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A Question of Investment

“To benefit from the 
opportunities before us,  
we need to prepare to seize 
them. This would be needed at 
any time, and Britain’s decision 
to leave the European Union 
makes it even more important. 
More decisions about our 
economic future will be in our 
own hands, and it is vital that  
we take them.”
Rt. Hon. Lord Henley, 
Under-Secretary for Department of 
Business, Energy and Industrial Strategy



Foreword 
Daily headlines pronounce that business leaders 
are cutting investment in Britain due to Brexit.  In 
our view, such headlines and associated statistics 
give a misleading impression of what is going on 
when it comes to investment in the UK, and indeed 
mask a far deeper structural problem.  Whilst it is 
accurate to say that the Bank of England forecasts 
for investment after the EU referendum have fallen 
well short, our analysis shows that investments 
made by the corporate sector had already started to 
lag behind the rest of the G7 well before the Brexit 
vote. The current corporate investment malaise has 
roots which go far deeper than May 2015. 

Indeed, the analysis we have conducted in 
association with RWC Partners show that issues 
stem not from concerns about future trading 
arrangements with Europe and the rest of the 
world (though these clearly aren’t helping anyone), 
rather they arise from what we describe in this 
report as an increasingly anti-investment culture in 
UK corporate boardrooms. 

What makes such a lack of investment orientation 
particularly worrying is that an economy at full 
employment is normally one that stimulates plenty 
of new business investment, as companies adopt 
new technologies to drive productivity. The lack of 
progress on Britain’s productivity puzzle underlines 
that this kind of investment simply hasn’t been 
happening.

It is also worth highlighting that this slump in 
corporate investment appetite comes in sharp 
contrast to the activities of entrepreneurs, tech 
venture funds and family-owned business, where 
investment levels are up. Our report therefore 
examines how big corporates have become 
increasingly comfortable in their preferences for 
share buy backs and higher dividend pay-outs, 
as the key mechanisms by which they underpin 
share price performance, rather than by working to 
invest in long term wealth generation. 

The consequences of all this are potentially tragic 
for the British economy and its citizens. At a time 
when the country is facing major challenges in 
terms of its infrastructure, skills, health, housing, 
energy, water, and the environment, the corporate 
sector is not stepping up. It is our view that such 
issues will not be addressed without a combination 
of new ideas, the finest minds and serious 
investment, if they are to capture the benefits of 
breakthrough’s occurring in technologies such as 

artificial intelligence, genetics and new material 
sciences. Other nations are racing ahead in these 
fields. The UK corporate sector is not. 

If we are to see beyond our present crisis and stage 
a successful economic recovery from whatever 
outcome finally emerges from our current Brexit 
deliberations, leaders and policy makers could do 
well to understand what is causing this investment 
malaise and how we can fix it. 

This then provides the focus of this report. Rather 
than explore issues into other aspects of the 
investment chain, we ask why aren’t the leaders of 
our biggest organisations investing in our shared 
future, and what can we do if we want to change 
the tide and ensure that Britain’s economic and 
social future is safeguarded? 

Tomorrow’s Company believe that business has 
the potential to be a vehicle for delivering tangible 
societal, economic and environmental good. 
However, such undertakings rarely happen if they 
are purely based on a desire to see short term 
returns, and instead require vision and tenacity. 
Surely now is a time when we need to return to the 
bold entrepreneurial leadership that has marked 
out the UK economy in the past. 

For that to happen we need to create the conditions 
in which an appetite for the risks associated with 
investment in innovation and  long term wealth 
generation are rekindled in the boardroom. We 
hope this report stimulates discussion and action 
on this vitally important topic.

tomorrow’s
company

Norman Pickavance, CEO



Despite unprecedented monetary stimulus, our economic 
recovery since the 2008 financial crisis has been one of the slowest 
of modern times. While measures adopted since 2008, such as 
high levels of quantitative easing and close-to-zero interest rates, 
have seen some return to economic growth and generated a series 
of asset bubbles, they have failed to stimulate enough public or 
private investment in the economy to fuel sustainable levels of 
growth. The problem is not a lack of economic development or 
increased profits; it is where and whether those profits are being 
invested into the right things. Many would argue - not incorrectly 
- that uncertainty is a key driver for low investment. This is of 
particular concern in the UK. Although business investment 
has partially recovered since the financial crisis, we find that 
investment in the UK is still low given the length of the economic 
cycle and is lower than investment spend as a percentage of GDP 
compared with other economies. 

 PLCs are favouring short term   
 shareholder returns over long  
 run investment.
Recent economic and political changes have contributed to some 
of the highest levels of uncertainty for a decade; but this is not a 
sufficient explanation, and uncertainty around Brexit is not the 
only answer. Indeed, more than half of the organisations that the 
CBI said their spending had been unchanged by Brexit.

We also find that investment is a mixed picture. Some sectors 
- such as tech and bio sciences are clear exceptions and both 
continue to excel as global innovative leaders in their own fields. 
Similarly, and crucially to this analysis, privately owned and non-
quoted companies in the UK tend to invest significantly more of 
their profits comparative to quoted companies - in some cases 4-8 
times more. So, more specifically, what is it about the plc market 
in the UK that drives this under-investment? 

 Financial markets are not    
 recyling dividends into     
 productive new investment.
The difference between investment in quoted and non-quoted 
companies highlights an underlying and concerning implication: 
that short-termism is impacting public businesses and their ability 
and motivation to invest in long-term assets. Given that dividends 
are high and continue to rise, this suggests that plcs are favouring 
short term shareholder returns over long-run investment, and 
financial markets are not recycling these dividends into productive 
new investment. Businesses are foregoing profitable investments 
to deliver short-term returns and consequently, entrepreneurial 
investment is losing out to a rise in conservatism and returns to 
shareholders. 

