BlackRock's $6 Trillion and the Social Purpose of Corporations
by Robert Lenzner
Jan. 17, 2018 – Money talks.  BlackRock, which is, next to Vanguard, the largest investment company in the U.S., is not shy about taking on the 405 members of the Standard & Poor’s 500 index, where it is 1 of the top 3 shareholders.  It has voted against some directors of Exxon Mobil for their less than progressive policy on the environment and taken on Chevron for corporate policies it opposed.  In both active and passive investment accounts, BlackRock owns 6% of Exxon Mobil and 6.6% of Chevron.  It has not been shy in pressuring management and the board of directors on long-term policies that impact both shareholders and society at large.
In fact, Larry Fink, chairman and chief executive officer of BlackRock, a leading investment management firm, has just written over 1,000 CEOs of both U.S. and foreign companies whose shares trade publicly, urging them to “not only deliver financial performance, but also show how it makes a positive contribution to society.  Companies must benefit all of their stakeholders, including shareholders, employees, customers, and the communities in which they operate.”  This is the 7th straight year Fink has written the CEOs about improving their social purposes, a period that saw shareholders benefit from an incredible long-term bull market in their common stocks.
Fink is bluntly upfront in his charge that. in this bull market, “We are seeing a paradox of high returns and high anxiety…. many individuals across the world are facing a combination of low rates, low wage growth, and inadequate retirement systems.  Many don’t have the financial capacity, the resources, or the tools to save effectively….  For millions, the prospect of a secure retirement is slipping further and further away….  I believe these trends are a major source of the anxiety and polarization that we see across the world today.”
In his letter Fink writes that “We also see many governments failing to prepare for the future, on issues ranging from retirement and infrastructure to automation and worker retraining.  As a result, society increasingly is turning to the private sector and asking that companies respond to broader societal changes.”  Fink is taking the stance that large investors like BlackRock and Vanguard must demand that “companies, both public and private, serve a social purpose.”
A strictly financial performance and higher stock prices are no longer enough.  And well-paid directors who have been blindly backing top management must now take on their responsibility as defenders of the interests of shareholders—and not only for the purpose of higher stock prices.  We have a long way to go in this regard.
Because BlackRock has become more and more an index investor, it cannot sell stocks if it is unhappy with management.  That leads Fink to take a more aggressive position with both the managements and, crucially, the boards of directors, who are supposed to be mainly representing shareholder interests.  “We must be active, engaged agents on behalf of the clients invested with BlackRock…this responsibility goes beyond casting proxy votes at annual meetings.  It means investing the time and resources necessary to foster long-term value.”
We are in the early innings of this veritable revolution to be long-term investors, not just with the goal of higher stock prices.  Naturally, there are going to be senior executives and directors who won’t sign onto Fink’s throwing down of the gauntlet.  The thing is, Fink and BlackRock have the power of being major shareholders in most of the large multi-national corporations in the land.  BlackRock can sell the shares of the companies where it is an active manager, which gives it concrete leverage over public companies.
As more and more individual investors go into index funds and ETFs, it means that BlackRock must increase and broaden its investment stewardship.  The institutionalization of the individual investor’s savings has opened up a whole new battleground: for the long-term interests of society as a whole over simply short-term performance.  “Fink writes that “a central reason for the rise of activism — and wasteful proxy fights — is that companies have not been explicit enough about their long-term strategies.”
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