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Financial Services Compensation 
Scheme – Cash Deposits

be covered by the Dutch Central Bank’s Deposit 
Scheme as well as the FSCS, however the total 
compensation received would still not exceed the 
maximum of either scheme.

There are different compensation levels for each 
of the classes, however the limit for cash deposits 
is currently £35,000 per individual per institution 
that is authorised to take deposits by the Financial 
Services Authority (“FSA”).  

This means that for joint accounts, unless there  
is an understanding to the contrary, the balance  
is treated as being split equally between the 
account holders and therefore in theory a balance 
of £70,000 would be fully covered by the FSCS.

It is also worth noting that the FSCS will take 
into consideration any monies owed to the firm 

before setting the compensation payment. Other 
than straight forward loans, people with offset 
mortgages would also be affected. As an example, 
if you have a £250,000 offset mortgage and have 
£200,000 in a linked offset account, in the event  
of the firm being unable to meet its obligations,  
the rules on insolvency would leave you with a  
£50,000 mortgage and no claim for compensation 
under the FSCS.

The main concern raised recently regards 
the FSCS’ protection where more than one 
account is held with different companies that 
form part of the same group. As mentioned 
above, the answer depends upon whether  
the firms are individually authorised by the  
FSA to accept deposits and therefore not  
necessarily because they are connected through 
ownership.

Following the recent developments in the financial 
sector and the incident involving Northern Rock, 
there has been a marked increase in the number 
of people concerned with the safety of their cash 
deposits and any protection they may benefit 
from through the Financial Services Compensation 
Scheme (“FSCS”).

The FSCS is an independent body that was set up 
through the Financial Services and Markets Act 
2000 as a last resort for customers of authorised 
firms that are unable to pay claims against it.

The FSCS is funded through levies on authorised 
firms, which from 1st April 2008 is split between 
the following classes once management expenses 
have been deducted:

- deposits 
- life and pensions 
- general insurance
- investments
- home finance

Currently, the provision made for the deposit class is 
£1.84 billion, however, although the ‘compensation 
pot’ is split between these classes, if the need were 
to arise, and with the exception of home finance 
provision, the classes could subsidise each other.  
The annual retail compensation pot, not including 
home finance provision, is approximatley £4.03 
billion per year.

This protection does not cover firms outside the 
European Economic Area (“EEA”), nor the Channel 
Islands, nor the Isle of Man. However, protection 
may be available through the firm’s home country’s 
regulatory body, if such a thing exists. In addition 
some firms authorised within the EEA, such as 
ING Direct NV, may have additional protection.  
In the case of ING Direct, a cash deposit would 
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As you can see, ownership is not always a good 
indicator. For instance, Natwest is now owned 
by Royal Bank of Scotland, however as Natwest 
is separately authorised by the FSA, they do not 
appear on the list above.   

Another complication lies in who the deposit taker 
actually is. For instance, with AA Financial Services 
the deposits are actually taken by Birmingham 
Midshires. Similarly ASDA’s offer is actually a 
Bradford & Bingley account, whereas both Tesco’s 
and Sainsbury’s accounts are run through different 
joint venture companies that are separately 
authorised by the FSA.

For the majority of people these discrepencies are 
likely to have little impact, as they would have to 
hold over £35,000 between their accounts before 
being affected by the conditions set by the FSCS. 
However for people with large cash balances, many 
are being prudent by trying to spread their deposits 
between firms and in so doing, need to take care 
with whom they choose to invest.

Determining whether or not several accounts 
would all be covered by the FSCS is not always 
straight forward as there is a great deal of variety in 
the ease with which companies display the required 
information. Their websites are often a good 
source, although whereas some may clearly display 
the information at the foot of the page, others will 
have the information contained within a separate 
‘legal’ link. For some there is little choice but to 
read through that so often disregarded document, 
‘terms and conditions’, where the authorisation 
is most often found at the back, with the rest 
of the generic, yet important, information. It is 
also possible to make enquiries directly with the  

firm itself, however during this review, it was  
noted that call centres vary in their knowledge of 
the topic.

The FSCS website (www.fscs.org.uk/consumer) 
also contains a wealth of information, including 
how to make a claim.  The site also describes other 
caveats that may apply to a potential payment  
and therefore if, having exhausted the FSCS’ 
website, there is still a doubt they can be contacted 
by telephone or email (enquiries@fscs.org.uk).

