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Who is not at the party?
Amid the celebrations there are some 
absentees from the revelry. The country’s 
Gross Debt continues to rise and is now at 
its highest level (at least since 1992); as a 
percentage of GDP at 85% it is more than 
double the level in 2006 and consumer 
credit is growing at its fastest rate since 
2008. Also, gold prices are in limbo having 
suffered a -25% fall in the beginning of 
April 2013, bringing them back to where 
they were in May 2010.
 Just as concerning is that the rate 
of investment back into the economy 
continues to fall whilst the rate of 
consumption continues to rise. 

EU v UK - who needs 
who more?
We are not surprised that the 
rest of Europe wants to keep us 
within the fold; 
• Our net trade with the 
Eurozone is negative (we import 
more than we export to them)
• We are net consumers of the 
goods we purchase whereas 

they are net producers and investors
• We borrow more than they do; so we 
borrow heavily to buy their produce
• But Greece did that!

Structurally the UK 
economy is more 
unbalanced than just 
about anywhere else
Both households and government are 
borrowing to spend more than they 
can afford. Structurally, the UK economy 
seems little different from its pre-crisis 
shape, when growth was driven almost 
entirely by government and household 
consumption, much of it fuelled by debt. 
  The only mildly positive item in all of 
the above is that the rate of change in 

debt as a proportion of GDP is less 
than the eye-watering post-crisis levels 
between 2008 -2010 though the rate 
of increase is still disturbing, giving a 
somewhat interesting slant on the notion 
of ‘austerity’. 
 Broadly, then, with the rate of 
increased national and household 
indebtedness noticeably outpacing 
the increases in GDP, we do not feel 
as optimistic as many about the 
sustainability of the UK economic model 
which has changed very little from the 
one that broke not that long ago. 

Is the economy steaming back?
There has been plenty of positive talking in the media and from politicians about the 
recovery of the UK economy with the FTSE100 index of leading shares reaching its 
highest ever level on the 22nd May 2013 and despite a -7% fall off since then is sitting 
some +9% higher than one year ago. 
 The government’s two equity loan schemes (see below) are being touted as 
successes and inflation is steady at 2.7% measured by the Consumer Prices Index.  
 New car registrations are up +12.8% over the last 12 months and the labour market 
is improving slightly. The UK Balance of trade moved into positive territory in July after 
more than a decade in negative.
 Balance of Trade with non-European markets is positive and improving as UK 
businesses exporters increase their attention to new markets.

	  

	  

Source: MH Treasury databank
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Short-termist approach 
to housing
Now to the current Government House 
buying initiative: There are two elements 
to this:
• The Help-to-Buy equity loan 
scheme began in April 2013, after being 
announced in November 2012. The 
scheme allows buyers with a minimum 
5% deposit to take out an equity loan of 
up to 20% of the value of a new build 
property, up to a maximum property 
value of £600,000. This is distinct from;
• The mortgage guarantee Help-to-Buy 
scheme, which began in October 2013 
for purchases made from January 2014, in 

which the government underwrites 15% 
of the value of mortgages on both new 
and existing properties valued at up to 
£600,000 where buyers have a minimum 
5% deposit.
 The Home Builders Federation 
reported that 4,000 new homes were 
reserved during the first two months of 
the equity loan scheme; this equates to 
approximately 20% of all demand for new 
homes prior to the scheme.
 For those of us with longer memories, 
that sense of  ‘deja-vu’ must be tempering 
our optimism for this project. ‘Negative 
Equity’ was the scourge of home owners 
in the late 1980’s and early 1990’s and the 
pattern of UK house price movements does 

not offer much consolation either, especially 
if you happen not to live in the South East. 
 Whilst the exchequer can anticipate 
some additional revenue from stamp 
duty on the purchases and will derive a 
fee from the mortgage guarantee, they 
– or should I say ‘we’ as tax-payers – are 
on the hook to compensate lenders 
for potentially substantial losses if the 
housing market takes a turn for the worse, 
or a large proportion of the loans go bad.
   Whilst we can fully appreciate that 
the housing market is a barometer of 
the health of the economy , we have yet 
to hear a robust explanation as to why 
building more houses, which will need 
to be furnished all of which is likely to 
be funded predominantly by borrowing, 
will be more than a temporary boost to 
economic activity. 

US losing international 
respect
America’s Budget shutdown and the 
17th October deadline for raising the 
debt ceiling is not adding much to the 
atmosphere of global stability and a 
repeat of August 2011 market collapse 
could be on the cards. Multi-Asset 
managers are stock-piling cash reflecting 
their nervousness of both the equity 
markets and the short-term outlook. 

More risk or caution?
Our view is that now is not the time 
to be putting more equity risk on the 
table. Though this may prove to be 
the wrong thing if the US gridlock is 
resolved favourably we currently feel 
that now is the time to remain cautious 
despite the temptations to be swayed 
by all this positive talk emanating from 
Government. 	  
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The opinions and views stated in Waypoint are 
solely the views of Justin Thomas, director of Mainstay 
Investments Ltd, and do not constitute financial advice.  
We recommend that financial advice is always sought 
before making any financial decisions.
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