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LEWIS: Hello. It’s the last Money Box of 2012 and we have four experienced 

financial commentators to look at what 2013 might hold for us. What will be the big 

financial stories next year? They said they wanted to discuss the housing market, the 

changes to the way pensions and investments are sold, the growing difficulty of 

finding income from our savings and investments, and the UK economy. Will it grow 

in 2013? Joining me in the studio are freelance financial journalist Cliff D’Arcy; the 

Telegraph’s new Personal Finance Editor Andrew Oxlade; and Vicky Pryce, Senior 

Managing Director of Economics at FTI Consulting. In Edinburgh we also have 

Money Week’s Editor-in-Chief, Merryn Somerset-Webb. Welcome to you all. And 

we start with house prices. And there was of course extraordinary growth before the 

credit crisis and then a 20% correction as prices plunged during the economic 

turbulence in 2008, but the last couple of years have been well rather flat. Our first 

crystal ball gazer is Cliff D’Arcy who has a bit of a negative outlook on house prices. 

Cliff, what’s going to happen in 2013? 

D’ARCY: My argument would be that we’re perhaps half way through a 10 year 

crisis, so at the moment we’re in the eye of another hurricane, and I expect house 

prices to continue to weaken well into next year and thereafter. And the reasons for 

that are as follows - that it is still extremely difficult for people without large deposits 

or substantial equity to get low rate mortgages. The banks are cherry picking and only 

lending to people with you know 25%, 40% deposits. Our incomes are under threat 
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because of very low growth in wage earnings, persistently high inflation is hitting our 

disposable incomes. And obviously house prices to a degree rely on our disposable 

income; we can only put so much of it towards a home. And that has been squeezed 

like never before, since the 1920s. Unemployment has been a big plus this year, but I 

think it’s about to turn the corner and start to rise again because business investment 

is just so incredibly weak. Banks I think still have a future problem to swallow in 

terms of unrealised losses on bad property loans: perhaps - one figure, £40 billion - 

that could be wiped off banks’ balance sheets. If you look at the housing market, it’s 

practically stagnant at the moment. At its peak in 2007 there were 150,000 sales a 

month and now half that.  

LEWIS: Vicky Pryce, from an economist’s point of view, are we over obsessed with 

house prices and home ownership? 

PRYCE: Well wealth matters very much for an individual, so if they feel that the 

assets that they hold are going up in price - and of course houses being very 

important, they are very significant in the overall proportion of their wealth - then 

they will feel much more confident in terms of going out and spending. And if they 

don’t rise at all and they feel like other areas are also contracting - such as (for a 

period anyway) equity prices, the concerns about pensions and what they’re going to 

be giving them at the end - then people are more reluctant to do so and they save 

more. There’s nothing wrong of course with doing that for a while, but in reality there 

is still a big, big issue in the UK, which is just what you were saying earlier - there is 

a shortage of houses that people really want and are able and can afford to move into - 

and I think that’s going to keep in the long-term house prices in the UK still rising. 

There are short-term blips that occur every now and then, but I think we’re just going 

through that phase now. In the longer term prices will be considerably higher than 

they are now. 

LEWIS: And they’re pretty flat this year, the last couple of years. Are they going to 

stay flat in the future? Andrew Oxlade? 
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OXLADE: I very much see a long-term decline. You know we’ve got … 

LEWIS: A decline in house prices? 

OXLADE: A decline in house prices. Probably very slow, bumping its way down 

rather than any kind of outright crash. As you say, there’s other factors that are 

stabilising it, holding it up. Even other stranger factors such as you know where we’ve 

had the weakness of the pound and we’ve had people coming and foreign buyers 

coming in, and that’s supported the market and sort of propped it up from the South 

East. 

LEWIS: (over) Particularly in London where house … 

OXLADE: (over) Yeah, but that does flow out and that does help other regions. The 

 

South West has been supported by that outflow of people still having equity when  

 

they sell up in the South East. 

So there is a factor there. I mean it’s interesting you mentioned this point before about 

the supply and demand. Of course that’s an important factor, but if you look at say for 

example Japan where we had 20 years of falling house prices pretty much from 1990 

and over that period the population of Japan actually rose by 3 million from 124 

million to 127, so we got rising demand there. So within that, there’s always a supply 

and demand balance to be met, but I don’t think that’s as big a factor as some people 

try to make out that it is. 

PRYCE: Well there have been no new houses built, I mean very few houses built in 

the last few years. And we know there is … 

LEWIS: (over) Well it’s about 100 odd thousand a year, I think. 

