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			For Willard Libby

		

	
		
			Sleepwalking, contrary to most belief, apparently has little to do with dreaming. In fact, it occurs when the sleeper is enjoying his most oblivious, deepest sleep . . .

			—“Sleepwalker Not Dreaming,”

			SCIENCE NEWS, JUNE 25, 1966

		

	
		
			Preface

			I.

			We, the investors, have fallen asleep.

			Sure, we occasionally wake up to glance at our portfolios. We look at our zigging and zagging account balances. We file—or, more likely, recycle—our monthly statements. Our investments grow or wither.

			But there’s really nothing for us to do about it. So, back to sleep.

			Sometimes our sleep is disrupted by uneasy dreams or nagging doubts. How exactly does this whole investment system work? Why did we buy that mutual fund? What caused our account balance to go up or down? What happens to the money we invest?

			We toss and turn, uncertain of who is managing our money. We hope our financial adviser is the omniscient captain, expertly navigating ever-shifting market currents. But perhaps our portfolios are simply bobbing along the surface of the Dow Jones Industrial Average, ascending when the tide rises and sinking as it retreats.

			On occasion, we are gripped by nightmares. We fear our own money has been turned against us, invested in companies we deplore. We worry that our capital has made us complicit, endowing the perpetrators of environmental ruin, financial apocalypse, and political dysfunction.

			There is just so much we don’t know as we sleep.

			We are only one generation removed from a financial world that was far simpler, more transparent, and less risky than the one we live in now. But the landscape for investors continues to evolve into one that’s more complex, opaque, and speculative. And we grow ever more dependent on financial instruments that are a mystery to us and on money managers whose incentives are obscure.

			We lie with our eyes closed now, deep in our reverie, but with a dawning awareness that the sheep we are counting are being fleeced. And that they are us.

			II.

			Financial firms and money managers have intentionally made investing overly complicated and then convinced us that we cannot do it on our own. They have elbowed their way into every corner of investing, cultivating a financial intermediary complex that disconnects us from our capital and charges us handsomely for it.

			Money managers control trillions of investors’ dollars, which makes them highly influential in social, environmental, financial, and political matters. As we have seen after two scandal-driven recessions, their strategy has been to leverage this influence primarily to advance their own interests.

			Having interacted with the financial sector throughout nearly every phase of my career, I was not surprised to learn of the ethically dubious activity that led to the most recent economic downturn in 2008. Though many well-intentioned financial advisers and money managers serve their clients with integrity, unscrupulous activity has long been pervasive in this industry, though it has been due to systemic deficiencies as much as the behavior of bad actors. What did surprise me, however, was the passivity of investors.

			Even in the decades preceding the most recent downturn, very few investors enjoyed financial success equal to that of their money managers. Given this, I have long wondered why investors don’t pull their money out of the system en masse.

			I suspect that it is because most feel powerless. Unaware of the implications of their investments and unable to penetrate the excruciating complexity of the system that facilitates them, many seek refuge in their money managers’ aura of sophistication, pretense of competence, and projection of certainty. It seems to me that most investors are simply sleepwalking through the investing process.

			They have become uninvested.

			III.

			Discomfited by the increasing dysfunction I’ve observed in the financial sector over the past thirty years, I decided to help investors break out of this unhappy dream state and reinvest in themselves as owners. As a serial entrepreneur whose ventures have included building, buying, and running companies involved in banking and investment services as well as real estate development, media, and technology, I figured I could offer insights from my experience working in and around the financial sector—both as executive and customer, investor and creditor, and almost always as an active, awake, and engaged participant.

			I started my career by developing real estate projects, which gave me my first taste of dealing with banks and investors as well as an array of state and government regulators.

			Later, I was a cofounder and served as chairman of the executive committee of Atlantic Bank and Trust. I oversaw activities ranging from capital formation to derivatives to government regulation, and observed firsthand the importance of communication, trust, and transparency in managing other people’s money.

			I was the chairman of Institutional Shareholder Services and of Proxy Monitor, the two largest global proxy voting services. I worked on the front lines of corporate governance issues, including disclosure and executive compensation, and witnessed the power of organized shareholders in enforcing accountability in corporations.

			I am an owner of Mediant Communications, which facilitates shareholder communication. This position has enhanced my understanding of the complexity of corporate disclosure and the inherent challenges in giving investors accurate, timely, comprehensible information.

			Until recently, I was chairman of Spinnaker Trust, a company that has more than $1 billion under management. This gave me a ringside view of the inadequacies of modern money management. I am also an owner and director of iiWisdom, a startup dedicated to improving communication between institutional investors and their portfolio companies in order to increase accountability.

			In 2010, I began to study the financial sector more formally, paying particular attention to the relationship between investors and money managers. I partnered with two researchers, Bree LaCasse and Justin Jaffe, to investigate the mechanics of this sector and its unique role in the economy, hoping to figure out how to counteract its unsustainable trajectory.

