 
value of customer satisfaction will grow. It will become more valuable to have customers who do   
not just buy products, but become loyal customers and brand advocates. Conversely, unhappy 
customers can easily erode brand value by posting negative feedback and bad reviews on social 
media sites. 
 
Catering and Allied – ‘total commitment to client satisfaction’ 

Catering and Allied was founded in 1975, and grew steadily until it was making an annual profit of 
£1m in the late 1990s. It was acquired by Elior in 1999. As a contract caterer, it succeeded in part 
because it sought to provide a higher standard of customer service in the contract catering market. 
The company’s two core values were ‘total commitment to client satisfaction’ and ‘people working 
with, not for’. Further detail is provided in the book, Managing to Serve by Sally Heavens and John 
Child (2002), which is an extended case study of Catering and Allied. 
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Benefits of collaboration with competitors and civil society 

There are increasing examples of industry collaborations that deliver value for companies and 
society. These are where companies have joined together to solve a common problem, or to create a 
set of common standards. Examples are the World Business Council for Sustainable Development, 
Electronic Industry Code of Conduct, Consumer Goods Forum, International Council of Mining and 
Metals, and the Extractive Industries Transparency Initiative. In these examples, companies did not 
wait for the government to act, but instead showed leadership in partnership with civil society. This 
process is explained in more detail in the report, Tomorrow’s Global Company – challenges and 
choices (2007). 
 

An increasing number of ‘Shared Value’ case studies 

Over the last few decades, there has been an increasing focus on instances where companies can 
deliver value for shareholders and society, rather than seeing the two in opposition. This was 
popularised with the idea of ‘Shared Value’ by Michael Porter.50 This concept has led to a growing 
body of case studies where companies have delivered ‘Shared Value’. Alcoa, for example, started  
an aluminium can recycling scheme to reduce waste and increase the supply of aluminium to be 
recycled in its production of aluminium cans. 
 
Tomorrow’s Company created a database of 74 of these case studies. In developing countries, the 
majority created value for customers through procedures such as adjusting a product to serve low-
income groups. In developed countries, the benefiting stakeholders were more evenly split. 
 
Sometimes these examples could be regarded as normal business activity. For example, why is the 
discount value range in a supermarket not seen as Shared Value, while serving low-income groups in 
developing markets is? In reality, the majority of business activity serves an underlying societal need 
or desire. What the body of ‘Shared Value’ case studies show is that today’s societal problems often 
become tomorrow’s business opportunities. 
 
Summary table of ‘Shared Value’ case study database 
Stakeholder Developed Developing Total Developed Developing 
Customer 13 29 42 44% 66% 
Employee 9 1 10 30% 2% 
Supplier 4 13 17 13% 30% 
Vendor 0 1 1 0% 2% 
Society 4 0 4 13% 0% 
Total 30 44 74 100% 100% 
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NG Bailey – values and relationships 

NG Bailey was founded in 1921 and remains family owned. It is the largest independent engineering, 
construction and services company in the UK, employing 2,500 people. NG Bailey has an approach 
aligned with the Tomorrow’s Company approach. Cal Bailey (Sustainability Director) wrote in 
Tomorrow’s Business Forms in 2013: 
 
“As a family business, we believe that value derives from the harmonised success of our stakeholders 
– our people, our customers, our communities and our shareholders. Our values of passion, integrity 
and excellence are intended to differentiate us in practice, leading to higher personal achievement, 
customer satisfaction, and community benefit as well as business value. This is demonstrated most 
clearly in our long-term investment in apprentice training.” 
 
This approach has helped drive business success and has been recognised externally. NG Bailey 
was included in The Sunday Times ‘Best Companies to Work For’ list in 2015. Its work engaging   
the community has also been recognised – and was shortlisted for a BITC award for its school 
engagement programme. 
 

Take a clear position on corporation tax 

Corporation tax is an emotive topic and cannot be ignored by any company. Surveys show that 
corporation tax is one of the top issues reducing the public’s trust in business. There are strong 
pressures on companies to pay the minimum amount of tax. However, there is a high degree of 
variation as to how aggressively a company pursues this aim, and how transparent it is. 

Plus, public expectations are changing. There is more pressure on companies to pay a fair share of 
tax – Facebook and Google being recent examples in the UK. And this trend will only increase. The 
most successful companies will have a clear view on how much tax they should pay, and will defend 
this decision in the ‘court of public opinion’. 
  

Questions for leaders – collaborative and reciprocal relationships with key stakeholders 

• What stakeholder relationships are critical to success? How are we working to build long-
term mutual value in these relationships? What is our current short-term priority between 
stakeholder groups, and how has this changed over time? 

• What are we doing to increase employee engagement, voice and well-being? 
• Are employees given autonomy where possible? How many key initiatives have been 

instigated by a less senior individual in the organisation? 
• How is the desire to incentivise short-term profitability balanced against the need to build 

customer satisfaction and loyalty? 
• What is our role in contributing to the health of our industry ecosystem? How do we balance 

fighting for our share of the value chain with working to increase the total value of the 
industry? 

• What is the greatest challenge facing society in our industry, and how is the company 
helping tackle this? 
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III. A long-term approach that embraces risk 
Entrepreneurs and great companies take a long-term view 

The majority of entrepreneurs and successful companies take a long-term view. It is in some ways 
obvious that great things take time to achieve. This is shown by numerous case studies. For 
example, JCB has kept investing for the long term; as a result, it is a global leader in its field,  
bucking the trend of declining UK manufacturing. 
 
It is perhaps not a surprise that many of the most successful companies are privately owned or 
controlled by founders or families. These companies often cite their long-term ownership structure as 
being a source of success, by helping them to take decisions that they could not take if they were listed. 
 
The benefit of long-term incentives is shown in a 2014 study that found companies with significant 
CEO ownership outperformed those with no CEO ownership. A portfolio of companies where the 
CEO held more than 10% of the shares outperformed companies with no ownership by 5% every 
year from 1988 to 2010.51 
 
The majority of business leaders acknowledge the importance of a long-term approach. In a survey 
of 1,038 executives and board members, 86% agreed that ‘it would serve their companies well if 
senior executives took a long-term approach to business decisions more often’.52 The same survey 
found strong evidence for a damaging short-term bias in decisions; for example, 79% of respondents 
said the time-frame they felt the most pressure to deliver financial results was two years or less. 
 
TTP – a focus on employees and measured risk taking 

TTP is a science and engineering company that carries out development and consultancy. It was 
founded in 1987 with 33 staff. It now employs over 300 people and has created a number of spin-off 
companies. It has succeeded by having a strong commitment to world-class engineering and science, 
rather than focusing purely on making money. This has been helped by majority employee ownership. 
 
TTP was founded with the idea that some staff would work on generating income, while others would 
work on more speculative projects. The income pays for those working on the latter, and everyone 
shares in the benefits if the speculative projects are successful. This embodies the principle of ‘a long-
term approach that embraces risk’. It is not reckless in its risk taking, but instead acknowledges that 
some long-term projects involve unavoidable risk that must be balanced across the company. 
 
TTP also has a strong focus on employee happiness and well-being, and employee ownership is 
encouraged. In addition, employees can retain their shares if they leave, although they can no longer 
vote at the company AGM. 
 
A small example of how the focus on employees applies in practice is that TTP does not have a 
probationary period for new employees. For the 1 in a 100 new hires that do not work out this makes 
firing them harder, but for the 99 out of a 100 that stay, having no probationary period shows the 
company’s commitment to the new hire from the beginning. It is through a number of small 
differences such as this that TTP’s focus on employees has a significant impact. 
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JCB – a long-term approach 

JCB has bucked the trend of a declining UK manufacturing industry by taking a long-term view and 
hence investing in the future. JCB was early to invest in India in 1979, and continues to invest heavily 
in UK manufacturing; half of its 12,000 global workforce are in the UK. While other companies have 
outsourced and off-shored production, JCB has kept investing in the UK to keep technical control 
over its products. JCB also invests 3% of its sales in R&D, at around £80m per year. 
 