The FSA register is also available on-line (www.
fsa.gov.uk/register/home.do) to check whether a  
firm is authorised and again if there is any doubt  
the FSA can be contacted on their consumer 
helpline number.

The Banking Code Standards Board (www.
bankingcode.org.uk/subscriberlist.htm) keeps a 
record of all the firms that subscribe to the code 
and, rather usefully, lists all the firms together 
with any of their subsidiary companies that  
also subscribe.  

Finally, having made these points, it is worth 
remembering that the chances of one of the 
major deposit taking institutions failing is still very 
slim and given the Government’s intervention 
with Northern Rock, even if one does, a rescue 
package may well be constructed. In addition, 
critics of the FSCS consider it unlikely that in the 
event of one of the large banks collapsing the 
entire £4 billion compensation pot would be big 
enough and although the FSCS may have access  
to additional funds, as a body set up through 
legislation, it is likely the Government would be 
involved either way.

Table 1 below shows some of the main firms that 
share FSA authorisations, which has been compiled 
from a review of approximately 115 banks and 
building societies in the UK and is not to be taken 
as a comprehensive list:

Table 1 – Accounts that are authorised by the FSA 
through a separate firm.

FSA Authorised Company Savings Company

Abbey National plc Abbey

Cahoot
Bank of Scotland plc AA Financial Services

Bank of Scotland

Birmingham Midshires
Halifax

Intelligent Finance

Norwich Union 
Base Rate Tracker

Saga

Barclays Bank plc Barclays Bank

Woolwich

Bradford & Bingley plc ASDA 
Bradford & Bingley

Clydesdale Bank plc Clydesdale Bank 

Yorkshire Bank

Co-operative Bank plc Co-operative Bank 

Smile

HSBC Bank plc First Direct 
HSBC

Lloyds TSB Bank plc Cheltenham & Gloucester
Lloyds TSB

Royal Bank of Scotland plc Direct Line
Royal Bank of Scotland
Virgin Money

Ten Pence U-turn
We live in quite amazing times in the world of 
tax. Over a year ago, in Gordon Brown’s last 
Budget speech as Chancellor, the so-called 
‘abolition’ of the 10% starting rate was announced.  
The government’s reason for this was, and still 
remains, the simplification of the tax system. 

Of course, the 10% rate hasn’t been ‘abolished’, 
it merely does not apply to all forms of income 
anymore. The income it may still apply to, 
depending on your circumstances, is savings 
and dividend income but not pension, earned,  
property and other income.

It became clear that, if earnings were taxed at 
20% basic rate and not the old 10% rate, there 
would be many losers – around 5 million of them, 
unfortunately most of them being the lowest 
earners in the country. 

So, following extensive media coverage, and 
potentially faced with a back-bench revolt and 
the possibility that the Finance Bill would be 
compromised, the new Chancellor Alistair Darling 
has announced:
 
• an increase in the personal allowance of £600, 

from £5,435 to £6,035; and 
• a reduction in the basic rate limit of £1,200, from 

£36,000 to £34,800. 

These changes mean that basic rate taxpayers  
will benefit by £120 per tax year whilst  
the position of higher rate taxpayers will be 
unchanged.

Provisional announcements indicate that the 
changes will not take effect for employees  
until September.
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MARKET REPORT

April saw equity markets rally  
strongly from their March lows 
encouraged by stronger than 
expected economic data and 
company profits. The collapse of Bear 
Stearns, the fifth largest investment 
bank in the US, had threatened to 
demoralise investors but a rescue 
package engineered by JP Morgan 
and the Federal Reserve followed by 
a raft of interest rate cuts injecting 
liquidity back into the markets saw 
the recovery continue into May.

As the euphoria began to wane, 
markets sold off on concerns of 
higher inflation driven largely by 
rising food and energy prices. Price 
inflation has been contained within 
the resources sector to date but 
may widen should demand for 
commodities not weaken. Central 
banks are predicting a curbing of 
demand as the global economy 
slows, introducing the possibility of 
further interest rate cuts, but with 
the current inflation trend additional 
easing is difficult to justify.

The Bank of England cut interest 
rates by 0.25% in April, only the 
second move this year. Accepting 
the need to provide some monetary 
stimulus, the governor Mervyn King 
has warned that the UK faced its 
“most difficult economic challenge 
for two decades”. Despite predicting 
that inflation would rise to 4% this 
year on the back of higher food 
and energy prices, the governor is 
confident that pressures will ease 

allowing the rate to fall back to the 
government’s target of 2% in the 
medium term.

