
Technical Excellence | Bespoke Solutions | Quality Service
PML Group, The School House, St Michaels Road, Sutton Coldfield, West Midlands B73 5SY

Tel: 0121 693 0690 | Fax: 0121 355 7947 | Email: info@pmlgroup.uk.com | Website: www.pensionsmanagementltd.co.uk

PML GROUP
Pensions Management
& Financial Services

In this issue:
l I reflect on the predictions I made in January 2013 for the economy in 2013
l Thoughts on the budget, especially the reduction in beer duty
l The Devil is in the Detail 1 – the ‘Help to Buy: New Buy Guarantee Scheme’
l The Devil is in the Detail 2 – the ‘Help to Buy: Equity Loan Scheme’
l The End of the Single Tier State Pension
l The End of the Single Tier State Pension. What are the Consequences?

My 3 Predictions for 2013. Two Out of Three Wasn’t Bad!
Three months ago I ventured into the dangerous territory of forecasting for the coming year. I suggested
that equities looked a good bet, that interest rates would remain flat and that the housing market was
set for recovery. Foolhardy of course – but so far I seem to be on the right track. On the 8th January the
FTSE 100 stood at 6053 whilst today the index stands 200 points higher. Over the same period the FTSE
250 has risen a full 965 points to today’s 13600. Interest rates remain unchanged at virtually zero and
gilt yields still seem unlikely to be going anywhere whilst Quantitative Easing lurks in the background.
Inflation continues to erode buying power, growing inexorably at more than 3% per annum for every
month that passes. Finally I said that it seemed that the housing market had probably fallen as far as it
was going to go - and that a steady recovery was well on the cards.  

Well, two out of three wasn’t bad! I continue to hold the view that equities offer a better future than bonds
– and I still think the housing market is ripe for recovery – but more on this later in this bulletin.

The 2013 Budget – An Event of Painful Amateur Dramatics?
The Chancellor’s presentation of his pre-Easter Budget was an event of painful amateur dramatics and
little else. Perhaps we should be grateful for this period of relative stability - but I fail to believe that the
current policy of pretended fiscal restraint and deliberately invoked stagflation, is the answer to the
country’s woes. But never mind, it’s right for us to recognise that no situation is so bad that Government
intervention can’t make worse!

The Reduction of Beer Duty by 1p Per Pint – The Real Meaning of BOGOF!
George Osborne amused himself in his Budget speech by claiming that his support for the brewing
industry was demonstrated by his decision to reduce beer duty by 1p a pint.  The effect of this ‘bog-off’
offer (buy 250 pints and have one free) would be to reduce the Government’s tax take to only 96p on a
£2.50 pint of bitter!  Quite how this miniscule reduction in a tax charge that has itself risen by 40% over
the last 6 years will do anything to reverse the loss of over 1,000 pubs a year to the fabric of our land, is
quite beyond me.

There is invariably a sizeable gulf which opens up between the Chancellor’s announcements and the
detailed legislation that subsequently emerges. Two items which caught my attention this time were the
Government’s ‘Help to Buy’ house purchase schemes and the accelerated introduction of the Single
Tier State Pensions.
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The Devil is in the Detail 1 – the ‘Help to Buy: New Buy Guarantee Scheme’
The Government’s original ‘Help to Buy: New Buy Guarantee Scheme’, introduced 12 months ago, had
all the impact of a dry sponge. Targeted to assist 1st time buyers in the purchase of 100,000 new homes,
the scheme has been taken up by only 1,500 1st time buyers in the period since launch. Although this
original scheme remains in place, the Government has decided to throw the scheme open to a much
wider audience – in a concerted effort to boost the moribund housing market.  

The plan is for we taxpayers to act as guarantor to the borrowings of any property purchaser requiring
a mortgage advance for greater than 75% of the purchase price, in their purchase of any house property,
new or old. Mortgage advances of up to 95% will therefore once again become available from high
street lenders – with the clear ambition of bolstering the domestic property market. No restriction on
applicant’s eligibility is envisaged, neither is it intended to debar the purchase of a second home,
providing the intention is to purchase for one’s children... The charges for the new, taxpayer funded,
mortgage indemnity guarantee scheme have yet to be announced.  It’s intended that this new scheme
will come into operation on the 1st January 2014 and over the following three years is targeted to assist
in the sale and purchase of 644,000 homes, as a result of the Government guaranteeing up to £12bn of
‘top up’ mortgage lending.

The Devil is in the Detail 2 – the ‘Help to Buy: Equity Loan Scheme’.
The second element of the Government’s ‘Help to Buy’ housing market initiative is their ‘Help to Buy:
Equity Loan Scheme’.  

The Government’s original Equity Loan Scheme, introduced 12 months ago, was restricted to 1st time
buyers and to a new-build property purchase price of £280,000. The scheme has now been revamped
and with immediate effect is available to both ‘1st time buyers’ and ‘home movers’, on new-build homes
with purchase prices of up to £600,000 and upon which 75% of the purchase price is raised by the
purchaser by means of mortgage. Home purchasers with a 5% deposit will now be able to take
advantage of a 20% equity sharing, interest free loan, upon which no repayments need be made for the
first 5 years. Once the 5 years are up, interest at RPI + 1.75% will become payable on the outstanding
balance. An additional (cumulative) 1% will be added to the interest charged every year thereafter.
Capital repayment/partial repayment may be made at any time, utilising prevailing property value. The
entirely value-linked repayment option will apply irrespective of whether the value of the property rises
or falls in the future. Once again, taxpayers’ money is being sported to both finance the scheme – and
to carry the risk.

Now, will these schemes work?
I think they will.  The Help to Buy: Equity Loan Scheme nullifies some of the risk of buying a new property
in an uncertain market, by linking the equity share debt to prevailing value; whilst the New Buy Guarantee
Scheme returns 95% mortgages to the new build property market – free of former 1st time buyer
limitations.

Is it a good idea?
Ah – now that’s different. Cheap and freely available credit, fuelled the house price bubble that helped
get us into this mess in the first place. So for the Government to champion cheap and easy credit as a
solution to our economic woes, takes us right back to the policies that gave rise to the problem!

The Government’s surprise announcement that the new Single Tier State Pension will came into effect
in just 3 years time, was released a week in advance of Budget Day.  
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The End of the Single Tier State Pension. What are the Consequences?
On the 6th April 2016, all existing ‘top up’ state pension arrangements will close and so bring to an end
a state pension structure that’s been with us in various forms for over 60 years. Full eligibility to the new
Single Tier State Pension will be granted to those reaching State Pension Age (SPA) with a 35 year NIC
payment record, on earnings above the Lower Earnings Limit of £5,668 per annum.

Many current and future retirees will have accrued additional State Pension benefits within ‘Graduated’,
‘SERPS’ and S2P as a result of their NI contributions and their State Scheme participation. For everyone
who reaches SPA after 5th April 2016, their accrued additional State Pension benefits will be ‘converted
into an opening balance’ and will be referred to as a “foundation amount” for subsequent revaluation
and incorporation within the new Single Tier State Pension structure.  

Now you might take these assurances to mean that accrued ‘top up’ benefits will be fully preserved,
revalued and protected – but the jargon utilised on the DWP website is such that this might be open to
doubt. More information is awaited on this, meanwhile we simply observe that whilst the new State
Scheme will eventually simplify the current complex structure, it also introduces a new imperative for
everyone to try a great deal harder to accumulate private pension benefits capable of delivering a realistic
retirement income. The good news is that means testing of pension benefits will be abolished and those
who have saved for retirement will effectively always benefit from their actions.

Geoffrey Stait
April 2013
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