JCB looks after its employees, too. It offers a number of benefits, from onsite gyms and a Christmas 
bonus to an annual three-week shut down. 
 
Virgin Group – embracing risk and valuing employees 

In 1972, Richard Branson founded Virgin Records. Today, the Virgin Group compromises over 400 
companies and Branson is worth $5bn. 
 
Branson often emphasises the importance for a leader to inspire employees rather than giving them 
orders. In his book, Like a Virgin: Secrets they won’t teach you at business school, he says: “This may 
sound like a truism, but it has to be said: It takes an engaged, motivated and committed workforce 
to deliver a first-class product or service and build a successful, sustainable enterprise.” 
 
Controversially, Richard Branson says this sometimes means the leader needs to be the fool. A 
Christmas party will be a staid and boring affair if the senior managers stand in the corner being 
aloof. Instead, he argues that managers should lead the party. This sense of fun has become core to 
the Virgin brand for both customers and employees. In addition, Branson is a well-known advocate 
for taking risks in life, saying: “The brave may not live forever—but the cautious do not live at all.” In 
his business career, he has taken numerous risks – some worked and some did not. 
 

A long-term view to embrace technological disruption 

The rate at which technology evolves is staggering, and business must keep up. In a relatively static 
world, a company can succeed through a series of small incremental improvements. For example, 
Sony, for a long period of time, created value by improving its cassette and then CD players. 
However, with the advent of MP3, these small improvements became irrelevant: Sony needed a 
complete product overhaul. 
 
This is most evident in Silicon Valley technology companies, where companies embrace failure as 
part of taking risk. This is embodied by the venture capital investment model, where out of 10 
companies in which a venture capital fund invests, 9 will be expected to fail, and the tenth to deliver 
such high returns as to offset the other losses. These companies realise that to succeed in a world 
dominated by technological disruption they need to take risks, while accepting that this will often 
lead to failure. 
 
The benefit of bold decision-making was highlighted in a study by McKinsey of 1,600 US companies 
from 1990 to 2005.53 The study found that the average correlation of a business unit’s capital 
expenditure budget from one year to the next was 0.92, and for a third of companies, it was 0.99. 
This means that, despite significant strategic reviews, companies make relatively minor changes in 
the allocation of resources. Interestingly, the top-third of companies (in terms of reallocating capital) 
delivered on average a 10.2% annual total shareholder return from 1990 to 2005, compared to 8.9% 
for the middle group and 7.8% for the bottom third. This is evidence that companies that take bold 
decisions perform better over the long term. 
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Alphabet (previously Google) – a focus on employees and the long term 

Google embodies the values of Tomorrow’s Company in a number of ways. Most famously, it places 
a significant emphasis on having happy and motivated employees – it has been ranked number one 
for the last six years in Fortune’s ‘100 Great Places to Work’. To highlight a few actions of how this 
applies in practice: 

• Physical perks – there is free food and a range of benefits from car washing to fitness classes. 
• Employee autonomy – engineers are allowed to work on a project they are really passionate 

about for 20% of their time. This has led to a number of successful products, including Gmail, 
AdSense and Google Talk. This policy has been partly restricted in the last few years, but the 
ethos remains. 

In addition to a focus on employees, Google also takes a long-term approach and accepts the risk 
this implies. A prominent example is Google’s investment in driverless cars in 2005, a time when 
most people thought it was one step too far for computers. By 2012, they had mastered the 
technology and clocked 300,000 driverless and accident-free miles. This is just one of numerous 
examples of where Google has taken a long-term bet with significant uncertainty. Sometimes these 
bets work, but often they do not and Google is accepting of these inevitable failures. 

The focus on employees and the long term is reinforced by having a purpose beyond profit. Google 
has a clear purpose that most people would recognise: “… to organize the world's information and 
make it universally accessible and useful”. 

Dyson – embracing failure and investing long term 

Dyson was founded in 1984 when Sir James Dyson invented the first bagless vacuum cleaner. 
Dyson has grown strongly since then, reaching £1.3bn in sales in 2013. The company invests 
significantly in R&D: in 2014, Dyson committed to invest £1bn in R&D over the following four years. 

Dyson embraces failure as part of the innovation process. In answer to the question, ‘do they ever 
fail?’, Sir James Dyson said: “Absolutely. It’s when something fails that you learn. If it doesn’t fail, 
you don’t learn anything. You haven’t made any progress. Everything I do is a mistake. It fails. For 
the past 42 years – I’ve had a life of it.” This approach to risk taking is captured in James Dyson’s 
book Against the Odds. 

Stakeholder interest aligns in the long term 

As shown in the previous section, companies succeed when their key stakeholders also succeed – 
that is, their customers, employees and suppliers. Building reciprocal and collaborative relationships 
takes time, but can deliver more value than ‘arm’s length’ transactions. In the short term, a company 
can increase prices and reduce quality, but this will eventually erode customer loyalty. Similarly, in 
the short term, costs can be reduced by holding down wages, but in the long term this will reduce 
employee engagement and productivity. The same is true of suppliers. In the short term, prices can 
be suppressed, but this will not allow the supplier to invest and innovate. 
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Benefits of management continuity 

The most successful companies often have continuity in management. It is more conducive to a 
long-term approach and it helps to build commitment to the stated purpose and values. In contrast, 
when management changes regularly, initiatives on purpose and values can come across as fads. 
 
English football is a great example. Clubs have a very high turnover of managers. The average tenure 
was just one-and-a-half years in 2010, half what it was in 1993. During this period, of the 92 clubs in 
the English football league, only two had the same manager for a significant period of time: Sir Alex 
Ferguson at Manchester United and Arsene Wenger at Arsenal. These two clubs won the Premier 
League 75% of the time for this period.54 
 

The damage of a short-term focus 

While a long-term approach is a source of value, there is also evidence that a short-term approach 
can be harmful. Most corporate scandals are created by a pressure to deliver short-term results at 
the expense of long-term gain. The BP Deepwater Horizon disaster was partly caused by the 
pressure to cut costs, leading to lower safety standards. In the investment banking sector leading up 
to the financial crisis, short-term incentives led to deals being structured with immediate results, but 
increased long-term risk. 
 
In addition to lessons from recurring corporate scandals, there is a growing amount of literature on 
how good people make unethical decisions. Often, unethical decisions are not intentional, but 
instead are the result of psychological biases and misconceived incentive structures – as argued in 
the 2011 book, Blind Spots: Why We Fail to Do What’s Right, and What to Do about it.55 
 
Short-term incentives can also lead to over-zealous cost cutting. A survey of chief financial officers 
of listed companies in 2006 found that 78% would destroy economic value to meet earnings 
targets.56 Another study looking at companies in the US compared those that issued quarterly 
earnings guidance with those that did not. It found that those that did had lower investment in R&D 
and lower long-term earnings growth.57 
 

  
Questions for leaders – a long-term approach that embraces risk 

• How are we balancing the need for short-term competitiveness and financial outcomes against 
the need to invest long term? How do we balance profit and dividends against investment? 
Have all investment options been exhausted before cash is returned to shareholders? 

• Where could we increase spending that would deliver a long-term return? For example, 
equipment, technological automation, R&D, IT security, health and safety, training, employee 
well-being and stakeholder relationships. 

• What are the potential future scenarios for the industry in 10 years' time? How does the current 
strategy and investment plan prepare the company for these scenarios? 