However this assumes a marked 
slowdown in the global economy, 
leaving Mr King few alternatives 
should growth be sustained. Higher 
interest rates would be needed to 
deliver on the governor’s promise 
to “ensure” inflation slowed over 
the next year or so. He has openly 
criticized other central banks for 
pumping excessive liquidity into the 
system, backed by the belief that 
the worst of the credit crunch is 
over. This is generally accepted by 
consensus although does not rule 
out further shocks.

Many took Mervyn King’s words as 
a direct attack on the US Federal 
Reserve following further aggressive 
action on interest rates. The Federal 
Open Market Committee has slashed 
2.25% off the cost of borrowing in 
2008, dropping the federal funds rate 
to just 2%. This extra liquidity will 
take some months to work through 
the system although early data 
suggests that the US economy is set 
to deliver two quarters of modest 
growth in the first half of the year 
boosted by the stimulus package 
put together by the US authorities.

Consensus seems to favour a mild  
US recession as the economy struggles 
in the face of a depressed housing 
market and continuing stress in the 
financial markets. Banks have been 
largely successful in re-capitalising 
their balance sheets but have been 
slow to make this money available 
to the consumer. Some believe that 
we are past the worst in US housing.
Foreclosures may be required in 
order to restore the flow of credit.

The region, with particular emphasis 
on the eurozone, is expected to 
weather the current storm relatively 
well. Although entering a period of 
weaker activity, softer global demand 
could be offset by sustained intra-
regional trade. Germany in particular 
is in a position to take advantage of 
lower relative inflation and wage 
growth to boost trade with its 
neighbours. This negates currency 
concerns following the euro’s 
strengthening versus both the dollar 
and sterling.

Europe is not without its problems 
however, as conversely, countries 
such as Spain and Italy will see their 
trade deficits widen. This diversity in 
economic fortunes is the root cause of 
many problems facing the European 
Central Bank. Interest rate policy 
remains focused on upside inflation 
risks and therefore an imminent cut 
is unlikely given record high numbers 
in March. If as expected economic 
growth falls below trend the Bank 
should deliver on a much needed 
easing of rates.

Japanese stocks have enjoyed 
a strong start to 2008 having 
underperformed global equity by 
30% over the last 2 years.  Foreign 
investors, representing 30% of the 
market and accounting for 70% of 
market turnover, have been cautious 
of an economy dogged by deflation 
and the perception of a reliance 
on exports. Now as global inflation 
begins to spread and latest figures 

suggest exports remain robust, 
investors are returning to find 
compelling value.

However the domestic economy 
is unlikely to escape the global 
slowdown despite being relatively 
unaffected by problems in the financial 
markets. There has been very little 
tightening of credit conditions and 
residential investment is recovering, 
albeit from a very low level, contrary 
to the situation in other developed 
markets. With the new governor 
of the Bank of Japan removing the 
presumption that the next move in 
interest rates will be upward, this 
trend is set to continue.

As the developed world begins to 
struggle, Asia and the emerging 
markets appear to be the only 
source of economic growth. Whilst 
consensus suggests a mild recession 
in the US, Chinese authorities 
have been attempting to prevent 
overheating in an economy that 
grew by 11.5% last year. Excess 
liquidity has seen inflation rise to an 
11-year high in the world’s fourth 
largest economy, adding weight to 
the argument for maintaining tight 
monetary policy.

India has seen its economy grow by 
8% and together with China, Brazil 
and Russia, now makes up 12% 
of global GDP. We may be some 
way short of a decoupling for Asia 
and the emerging markets but this 
level of activity does provide some 
insulation from the global slowdown.  
Local equity markets have certainly 
not decoupled, experiencing much 
the same level of volatility as the 
developed world, but this is due 
more to investors retrenching rather 
than on prospects for the region.
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State Pension Reform
as accepted by the Government. The resulting 
Pensions Act 2007 received royal assent, paving the 
way for the changes to be implemented.

So what are these changes and how does it  
affect us?

At the moment, to qualify for the full Basic State 
Pension, a man needs 44 qualifying years by 65 and 
a woman needs 39 by 60, which can be made up 
of NI contributions from class 1, 2 and 3 levels and 
may also include ‘credits’ which may come from a 
range of different sources. However, pensions for 
women will be equalised with men to a retirement 
age of 65 and this will be phased in between 2010 
and 2020.