 

Findings
Drawing on our research with boards, non-executive directors and in a number of roundtables held through 2018; We find: 

•   Britain continues to be a leading innovator in new and unpredictable market sectors and that private companies continually 
feel able to re-invest a significant amount of their profits back into their business. This suggests that there must be other 
factors that are inhibiting investment at large UK plcs.

• Short term anti-investment culture and general risk aversion has developed in the boardroom over the past decade,   
 compounded by the role and motivation of many asset managers.

•   The experience and background of board director appointments has been heavily skewed towards a ‘compliance mentality’, 
the motivation to manage reputation sometimes outweighs the courage needed to seize the opportunities now emerging in 
areas such as AI and clean energy.

• A lack of genuine innovation experience in many of Britain’s biggest boardrooms.

Although none of these findings in and of themselves explain the situation in its entirety, they raise questions about the current 
investment orientation of corporate Britain.   
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Recommendations
We propose four reforms which will help to address Britain’s corporate investment malaise and 
support an innovation and productivity focussed economy:  
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4. Revisiting the role of government
 Referring to evidence from ‘The East Asian Miracle’ where the role of the government significantly supported growth in 
investment in South Korea and Taiwan, the UK Government has the opportunity to better foster a stable environment for 
businesses. This can be supported by recognition of its role in forming partnerships to support and encourage UK businesses 
through the investment process.

Investment and productivity will also be boosted if the government uphold their objectives laid out in their new Industrial 
Strategy: helping to foster innovations and supporting start-ups in those industries where the UK has a comparative advantage.

3.  Reducing investment risk through greater industry collaboration 
Collaborative investment projects can better enable information and insight to be exchanged between innovators, thereby 
boosting creativity, reducing costs and spreading risks particularly in easly stages of innovative development. Such collaborative 
approaches will link well with areas of focus highlighted in the Government’s Industrial Strategy.

1.  Creating a pro-investment culture in boards
A pro-investment dynamic can be promoted by: 

•  Shifting boardroom culture from one of monitoring current performance to one that advises on long-term wealth 
generation. This also means reducing the current emphasis on compliance and governance.         

• Broadening the diversity of skills and experiences on boards; introducing emerging  innovators into boardrooms and/or  
 establishing advisory panels.

•  Incorporate visibility and accountability on investment into reporting and incentive structures.

•   Encouraging boards to better align their Investment Register with longer term investment strategies.

2.    Revitalise governance and stewardship in the UK 
 As outlined in more detail in our ‘Better Stewardship’ report, all parts of the investor chain must be engaged in and committed 
to better stewardship. Investors need to be encouraged to focus on long term outcomes and support boards’ decisions to invest 
for the long term. Companies and investors alike need to continue to move away from quarterly reporting.

The recent focus on governance and stewarship in the UK must continue and inform the drafting of the Stewardship Code.  
The FRC or a separate body should be given the responsibility of reviewing annually how participants in the investment chain  
contribute to long term wealth generation. The Stewardship Code should encourage this. 
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In the absence of investment-led growth, many economies have 
resorted to expansion of debt to increase demand, at a government, 
corporate and an individual level. This is a concern; it makes them 
inherently unstable and prone to further financial crises. Particularly 
where debt has not been used to fund technological innovation that 
promotes long-term economic growth but instead has been used 
by consumers to maintain high levels of spending or to buy existing 
assets, such as real estate. This puts many western economies in 
a cycle where low growth and aggregate demand discourages 
businesses from investing, while also limiting the household income 
available for investment and consumption. 

One critical result of this decline in investment is a reduction in 
productivity, which in turn negatively impacts economic growth. As 
the economist Paul Krugman stated “Productivity isn’t everything, 
but, in the long run it is almost everything. A country’s ability to 
improve its standard of living over time depends almost entirely 
on its ability to raise its output per worker”. 1  In the decade prior 
to the financial crisis, labour productivity growth was below trend 
in almost all G7 countries and since then it has fallen even further 
in most developed countries.2  There is also evidence that rates of 
productivity enhancing innovation have slowed down. 3

Since the financial crisis, UK productivity has been static in 
absolute terms and falling relative to other countries. In 2007 British 
productivity was 9% below the OECD average; by 2015, the gap had 
widened to 18%. Strikingly, UK productivity per hour is 35% below 
Germany, and 30% below that of the US. 4

Introduction
In the years since the financial crisis of 
2008, many Western economies have 
returned to some level of economic 
growth. Despite unprecedented 
monetary stimulus however, the 
recovery has been one of the slowest of 
modern times (see Figure 1 opposite). 
Whilst the measures adopted since 
2008 have generated a series of asset 
bubbles, they have failed to stimulate 
enough public or private investment in 
the economy to increase demand and 
fuel sustainable levels of growth. 
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One of the most impactful ways to drive economic growth and 
development is investment in technological 
and organisational innovation. The UK has many advantages 
that should underpin our ability to innovate: universities that are 
second only to the United States in academic rankings and many 
world-leading businesses in areas as diverse  
as pharmaceuticals, finance and creative industries. There is  
no shortage of investment opportunities either: education, 
research and development, urban development, climate change 
and infrastructure improvement are all areas clearly in need of 
investment. Finally, conventional economic theory would have 
anticipated that the reduction of interest rates to nearly zero 
would have produced an increase in investment as bank lending 
increased and the discount rates used by companies in assessing 
potential projects declined. There are therefore many reasons 
to have expected investment spending to have accelerated 
significantly in the last few years. Given that this hasn’t happened, 
other factors may be keeping investment below its potential level. 