• What are the disruptive business models in the industry? How are we engaging and learning 
from them? What is the strategy if they gain significant traction? 

• How many projects have failed? How was this dealt with? How is the need to discourage failure 
balanced against the need to encourage risk taking? 

• How will continuity in leadership be achieved? Is there active succession planning? Is a broad 
management team beneath the executive being developed who will become the future leaders 
of the company? 
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Pay and other incentives that support the purpose, values, 
relationships and the long term 
Executive pay is an emotive issue that business leaders cannot ignore. Firstly, having the right set   
of financial incentives across the company is critical in reinforcing a focus on purpose, values, 
relationships and the long term. Secondly, surveys show that executive pay is one of the top issues 
causing low public trust in business. 
 
Executive pay has increased significantly over the last few decades. In the UK, the ratio of executive 
pay to average worker pay has increased from 45 to 120 times from 1998 to 2010.58 And there is 
mounting evidence that this has not been associated with increased performance. One study of UK 
companies found that ‘CEO incentive pay is negatively associated with both short-term and 
medium-term subsequent returns’.59 This may be due to some of the following problems with 
executive pay structures: 

• Current executive pay structures often create perverse short-term incentives. 
• The link between performance and pay is often quite weak. 
• It is hard to create a culture of ‘we are all in it together’ when an elite at the top have contracts 

which say the opposite. 
 
Instead, we need executive pay structures that support a company’s unique purpose, values, 
relationships and the long term. This could be achieved by some of the following changes: 

• Changing the remit of remuneration committees to cover all employees and to have 
responsibility for the company’s culture and values.   

• Remuneration targets and metrics aligned with a company’s purpose and values. 
• Have longer time periods for remuneration and longer vesting periods for awarded shares. 
• Acknowledge that money is not the sole motivator of individuals and that sometimes a financial 

incentive may have an unintended consequence. 
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Conclusion – actions for business leaders 
There is a great deal of evidence and examples for how a focus on purpose, values, relationships 
and the long term can create value for shareholders and society. Below is a summary of some of 
the actions that business leaders can take to put these principles into action. 

• Define a clear purpose for why the company exists – use this as a long-term goal to balance 
against the natural desire to focus on short-term financial outcomes. 

• Embed a set of values and culture that helps to guide behaviours, so that employees ‘do the 
right thing’, even when it is not in their short-term interest. Achieve this by taking actions that 
clearly show these priorities and rewarding employees who live the values. 

• Engage and inspire employees by investing to tackle societal problems. Do not tackle employee 
engagement with a standalone initiative – instead inspire people with what the company aims    
to achieve. 

• Invest time and resources in increasing employee well-being and happiness. Allocate time and 
money for social activities; provide employees with perks and flexible working to make them feel 
valued. Plus, give employees the time to volunteer in the community or take on pro-bono projects. 

• Build collaborative relationships with suppliers where possible. For example, second employees, 
share information and offer support. 

• Prioritise customer satisfaction above short-term profit. Make this clear in the values of the 
company and individual incentive schemes. 

• Don’t wait for the government to act – instead take the lead on building collaborations with 
industry peers and NGOs to tackle societal problems. 

• Increase investment in areas that deliver a long-term benefit, such as equipment, training, R&D, 
supporting suppliers, fostering the right culture, and building public trust. 

• Embrace risk where necessary, whether this is trusting employees with greater autonomy or 
investing in disruptive technology. 

• Create an executive pay structure that is supportive of the company’s purpose, values, 
relationships and investment horizon. 
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4. Relevance for a changing world 
The Tomorrow’s Company approach is increasingly relevant for helping businesses deal     
with future challenges – accelerating technological change, shifting societal attitudes, and 
environmental, economic and social changes. More than ever, these businesses will need to 
think about the wider context in which they operate – especially in an era where the public is 
increasingly socially conscious and better informed. 
 
Twenty years after the Tomorrow’s Company approach was put forward, it is now more 
relevant than ever. Having a focus on purpose, values, relationships and the long term will     
be critical for companies to succeed in this changing world. 
 

1. Accelerating technological change 
While it often feels as though computers have already reshaped the world, the greatest changes are 
yet to come. Andrew McAfee and Erik Brynjolfsson, in their book, The Second Machine Age, argue 
that we are at the beginning of a period of technological change as significant as the industrial 
revolution. The industrial revolution was driven by supplementing human brawn with the power of 
machines, whereas the current computer revolution is replacing human brainpower with computers.60 
This was also the focus for the last World Economic Forum, calling it the 4th industrial revolution. 
 
Currently the amount of computing power in terms of calculations per second that can be purchased 
for $1,000 is equivalent to that of a mouse brain; this is forecast to increase to that of a human brain 
by around 2025, and potentially all human brains by 2050.61 The evolution from animals with mouse-
sized brains to human brains took millions of years; computers will go through an equivalent 
transition in a decade. Below are some of the challenges this creates for business. 
 
Technological automation – Technology is increasingly automating tasks previously done by 
middle-income workers. This is leading to a split in the labour market. Technology is freeing those   
at the top to take on more creative roles, while replacing those in the middle and at the bottom with 
machines. This has three key implications for companies: 
 
 Where sought-after skills and high levels of responsibility are involved, companies will be more 

effective if they create environments in which people feel inspired and empowered to be creative. 
This means becoming less controlling, and appealing more to people’s internal motivations. This 
will require a greater focus on purpose and values that in turn enable greater autonomy. 
 
In areas traditionally occupied by semi-skilled workers and those on lower incomes, companies 
will need to be careful of a public backlash as they replace people with machines, or make 
greater use of technology to monitor workers. There may be an increasing tension between cost 
savings and social acceptance. Companies may need greater public trust, and hence a ‘licence 
to operate’ to balance these difficult trade-offs. 
 
Companies will also need to consider their collective impact. Technological automation may 
lead to cost savings, but if all companies replace people with machines, this may result in 
fewer customers. 
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Technological disruption – There is a growing list of industries that have been dramatically 
reshaped by technology. Successful companies will be more open to disruptive approaches. 
Currently, very few incumbent companies lead the change that disrupts their industry. 
 
 This will require companies to take a longer-term view, to look beyond incremental changes, 

and instead embrace disruptive models in their industry. 
 
By focusing on the needs of society, rather than on products will help companies accelerate  
the speed at which they develop solutions. 

 
Increase in the reputational damage one employee can do – The increasing reliance on IT 
systems and the ability of social media to disseminate one employee’s indiscretion is increasing    
the damage that one employee can do to a company. This is being accentuated by an increasing 
regulatory burden and higher ethical expectations from society. 
 
 As a result, there has been an increasing focus on risk and compliance – codes and procedures 

that are designed to ensure all employees act appropriately. The problem is that recurring 
scandals show that compliance procedures are insufficient; the true test of managing risk is what 
employees do when not being watched, and this is determined by their values. Thus, companies 
may need to place a greater focus on embedding values as a means to manage risk. 

 
Increase in complexity – As products and services become more complex, it is harder for the 
average consumer to understand how they work. This results in people placing greater trust in 
experts, rather than knowing how something works themselves. 
 
At the same time, there is an increasing use of personal information in business models. Companies 
know more about an individual’s purchasing preferences, their location, and payment details. This is 
causing many customers to become wary about the use and abuse of their personal information. 
 
 The result of increasing complexity and the use of personal information may make it more 

important for companies to build public trust. 
 
Looser company boundaries – The boundaries of companies are arguably becoming less well 
defined. For the past few decades, we have been moving away from vertically integrated companies 
operating from one office, towards looser structures within companies and between companies. This 
has increased part-time employment, working from home and freelancing. 
 
