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Asset owners, fund managers and stewardship 

 

1. I imagine that all of us here would agree that our continent of Europe needs to engage to 

greater or lesser degree in structural reform to improve lagging economic performance in 

the face of intensifying global competition.  There are obviously different areas for focus in 

different countries.  They typically include rigid labour market structures, lack of 

competition, restrictive planning and opening hours legislation and inappropriate incentives 

embedded in welfare systems.  Almost all require public policy initiative which is likely in 

many or all cases to be contentious. 

 

2. But another major area for attention, if not structural change, is in the working of the 

market-based model for the ownership and governance of major companies.  It would be 

presumptuous of me to relate my comments specifically to Italy.  But I want to articulate 

the challenge and suggest principles and recommendations for progress that I believe are 

generic for all market-based models of ownership, irrespective of geography.  As the 

ownership of many major companies is increasingly dispersed globally, the need to identify 

core principles for boardroom governance and good shareholder stewardship is similarly 

global and not specific to individual national settings. 

 

3. I am not addressing here models of statutory or family ownership or private equity.  Nor 

the newly-emerging contractual arrangements for ownership that are taking the place of 

conventional shareholdings in an increasing number of start-up businesses such as Uber 

and Airbnb.  My focus is on effective deployment of appropriate ownership influence on the 

performance of major listed companies.  Family, private equity and state ownership models 

may bring distinctive benefits.  But they do not offer market access – which is likely to be 

a material obstacle to the development of any company that aspires to be significant 

regionally or globally. 
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4. The easing or removal of structural constraints embedded or at least tolerated by public 

policy usually require sensitive and difficult political initiative.  But there is much that could 

be done to improve the functioning of the market-based system that can and, I will submit, 

should be done by the private business sector without public policy intervention.  I am 

proposing that there is much that we – corporate leaders, asset owners, fund managers - 

can do ourselves without need for legislative or regulatory intrusion to make the system 

work better.  In a still wider context, we, as business leaders, should not underestimate 

the widespread erosion of trust in many corporate entities.  This has eroded confidence in 

business models that are seen as contributing to, if not directly responsible for, widening 

gaps in the distribution of income and wealth.  There is no silver bullet to “solve” these 

problems.  But we should acknowledge them and surely do all that we can to address them 

before politicians are obliged by popular opinion to seek adjustment through legislation 

and regulation. 

 

5. In our democratic societies in Europe and elsewhere in the developed world the board and 

executive of the large listed company exercise power and influence over the economic 

wellbeing of society secondary only, and sometimes ahead of, that exercised by elected 

governments.  Recognition of this, and the associated perceived need for the big company 

to enjoy an implicit licence to operate, is partly responsible for the focus on improved 

boardroom governance, expressed in many countries in codes of corporate conduct.  But 

boards and their executives are only the agents of asset owners, so that discussion on 

improving corporate performance in the widest sense is incomplete without the asset owner 

as principal. 

 

6. In simplest terms, the need is to improve the effectiveness of appropriate communication 

and engagement between asset owners, third-party fund managers and the boards of their 

investee companies.  Progress has been inhibited by the material widening of the agency 

gap between owners, who may for example be pension funds or endowments, and their 

agents, company boards.  Ingredients in this are the greater use of third-party fund 

management by asset owners; the increased typical average spread of institutional equity 

holdings as the proportion of passive investment has increased; increased reliance on 

proxy voting; and stronger commitment to and enforcement of rules on insider trading and 

market conduct.  There is also resistance on the part of some fund managers to taking any 

position that might involve public profile and, in some cases, resistance from boards to 

more direct accountability to and what may be seen as intrusiveness by the fund 

management community in areas such as board composition and remuneration.  Such 

tensions partly reflect also a greater focus in the fund management community on their 

rights vis-à-vis their investee companies rather than on their responsibilities as stewards. 

 

7. These factors have impaired the ability of principals to influence their agents in ways other 

than through the buying and selling of shares.  There often appears to be a greater 

readiness on the part of fund managers to sell shares in underperforming companies than 

on initiative to promote and support better performance in “good” companies in their 

portfolio.  All this and the universal digitisation of the trading process, to some extent 
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through high frequency trading, underscores concerns that the listed company is becoming 

“ownerless”. 

 

8. In contrast, for the shareholder whose preference and commitment is to be closer to the 

long-only end of the investing spectrum, two key questions relate to the responsibility 

associated with such share ownership and how it might best be exercised.  While there has 

been substantial focus in recent years on recommended best practice for boards, focus on 

the stewardship responsibilities of investors is much less developed.  But I submit now a 

priority.  I would define stewardship as the effort by asset owners and managers to support 

the performance of companies in their portfolios.  This will typically involve providing 

reassurance to boards of shareholder support for decisions taken in the long-term interest 

of their companies.  But it may, on occasion, make the case for change in the boardroom 

or in some aspect of strategic direction. 

 

9. I quote from the introduction to the UK Stewardship Code: 

 “Effective stewardship benefits companies, investors and the economy as a whole” 

and 

  “For investors, stewardship is more than just voting.  Activities may include 

monitoring and engaging with companies on matters of strategy, performance, risk, 

capital structure and corporate governance, including culture and remuneration.” 

 But important also: 

 “But compliance with the Stewardship Code does not constitute an invitation to 

manage the affairs of a company or preclude a decision to sell a holding where this 

is considered to be in the best interest of clients or beneficiaries.” 

 

10. The share of equity holdings managed passively has risen in the UK, Europe and the United 

States substantially over the past decade.  But while the commitment to managing to the 

constituents and weights of the chosen index is at the opposite end of the spectrum from 

an active management model, this does not mean that the index manager has no interest 

in or potential justification for engagement with investee companies in the portfolio.  