To tackle these contradictions, this report explores some of the 
other possible explanations for the observation that productivity-
enhancing investment appears to be lower than its potential level, 
before putting forward some suggestions for possible solutions to 
this problem. 

1Krugman, P. The Age of Diminishing Expectations. MIT Press, 1994.
2 OECD. OECD Compendium of Productivity Indicators 2015. OECD Publishing, 2015. http://dx.doi.
org/10.1787/pdtvy-2015-en
3 See for instance, Summers, Lawrence. ‘‘US Economic prospects: secular stagnation, hysteresis and the 
zero lower bound’. Business Economics. vol. 49, no.2, 2014: pp65-73
4  “Statistical bulletin:International comparisons of UK productivity (ICP), final estimates: 2016”. ONS, 
https://www.ons.gov.uk/economy/economicoutputandproductivity/productivitymeasures/bulletins/inter-
nationalcomparisonsofproductivityfinalestimates/2016
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It is, of course, difficult to know what the optimum level of investment should be and therefore 
hard to state with certainty that it is too low. For businesses which are under pressure and making 
poor returns on capital, cutting investment is often a sensible strategy. Despite this we do find 
indications that investment is lower than might have been expected.
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To understand the state of business investment we looked at two 
factors: economic cycles and corporate profitability. Data from 
the National Institute of Economic and Social Research shows 
that the UK economy is currently experiencing one of the longest 
economic cycles on record, (Fig 3), and it would be natural to 
expect this to have a positive effect on levels of investment. 

In addition, investment is usually correlated to corportate 
profitability. As Figure 4 opposite shows, corporate profits are 
very healthy in both the UK and US and yet this has not been 
associated with an increase in investment.

Figure 3. Source: “The UK Business Cycle – Dating and Implications”. NIESR.

A Question of Investment

Is Business  
Investment Low?

Investment is lower than it should be
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Figure 3: Corporate pro�ts % GDP
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Figure 4, Source: Thomson Reuters Datastream. Net corporate profits 
exclude capital consumption allowance. 
Horizontal lines are long term averages. Data to March 2017.

Declines in Investment are more associated with 
Advanced Economies than Emerging Economies
In understanding these contradictory findings, another point to 
highlight is that the trend of falling investment appears to have 
affected western economies more than developing economies. 
Investment share as a percentage of GDP in emerging economies 
is 32%, significantly higher than in developed economies where 
it is 21% (Fig 5). Interestingly, the trends are also moving in 
opposite directions: Investment spending in advanced economies 
was already in decline before the financial crisis, fell dramatically 
during it and has not consistently recovered since. In sharp 
contrast, emerging economy investment was increasing in the 
early 2000s, was minimally affected by the financial crisis of 
2008, and has continued to rise subsequently. There are several 
possible explanations and likely several contributing factors for 
this divergence, and the many differences between emerging 
and advanced economies. One explanation offered by Dominic 
Barton of McKinsey is that the difference in time frames between 
western and emerging country businesses plays a key part. 
After twenty-five years’ counselling business, public sector and 
non-profit organisations across the world, he argues that, ‘When 
making major decisions, Asians typically think in terms of at least 
ten to fifteen years. In the US, and Europe, near-sightedness is the 
norm.’5 There is also evidence that the UK, and to a lesser extent 
the US, has lower enactment in R&D than in countries such as 
Japan, South Korea and China - all of whom have increased their 
R&D to GDP ratio in the last 30 years.
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5 Barton, Dominic. ‘Capitalism for the Long Term’. Harvard Business Review, March 2011.
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Focusing on western countries specifically we can see that levels 
of business investment are lower than their historic levels and 
that the UK is lower than other regions. Investment in fixed 
assets (gross capital formation) in the UK has fallen from 19% of 
GDP in the early 1990s to a low of 14% in 2016 and, whilst it has 
subsequently recovered to 17%, it is still lower than thirty years 
ago and lower than      
        
        

the equivalent figures of c.20% in USA and the Euro area today 
(see Fig 6 below). Similarly, investment in R&D in the UK 
was 1.7% of GDP in 2015, below the Euro area of 2.0% and 
USA 2.8%6. This is in part due to the UK transitioning away 
from manufacturing – where average investment in plant and 
machinery as a percentage of turnover fell from 7.5% in 2016/17 
to 6.5% in 2017/187  – towards services. However, if we look at 
investment rates by sector, the UK is still low.

Investment in Fixed Assets (%GDP)

G
ro

ss
 F

ix
ed

 C
ap

it
al

 F
or

m
at

io
n 

(%
G

D
P)

26%

24%

22%

20%

18%

16%

14%

12%

10%

1995
1997

1998
1999

2000
2001

2002
2003

2004 
2005 

2006
2007

2008
2009

2010
2011

2012
2013

2014
2015

2016
1996

US UK Euro-area

Figure 6. Source: World Bank

For a full picture, we need to look beyond the narrow definition 
of investment in tangible assets, and instead look at spending in 
all forms that drives long-term value. This is particularly relevant 
for a service-based economy such as the UK and includes 
investment in intangible assets, such as training, employee 
engagement and branding. Recent data from the ONS (Fig 8) 
suggests that UK companies’ investment in intangible assets of 
£134.2bn in 2015 was higher than the similar investment of  
£126.6bn in 2008, and is now just below investment in tangibles 
of £141.7bn8.       
        