In addition, the internet is making it easier and cheaper to outsource non-core functions to anywhere 
in the world. As a result, companies can operate with a small number of employees, using a larger 
network of suppliers. 
 
The result of these trends is that companies are becoming more fragmented internally and rely on 
broader industry networks. 
 
 One potential implication is that the business success will increasingly be determined by the 

strength of a company’s relationships and the industry ecosystem. 
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2. Shifting societal expectations and increasing transparency 
There is increasing evidence of a growing gap in attitudes between older and younger generations. 
This may be the classic idealism of youth that will fade as the realities of life and business take hold. 
Or it may reflect a genuine shift in attitudes that will have a profound impact on business. 
 
• According to the 2015 Deloitte Millennial survey, the millennial generation is much more    

inclined to work for a business that focuses on purpose, rather than simply profit.62 

• CEOs report that sustainability has become a key message in recruiting and retaining       
younger workers.63 

• In a YouGov poll for the CBI, 55% of people agreed that expectations on business ‘to do the 
right thing’ had risen over the last 10 years.64 

• In a survey of current and future leaders in 2014, 88% of CEOs agreed that business should 
have a social purpose. This was matched by 90% for recent business graduates. However, when 
asked whether business already has a social purpose, there was a significant difference: 86%   
of CEOs believe it already does, while only 19% of recent graduates thought so.65 There appears 
to be an agreement across generations on the need for a social purpose in business, but a 
disagreement on whether it currently exists. 

 
Amplifying this shift in attitudes is an increase in transparency created by social media. The growth in 
social media is forcing transparency on companies whether they embrace it or not. Companies will 
increasingly be judged on all their actions, rather than on what they choose to present to the world. 
Companies will find it harder to control their reputation, as their reputation will become a truer 
reflection of their actions. 
 
Social media provides new opportunities for word-of-mouth marketing and customer advocacy. 
Consumers increasingly look for peer reviews to decide what products to buy. Viral marketing is also 
significantly more cost effective, though difficult to achieve. The value of a customer will move 
beyond just buying a product, to whether they become a loyal advocate. Furthermore, social media 
is enabling companies to have a two-way dialogue with customers like never before. As a result, the 
public may begin to demand that companies increasingly listen to their views. 
 
 The implication is that public pressure may force companies to act more ethically and have a 

purpose beyond profit. This could be through public pressure, consumer purchasing, employee 
recruitment and saving decisions. 
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3. Environmental, economic and social change 
Companies not only benefit from having good relationships with key stakeholders, they also rely on 
having a stable economy, society and environment. Tomorrow’s Company calls these three 
interdependent systems the ‘triple context’. Within each of these areas there is a growing array of 
challenges, as highlighted in previous Tomorrow’s Company reports, Tomorrow’s Capital Markets 
(2015) and Tomorrow’s Global Company – challenges and choices (2007). 
 
Companies and investors cannot simply look to politicians to tackle these issues, many of which 
transcend national boundaries. In major issues ranging from water, energy, climate change, nutrition, 
and human health and development, success will come from collaboration between companies, 
investors, civil society and government. 
 
The problem is that sometimes companies face a choice between what will make profit and what will 
protect the environment, society and economy. This creates a classic ‘prisoner’s dilemma’ where for 
each company it does not make sense to act alone, but collectively if no one acts then all companies 
are worse off. 
 
Climate change is an obvious example, and technological automation is another. For an individual 
company it may make sense to use automation and reduce the workforce. But if all companies do 
this too quickly it may lead to mass unemployment and a lack of demand in the economy. Other 
challenges include rising inequality, mass migration, terrorism, social cohesion and the risk of anti-
bacterial diseases. 
 
In a number of areas, there is a tension between company incentives and collective outcomes. Past 
examples of success suggest that the solution is for companies to work collaboratively with industry 
peers and civil society. The need for such action is likely to increase for the following reasons: 
 
• Real-world impacts – Failure to act on issues such as the environment, inequality and social 

cohesion will have damaging consequences for companies. 
• Business opportunities – Today’s societal problems often become tomorrow’s business 

opportunities. Therefore, companies will be more successful if they align their business models 
with tackling the greatest challenges facing society. 

• Regulation – Where businesses fail to act there will be increasing regulation. We are already 
seeing this in a number of areas, such as climate change, or inequality with the living wage. 
Failure to act will leave companies exposed to future regulatory changes. 

 
 In the future, companies will no longer be able to ignore the threats posed by climate change, 

inequality and social upheaval. They will need to take a lead on these issues, often through 
cooperating with industry peers and civil society groups. 
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Part III: What’s 
next for ownership, 
governance and 
government 
policy? 
 

5. Encouraging change in listed companies 

Listed companies are critical to our economy, but often have the most damaging 
short-term focus. This chapter highlights the key areas for reform and changes in 
behaviour to address this. 

6. Greater diversity in business forms 

Many of the best examples of the Tomorrow’s Company approach lie outside the 
listed sector. Therefore, encouraging a greater diversity of business forms will help 
to encourage its adoption. This requires greater awareness for the alternatives and 
supportive government policy.  
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5. Encouraging change in           
listed companies 
Listed companies often face the most significant obstacles to adopting a focus on purpose, 
values, relationships and the long term. To overcome these obstacles there are a number of 
reforms and changes in behaviour across the investment chain and governance structures, 
such as reducing intermediation to longer-term asset owner mandates, and re-thinking the 
role of the non-executive director. 
 
Listed companies are a critical part of the UK economy, making up the majority of large companies.   
Of the 1,000 largest companies, 43% are listed.66 There are around 1,300 listed companies, employing 
3.7m people (16% of private sector employment), and accounting for around 47% of domestic 
investment.67 These numbers, however, underplay the importance of the sector. Listed companies    
act as hubs for industry networks, supporting a broader group of suppliers and providing training to 
people at the start of their careers. They also set the standard that other companies try to emulate. 
 

1. Less intermediation and lower cost 
As Tomorrow’s Company has argued in a succession of reports since 2004, the current investment 
chain from savers to companies is long and fragmented. Each step adds cost and disconnects 
savers from how their money is invested. This could be addressed by simplifying the investment 
chain with less intermediation, lower cost and a greater connection between savers and the 
companies who ultimately receive their money. 
 
Management fees charged by fund managers have been falling, but still remain a significant cost to 
savers. For example, a 1% management fee is 7% of the annual profit of the underlying company, 
based on an average market price to earnings ratio of 15. Looking at dividends, the average market 
yield is 4%, so a 1% management fee is 25% of the dividend.68 This shows how the costs within the 
current system place a significant drag on the returns to savers. 
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2. Long-term and aligned incentives 
The investment chain from savers to companies has a perverse series of mutually reinforcing short-
term incentives. These biases convert the long-term horizons of most savers into a short-term focus 
in companies. Each group blames the other, in a sort of circular passing of the buck. Just as these 
biases currently compound each other in the wrong direction, a series of small reforms across the 
investment chain could start a virtuous circle towards a longer-term approach. 
 

The short-term mutual-reinforcing cycle 

The majority of UK listed company shares are now held by professional investors. In 2012, domestic 
institutions held 29%, foreign institutions 53%, domestic individuals 11% and others 7%.69 The 
problem is that when savers give money to professional investors, the time horizons are shortened 
significantly. The majority of fund managers are paid based on annual performance and some have 
monthly performance assessments. For example, one of the largest asset managers in the world 
recently introduced monthly performance assessment for all fund managers. It is difficult for a fund 
manager to invest based on a company’s culture, stakeholder relationships and long-term 
investment, if they have to justify their performance every month. 
 
