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In the 1960s, socially responsible investors working with non-governmental 
organizations (NGOs) planted the seeds that grew into the environmental and 
social (ESG) corporate governance model. Over the past 60 years, NGOs (such 
as the United Nations and the World Economic Forum) did the intellectual "pick 
and shovel" work to make this radical idea, that corporations have a duty to be 
good citizens. ESG champions (e.g., BlackRock and State Street Global Advisors) 
worked to facilitate the growing acceptance of the utility and benefits of ESG 
methodologies for the creation of long-term value in corporate boardrooms.
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ESG is a seminal shift from Milton Friedman's mid- 20th 
century free-market philosophy that espoused, in part, 
the view that the sole purpose of a corporation is to make 
money for its shareholders. ESG is the counterbalance 
to Professor Friedman’s philosophy. ESG encourages 
directors, CEOs, CROs, and strategic planners to focus on 
shareholders and, at the same time, create a corporate 
governance framework that focuses on existential 
environmental concerns and critical social issues. The 
pillars of a successful ESG model are culture, human 
capital, community, sustainability, technology and CEO 
leadership.

The “environmental” component of ESG encourages 
companies to assess, for example, the environmental 
impact business operations, “cradle to grave” product life 
cycle, supply chains, extreme weather, climate change, sea-
level rise, pandemics, and development and deployment of 
new technologies. 

The “social” component includes, among other 
considerations, an assessment of the company's 
relationships with employees, trading partners, vendors 
and the community. Does the company hire from the 
community? Does it support the local community? What 
is the company's position on human rights? What are 
the company's political ties? The cornerstone of the 
social component of ESG, nonetheless, is the company's 
commitment to creating a corporate culture that is diverse, 

equitable and inclusive (DEI). In a multicultural world, it is 
in everyone's interest to nurture a welcoming culture that 
encourages everyone to succeed. 

Creating a DEI culture is hard work. This multi-year 
change requires a visionary CEO, a supportive board of 
directors, and a robust and active corporate governance 
infrastructure. It is impossible to overstate the importance 
of good corporate governance. The process often begins 
with a DEI audit to establish a baseline. The leadership 
team must be involved with the audit follow-up and 
the management team aligned with the CEO's DEI 
objectives. The company must offer all associates specific 
and culturally-tailored DEI training programs. Middle 
managers are the unsung heroes of cultural change, 
and they need particular coaching. Middle managers 
must embrace strategies for hiring and retaining 
people from underrepresented groups. A culture of 
inclusiveness addresses problems and opportunities 
by mandating, for every challenge, cross-functional 
teams with ethnic and gender balance. Cultural change 
requires leadership, consistent executive and middle 
management reinforcement, and audits. Ideally, the board 
will require periodic DEI reports and audits to underscore 
the executive team’s collective determination to create a 
diverse, equitable and inclusive culture. 

This work to create a DEI culture is good for the company, 
the community and the bottom line, but it is a fragile 
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process. Seemingly unrelated critical business initiatives 
can derail the change process. The key to protecting the 
change process is leadership, a realistic plan, and well 
thought-out risk management and corporate governance 
practices. 

Artificial Intelligence (AI) is an existential, operational, 
and underwriting strategic opportunity and worry 
for insurers. It is not hyperbolic to suggest that AI 
will be as transformative as electricity. Many insurers 
are just beginning their digital journey. Such insurers 
are exploring the use of massive databases, machine 
learning, deep learning and AI. This “beginning” is the 
ideal time to develop robust corporate governance and 
risk management best practices to guide the company’s 
digital journey. The fundamental challenges in developing 
these digital transformation best practices are to enhance 
the company’s competitiveness, create an outstanding 
customer experience, create a DEI culture and, live up 
to the company’s ESG values. Insurers that successfully 
develop these best practices will attract the best people, 
improve their bottom line, enhance their reputation, and 
enjoy higher stock performance and lower volatility. 

The other important benefit of this best practices work 
is that insurers will develop a better understanding of 
the digital technology’s operational and underwriting 
risks. Regardless of where an insurer is in its own digital 
journey, an increasing number of its clients are already 
using AI. Algorithmic bias is a growing underwriting issue. 
AI, with its increasingly complex algorithms and its need 
for massive databases is, at times, an unflattering mirror. 
Our reflection in this mirror can be unattractive, biased 
and discriminatory, and may not reflect our hopes and 
aspirations for a better company and society. Algorithmic 
bias is a material corporate governance issue. Directors, 
executives, middle managers, and underwriters need to 
manage algorithmic bias especially in light of growing 
regulatory scrutiny.

In March 2022, the National Institute of Standards and 
Technology issued a special publication (#1270) that 
explores the harmful effects of AI systemic bias, human 
bias, and computational bias at the individual, enterprise 
and societal level. Biased AI can present a company 
with material fairness, risk management and corporate 
governance issues. Biased AI may be involved in sorting 
resumes, making hiring decisions, allocating resources, 
making marketing plans, pricing, making underwriting 
decisions, chatting with customers, adjudicating claim 
payments, or forecasting fraud. Biased AI can hurt many 
people and unknowingly undermine a company's best 
ESG efforts to create an inclusive, equitable and diverse 
company.

The key to getting the best out of AI and mitigating 
the problem of bias is good corporate governance, 
accountability and oversight. AI is too powerful for a 
“black box” approach to governance or risk management. 
Directors and executives cannot abdicate their AI oversight 
responsibilities. Ideally, the use of “clear box" AI systems 
should be encouraged. 

Regulators are going to require transparency and hold 
companies accountable for: 

 • Mitigating or eliminating both algorithmic and data bias. 

 •  Establishing and adhering to a set of best practices for 
documentation, fail-back mechanisms, logs, testing, 
vetting of raw data and continuous monitoring. 

 •  Continually monitoring outputs as well as what the 
machine is learning. 

 • Developing a robust audit plan that includes independent 
third party audits and board level reporting. 

Starting with the right corporate governance tools and 
risk management models, AI can safely realize its promise 
and help companies achieve their ESG objectives, improve 
operations and revolutionize underwriting.
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