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Record Breakers
The first Quarter of 2015 racked up a flurry of records announcements 
and no shortage of candidates elbowing to take the credit. 

• UK Employment hit a record high of 73.2pc in the final three months of 2014
• London Stock-market breached a ‘psychological’ 7,000 level and record high 
•  Inflation hit a record low of zero in March 

driven by falling oil prices and cheaper food. 
•  10, 20 and 30 year Government Gilt Yields fell to a 

record low of 1.396%, 1.921% and 2.102% in January
•  Current Account Deficit (value of goods and services 

imported vs exported) hit record high in 2014
•  Government Debt reaches record level of £1.26 

trillion and HM Treasury forecasts £1.36 trillion 
for 2015. Debt as a percentage of GDP reached 

79.6% at the end of February.
• Personal indebtedness now above 
£1,400bn, an all-time high
• £ vs. $ hit a seven year high making 
our exports less competitive.
•  ECB commences QE after vehemently 

criticising those who had taken the route.

Choppy waters? 
With all the interesting headlines and 
tedious political posturing what are the 
potential pitfalls for the forthcoming 
quarter? There are two things that 
financial markets hate more than 
anything: uncertainty and political 
meddling. This next month is likely to 
generate as much uncertainty as any as 
we trudge towards the May elections. 
Also, there are some scary political 
marriages being predicted and some 
major political interference in business 
and commerce on the cards. So, look 
forward to a lively time in the markets. 

Growing the economy 
out of trouble: 
The UK current account deficit, which 
reflects the gap between money paid out 
by the UK and money brought in, was 
the worst since records began in 1948. 
This situation is hardly likely to improve 

as Sterling Strengthens making 
our exports more expensive. 
Some economists have said that 
Britain is storing up problems for 
the future and that the current 
government’s goal of steering 
the economy away from growth 
fuelled by domestic borrowing 
towards exports has not worked. 

The UK Recovery rests on a pyramid of 
debt and makes it extremely vulnerable 
to interest rate rises and systemic 
instability. To compound this, the IMF 
has warned that the global economy 
is now in a low-growth trap, despite 
which global stockmarkets have charged 
ahead of reality, soaring to new heights.
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Good volatility/ 
bad volatility
The potential for increased volatility in 
the markets leading up to and following 
the election should provide a happy 
hunting ground for tactical asset 
allocation managers as they exploit 
inefficiencies in the general mayhem and 
seek to pick up bargains if their target 
stocks get dragged down to attractive 
prices. For those in tracker or single 
asset funds the ride will be a bit livelier. 

No more Bank bail-outs 
We have spoken in the last two Waypoint 
Bulletins about the changed status of 
bank deposits and the risk that this now 
poses to your deposits in the event that 
there is another financial crisis.  In June 
2013, EU finance ministers agreed that 
Bail-ins would be used going forwards 
when banks fail. Ireland’s Finance Minister, 
Michael Noonan, said, ‘Bail-in is now the 

rule’. In other words, it is now the case 
that in the event of a bank failure, the 
bank’s depositors will incur the losses. 
‘This is a revolutionary change in the 
way banks are treated’, he added. 
 Bail-ins are a risk in the coming 
years and yet there is a stunning lack of 
appreciation of this as there was a lack 
of appreciation of the risks posed by the 
Technology bubble, the Irish Property 

bubble and the global debt crisis, 
which still rumbles on. Your deposits 
are now assets of the bank rather than 
debts of the bank. Call me suspicious, 
but it seems evident that politicians of 
every hue are becoming frustrated by 
the mountains of cash in personal and 
corporate bank accounts which they feel 
ought to be invested into the economy. 
Now, they have a tool to change that 
by converting bank deposits into paper 
money or other financial instruments. 

How likely is a bank to fail? 
One view is that banks internationally 
are still vulnerable to insolvency because 
they are being kept on life-support by 
extremely accommodating central bank 
measures including near zero percent 
interest rates and quantitative easing. All 
of these measures taken so far have been 
panaceas and have not addressed the 
root cause of the debt crisis – too much 
debt at all levels of western society. 
 In March 2015, the Austrian 
government had enough of funding 
Hypo Alpe-Adria International bank 
losses and announced plans to ‘bail-
in’ external creditors marking a test 
case of new European rules to make 
creditors (including depositors) 
pay for failing banks. With the 
interlinking of international banks, 
is this the tip of the iceberg?

Flip side of records
Final Salary Schemes face record deficits now as gilt yields slump, with 80pc of 
schemes heavily in deficit (an unintended consequence of low interest rates, QE and 
tight regulations). Requirements for defined benefit schemes to hold a stipulated 
proportion of their investments in government gilts have condemned them to 
paltry returns driving the schemes into horrible deficits. As and when interest rates 
rise, the gilts that they own will plunge in value exacerbating the problem. 
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Is more borrowing 
the answer? 
I think that you and I know the answer 
to this conundrum but apparently 
some politicians believe otherwise. The 
western economies are suffering from 
a low-growth, high debt environment 
and companies have been paying 
down their debt and investing in 
financial assets, including property 
and cash rather than in the real 
economy. By contrast, governments 
have been borrowing like mad in 
the belief that this will stimulate the 
economy and encourage companies 
to stop de-leveraging and start 
expanding. This has never worked on 
a sustainable basis in the past, so it will 

be interesting to see if it works now. 

Golden egg
George Osborne has laid a whopper 
this Easter. New Legislation dealing with 
Pensions Freedom and 
Annuities freedom are 
creating a potential 
bumper tax harvest 
for the Treasury. 
According to 
the Economist, 
amid all the 
fanfare about 
striking a blow 
for freedom, 
the immediate tax 
charge on funds exercising this freedom 
is expected to raise £320m in 2015/6 and 
£1.2bn by 2018/9. This must surely be 
an under-estimate; based on an average 
pension pot size in 2014 of £72,000 

this would indicate that only 29,500 
pensions would be ‘cashed in’ during 
the next 12 months. But, let’s assume 
the numbers are representative. Without 
the pension freedoms, if otherwise the 
funds cashed in 2015/6 were to be be 
converted into pension income the tax 
revenue would be in the region of £16m 
per annum. Hey Presto, George has 
waved his wand and amortised 20 years 
of potential tax revenue into one year. 
 Selling your annuity is golden egg 

number two as not only will the sale 
value be taxed at the seller’s highest 

tax rate, but the purchaser will 
have to pay tax on the annuity 
income. The boy is a genius 

especially as he is convincing 
most folk that it is out of 

pure benevolence and a high 
moral desire to give people freedom 
over their pensions. As for the industry; 
it has yet to absorb the full implications 
of the legislation, new regulations, 
cost and the potentially catastrophic 
risk that it all carries for the future. 
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Justin and Alison 
are fundraising
Both of us have got into the Prudential 
Ride 100 cycle sportif in August and are 
planning to raise money for two causes.
 Alison is raising money for beat - 
the eating disorders charity. As many 
of you know our daughter Amy has, 
and continues to battle with a severe 
eating disorder. It has been a long 
struggle. We want to help the many 
families that go through this. Please 
donate on her justgiving page - www.
justgiving.com/Alison4Amy.
 Justin is raising money for 
Harrison’s Fund, a local charity set up 
by the family of Harrison, a  eight year 
old boy who suffers from Duchenne 
Muscular Dystrophy - a crippling 
muscular disease that means they will 
lose him in his late teens. They are our 
charity of the year for Mainstay. Find out 
more details on www.harrisonsfund.
com. Sponsor Justin on  www.
justgiving.com/justinsprightly