The short-term incentive structures for fund managers are compounded by short-term incentives for 
the providers of research and analysis. The majority of research and analysis is still conducted within 
investment banks, and is called sell-side research. The problem is that this is paid for by trading and 
investment banking activity. The research therefore has a bias towards the short term. 
 
These two biases lead to a short-term focus for share trading. For UK listed companies, the average 
holding period for shares has fallen from five years in the 1960s to two years in the 1980s, and then 
seven and a half months in 2007.70 This is disputed by the Investment Association (IA), which says 
the average is distorted by a small part of the market with very active trading, with traditional 
institutional shareholders still taking a long-term view.71 This may be partly true, but it is active 
traders who drive share prices and therefore influence corporate activity. 
 
The short-term focus of share trading would not necessarily be a problem if management were paid 
based on long-term outcomes. However, executive pay typically involves an annual bonus and a 
three-year rolling long-term incentive plan (LTIP), which has a high weighting to the share price 
performance. A three-year LTIP quickly becomes a two and then one-year LTIP as time passes. 
 
Compounding this is the shortening of CEO tenure. In the world’s largest 2,500 companies, CEO 
tenure has fallen from just less than 10 years in 1995 to 6 years in 2009.72 With CEOs in their jobs   
for shorter periods of time, it is harder for their organisations to take a long-term approach.  
 
This cycle of short-termism can be tackled in three main ways. Firstly, asset owners driving change 
from the top. Secondly, reforming the fund management business model. And thirdly, by extending 
the time horizon of executive pay. 
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Solution 1: Asset owners driving change from the top 

Asset owners are arguably in the best place to drive change. They sit at the top of the system 
investing money directly through asset managers. In addition, asset owners, such as a pension fund 
or university endowment fund, typically have a much longer-term horizon. Asset owners can achieve 
change through three primary means: 
 
• Different mandates for asset managers – Asset owners could put greater requirements for 

stewardship in the mandates they use when giving money to asset managers. They have the 
opportunity to prescribe maximum levels of stock turnover, long-term remuneration for fund 
managers, disclosure on the level of engagement and the approach taken to hostile takeover bids. 

• Bring asset management in-house – Asset owners can bring asset management in-house and 
then institute a long-term focus themselves. By forming an internal investment team, they can 
have complete control over how it is invested, rather than relying on mandates to fund 
managers. This is already a growing trend. 

• Asset allocation – Asset owners can change their asset allocation strategy to increase the 
proportion of their assets invested in funds that encourage a long-term approach. This could be 
by supporting disruptive investment models, increasing allocations to impact investment funds 
and private equity, or avoiding hedge funds. 

 

Solution 2: Incentivising fund managers to be stewards 

The fund management business model is now approaching a crossroads; this presents an 
opportunity for change. The current business model is based on charging an annual management 
fee for delivering outperformance that in aggregate the investment industry cannot deliver. This leads 
to a focus on short-term trading, rather than long-term engagement, and places pressure on the 
business model of fund management.  
 
Furthermore, with the introduction in 2010 of the UK Stewardship Code, and recent interventions    
by the Financial Reporting Council (FRC) to hold code signatories to account, there is currently a 
regulatory push for greater long-term engagement, and hence stewardship. But it is not clear that  
the current business model of fund management supports the level of stewardship that regulators 
desire. Recent surveys carried out by ICSA and the Investment Association conclude that the 
momentum towards greater stewardship has plateaued. The ICSA survey found that 48% of 
companies feel that the quality of investor engagement has become ‘a little better’, and 42% have 
seen no change73.  
 
The fund management business model needs to change, or it will face continued pressure from 
competition and regulation. The current structure of ownership incentivises fund managers to engage 
in short-term trading rather than long-term engagement. This is because of the following reasons: 
 
• Fragmented ownership – Listed company ownership is fragmented; the largest shareholder in  

a FTSE100 company typically owns only a few per cent. As a result, if a fund manager disagrees 
with a decision by management it is difficult to influence management. The easiest route is to sell 
the shares rather than engage. 

• Higher influence via trading rather than engagement – The direct legal channels for 
shareholders to influence management are relatively weak. This mainly involves voting at the 
AGM. Instead, shareholders have gained leverage over management in the last few decades 
through an ability to influence the share price.74 As such, shareholders in general have a greater 
influence on management through share trading, rather than direct engagement. 

• Engagement is expensive – Engaging with management is expensive. It takes time and 
resources to conduct the analysis and then to lobby for change. It is far more profitable for         
a fund manager to free-ride off the work of another shareholder. 
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Following a recommendation in the Kay Review, the Investment Association has created an Investor 
Forum, which is intended to reduce these obstacles to engagement, partly by encouraging 
collaboration between different investment institutions.  
 
In addition to the lack of incentives for long-term engagement, the business model of fund 
management is under pressure. The industry developed in the 1920s and 1930s, when individuals 
started to give their money to fund managers who would charge an annual management fee in 
exchange for investing the money. At this time, the majority of fund managers could outperform    
the market as they were competing against amateurs. The problem is that as the industry has 
grown, fund management has now become the market and hence in aggregate cannot outperform. 
Savers are therefore less willing to pay an annual management fee given the much lower chance   of 
outperformance. As a result, the business model of active long-only fund management is under pressure, 
as shown by the rise in passive investment funds and asset owners taking management in-house. 
 
The core problem is that the fund management industry is still charging an annual management fee 
of just below 1% on the promise of delivering outperformance that in aggregate it cannot deliver. 
 
These problems are connected 

The pressure on the fund management business model is inherently linked to the question of long-
term engagement and stewardship. The asset management industry will succeed when it creates 
value for savers and companies. By doing this, it will attract savers to deposit funds and companies 
seeking to raise finance. Currently, it is at risk of serving neither group effectively and that is why its 
business model is under pressure – both commercially and from regulation. 
 
The underlying issue is that management fees are spent on a near zero-sum game of analysis and 
trading. Instead, savers and companies would benefit if a greater proportion of management fees 
were spent on supporting companies achieve long-term success. In essence, we need fund 
managers to focus on growing the total value of companies, rather than outperforming other funds. 
 
Four recommendations to improve investor stewardship were put forward in the Tomorrow’s 
Company report 2020 Stewardship – Improving the quality of investor stewardship (2012): 

• Produce a simple guide to good practice in engagement and other aspects of stewardship. 
• Encourage feedback between companies and investors on the quality of meetings. 
• Encourage institutional investors to be more transparent about the degree to which they intend 

to exercise stewardship. 
• Companies to adopt a plan to attract stewardship focused investors. 
 
Since the publication of the report the first recommendation has been implemented with the ICSA.75 
The third recommendation has been implemented in collaboration with the PLSA in its publication   
of the Stewardship Disclosure Framework. 
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In addition to these voluntary changes in behaviour by companies and investors, there are a number of 
structural changes to the fund management business model. These could support greater long-term 
engagement, and through this, become more successful – both for savers and society. 
 
• Encourage anchor shareholders – The current presumption in the UK is that controlling 

shareholders are, in general, a bad thing. It normally leads to a minority valuation discount for 
the remaining free-float. In reality, large shareholders can help provide a long-term focus and 
protect a company from the short-term fluctuations of financial markets. 

• Collective research and engagement – The other solution is to encourage greater collective 
engagement and research. By working together, funds can help spread the cost of engagement 
and increase their influence, shifting the cost-benefit balance away from trading towards 
engagement. As previously described this is already being encouraged by the newly formed 
Investor Forum. 

• A greater role for passive funds – As investors seek to avoid high management fees, passive 
funds have been growing in size and now make up 17% of global mutual fund assets.76 Passive 
funds are by definition long-term shareholders and only benefit if the whole index outperforms, 
meaning they have the potential to play an important stewardship role. 