PRYCE: Yes, there is a huge shortage. The demand is for about 300,000 a year, let’s 

say, perhaps slightly less than that, so there is a big unmet demand there that is going 
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to be affecting prices in the longer term. But also we mustn’t forget that even in the 

short-term, despite the economic crisis we’ve been through, there is a lot of money 

which is being pumped through the economy by the Government - this Funding for 

Lending Scheme which is basically being used by the banks, which is provided 

basically by us as taxpayers, the Government in other words, and is being used by the 

banks to lend out to the economy. The idea was or people thought that it would go to 

businesses, but actually it’s going mostly to individuals to buy houses and therefore 

mortgage demand’s gone up. 

LEWIS: Merryn Somerset-Webb, what’s your view on this? Are we over obsessed 

with house prices? After all, if you’ve got a house it’s worth one house and you can 

sell it and buy another house. 

SOMERSET-WEBB: We’re definitely over obsessed, but I think the key point that 

we’re maybe missing at the moment is something that Vicky’s just almost touched on, 

which is that house prices in the UK at the moment are the subject of an epic battle 

between the Government and the market. Now house prices are still overpriced on 

every historical measure you can think of even though they have obviously fallen 

considerably, everywhere except for London, but we can’t afford to let them fall from 

the point of view of the Government. The banks can’t afford another wave of 

repossessions and we can’t afford to bail out any more banks and we can’t afford the 

feel bad factor of house prices falling either. So if you look at almost every 

government policy you name, when you talk about it house prices comes in 

somewhere. Everything is aimed at stopping house prices falling - the funding for 

lending; the very, very low interest rates; the endless attempts to get first time buyers 

to buy houses off house builders at over-inflated prices, etcetera. This is all part of the 

huge battle between the market, which wants house prices to fall, and the Government 

which wants them to at least stay flat. 

LEWIS: Andrew Oxlade? 

OXLADE: I agree with what Merryn’s saying there, but there is this case of this 
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pushing against a piece of string. What can the Government do? I mean they’ve done 

a number of measures. Very few of them have worked. What they’ve managed to do 

is stabilise house prices. There’s not a lot more they can do with that. The Funding for 

Lending Scheme is flowing through, mortgage rates are falling. We’re talking about a 

mortgage war now beginning to just reach first-time buyers, but not quite. But you 

know all the stops are pulled out. They’re going full kilter at this and it’s having very 

little effect, and I think that’s what we’ll see for a few years.  

LEWIS: Cliff D’Arcy, by the end of the year house prices? 

D’ARCY: Probably down another 5%, I would say.  

LEWIS: Okay, thanks very much for that. We’ll move onto the next topic. House 

prices, fairly easy to understand; but the Retail Distribution Review, even if you’ve 

heard of it, is a different matter. There will be a huge shake-up on 31
st
 December: 

commission can no longer be paid to advisers for advising us on pensions or 

investments. The idea is to remove the bias and the conflict of interest which 

commission causes between the adviser and the client, but of course advisers still 

have to be paid and if they don’t earn commission they have to be paid a fee. Will 

most people be willing to do that? Merryn Somerset-Webb, you’ve written about this 

for Money Week. Is the consumer really going to benefit from the changes in what we 

call the RDR? 

SOMERSET-WEBB: Well I hate to say definitely because nothing is definite, but I 

would say I really, really think so. This is one of the most important changes to have 

happened in the financial industry as it impacts on the ordinary investor for decades 

and we’ve written about it in Money Week. I have been writing about this relentlessly 

for years and years and years because most people in the past believed the financial 

advice that they get is free. Even now there was a survey out this morning saying that 

33% of people believe that financial advice comes without any charge. They don’t 

understand how the system works in that their financial adviser gets a commission 

upfront when they buy a product of any kind be it insurance or a fund and he then gets 
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a cut every year they continue to hold that product. It’s a very unrecognised payment 

method and from Jan… 

LEWIS: (over) But when I talk to people in the financial services industry - and we 

haven’t got one on the programme today - but they would be saying, “Don’t be daft; 

the commission is disclosed. You’ve only got to look at the end of the document and 

you’ll see every penny I earn.” 

SOMERSET-WEBB: The end of that very, very, very long document. 

LEWIS: So people don’t bother? 