        
        
        

So whilst investment in intangible assets has been increasing in 
absolute terms, as a percentage of market sector output it has 
been declining.  In terms of the breakdown, the largest intangible 
investments were in training (£31.8bn), organisational capital 
(£24.9bn), software (£20.2bn) and R&D (£19.2bn) in 2015. 
Industries which invested most in intangible assets relative to 
tangible assets were professional and scientific activities, financial 
services, information and communication, and manufacturing. 
In a service based, innovative economy, it is surprising to see 
spend on these areas growing at a slower rate than the broader 
economy. 
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A Question of Investment

Even within developed economies, UK investment is lower than in other regions
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Figure 8. Source: ONS

Attitudes to investment also vary between quoted and non-
quoted companies. In their paper ‘Measuring the Cost of Short 
Termism’10, researchers from the Economist and the Bank 
of England looked at the relationship between profits and 
investment stocks of fixed assets in private and public companies. 
They found that even while controlling for age, size and sector, 
UK private firms tend to invest between four and eight times 
more of their profits back into their business over time than 
similar publicly held firms.  Drawing this together with other 
data on short-termism, they concluded   
        

 that short-termism in capital markets makes a material 
difference to corporate investment behaviour particularly for 
public companies, because they are put under pressure from 
shareholders to deliver short term results. Furthermore, a recent 
study found that private firms are 3.5 times more responsive 
to changes in investment opportunities  than publicly listed 
companies11, demonstrating a far greater degree of nimbleness 
in responding to investment opportunities than their corporate 
counterparts. This is particularly true where public companies’ 
share prices are highly sensitive to earnings news.

6   World Bank Data.
7   “EEF Investment Monitor 2017/18: What’s happening to investment?”. EEF, 2017. https://www.eef.org.uk/campaigning/news-blogs-and-publications/blogs/2017/oct/investment-monitor-2017
8    Martin, J. “Experimental estimates of investment in intangible assets in the UK: 2015”. Office for National Statistics, 7th February 2018. https://www.ons.gov.uk/economy/

economicoutputandproductivity/productivitymeasures/articles/experimentalestimatesofinvestmentinintangibleassetsintheuk2015/2018-02-07
9   Whorwood, Henry. “Investors from abroad: Foreign Investment in high-growth companies”. Beauhurst.
10  Measuring the Cost of Short Termism by Davies, Haldane, Nielsen and Pezzini 2013
11  Asker, John, Joan Farre-Mensa and Alexander Ljungqvist. Comparing the investment behaviour of public and private firms. National Bureau of Economic Research, September 2011.

Even with the general trend of low investment in the UK there are 
some bright spots which are attracting considerable amounts of 
investment. In those sectors which are perhaps most prone to the 
uncertainty caused by the Fourth Industrial Revolution such as 
Fin Tech and Bio Tech, Britain has attracted some of the highest 
levels of investment globally. Equity investment in UK start-ups 
and high-growth companies more than doubled in 2017 to £8.3bn, 
with foreign investors committing a record £5.4bn in funding9. 
These figures put the UK Fin Tech Sector second only to the USA 
in venture capital investment terms. Another study conducted by 
the Mayor of London’ s official promotional agency, London & 

Partners, shows that a record amount of money flowed into the UK 
technology sector in 2017 with tech firms attracting close to £3bn 
in venture capital funding. That was almost double the £1.63bn 
attracted throughout 2016 and marks a fresh all-time record for 
the country. Similarly, the UK is the world’s third largest global hub 
for innovation and development in the biosciences sector. The UK 
Bio Industry Association (BIA) has said the country raised more 
venture capital than San Diego in 2016 and is primed to close the 
gap on San Francisco and Boston as the two leading centres for life 
sciences. It would be wrong, therefore, to conclude that investment 
spending is low across the whole UK economy. 

There are differences in investment spend across sectors

Differences in investment – private vs public companies
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Instead of investing for the long-term, many companies are 
returning cash to shareholders through dividends and buybacks. 
In the UK, companies have increased the proportion of profits 
paid out in the form of dividends and buybacks over the last 20 
years; total dividends paid by UK companies as a percentage of 
non-financial corporation Gross Value Added  
(GVA) has risen from 8-9% in the early 1990s to 12-13% 
currently. In 2015, total dividends paid by UK non-financial 
companies were £110bn, 6% of GDP, an increase from an 
average of 4.5% in the early 1990s12. In addition to dividends, UK 
companies have also been paying back debt.   

Dividends are high and rising
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Another concern is that companies very rarely cut dividends 
in order to increase investment, and normally only as a 
consequence of a profit warning. This may be a sign that 
companies set the level of dividend first, and invest the 
remainder, rather than invest in profitable opportunities and 
then return the excess cash.  A healthy dividend policy is the 
hallmark of many successful businesses and there is nothing 
wrong with companies returning surplus capital to shareholders 
via a dividend. There is however evidence to suggest that, in 
some cases, the pendulum may have swung too far.  
 

Our concern with these high dividends is what they represent, 
the extent to which companies and boards are under 
investor pressure for short-termism. Perhaps the impact of 
companies paying high dividends would not be as significant 
if shareholders were efficently recycling them. If the high 
dividends were reinvested productively elsewhere in the 
economy (for example, start up tech companies). But this does 
not happen. Dividends, in general, are used to buy existing 
financial assets or government bonds.

12  Office for National Statistics, Netz.
13  Haldane, Andrew. Who owns a company?. Bank of England, May 2015.
14  Lazonick, W.  The Value Extracting CEO. Institute for New Economics Thinking, December 2016.14 “Further details about sectoral analysis of M4 and M4 lending data”. Bank of England, 19 July 2018. 

Summary
There are pockets of the UK economy where spending on innovative investment is high and rising but across the economy as a 
whole, it appears to be below the levels of other comparable countries. Given the length of the economic cycle and current levels 
of interest rates, one might have expected investment to have increased more significantly than it has. When focusing on larger 
listed companies, there is strong evidence that funds have been used for increased dividends, share buybacks and debt reduction.  
In the next section, we outline some of the obstacles that we believe prevent the business investment which is required to enhance 
productivity and drive long-term sustainable investment.