• Disruptive business models – Change in most industries is driven by disruptive start-ups 
rather than incumbent companies. There are already many investment funds with a different 
model of analysis, fee structures and company interaction. A key driver of change could be 
encouraging the growth of such disruptive models. 

 

Solution 3: Long-term executive pay structures 

In addition to longer-term incentives in the investment chain, longer-term executive pay structures 
are also an important part of breaking the perverse cycle of short-termism outlined earlier. The 
majority of executive pay structures currently have an annual bonus combined with a three-year 
LTIP. However, a three-year plan quickly becomes a two and then one-year plan as time passes.  
The majority of executive pay is based on a significantly shorter time-frame than the investment 
cycle of the company. 
 
Change can come – and is now beginning to come - from voluntary action by business leaders. 
Outside the listed sector, the recent decision by Richard Pennycock, CEO of the Co-operative  
group, to seek a reduction of his salary and a removal of related bonuses, is one encouraging 
example. In addition, this can be encouraged by pressure from shareholders and changes in 
governance structures. This was aided in 2013, when the UK government introduced legislation 
requiring all companies to put their pay policy to a shareholder vote at least every three years.        
As mentioned previously this could be further helped by remuneration committees having a wider 
remit for remuneration of all employees and fostering the right corporate culture. 
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3. More information and in-depth analysis 
Alongside creating longer-term incentives and ownership structures, there is a need to improve the 
information and understanding that lies behind decisions. The quality of decisions and the ability to 
take a long-term view would be helped by more reasoned analysis and less noise across financial 
markets. This would enable investors to make an improved assessment of whether a company has 
an effective focus on purpose, values, relationships and the long term. To achieve this, a number of 
actions are required. 
 

1) Company disclosure on a broader range of factors 

The Tomorrow’s Company approach in essence involves taking a broader view of what drives 
success – such as culture, employees, suppliers and long-term investment. A broader set of 
information can help individuals across the investment chain make an assessment of these broader 
factors, and hence enable adoption of the Tomorrow’s Company approach in companies. 
 
Disclosure has been steadily improving through time. Initially this was for financial metrics, starting 
with earnings, then revenue, the balance sheet and cash flow. We are now seeing progress in 
disclosing a greater variety of non-financial metrics. Initiatives such as the International Integrated 
Reporting Council and Sustainability Accounting Standards Board (SASB) could take this even 
further. A recent Tomorrow’s Company report, Tomorrow’s Business Success: Using Integrated 
Reporting to help create value and effectively tell the full story (July 2014), explained how executives 
and boards could more effectively use integrated reporting. 
 
There is also the issue of how we account for investment. Over the last few years, the value of 
companies has shifted from tangible to intangible assets, and despite this, accounting for investment 
is still based on capitalising fixed assets. Furthermore, there is often little differentiation between 
capital expenditure with a two-year asset life, versus a 10-year asset life. Our system of accounting 
for investment looks increasingly detached from the real drivers of growth. It may be time to improve 
this by incorporating wider factors like human capital and public trust, alongside a greater distinction 
between long and short-term investment. This could involve; 
 
• Increase disclosure on the asset life of capital expenditure and reduce the flexibility of what can 

be classified as capital expenditure. 
• Specific to each industry introduce standardised reporting on broader factors such as employee 

engagement, employee turnover, investment in training and supplier turnover. 
 

2) Broadening the analyst toolkit 

Increased disclosure is of little value if it is not incorporated into the investment analysis that informs 
decisions. The problem is that assessing these broader and often more subjective factors is difficult. 
As a result, investment analysis tends to focus on financial statements. 
 
This natural bias towards what is measurable is reinforced by the frameworks that are taught for 
investment analysis. There is generally limited training on how to assess factors such as culture,    
the strength of supplier relationships and governance structures. Based on the principles already 
described, there is an opportunity to supplement the investment analyst’s toolkit with techniques   
for assessing these softer factors. 
 
This should help investment analysts incorporate a wider set of information into their investment 
decisions. In addition, it should influence the questions that analysts ask management and therefore 
the conversation between markets and companies. 
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The primary way to achieve this would be to create a new training course or qualification for financial 
analysts focused on the broader drivers of value and how to be effective stewards. Rather than 
teaching valuation methodologies and financial statements analysis it would equip analysts with the 
tools to assess an organisations culture, governance structures and stakeholder relationships. 
 

3) More in-depth analysis across financial markets 

Sufficient resources also need to be made available for conducting analysis. The current division of 
research across financial markets leads to an abundance of shallow analysis and noise, but a lack of 
in-depth and reasoned debate. 
 
There is an abundance of reports from sell-side research commenting on results, mergers and 
acquisitions and market rumours, but there is a lack of in-depth reports. This is partly because many 
companies will have in excess of 30 analysts writing research about them, but each analyst is 
relatively short on time, hence there is a plethora of short reports. Within investment funds, analysts 
are similarly stretched for time, leaving too few with the resources to conduct in-depth analysis. 
 
This can be addressed in a number of ways, and could include reforming sell-side research,  
enabling greater collaboration between buy-side analysts, and further support for independent 
research providers. 
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4. Re-thinking governance 
The UK’s current governance system places considerable reliance on non-executive directors 
(NEDs). This has risen over the last few years, as the government’s response to scandals has been  
to give more responsibilities to NEDs and to increase the burden of compliance on boards. However, 
this is in contrast to concerns over whether NEDs can fulfil this role within current structures. We 
have a system that places its reliance on NEDs, even though many of those people involved, 
including many NEDs themselves, do not think it is working. 
 
In the interviews and round tables for this project, there were regular concerns on the effectiveness 
of NEDs to stand up to management, especially on executive pay. On the other side, many NEDs   
do not feel they are effective. Some report that too great an expectation is placed on them. Some 
individuals said they were put off from becoming a NED on a listed company because of the 
increased levels of liability and the onerous regulatory requirements that leave too little time for 
strategic issues. 
 
These concerns are not a surprise given the limited time a non-executive director allocates to a 
company. The median time allocation for a NED has been flat for 10 years at 30 days per year; 50% 
of this is for board meetings, 25% for sub-committees and 25% for informal contact.77 Does this 
leave a sufficient proportion of time in the boardroom to debate long-term strategic issues, and 
outside the boardroom to keep a finger on the pulse of the business? 
 
In a survey of 772 board members globally, only 34% thought their board had a complete 
understanding of the current strategy, versus 53% thought it had a good understanding, and       
13% who thought they had limited or no understanding.78 In a Tomorrow’s Company survey of    
non-executive directors, only 60% of NEDs felt the chair valued their contribution.79 
 
Another recurring concern was that governance structures have become overly focused on risk 
mitigation and value protection, rather than value creation. A survey by Focusing Capital on the Long 
Term found that executives in the US cited boards of directors as the main cause of short-termism, 
above investors, sell-side analysts and banks.80 
 
Caution and risk avoidance is the inevitable result if NEDs feel exposed and become anxious to 
protect their reputation and personal position, rather than embrace risk and accept that failure is part 
of any enterprise that will be successful in the longer term. This accentuates a focus on value 
protection over value creation. 
 
We should ask ourselves whether a governance system is working well if it prevents one Enron-type 
corporate scandal, but in doing so also prevents five Googles from being created. How can we 
achieve the style and structure of governance that encourages the sort of leadership that exists       
in successful private companies, instead of focusing on meeting regulatory standards? 
 