One of the main changes coming in is that from 
2010, the number of qualifying years required 
for Basic State Pension will come down from the 
current levels to 30 years for both men and women.  
A person with less than 30 qualifying years will 
be entitled to a proportion of the full Basic State 
Pension for each qualifying year they have built up.  
Therefore, if you have just one qualifying year you 
will receive 1/30th of whatever the full Basic State 
Pension is.  

As the level of qualifying years is reducing to 30, it 
also means that certain credits that you can obtain 
at the moment, will cease. The automatic credits a 
man can currently receive from age 60 to 65 if he is 
not working and paying NI, will be phased out over 

a five year period starting from April 2010. At this 
point HRP (Home Responsibilities Protection) will 
also be abolished. These were credits received for 
the most part through the receipt of Child Benefit 
for a person who stayed at home to look after their 
children and therefore not able to accrue any NI 
contributions toward their Basic State Pension.   
However, HRP will be replaced with a new weekly 
NI credit for people caring for children or severely 
disabled people and past HRP credits will be 
converted to the new system.

Another change in the pipeline is the gradual 
increase in State Pension age for men and women, 
which will be phased in as follows:

Between 2024 and 2026 the retirement age 
increases to 66
Between 2034 and 2036 the retirement age 
increases to 67
Between 2044 and 2046 the retirement age 
increases to 68

Therefore, those people born after 6 April 1959 
will be affected by these changes.

One of the more popular changes to the Basic 
State Pension is that it will rise in line with earnings  
rather than prices (from 2012 at the earliest).  
Hopefully, this change will slow down the gradual 
erosion in value of Basic State Pension, which  
has been a worrying problem for pensioners for 
many years.

FTSE Changes
At the beginning of June, FTSE International 
confirmed the quarterly changes to the  
composition of the FTSE 100, an index of the 
UK’s largest companies. Out went Home Retail 
Group (owner of Homebase and Argos), Tate 
& Lyle, Alliance & Leicester and Persimmon 
(housebuilder). Of more interest perhaps were 
the new introductions; Drax (coal-fired electricity  
generator), Invensys (industrial automation), 
Ferrexpo (iron ore) and Petrofac (oil & gas 
production services). Why? These changes 
demonstrate the current trend in the growth of 
commodity and energy companies at the expense 
of consumer oriented stocks.

This has not been a unique event. Ferrexpo is now 
the tenth mining stock in the Index, whilst Petrofac 
joins six other Oil & Gas stocks. These two 

sectors now account for well over a third of the 
index by market capitalisation. This concentration 
in just two not unrelated sectors has several  
ramifications. Firstly, every stock within a sector 
is influenced by economic events as a whole and 
share prices move broadly in line with each other 
accordingly. With such concentration in these 
two sectors a relatively minor event, specific 
to one industry, can have wide ranging effects, 
exacerbating, if not driving, market volatility.

Secondly, as these sectors grow, investors 
benchmarked, or in the case of tracker funds tied, 
to the index must purchase further stock leading 
to a vicious cycle. This concentration erodes 
diversification and increases risk, particularly 
for tracker funds that are obliged to buy in after 
the introduction, and therefore historic growth  

of the stock, only to be forced sellers after  
prices have fallen and companies leave the  
index. Thus, counter intuitively, buying high and 
selling low.

Thirdly, dominance by relatively few stocks can 
mask the performance of the wider market, giving 
a false impression of the prevailing investment 
environment. Over the past 12 months the mining 
sector has returned over 30%, the oil equipment 
services sector in excess of 40%, whilst the  
broader index ex-resources has fallen 30%.  
Divergence of this magnitude has not been 
seen since the boom in technology, media and 
telecommunications stocks of the late 1990’s. 
Whilst the drivers are quite different this time, the 
narrow advance of the index is very similar and 
could in itself trigger a reversal of these trends.

In May 2006, the Government issued a White 
Paper, summarising proposals for improved security 
in retirement for this and future generations.  
This paper was released in response to a report 
published in 2005 by the Pensions Commission.  
Following consultation on the White Paper, the 
Government published the Pensions Bill, which 
laid out the framework for the legislative changes 
required to implement the White Paper proposals, 