A Question of Investment

Since 2009 UK non-financial companies actually paid back over 
£90bn of bank debt while financial companies repaid over £330bn. 
The USA, too, is experiencing this issue. The proportion of internal 
cash flow spent on dividends or buybacks has increased from 10% 
in the 1970s to around 60% today13.  Over the years 2006-2015, 
the 459 companies in the S&P 500 Index in January 2016 that 
were publicly listed over the ten-year period expended $3.9 trillion 
on stock buybacks, representing 53.6 percent of net income, plus 
another 36.7 percent of net income on dividends14.
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In the wake of the global financial crisis many policy makers 
assumed that low (or negative) interest rates and quantitative 
easing would stimulate demand, increase bank lending and in 
turn lead to a pickup in investment, yet this failed to happen. So 
why has the gap in investment been so pronounced in Britain 
and particularly in UK listed companies? 

Many would argue that uncertainty is a key driver for low 
investment. Recent economic, political, technological and socio-
environmental turmoil have certainly contributed to some of the 
highest levels of uncertainty for decades. Yet, whilst uncertainty 
in markets is frequently cited as a rationale for low investment, 
uncertainty is a global phenomenon impacting all nations and 
companies equally, not something that UK companies have had 
to shoulder alone. Whilst British companies are facing the unique 
and uncertain risk of Brexit, 60% of organisations surveyed by 
the CBI said that their vital spending plans had been unchanged 
by Brexit22. 

As we have outlined in the previous section, there are a number 
of factors contributing to a lack of investment in UK businesses, 
which specifically point to a certain sectors and companies being  
at risk.

So: if uncertainty is no more pronounced in the UK than in other 
global markets; if Britain is able to attract venture capital into 
new and unpredictable market sectors; and if private companies 
over time plough between four and eight times more of their 
profits back into their business than publicly held organisations 
-we need to understand what it is about the structure, culture and 
behaviour of large UK corporates that is inhibiting investment. 

Rather than suggesting that in the UK we are less capable or 
inclined to think in a long-term way, perhaps short-term time 
horizons and expectations are being generated by current 
company cultural and organisational trends? 

         
         
         
         
         
        

Pressure to deliver short term results

In the 25 years since Tomorrow’s Company first made the call 
for companies to focus on the long-term, we have seen more 
companies seeking to avoid or combat short-termism. For 
example, companies such as Unilever, Coca Cola and Ford have 
stopped issuing earnings guidance altogether, whilst IBM has 
moved to five-year road maps. 

However, short-termism across boards remains a widespread 
issue. In a global study, McKinsey surveyed over 1,000 C-level 
executives and board members from a range of industries and 
functions16.  They found that most feel under pressure to deliver 
performance in a short-term time horizon, with 87% citing 
two years or less as the time horizon and 44% citing a less than 
12-month time horizon (see Figure 11). 

This is an increase on the equivalent response of 73% in the 2013 
survey suggesting the issue is actually getting worse not better. 
The survey also asked managers if they would continue with a 
project with long-term growth potential if it meant missing this 
year’s earnings forecast.  Only half of the companies said that 
they would continue with the long-term investment.

15  “Brexit affecting investment decisions now - survey”. CBI, 16 July 2017.
16  See both Barton, Dominic et al. Rising to the challenge of short-termism and Measuring the Economic Impact of short termism. McKinsey Global Institute, February 2017.

Obstacles to Investment:
Do large UK PLCs have an anti-investment culture?
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In the McKinsey report discussed earlier the authors argue that 
executives often feel they are ‘channelling increased short-term 
pressures from investors, including institutional investors’17. The 
same authors argue that ‘the single most realistic and effective 
way to move forward…is to change the investment strategies 
and approaches of… the big asset owners’18.  While we agree 
with this statement, we would also argue that change needs to 
come from the whole investor chain. We have discussed in our 
recent consultation document “Better Stewardship” examples 
of short-term attitudes, behaviour and expectations, or a lack of 
clear and definitive long-term-oriented alternatives can be found 
across all actors in the investment chain. These attitudes are seen 
in government and regulators supporting the chain, as well as the 
investors themselves19.  

         
         
         
         
         
         
         
         
         
         
   

Most fund managers are aware of the benefits of investing in 
businesses with a long-term orientation and yet corporate 
executives cite pressure from institutional investors as one of 
the key reasons that they run businesses with a short-term 
imperative. One reason for this seeming disconnect is that we 
heard frequently at our roundtable events as part of our Better 
Stewardship consultation that fund managers themselves are 
under pressure to produce short-term performance because 
of the mandates they are awarded. Whilst many would like 
to operate with a long-term investment horizon, short-
term underperformance of a market capitalisation weighted 
benchmark can result in a loss of clients and ultimately a loss of 
job. This causes them to shorten their time horizons and pass this 
pressure through to the managers of businesses in which they 
invest.

Figure 11. Source: Barton, Dominic et al. Rising to the challenge of short termism. McKinsey Global Institute.

17  Rising to the challenge of short-termism, Dominic Barton et al, FCLT Global, 2016 
18  Barton, Dominic and Mark Wiseman. “Focusing Capital on the Long Term”. Harvard Business Review, Jan-Feb 2014. https://hbr.org/2014/01/focusing-capital-on-the-long-term
19  Goyder, Mark. Better Stewardship: An agenda for concerted action. Tomorrow’s Company, 2018. 