Precisely because a passive mandate requires holdings in constituent companies within the 

chosen index, the index manager is potentially and commonly a long-term holder of major 

corporates with a clear interest in the performance of companies in the portfolio.  In other 

words, adoption of an indexed portfolio approach should not involve abrogation by asset 

owners or their selected fund managers from a stewardship interest in investee companies 

in the portfolio.  On the contrary, index as well as activist managers have a justifiable and, 

I would argue, necessary interest in stewardship.  Large index managers such as Vanguard, 

BlackRock and State Street in the US, Legal and General and Standard Life in the UK are 

acutely aware of this and are seeking, in the words of one informed commentator, to be 

“passive investors but active owners.”  This is stewardship, which might most simply be 

defined as the effort by asset owners or their fund managers to support and to the extent 

possible boost the performance of companies in their portfolios. 
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11. The key practical question is whether and how such stewardship might be better discharged 

by those already committed to it, and how more shareholders might be brought to see 

such engagement as both in their interest and their responsibility.  Stewardship will only 

be effective on the basis of appropriate dialogue between fund manager and board.  Great 

progress has been made in the development of governance codes for boards, and the 

observance of such codes.  But there has been less progress in the practical embedding of 

principles of good stewardship.  The UK has a Stewardship Code, initially put in place a 

decade or so ago, and most UK fund managers have committed to it.  But my sense is that 

this commitment is often merely nominal and box-ticking.  It has not, so far, generated a 

sufficient improvement in stewardship performance.  But much more widely than in the UK 

setting, the time has come to underscore the stewardship responsibilities of major asset 

owners.  Specifically, the need is to ensure that, through the allocation of mandates by 

asset owners, their chosen fund managers are more strongly incentivised to become more 

effective stewards on their behalf. 

 

12. At one level, I commend the Stewardship Code that has been adopted in the UK.  We will 

also hear more in this conference of the excellent work done here in Italy and by the OECD 

in promulgating similar principles.  But, as I have already mentioned, little is accomplished 

by merely nominal commitment to a Code.  The need is to ensure that the commitment is 

substantive in terms of shareholder behaviour.  So in my remaining remarks, I want to 

highlight several closely-related priority areas for initiative, though this list is incomplete. 

 

13. First, critical impetus should come from asset owners who should determine the style and 

substance of engagement that they want their fund managers to deploy with their investee 

companies, and then to reflect this in the allotment of portfolio mandates.  These 

preferences should be made clear to the advisory consultant community, with mandates 

awarded only to fund managers with the capability and readiness to engage effectively in 

line with the expressed preferences of asset owners. 

 

14. Second, to be capable of effective stewardship, a fund manager will need to have in place 

a “corporate governance” capability which functions separately from but in appropriate 

liaison with the trading desk.  Such a capability needs to be resourced in a way that 

commands respect for its competence and dependable confidentiality.  Within the fund 

manager a delicate balance has to be found between total protection of confidential 

information from the company and protection of the prerogative of the actual fund manager 

to take specific investment decisions.  The building and maintenance of a discrete 

stewardship or governance capability with these demanding but essential characteristics 

inevitably involves cost.  I believe that a committed asset owner should acknowledge and 

be ready to bear this as the price of enhanced stewardship. 

 

15. Third, as to what such stewardship might comprise in practical terms I suggest the 

following topical examples.  There should be delegation by the asset owner and readiness 

on the part of the fund manager to exercise independent judgement in voting matters, 

disregarding or overriding the advice of proxy voting agencies where this is judged 

appropriate.  This might, for example, entail supporting a board resolution where the fund 
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manager wishes to give the benefit of the doubt to a board in circumstances in which the 

proxy voting service would otherwise vote against.   Another area relates to readiness to 

take collaborative action with other similarly-minded fund managers in relation to an 

investee company where this would underscore and demonstrate for a board the strength 

of shareholder concern to an extent that might not be achieved by one shareholder acting 

in isolation.  This might relate to the composition of the board or the prospective need for 

a change in chairman, CEO or senior independent director.  Given the speed and scope of 

the digital revolution and its prospective impact on established business models, an 

important topical example would be a reassuring indication to a board from a group of 

long-term shareholders that the necessary focus on re-engineering and new technology 

investment justifies reduced focus, at least in the short-term, on quarterly earnings 

performance.  This would be topically relevant and powerfully supportive in many board 

rooms 

 

16. Let me say a little more about collective asset action or engagement because we know that 

competitive asset managers do not always work well together and there may be concerns 

about regulatory or legal implications of certain forms of mutually agreed initiative.  It is 

not in my view necessary, and may indeed not be desirable, for collective engagement to 

be based on any formal grouping.  What is likely to be more effective is a loose alliance of 

like—minded investors who have similar views on the strategic direction of an investee 

company and are ready to agree with other shareholders a broad framework or approach 

designed to support the board of the company and enable it to make the best and most 

relevant decisions.  The provision of such supportive consistent and coherent positions on 

matters of long-term significance will help the company to avoid pandering to the latest 

view or loudest shareholder. 

 

17. If sufficient asset owners and fund managers could energise their stewardship relationships 

with their investee companies in the sort of ways that I have described here, the agency 

gap would be narrowed.  There could then be greater confidence in the sustainability of 

the market-based ownership model and companies will perform better for the benefit of all 

stakeholders.  I submit that, as business leaders, we cannot afford to disregard this 

challenge and this opportunity. 

 

 

 


