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My Lords, Sheriff, Ladies and Gentlemen, a very warm 
welcome. 

 

As well as hosting this dinner this evening, I am in the 
honoured position of being the first Scot to chair the 
Investment Management Association.  It is customary 
that before introducing our distinguished, guest 
speaker, that I say a few words.  

 

Some years back I was given a book called ‘Where are 
the Customers’ Yachts?’  It was written in 1940 by a 
Fred Schwed.  In it, he took a good hard look at Wall 
Street, exposing the folly and hypocrisy of capitalism 
and the US markets.  

 

The origins of the title refer back to the 1870s, when 
banker and broker friends of a major short seller, 
(Travers).  (Yes, short sellers were in vogue in the 
1870s but the Germans hadn’t quite caught up with 
them!)   They got together on the shores of Newport 
Rhode Island, where they were admiring the yachts of 
various bankers and brokers.  After gazing long and 
thoughtfully at the beautiful boats, the short seller 
asked, “Where are the customers' yachts?”  

 

Of course, none of the customers could afford yachts, 
even though they dutifully followed the advice of their 
bankers and brokers.  The brokers and bankers got 
rich, but their customers didn’t. 

 

Not much has changed since then, and sadly much of 
what was written then is still true today.  Lessons may 
have been learnt, but they have also been forgotten. 

 

All of us in this grand hall tonight will doubtless claim 
that we are doing all we can for our customers, and I 
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am sure we are but it’s always worth a quick check that 
this remains the case.  

 

A little exercise I carried out last week saw me look up 
the websites of over 20 financial trade associations in 
the UK.  On their home pages, fewer than half of these 
financial trade associations had any reference to 
‘customer’, ‘client’, or even the trendier term, 
‘consumer’.  Pleasingly the IMA was one that did make 
reference to our customers. 

 

Earlier this year, at the IMA, we revisited our purpose 
as we wanted to ensure that as well as promoting a 
thriving and successful fund management industry 
within the UK, we acknowledge that we also exist to 
ensure good financial outcomes for savers and 
investors – our customers.  It’s a step forward and I am 
sure that all our member firms have similar customer-
centric aspirations for their businesses.  

 

Tonight, I’d like to touch on an area where I believe we, 
collectively as an industry, could do more. 

 

Challenging the excessive intermediation that is 
creeping into the system – intermediation that delivers 
little or questionable benefit or value to our customers.  
This intermediation often manifests itself in conflicts of 
interest which clearly act against our customers’ 
interests.  

 

If we can improve behaviour in this area, I am sure we 
can improve on the financial outcome for our 
customers, then one way or another, maybe they too 
will come to enjoy their own yachts.  

 

Most commentators analysing the causes of the recent 
financial and economic crisis, tend to lay the blame on 
easy credit, the cavalier approach of investment 
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bankers, on securitisation, excessive leverage, 
derivatives, innovation and a variety of other mind 
boggling complexities.  And of course, our regulators.  

 

But, I would like to propose another to add to the list. 

 

And this was a failure to recognise a fundamental 
change in the nature of capitalism itself.  There has 
been a shift from the traditional model that applied 
when I grew up, in which the rewards of investing went 
primarily to those who put up the capital and who took 
the risks – to one where the spoils increasingly go to 
financial intermediaries. 

 

Intermediaries whose role is to broker the deal and 
who themselves often take little or no risks 
whatsoever.   

 

The world of financial services is full of complex 
relationships and arrangements between firms and 
individuals.  There are market practices and 
understandings about ‘who does what’ and about fee 
levels.  This has created a new, unbalanced and highly 
risky form of capitalism in which a disproportionate 
share of the spoils of capital investment is going in 
financial intermediation – a dangerous form, agency 
capitalism, if you like.  

 

Sometimes these intermediaries have unwittingly 
placed their own interests ahead of those of their 
clients.  And the greater the number of such 
intermediaries in the chain, the greater the issue 
becomes for the owners of the capital – the pension 
funds, insurance companies and mutual funds 
investors – ordinary savers and investors. 
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As investment managers, we too are agents, but we 
have to account to our clients as to why they have no 
yachts!   

 

Having become concerned about this emerging trend, 
we have responded to the challenge set by the former 
City Minister, Lord Myners.  

 

The investment industry in the UK is currently 
constituting a new body, the Institutional Investor 
Council.  This will lead to a number of initiatives with 
respect to responsible ownership and stewardship on 
behalf of the owners of UK equities our customers.  It 
will also engage with relevant official bodies to ensure 
that our customers’ interests are being looked after. 

 

Our first task is to look into the underwriting fees paid 
by corporates when they are raising capital through 
rights issues.  