A Question of Investment

How does the investment chain create undue sensitivity to short-term stock price pressure?
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“With regards to financial services and 
particularly banks, post-financial crisis 
diversity on boards has worsened. Bank boards 
are full of people with deep sector experience, 
which they feel they need in order to properly 
understand the business and perform their 
role and provide good risk management to 
the company.  But that goes against getting 
diversity into the boardroom. And it should 
be the opposite – risk management will be 
enhanced through more diversity of thought” – 
Sara Parker, Partner, Board Intelligence

Figure 12, Career backgrounds of FTSE 350 directors, Grant Thornton 
Corporate Governance Review 2017

20 Brown, S. E. “There’s Never Been a Better Time to Be A Woman? Gendered Discourses on the Route to the Boardroom”. PhD Diss. King’s College London, 2017.

Do boards possess the right skills and experience
 to make the best case for long-term investment?

Is governance too risk averse?
In recent years, boards have been heavily influenced by the 
increasing burden of governance and compliance, and a succession 
of legislation and governance codes. Rather than orienting 
towards exploration, risk and venturing new ideas, they have been 
encouraged to spend more time on risk avoidance. In short, boards 
are penalised, not rewarded, for taking risks. As outlined in the 
Tomorrow’s Company report “NED’s: Monitors or Partners”, the 
increasing burden of governance processes in the boardroom may 
be encouraging a culture of excessive caution in investment-making 
decision, whilst also reducing the ability of boards to focus on the 
future. While responsible governance and risk management are 
essential to organisational viability and sustainability, this can result 
in an over-emphasis on control rather than managing and embracing 
opportunities. This may mean that boards decide not to invest in 
those opportunities which offer the prospect of long-term profitable 
returns, but carry a reasonable yet unappealing degree of risk, or 
have a long-term time horizon for potential returns. 

Diversity in relation to experience is also still an issue for boards, 
in part due to a narrow recruitment process. The Higgs Report 
(2003) found that non-executive directors’ recruitment onto 
boards was largely through personal contacts from the same 
social and professional backgrounds as executive directors. 
Even with the increase of women directors since then, the way 
directors are recruited still relies heavily on being in the right 
networks, and by inference by coming from similar backgrounds 
to those already on boards20. Ethnic diversity has stagnated for 
two decades behind gender diversity, with Black, Asian and 
minority ethnic (BAME) representation on boards remaining at 
5 percent of FTSE 150 companies.

Another potential contributing factor is the current makeup 
of board directors. Despite a decade of focus on board 
diversity, boardrooms remain relatively homogenous with 
directors having similar career backgrounds and these being 
highly skewed towards finance and banking, and far fewer 
have experience in tech, fin tech or startups (see Fig 12).
This homogeneity makes them less open to innovation, due 
to  boards placing too much focus on downside risk. Listed 
company boardrooms have in general become more risk-
averse, focusing on the short-term benefits of cost cutting 
rather than the long-term returns of investment. This has 
contributed to innovation increasingly coming from outside 
the listed sector.  
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Board incentives and accountability can have great potential 
to drive long term improvement, and are not always aligned 
to encourage long term innovative thinking and action. As 
discussed earlier in the report, incentives are typically biased 
towards returning profits to shareholders in the form of dividends 
or buy-backs, because these are the most likely measure to 
underpin share price performance in the short-term. 

High internal hurdle rates used by companies are also leading to 
the rejection of profitable investment opportunities, with many 
boards looking for a return on capital of 15% or higher from 
investment projects. For example, a recent survey of the S&P 
500 found the median hurdle rate was 18%. Anecdotal evidence 
suggests this is the same in the UK21. 

In our previous Tomorrow’s Company report “Promoting Long 
Term Wealth Creation: Reshaping corporate governance” we 
highlight that in order for boards to focus on the long-term, 
they require trust and freedom to make reflective decisions. 

This is incompatible with increasingly complex and prescriptive 
governance codes that lead to a primary focus on box-ticking, 
rather than meeting the principles of the code. This can also lead 
to a trend where the initial intent of ‘comply or explain’ can be 
more commonly viewed as ‘comply or else’, and the burden of 
regulation is reducing the time that boards can spend focusing on 
long-term issues of value creation. 

The FRC have recently published the updated UK Corporate 
Governance Code, which has an updated set of principles that 
emphasise the value of good corporate governance to long-term 
sustainable success. The new Code aims to allow for greater 
flexibility and to encourage companies to move away from a 
‘tick-box’ approach. However, there is still a long way to go and it 
is yet to be seen to what extent the new Code will improve board 
practice.

Given the service bias of the UK economy and the growing 
importance of investment in ESG and employee development 
matters, increasingly investment opportunities are intangible and 
thereby far more difficult to quantify. With limited resources to 
invest and limited time to reach a decision, intangible investment 
opportunities may be dismissed in favour of opportunities with 
more tangible returns – and therefore missed.

Executives under short-term pressure are less likely to devote 
time and resources to long-term investment decisions. 

Whilst NEDs are supposed to provide a counter-balance to this, 
they too struggle to find enough time to get ‘underneath the 
bonnet’ of the business, to be able to challenge with confidence 
and provide alternatives which foster a more positive investment 
outlook.

‘Chairs of large companies should be brought 
before committees once a year and asked to 
account for their stewardship. These non-
executives need to be accountable. Accountability 
is the problem.’ – Peter Neville Lewis, Principled 
Consulting

21JP Morgan. Bridging the gap between interest rates and investment. JP Morgan, 2014.

Are there sufficient incentives for boards to invest in the long-term? 
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Does UK government policy contribute to an anti-investment culture?

