
 

 

A Labour vision for the future of the 
City? 
 
This morning Shadow Chancellor John McDonnell endorsed a report proposing 
a profound shift in the role the UK’s financial system should play in propelling 
the economy into the Fourth Industrial Revolution. As the Labour Party 
continues to build its credibility as a future governing party, FTI Consulting 
explores how the financial services sector could be affected. 
 
 
 
 
Throughout his political career, John McDonnell has not 
been shy about criticising a financial services industry that, 
in his words, “fails to serve the wider economy”.  
 
Many in the private sector were reticent to engage with him 
even after his appointment as Shadow Chancellor. However, 
Labour’s better-than-expected performance at the 2017 
General Election has made continuing that approach a risky 
strategy. McDonnell’s speeches in recent months have had 
a strong turnout from executives in the Square Mile seeking 
to better understand the views and ambitions of a future 
Labour government.  

Today he launched and endorsed ‘Financing Investment’, a 
report by the left-wing economists Graham Turner of GFC 
Economics and Peter Rice of Clearpoint Advisors, outlining a 
new model for supporting investment in infrastructure, 
technology innovation and regional business growth. 
Whether the next general election is this year, 2022, or 
somewhere in between, the report will likely have 
significant influence over the content of Labour’s manifesto. 

Financing Investment: the final 
report 
‘Financing Investment’ proposes a fundamental rethink 
towards current fiscal and economic policy. It points to 
systematic under-investment by governments since the 
1980s in key areas such as research and development, 
entrepreneurship and infrastructure – all of which are cited 
as contributing factors to the UK’s continued poor 
productivity levels in comparison with other G7 economies. 

The report suggests that insufficient access to capital is a 
key cause of the UK’s weak growth, and recommends how 
the UK’s financial system should be recalibrated to address 
the problem.  

A bigger role for the Bank of England  

One of the report’s headline announcements is the proposal 
to give the Bank of England a 3% productivity growth target 

per annum alongside the existing 2% inflation target. The 
Bank would work closely with HM Treasury to achieve this, 
and would comment on how fiscal statements are likely to 
affect meeting the 3% target, as well as setting out what 
policy adjustments the Bank will take in response. 

Speaking at the report’s launch, Turner acknowledged that 
the proposal was radical, but said there was no reason why 
inflation should be the sole focus of central banks. However, 
the announcement is likely to concern Governor Mark 
Carney, who has previously warned against expanding his 
mandate so that the Bank has responsibility for wider 
economic and societal challenges.  

 

“The lack of ambition in investment is a 
scandal. No wonder we have had 

reactions like the Brexit vote” 
 

John McDonnell, Shadow Chancellor 

Launch of ‘Financing Investment’ final report, 20 June 2018 

http://www.gfceconomics.com/wp-content/uploads/2018/06/Financing-investment-final-report-combined.pdf


 

 

New Strategic Investment Board 

The report reflects a frustration at the lack of ‘patient 
capital’ to invest in medium and long-term projects, and 
advocates an increased role for government in picking 
sectors to support.  

A new Strategic Investment Board (SIB) is proposed that 
would support this objective. The SIB would “sit at the heart 
of the economy” and co-ordinate activity between HM 
Treasury, the Bank of England and the Department for 
Business, Energy and Industrial Strategy (BEIS). Board 
members would be drawn equally from the science and 
research community, business leaders in strategic sectors 
and government officials. 

Role of the banking sector 

The report concludes that the banking sector is 
“malfunctioning” because banks are building deposit 
surpluses in fast-growing sectors like digital, but then 
deploying capital in “non-productive sectors” like real 
estate. The report calls for bank debt to be more targeted at 
high-tech manufacturing to address the investment 
imbalance.  

The report also claims that incumbent banks are at a 
competitive disadvantage to market disruptors, particularly 
big technology firms.  Weak profitability, short termism, 
inferior credit analytics and poor IT infrastructure are all 
cited as reasons why the banks are “unable to fulfil their 
role of supporting economic growth” and are now being 
disrupted. So-called ‘challenger banks’ also come in for 
criticism and are accused of following the same “flawed 
model”. 

The report encourages further gathering of information and 
data to properly analyse consumer demand and market 
trends, as well as further investigation of alternative lending 
models such as peer-to-peer. 

Regionalism 

The report says that current high employment levels are 
“heavily skewed” towards London and the South East. The 
capital’s domination of the UK tech sector is criticised in 
that it is not creating even growth, whilst regional cities are 
said to be lacking an economic policy which co-ordinates 
educated populations, universities and trading clusters.  

The report therefore recommends moving the Bank of 
England’s domestic functions – including the Monetary  

 

 

 

 

 

 

Policy Committee and Financial Policy Committee - to 
Birmingham so that it is in close proximity to the new 
Strategic Investment Board and Labour’s proposed National 
Investment Bank. All three would be grouped together to 
create a new economic policy ‘hub’, which would also serve 
to boost the city’s transport links, whilst sub-offices of the 
Bank of England and SIB should be established in Cardiff, 
Glasgow and Belfast in order to create a truly nation-wide 
economic policy.  

The report also calls for more support for regional firms, 
citing problems of businesses transitioning from start-ups to 
scale-ups outside of London. To address this, the authors 
suggest turning RBS into a regional bank targeted at SMEs 
and the increased provision of regional venture capital. 

What next? 
In a recent speech to senior City executives, John McDonnell 
offered a “new start” in the relationship between Labour 
and the finance sector and the opportunity to “share in the 
rewards of long term investment and expect a stable return 
for doing so.” 
 
Today’s report puts flesh on those bones and seeks to show 
that Labour’s approach to policy-making will be based on 
robust economic analysis as well as engagement with 
business and community leaders. 
 
Behind the scenes, extensive preparations are underway to 
prepare the Labour team for government. The party is 
working closely with senior ex-Whitehall mandarins like Lord 
Kerslake to better understand the machinery of government 
and the culture within the Civil Service. They are also 
making strategic hires designed to boost their economic 
expertise and are actively looking at what legislation would 
be required to deliver their policy objectives. 
 
Eyes will now turn to how the Conservatives respond to 
Labour’s plans, with the Chancellor likely to target Labour’s 
economic policy proposals in his annual Mansion House 
speech on Thursday (21

st
 June).  

 

“We’re picking sectors, not winners. The 
rest of the world is already doing this in 
their industrial strategies” 

 

Peter Rice, Clearpoint Advisors 

Launch of ‘Financing Investment’ final report, 20 June 2018 

 