 

This is a classic example of excessive intermediation, 
conflicts of interest and a share of the spoils going in 
the wrong direction.  There seems to be more than 
anecdotal evidence that fee levels and discounts have 
risen significantly, whilst the risk / reward 
characteristics for owners and responsibilities for 
intermediaries appear to have changed over the years.  
If this is the case, then we need to understand and 
ask why competitive pressures aren’t constraining 
increases? 

 

But more importantly, we also need to see to what 
extent the corporates are bargaining with the providers 
of capacity.  And, if they are not doing so effectively, 
why is this the case? 

 

This is not about bashing banks, it’s about ensuring 
the market is working effectively and efficiently in the 
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interests of our customers.  We also need to ensure 
that there is no failure of governance or stewardship.   

 

We, the investment community, have allocated billions 
in capital to refinance the UK corporate sector in the 
past 18 months, so we have a legitimate interest in this 
area.   

 

Firms in financial services compete for business.  But 
they also co-operate – at their own initiative and also at 
the request of their customers – on different projects.  
Links between firms in financial services can be closer 
than in other sectors of the economy.  

 

As agents for the ultimate owners of businesses, we as 
asset managers, see it as critical that there is greater 
transparency when it comes to potential conflicts – 
and that all agents in the chain acknowledge and 
accept that such conflict exist. 

 

It baffles me how some of the more obvious conflicts 
go unchecked, whether it be between banking, 
broking, corporate finance, corporate advice, rating 
agencies, or accountancy firms. 

 

The list is not just endless but endlessly complex.  
Within the asset management world, we too have 
conflicts.  

 

We are often accused of being absentee landlords, not 
fully engaged, not publicly challenging executives and 
boards on major strategic issues, not speaking out.   

 

Many asset management firms are owned by banks 
and insurance companies. 

 



- 7 - 

Is a bank-owned asset management firm really going 
to speak out publicly on a governance issue if the 
parent company has a banking relationship that 
generates significant fees in that area?   

 

Similarly, is an insurance-owned asset manger going 
to lead the charge on a governance issue, if there is a 
business relationship within the group that 
commercially dwarfs the asset management 
relationship? 

 

Only a few brave souls do so, and they do so 
particularly well.  But they are in the minority  

 

So we have to act responsibly, and where necessary 
inform our conflicted parents of our fiduciary duty to 
our customers.  If they don’t like it, it is clear they 
should divest themselves of their investment 
management businesses and only then can the 
conflicts be conquered and the behaviours altered!   

 

Some developments in financial services have been 
described as “socially useless”, but that cannot be 
said of the investment management community or 
about our clients.   

 

Alderman David Wooton in his welcome this evening, 
recognised the important role the asset management 
industry plays, not just in terms of direct jobs, but also 
the highly specialist support services which we also 
employ.   

 

But I am sure he will agree, our role goes beyond that.  
At a general level, asset managers help to ensure the 
effective and efficient role in the allocation of capital, 
both domestically and internationally, directing it on 
behalf of those who have it towards those who need it.  
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And in this respect, we play an important and vital role 
in the economy. 

 

Our guest speaker this evening has strong links with a 
number of the themes that I touched upon this 
evening.  

 

Football, drinking and Scottishness to name but three 
– as well as championing both the consumer and 
financial reform.   

 

Although, he did put personal loyalty to one side to 
help rescue his local team, Dumbarton FC, from 
closure when they faced losing their home stadium.   

 

As Chair of the All Party Scotch Whisky group, John is 
doubtless familiar with the sight of fellow Scotsmen 
trying to keep control of their faculties at this time of 
night. 

 

In a long and impressive Parliamentary career, John 
has campaigned on an enormous range of issues, from 
combating poverty amongst children and pensioners, 
championing affordable housing and giving his 
support for armed services personnel and veterans.   

John is perhaps best known for bringing his 
considerable intellect and communication skills to 
bear on the economic crisis and the banking industry.  
As Chairman of the Treasury Committee he has earned 
enormous respect and has helped shed light on a wide 
range of important financial topics.  Mervyn King 
recently told the committee that its reports had 
“actually resulted in reform in the UK which perhaps 
has not been seen in other countries”. 

 

He very much shares the concern I spoke about for the 
customer.  His work in this respect was recognised 
recently when he was named ‘Which? Consumer 
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Champion of the Year’. And to take these concerns 
forward, he has also joined the ‘Which? Future of 
Banking Commission’, that aims to put the needs of all 
consumers at the heart of a reformed banking system. 

 

Whichever of these topics he chooses to speak on, I 
can promise you that it will be both stimulating and 
informative.  

 

My Lords, Sheriff, Ladies and Gentlemen, please 
welcome, our guest speaker this evening, the Right 
Honourable, John McFall.   

 

 