Whilst some would argue that the best way for government to 
encourage investment is to ‘get out of the way’ of entrepreneurs 
and allow free markets to function, a counter argument put 
forward by, amongst others, Will Hutton22 and Mariana 
Mazzucato23  is that the state has a role to play in encouraging 
long run innovation-led growth.  One of the clearest examples 
of this was dubbed ‘The East Asian miracle’ and refers to a 
period of economic growth experienced by Taiwan and South 
Korea. In 1960, South Korea and Taiwan were poorer and less 
productive compared to other developing countries. Since then, 
the two countries have experienced average increase in per 
annum growth of 6.8% and 6.2% respectively. Consequently, they 
outgrew those developing countries which had previously been 
much richer. The export to GDP ratio rose from zero to 30% in 
Korea and 10% to 40% in Taiwan by the 1980’s. On top of that, 
investment as a percentage of GDP went from 10% to 30%.

Although this can be attributed to whole range of factors, 
one plausible explanation for this economic take-off was a 
dualist approach of enhanced human capital, coupled with a 
significant rise in investment. The sharp increase in investment 
demand that took place in the early 1960’s was actioned by their 
government’s intervention. Governments removed impediments 
to investing and used interventions such as investment subsidies, 
administrative guidance and use of public enterprise. In Taiwan, 
the government went as far as setting up some industries such 
as plastics, textiles, fibres, steel and electronics; they played a 
direct hands-on role in organising private entrepreneurs into 
investments that they may not otherwise have made. Industries 
were built under government supervision and then handed over 
to a private entrepreneur upon completion. The benefits from the 
provision of investment were able to be significant due to  
the fostering of their human capital endowment and a relatively 

equal distribution of income and wealth within the countries. 
Both countries acknowledged that investment alone would be 
largely inconsequential and by aligning it with human resource 
development allowed the upgrading of its comparative advantage 
to be a success.

There are elements of the UK government’s latest proposal of 
an Industrial Investment Strategy that echo some of these same 
elements discussed in the story above. The government says it 
has ‘committed to the biggest ever increase in public and private 
investment in research and development. Public infrastructure 
funding will have doubled in a decade by 2022/23 and through 
Local Industrial Strategies we will work with local leaders to 
build the most dynamic economies.’24 

The new industrial strategy aims to identify the industries that 
are of strategic value to the UK economy and create a partnership 
between government and industry to nurture them, aiming to 
consequently increase sector productivity. Alongside creating 
these partnerships with innovators and local leaders, the 
Industrial Strategy extends itself to the development of human 
resources, including policies such as: £406m investment in 
STEM skills in schools, new national retraining scheme with an 
initial £64m investment for its start-up, the provision of high 
quality professional development of teaching in areas that have 
fallen behind. This broad scoping strategy aims to capture the 
dualist aspect that was seen in both South Korea and Taiwan; 
development of both human and physical capital. However, given 
its wide ranging list of objectives there is uncertainty about the 
likelihood of full completion and whether all these policies will 
be sufficiently enacted. In the current uncertain political climate, 
there is also significant doubt about the extent to which such a 
strategy will be a success. 

Summary: An Anti- Investment Culture?
Whilst there has been much written to indicate a greater need for ‘Patient Capital’ within management practices in the UK asset 
and investment industry, our analysis suggests that there is a lot that boardrooms and investors could do to change the emphasis 
for themselves. This report has identified a pattern of connected behaviours between the way senior executives now operate, 
boardroom processes and the role of NEDs. 

It is these systemic factors which are causing some to question whether large PLC’s are any longer the right vehicle to deliver 
market-lead growth. We would argue, however, that if the UK economy is to thrive, PLCs must continue to be engines for growth 
and realise their investments, through a reduction of short-termism across the market.

22  See, for instance, Hutton,W. How Good We Can Be. Little, Brown, 2015.
23  See, for instance, Mazzucato, M. The Entrepreneurial State. Penguin, 2018.
24  Great Britain. Department for Business, Energy and Industrial Strategy. Industrial Strategy: Building a Britain fit for the future. Dept. of Business, Energy and Industrial Strategy, 2017.
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In this report we have highlighted some key areas of concern in relation to an anti-investment 
culture in boardrooms, being fostered by governance norms and investor short-termism. Below 
we put forward some practical steps that boards, investors and other actors can take to address 
the obstacles identified and we invite businesses, government, regulators and fund managers to 
put those relevant into practice in their decision-making and investment strategies.  

The role of the non-executive director
We have written elsewhere (Tomorrow’s Company report 
‘NEDs – Monitors to Partners’) about the potential value 
of shifting the focus of non-executive directors from risk-
mitigation to promoting long-term success. The new corporate 
governance code25 and governance reform can be a catalyst 
for this: with a greater focus on the non-executive’s role in 
promoting the long-term success of the company and with 
regard to wider stakeholders beyond shareholders. 

To ensure this is best realised there is a need for boards to 
consider allocating greater time to board meetings to enable 
the board to sufficiently discuss long-term strategic issues. 
This will necessarily require greater commitment from non-
executives. Rather than encouraging this through adding 
more responsibility to their role, this should be encouraged 
by adjusting unrealistic expectations into realistic ones: away 
from an expectation they will predict every risk and instead on 
guiding the board to realise long term goals.   

Non-executives should also be given the freedom to spend 
less time on risk mitigation and instead on value creation, 
by switching NEDs incentive structure away from financial 
exposure.  

Encouraging boards to better align and manage 
their Investment Register:
• Boards must proactively work to find a group of investors 

and shareholders who see the long-term potential of the 
business.

• Rather than panic when an “Activist” investor comes on 
board, proactively seek out those investors who are more 
interested in the long-term returns and have interests 
aligned with the sector.