There is a case for looking afresh at the UK Governance Code and associated guidance, with the 
view to simplifying and reducing the focus on risk mitigation. We may need to accept some 
corporate scandals as the cost of enabling more corporate success stories. At the same time, 
boards should ask themselves if they are allocating sufficient time to their long-term strategy. Do 
they have the time and information to make an assessment of the broader factors outlined in this 
report that determine long-term success? 
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The benefit of a focus on purpose, values, relationships and the long term is partly reflected in the 
UK’s governance codes and guidance from the Financial Reporting Council (FRC). However, if our 
companies are to fulfil their wealth creating potential, we need boards which give much greater 
priority to these issues through the use of methods such as the board mandate. 
 
• “The board’s role is to provide entrepreneurial leadership of the company within a framework of 

prudent and effective controls which enables risk to be assessed and managed”, FRC, UK 
Corporate Governance Code 2014. 

• “Good stewardship by the board should not inhibit sensible risk taking that is critical to growth”, 
FRC, Guidance on Risk Management, Internal Control and Related Financial and Business 
Reporting, September 2014. 

• “An effective board develops and promotes its collective vision of the company’s purpose, its 
culture, its values and the behaviours it wishes to promote in conducting its business”, FRC, 
Guidance on Board Effectiveness, March 2011. 

 

Possible solutions 

There are several potential solutions to this problem. A few are highlighted below, but further work   
is needed. 
 
• More effective use of the board mandate – Tomorrow’s Company put forward the idea of the 

board mandate in its 2010 report The case for the ‘Board Mandate’. A board mandate is a 
document that clearly sets out a company’s purpose, values, key stakeholder relationships and 
time horizon. It provides a clear mandate upon which the directors have been elected to run the 
company, and can help tackle problems in two ways. Firstly, it can act as a tool to ground 
decisions in reference to a company’s stated purpose and values, helping boards keep an eye 
on the long term in the midst of short-term pressures. Secondly, a mandate can help a board 
manage the short-term pressure from shareholders. A board can make decisions according to 
the mandate as agreed by shareholders, rather than aiming to please every whim of the market. 

• Closer alignment with leading shareholders – boards of directors in listed companies currently 
have minimal contact with shareholders. Increasing this could provide NEDs with a greater 
mandate to hold management to account. This could be aided by a more direct nomination 
process for directors, using an approach put forward by Tomorrow’s Company in 2010 in its 
report, Tomorrow’s Corporate Governance: Bridging the UK engagement gap through Swedish-
style nomination. 

• Building in a contrarian voice – in its work on risk leadership, Tomorrow’s Company has 
developed the concept of the risk leader within the management of the company as a necessary 
contrarian voice. See the report Tomorrow’s Risk Leadership – delivering risk resilience and 
business performance (May 2015). In the course of discussions about risk leadership, it was also 
suggested that when major decisions such as an acquisition were under discussion, the 
chairman should invite a particular board member to be devil’s advocate, deliberately building up 
the case for the opposite point of view to avoid ‘groupthink’. This can be further supported by 
increasing boardroom diversity, for which there is increased evidence of the link to performance. 

• An office of the non-executive directors – a staffed office could be created to support the non-
executive directors with information and analysis, and linked to the idea of empowering the 
contrarian voice within a board. 

• Increased time allocation – the time allocation of NEDs could be increased to enable a deeper 
understanding of the business. 

• Closer relations with shareholders – increasing the board of directors’ contact with 
shareholders could provide NEDs with a greater mandate to hold management to account.    
This could be helped by a more direct nomination process for directors. 
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• Greater boardroom diversity and greater stakeholder representation – at the heart of the 
Tomorrow’s Company approach is the belief that companies succeed when all key stakeholders 
succeed. The current system of governance is based on the idea that directors are elected by 
shareholders and are accountable to them, while owing a duty to the company. Could some 
form of stakeholder representation on the board help the adoption of the Tomorrow’s Company 
approach? Is there some way of ‘bringing stakeholders into the boardroom’, which can be 
achieved within the concept of the unitary board? 

• Use of board sub-committees – the time available in main board meetings is limited. Should 
boards consider setting up a sub-committee to look at the broader factors, such as culture, 
stakeholder relationships and long-term investment? One suggestion worth exploring is the idea 
that, instead of a board subcommittee focused entirely on remuneration, that a committee 
should be made responsible for advising the board on talent, culture and the reward and 
recognition structures most likely to deliver the desired talent and culture. 

 

ISS – giving non-executives the mandate to engage with business units 

ISS is a Danish facility services company that was founded in 1901. It was acquired by private equity 
in 2005 and de-listed, before being re-listed in 2014. It has been very successful; it now has more 
than 500,000 employees in 75 countries. To cope with the complexity of operations the chairman, 
Charles Allen, gives each non-executive directors (NEDs) a specific area of the business to engage 
with and learn about. This gives the NEDs a mandate to spend time in the business meeting 
management, and ‘rattle about’. NEDs are asked to engage and learn, but not to interfere. This helps 
the NEDs have a deeper understanding of the business than could be achieved solely through 
reading the board papers. This is an example of how a board can help bridge the gap between 
expectations placed on NEDs, and their ability to meet these expectations. 
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6. Greater diversity in business forms 
The Tomorrow’s Company approach can be enabled by having a business form that supports 
the company’s unique purpose, values, relationships and investment cycle. The problem is 
that entrepreneurs and business owners are not always aware of the diversity of business 
forms available to them as the business develops over time, and government policy is not as 
supportive as it could be. There is an opportunity to increase awareness and government 
support for a greater diversity of business forms. This could be helpful to the next generation 
who are starting companies as a means to achieve the autonomy and purpose they desire 
from work. 
 

The opportunity 
A group of business leaders argued in the Tomorrow’s Business Forms (2013) report that the choice 
of an appropriate business form can enhance business success, and may well help a business 
achieve greater levels of trust. The best examples of the Tomorrow’s Company approach included in 
this report are often private companies with significant family, entrepreneur or employee ownership. 
 
A company’s business form includes its legal status, ownership, governance and accountability. The 
choice of business form can help support a company’s unique purpose, values, relationships and 
investment horizon. Therefore, the choice of business form is a key strategic decision that any 
business should consider. 
 
The problem is that too often companies revert to a default set of options. In Tomorrow’s Business 
Owners, Tomorrow’s Company described the seven stages – from ‘starting the journey’ to ‘making a 
successful exit’. Both in this project and in its work on Tomorrow’s Business Forms, Tomorrow’s 
Company found that professional advisors tended to offer a limited range of options. Private owners 
seeking an exit often received advice that their choice lay between an IPO or a trade sale. Business 
owners were less likely to be encouraged to explore the potential for employee ownership, trust 
structures, mutual or a hybrid listing model – within which the founding family retains a controlling 
share while introducing outside capital. 
 
There is an opportunity to encourage a greater diversity of business forms among the UK’s vibrant 
small and medium-sized enterprises (SMEs). The focus often falls on large companies, but it is small 
companies that constitute the majority of the economy. In the UK in 2015, there were 5.4m 
companies with 1-250 employees, employing a total of 15.6m people. This is compared to 10.3m 
people employed in companies with more than 250 employees. For businesses employing 50-250 
people, there were 33,000 companies, employing 3.2m workers.81 
 
This opportunity is enhanced by the greater desire from the next generation for purpose and 
autonomy from their work. This is spurring more individuals to start their own companies as a means 
to gain the fulfilment they cannot find in larger companies. This is being aided by technological 
changes that are creating more opportunities for start-ups, thus leading to a rise in entrepreneurial 
activity in the UK. 
 
• The net creation of companies for 2013 and 2014 was the highest in recorded history.82 
• The proportion of the adult population involved in entrepreneurial activity has risen from around 

6% in the 2000s, to an average of around 8% in the 2010s.83 
 
 
 
 



 
 

Tomorrow’s Company – UK Business: What’s wrong? What’s next?           57 
  

There is an opportunity to encourage the founders and early owners of this wave of start-ups to 
embrace a greater diversity of business forms – to not see the end-game as an IPO or trade sale,  
but instead for entrepreneurs to retain control of the company, transition to employee ownership     
or any one of a growing number of options. 
 
