Ten years ago the insurance industry held over 20% of the shares traded on the London Stock Exchange.  They held this stock for the long term.  Their holdings backed their long term pension promises – annuities that they would pay out over 20-30 years.  They were generally not interested in making a quick buck.  They were more interested in the dividend return than the capital gain.  Typically they turned over their equity holding only once in a decade.

Clearly if you don’t intend to sell you are concerned about the governance of the business and its long term sustainability.  They therefore pushed hard in support of the governance reforms that Cadbury, Greenburg and Higgs introduced.  They also supported CSR initiatives and the ABI has played its full part thorough its corporate responsibility guidelines.  We are strong supporters of responsibility and sustainability in business.

But the world is not the same as a decade ago and the events of the last year have the potential to knockback corporate responsibility and the influence of owners just at the moment when they should be strengthening.

Why?

Long-term ownership is shrinking at least in the insurance sector.  By last summer the insurance sector’s share holdings had fallen to 15% of the market and that number has certainly fallen further since.  Shares have been replaced by bonds – public and private – and by property.  This started with the collapse of the dotcom bubble and has continued steadily since then.

The strengthening of regulation of capital reserves has encouraged this.  The FSA requires insurers to be robust against shocks to the stock market.  They are clearly right to do so.  As a result insurers went into the crisis able to weather the storm and have survived the hurricane.  But this has led them to switch out of stocks and shares.  And as regulators tighten capital requirements in future this will continue.

Second the influence of long term owners is reducing.  Equity is held increasingly by owners – hedge funds for example - who are not holding for the long term.  And equity is held too by funds that – in a global world – are not based in the UK.  Ownership is more diverse and less cohesive.  And that reduces the ability of long term investors to influence the course of corporate responsibility.

And just to depress you further the corporate world is under less pressure in some areas to step up to the plate.  Climate change had dropped from third in the public’s list of concerns to fifthteenth.  So if you are only investing in your response to climate change for greenwash reasons, will you continue?  Will the only businesses active in this area be those such as insurers who have a direct and clear business reason for doing so?

My own view is that we do not need to be depressed.  Why? Values are back.  The public are angry at the excesses of the banks.  They are angry at the excesses of capitalism.  Business and investors recognise this.

And I suggest that values are not just back but here to stay.  They are here to stay because we have started to recognise the consequences of being an ageing society.  We will live in our own mess.  Over the last two years we have seen the Government able to persuade people to take seriously the pensions issue.  To accept a higher pensions age for example.  I also believe that the growing respect for the environment will remain a major feature of public concern.  Not least because, like ageing,  the environment is not going away.

In addition the young increasingly look at their parent generation as selfish and I hope they remain true to that as they age themselves.  Intergenerational fairness is not something we can tolerate for long – whether it is in relation to the environment, pensions or for how long people need to work.

Now if you agree that values are here to stay how do we ensure that the financial markets reflect that?  I would like to suggest that there are three issues need to be addressed by shareholders and the companies they invest in.

· First is risk management in the business adequate.  Investors need to promote effective risk management that takes full account of the risks that will bear on the business over the longer term.  We have seen that the unexpected and unforeseen can happen.  And can happen quickly.  Good risk management is essential to business and risk decisions need to be transparent to investors.  We look to the current review of corporate governance to address this.

· Second we need better quality dialogue between Boards and their shareholders.  The ABI is promoting this.  We need to re-energise the role of the senior non-executive in ensuring shareholders are engaged and informed.  The sustainability of the business should be on the agenda in those discussions.

· Third we need to bring the voice of real owners more powerfully into those discussions.  We need pension fund trustees to be well engaged with the views and interests of the funds beneficiaries – prospective pensioners.  And for their views to be translated into the investment mandate given to the institutional shareholders.

So overall I am an optimist.  The financial world is changing.  Ownership is changing.  But there remains a strong place for corporate responsibility backed by changing values in society, changing values amongst consumers, better dialogue between financial institutions and corporations and institutions more in touch with the real owners of corporate Britain.