Adjusting Board Processes to align with long term 
investment. This could include:
• Establishing an investment or innovation committee, 

which meets at least annually to review potential 
investment and innovation opportunities. Consider 
membership from directors with a track record in 
managing investment in infrastructure, technology or 
intangible assets. 

• Establishing a separate governance and/or compliance 
committee to reduce pressure on main board meetings and 
free up director time to discuss wider issues.

Increase visibility and accountability of investment 
into reporting and incentive structures. This could 
include:
• Using annual reports to provide a greater emphasis on 

investment decisions beyond mandatory requirements 

• Linking executive remuneration more effectively to 
investment decision-making 

• Realising more reputational value from investment 
opportunities 

• Telling the story of how your investments are contributing 
positively both to the business and wider stakeholders. In 
light of section 172 reporting, this should be embedded 
within all board decision making processes 

• Establishing a separate investment committee, ensure 
its activities are reported on in the annual report, and 
communicated to stakeholders.

Fostering a Pro-Investment Culture in Boards

25 FRC. The UK Corporate Governance Code. FRC, 2018

Recommendations
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26 Pickavance, N. The Reconnected Leader. Kogan Page, 2014.
27 de Geus, Arie. The Living Company: Habits for Survival in a Turbulent Business Environment. Harvard Business School Press, 2002.

Encouraging organisations to pursue collaborative investment 
can create a more diverse and open environment on which 
innovation will be better fostered. Diversity within the 
investment process enables information and insight to flow 
across industries promoting creativity. The current nature of 
investment is based upon organisations driven by a desire to 
obtain either a ‘first-mover advantage’ or conversely wait to 
benefit from ‘free-riding’. In the UK, 75% of organisations rely 
on internal resources for their innovation activities, while only 
one in four enterprises appear to be engaged in cooperation on 
their innovation activities26.  

A decentralised attitude towards investment, by organisations, 
would promote a ‘design by connection’ system. Such a 
system, in which there is highly collaborative working, can 
speed up the innovation process and deliver low cost low risk 
investments. The Living Company27 studied large and well 
established companies and found that they had a number of 
features in common. Notably, they tended to be highly active in 
partnerships and joint ventures. The boundaries of the company 
were less clearly delineated. They were always scanning their 
environment and constantly seeking opportunities. Their 
decentralised nature and strongly shared culture made it easier 
for these companies to spot opportunities in a changing world 
and act decisively to capitalize on them. 

Unilever has used these ideas to reignite their development 
through devoting time and resources to cultivating 
collaborations with tech companies and start-ups everywhere, 
via the creation of The Unilever Foundry. The foundry will 
serve as Unilever’s flagship, global tech collaboration and 
investment programme, with a ‘pitch to pilot’ approach where 
start-ups can submit ideas to the Foundry site which will host a 
series of projects on different themes. Successful applicants will 
get $50,000 and a chance to create a pilot programme with a 
major Unilever brand.  

de Geus writes that, ‘Organisations who can inspire such 
communities for innovation will find themselves acting as 
hubs where truly borderless communities of highly committed 
individuals come together to produce their best work, motivated 
not by the money but rather by the opportunity of working with 
respected peer groups on highly meaningful activities.’26 Such 
highly connected approaches are outstripping more conventional 
innovation rates around the globe.

Reducing investment risk through greater  
Industry CollaborationKey Questions for boards                                           

1. Are the board members adequately skilled 
to make investment decisions in the current 
landscape? 

2. What plans are in place to develop those skills 
to deal with future changes?

3. How can the investment approach best 
be characterised: Does this align with the 
organisation’s ambitions?

4. How does the investment strategy align with 
the corporate purpose? 

5. What is the balance of time, focus and 
resources given to long-term investment versus 
shorter-term matters and does this align with 
overall purpose and strategy?

6. What is the time horizon generally used when 
assessing investments? 

7. How does the culture support the investment 
approach?

8. How often are investment strategies reviewed? 
9. How are new opportunities identified and 

assessed compared to business-as-usual or past 
investment?

10. How are both internal and external 
collaborative investment opportunities 
considered as part of the process?
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Revisiting the Role of government
According to the recent Government Industrial Strategy White 
Paper (2017), “The modern nation state is the most powerful 
means we have of pooling risk”. However, this can only be done 
in partnership. If the government wants to encourage companies 
to invest for the long term, attempts must be made to create a 
reasonably stable environment for the companies in question.  
This could be encouraged in a number of ways:

• Incorporate visibility and accountability on investment 
decision-making into regulatory reporting requirements. 
For instance, with the introduction of a reporting 
requirement against Section 172 of the Companies’ Act, this 
should include requiring companies to report on directors’ 
duties relating to investments and reporting on investments 
and investment strategy to be included in annual reports.

• Encourage a rhetoric shift in government and society to 
reflect the positive role that business can play in society and 
the economy – better praising and championing business 
investment and activity that promotes prosperity.

•  Support and encourage companies to be internationally 
attractive to the high-end technology and entrepreneurial 
skills that have fuelled the UK’s success as the start-up 
capital of Europe.

• Reclassify shares held only for the short-term so that they 
are allowed to trade the stock but are no longer allowed 
voting rights.

• Consider undertaking a review of the measurement of 
intangible assets, to include recommendations on how 
intangible assets such as intellectual property, brand value 
and reputation, and skills and experience can be more 
accurately valued, managed and invested in.

 

‘The government has a crucial role to play 
in removing some of the obstacle to success 
and taking a joined-up view across all policy 
areas so that there is a conscious focus on the 
encouragement of long term wealth creation 
by companies. Currently, different parts of the 
government machine have different objectives 
and priorities.’ 
 
Attendee, Tomorrow’s Company Stewardship Roundtable, June 2018. 
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