Change is often driven by disruptors. If large companies fail to deliver what the autonomy and 
purpose that the next generation desire, then they will increasingly look to start-ups as a means      
of achieving this. This driver of change should be embraced and encouraged. 
 

For entrepreneurs, boards, business owners and those who 
advise them 
There is already a variety of forms to choose between. The UK has a long history in developing new 
forms of business activity, and recent developments include: 
 
• The Limited Liability Partnerships Act 2000.84 
• The introduction in 2004 of Community Interest Companies (CICs).85 
• The government’s pledge in 2010 to ‘support the creation and expansion of mutuals, co-

operatives, charities and social enterprises, and enable these groups to have much greater 
involvement in the running of public services’.86 

• The creation of Big Society Capital in 2012 to help finance the growth of social enterprises.87 
• The certification of the first B-Corps in the UK, joining a US-initiated movement of more than 800 

certified B-Corps undergoing self-assessment and independent verification of their social and 
environmental credentials.88 

 
A few years ago, in a conversation with Tomorrow’s Company, a highly experienced chairman of a 
listed company was asked this question: “If you had a magic wand, would you choose for this 
company to be a listed company? Or would you choose some other form?” After reflection, he 
replied that he would not choose to be a listed company. 
 
That is a discussion that he could have gone on to have with his board. Business form is something 
that the best boards and owners will keep under constant review. Handelsbanken is a good example 
of a listed company that has adapted its form to suit its purpose and values. 
 
Handelsbanken – a listed company adapting its form to achieve longer-term commitment 

Founded in 1871 in Sweden, Handelsbanken has over 800 branches in 24 countries, and more than 
10,000 employees. It is a highly successful bank, and one of the few to achieve strong shareholder 
returns over the last 10 years and not require any government support. In the UK, Handelsbanken 
has grown strongly with one of the highest levels of customer satisfaction.89 
 
Its success is partly achieved by a decentralised business model where local branch managers are 
given full responsibility for customers. These managers do not get bonuses and are held to account 
if the loans they make go bad. This model is supported with significant employee ownership. In 
1973, Handelsbanken introduced a scheme that when it met its targets a profit share was paid into 
an employee-owned foundation. The foundation now owns 10% of Handelsbanken shares. This 
shows how the choice of business form, in this case significant employee ownership combined with 
decentralisation, can be a key ingredient for success. 
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For government and policymakers 
The UK government is already doing a great deal to encourage entrepreneurial activity, from offering 
tax-breaks to financing support and business parks. The Cabinet Office has also just announced a 
study into mission-led businesses. These policies would be improved by a coherent strategy to 
encourage a diversity of business forms – taking an active stance on the creation of companies that 
can meet our economic and social needs. This could be achieved by a range of policies, from 
procurement to privatisation, regulation, tax and law. 
 
Three immediate examples of such policies in action would include: 
 

1) The encouragement of employee ownership and shareholding 

Employee-owned companies need encouragement, not least because they are companies in which 
rewards are felt to be more appropriately shared, and all employees as shareholders feel an extra 
reason to commit and contribute to the success of the company. They also have a track record of 
outperforming other corporate forms. 
 
The government needs to align the encouragement of employee ownership and the removal of   
fiscal obstacles to companies that seek to share the rewards of success. The difficulty is that the   
tax advantages given to genuine enterprises can also be used as tax loopholes.90 
 

2) A stewardship approach to privatisation 

The government could also be much more imaginative in the way it approaches privatisation. For 
example, it is understandably anxious to sell shares in Lloyds Bank and recover for the taxpayer the 
money that had to be injected to rescue it in 2008. But instead of using conventional methods, why 
not create a mutual shareholding vehicle, which could enable individual retail shareholders to have 
the combined benefits of holding shares, but with a trusted intermediary acting as a steward on their 
behalf and mobilising their collective voice to hold the company to account. This would contribute to 
the development of stewardship that is more effective and a stronger connection between the 
general public and the companies in which they are invested. 
 

3) Procurement designed to achieve better value through promoting innovation 
and diversity 

In 2013/14, the UK public sector spent a total of £242 billion on procurement of goods and   
services, 33% of public sector spending. The coalition government set itself a goal that by 2015, 
25% of central government procurement expenditure would be with SMEs (directly or indirectly).      
However, as the government has come under more pressure to manage down cost, the unintended 
consequence has been to make it harder for smaller enterprises to take on government contracts – 
and has left the government more dependent on a small number of larger providers. 
 
In recent years, contracts carried out by the private sector have been the subject of increased 
scrutiny as reports of poor performance and value for money have led to interest from the media  
and organisations such as the National Audit Office (NAO). But there has been insufficient focus on 
the nature of the companies from which the public sector can procure the services that it needs. One 
positive example of this has been the UK government’s decision in 2010 to ‘support the creation and 
expansion of mutuals, co-operatives, charities and social enterprises, and enable these groups to 
have much greater involvement in the running of public services’.91 Overall, however, the government 
is becoming increasingly dependent on a small number of large private sector companies in vital 
areas, such as the delivery of home care services to keep the elderly and dependent out of hospital. 
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The contracting out of services has led to the evolution of privately owned public monopolies,      
that largely, or in some cases wholly, rely on taxpayers’ money for their income. The state is then 
constrained in finding alternatives when a big private company fails. Nevertheless, at present, 
government policy is not promoting the emergence of these alternatives. 

John Tizard, a former senior executive at Capita, says that, with the exception of IT, most 
government procurement is driven by price: “Given that the services most likely to be outsourced 
tend to be people-intensive where 80 per cent of costs are labour, downward pressure on terms and 
conditions is one-way outsourcing companies can achieve cost savings.” 
 
What is the alternative? It may lie in encouraging diversity in business forms among government 
suppliers. One example of this is Buurtzorg in the Netherlands, which is an award-winning provider 
of home care. First established in 2006, external research has shown outcomes have been 
consistently better than every other home care organisation. A 2012 KPMG case study on Buurtzorg 
says ‘... by changing the model of care, Buurtzorg has accomplished a 50 percent reduction in hours 
of care, improved quality of care and raised work satisfaction for their employees’.92 
 
In 2009, NIVEL (Netherlands Institute for Health Services Research) found Buurtzorg had the highest 
satisfaction rates among patients anywhere in the country. In 2010, Ernst & Young found the average 
costs were overall 40% less than other home care organisations. And in 2011 and 2012, Buurtzorg 
received the Netherlands’ national Employer of the Year Award. 

Buurtzorg is an outstanding example of the Tomorrow’s Company principles at work. It has a   
strong focus on purpose, values, relationships and the long term. Although it is not-for-profit, it     
has achieved exceptional commercial success and delivered outstanding value to its clients.             
It is organised on the basis of self-managed teams who are highly trained and educated, and     
enjoy significant autonomy in how they achieve their care goals. 

In the UK, cost savings can be gained by encouraging organisations like Buurtzorg to flourish. There 
are three aspects of government outsourcing that need particular attention if this is to be achieved: 

• The need to base the assessment of contractors on a well-defined set of criteria, which go 
beyond the issue of pricing and technical competence, instead including information about 
governance, employee relations, and the extent of community involvement. 

• A more holistic approach to contracting, which takes into account such factors as the 
interdependence between the various health, care and other social services. In particular,   
notice needs to be taken of the impact of minimum wage legislation on the quality and viability   
of private and voluntary sector provision. 

• The need to broaden the scope of contracting beyond a relatively small number of                  
large companies. 
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