			We are not academics nor are we traditional journalists, though we drew on the excellent and rigorous work of both in writing this book. We spent hundreds of hours researching, reading, and conducting interviews with knowledgeable figures such as Jack Bogle, founder of the Vanguard Group, one of the largest investment management companies in the world, legendary activist investor Carl Icahn, and former congressman and financial reformer Barney Frank, coauthor of the landmark Dodd-Frank Wall Street Reform and Consumer Protection Act.

			We spoke with dozens of industry insiders in order to gather a wide array of informed insights from a variety of perspectives. We investigated the solutions offered by legislators, regulators, accountants, credit-rating agencies, journalists, and other traditional agents of accountability.

			To learn how the financial sector got its hands on so much of our money, we examined the changing nature of retirement saving and how it came to drive such a huge share of investment activity. We explored how the vaunted mutual fund came to dominate the landscape through the individual retirement arrangement (IRA) and the 401(k). I also incorporated my own experiences with investing in private equity and hedge funds as well as mainstream products like mutual funds. Some of these entities have invested in my business ventures. Despite the real and major differences among them, I have found that a similar set of problems undermines them all. Indeed, regardless of the point of entry, investors’ capital ends up in a monolithic financial system that plays by an asymmetric and nebulous set of rules.

			We sleep at our own peril.

			IV.

			Continuing to invest somnolently in this flawed system endangers our own personal portfolios—but also our environment, economy, political system, and society. In outsourcing our investments, whether to a money manager or mutual fund, we sacrifice control—but not responsibility.

			In writing this book, our goals are to share what we have learned and to convince you that the best (and only) way to fix this broken system is to awaken a critical mass of engaged investors.

			With a group of partners, I am also exploring a new kind of money management model, a cooperative investment partnership, that puts the customer back in control and makes investing more ethical and profitable for investors.

			We want to empower investors by enhancing their understanding of what really happens with their capital. We want to restore their sense of ownership. And we want to increase their proximity to the benefits and responsibilities of investing.

			We want to help them become reinvested.

			Investors and money managers must share the risks, costs, benefits, and responsibilities of the investments they make together. If we can rebalance the relationship, we can fix many of the most significant problems facing our society, environment, and economy.

			Robert C. S. Monks

			Portland, Maine

			January 2015

		
				
					[image: ]
				

		

	
		
			1

			An Investor’s Dream: Ownership Outsourced

			For much of the twentieth century, financial institutions focused mostly on taking deposits and lending cash and credit to people and businesses. The finance industry overall was far more low-key and nondescript than it is today. This is one reason Mad Men, set in the 1960s, focuses on an advertising agency and not a bank.

			In 1952, with the Great Depression still fresh in the nation’s collective memory, less than 5 percent of the US population owned stocks.1 And until the 1970s, most middle-class Americans’ financial activities were relatively simple, transparent, and low risk: a checking or savings account, a thirty-year mortgage, a small business loan transacted with a local bank.

			Even without a background in finance, most people could comprehend the economic terms and implications of these arrangements. And in most cases, they had personal relationships with the financial professionals with whom they were doing business.

			Though the seeds of social and political turbulence were being sown in the 1950s, it was a simpler era financially. No massive, international banking conglomerates. No high-speed trading. No credit default swaps. Fewer “professionals” were peddling advice. It was a time when it was considered reasonable for regular people to manage their own investing.

			One such regular investor was Willard Libby, the father of a longtime friend. I had heard over the years many stories about Willard and his skepticism about the financial industry. He sounded like a kindred spirit.

			As I began to work on this book, I knew that I would want to talk to Willard.

			So I did.

			Willard’s Story

			Born in 1915 in Waterville, Maine, Willard Dunn Libby was the son of Mabel Esther Dunn Libby and Dr. Herbert Carlyle Libby, a professor at Colby College. Willard was educated at the Coburn Classical Institute and Colby College (class of 1937). After a year of postgraduate study in chemistry at MIT, he took a summer job in 1938 that turned into a forty-year career with Eastman Kodak. When war broke out in 1941, he was assigned to work on a government project, which exempted him from the draft. Rather than stay behind, however, Willard circumnavigated the regulations and enlisted in the US Navy, serving in the Pacific. He was stationed in Okinawa at the end of war.
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					Willard Dunn Libby

				

			

			
			On his way to fight in the Pacific, Willard met the woman who would become his wife, Rebecca Marshall Stribling. Like Willard, she was serving in the navy. As she had been commissioned before him, she outranked him, which he pointed out whenever the subject arose thereafter. After they married, Willard and Rebecca lived in Rochester, New York, in a modest apartment, until they had saved enough money to take out a small mortgage. They bought land on a bluff overlooking the Irondequoit Bay.

			After five years, they had paid off the mortgage and had two kids. Willard raced his sailboat on the bay during the summers, and in the winters he skied or built electronics or did carpentry in the shop in the
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