SOMERSET-WEBB: People don’t bother. And you know also think about the way 

things are presented as a per cent - my commission will be 2%, my commission will 

be 0.5% a year, etcetera. It sounds like a tiny number, right, but it’s a huge number 

and these things add up, they compound over the years. But anyway we don’t have to 

worry about that anymore because it’s going, in the main it’s going. There’ll be areas 

where it’ll stay, but from next year you will know exactly what you’re paying. And 

you won’t necessarily have to hand over a cheque upfront, it can still be taken from 

your assets, but you will know and that will make a very, very big difference. It’ll 

make a difference to the way you engage with your adviser and it’ll make a difference 

to the products that he recommends. Already we’re seeing advisers showing more 

interest in investment trusts, more interest in ETFs, more interest in passive investing 

rather than active. These are huge shifts in the way the retail investor is going to be 

advised. 

LEWIS: Those all things that didn’t pay them commission but now they’re more 

interested in them.  

SOMERSET-WEBB: Absolutely. 
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LEWIS: Andrew Oxlade, what do your readers say about this? 

OXLADE: Well to be honest, I mean I welcome this wholeheartedly. It’s a massive 

step forward, it’s a massive improvement. Advisers shouldn’t be influenced by 

commission, it’s as simple as that. Then it’s a sales process. It should be an advice 

process, not a sales process. So the readers we’ve had particularly are people who 

tend to be investing themselves already anyway and maybe don’t use an IFA that 

much. For them, you know they absolutely welcome this because it will be more 

clarity. There’s more websites launching around this whole theme that will service 

people who want to do it themselves. 

LEWIS: And do you sense any move among advisers to selling more insurance or 

more equity release because of course they’re still going to get commission on some 

things like that, aren’t they? 

OXLADE: Sure. I mean I think there’s likely to be a lot more specialists generally. 

We’ll find that typically at the moment a lot of the IFAs are just selling funds, 

advising on investments. That part of the market is obviously going to shrink a lot, 

especially for those with smaller amounts to invest. So it’s absolutely a problem if the 

advisers turn to other forms of making money from selling. 

LEWIS: Cliff D’Arcy? 

D’ARCY: I actually qualified as a financial adviser in the early 90s and I was quite 

amazed at the sort of behaviour that went on. I mean I’ve been a journalist for a 

decade, but I was on the dark side in marketing and financial services for 15 years and 

I would say that every single problem about the industry in terms of the corruption of 

consumer advice is down to the sin of commission and I just think it’s wonderful. I 

have campaigned for all of my working life as a journalist and from within the 

financial services industry to have commission outlawed because it just creates huge 

pressure on those selling products to sell inappropriate products with high 
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commissions. Why would I sell you something that pays me 1% but is a good deal for 

you when I can sell you some high income bond that will pay me 8% commission 

upfront, and that could be £8,000? And frankly the temptations of commission were 

just too great, so good riddance to it. 

PRYCE: What worries me, once these things become transparent are people going to 

be less reluctant to even invest in some of these products which perhaps are quite 

good for them, but they now realise they have to pay you know quite a lot for them? 

And that I think is an issue for the industry to address. 

D’ARCY: That’s certainly been a point many financial advisers have made. They 

say, “If people see I’m charging them £200 an hour, they won’t come to me”, whereas 

if it was hidden, as Merryn said earlier. What do you think about that, Merryn? Do 

you think there will be a great shortage of advice given to people who maybe can’t 

afford or don’t believe they can afford £200 an hour? 

SOMERSET-WEBB: Well I think that the idea that someone who requires financial 

advice can’t afford £200 an hour is a huge red herring. If you haven’t got £200 or 

£400 or £600, you probably don’t have enough money to be investing. You should be 

saving, which is a completely different thing, and in that case all you need is a bank 

account. I’d also say that the idea that everybody needs individual financial advice, 

unique financial advice is something the financial services industry is very keen to put 

about, but the vast majority of people really only need some kind of very general 

generic advice - you know my financial circumstances are very similar to any other 

woman my age and the vast majority of the things that we need to know can come 

from generic websites. So actually you don’t need regular ongoing financial advice 

from a physical human adviser. You need occasional specialist advice. 

LEWIS: Do you think we’ll be looking back on this change as a great success or the 

start of something? How will it seem? 
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SOMERSET-WEBB: It will definitely be the start of something, but I anticipate an 

awful lot of chaos and a lot of confusion and I’m not sure that … you know there are 

parts of the industry that aren’t really ready for it. There is so much ignorance among 

investors and clients that I think a lot of people are going to have a nasty shock next 

year. But in the end you cannot get away from the fact that the commission system 

was very bad, and paying for things upfront and knowing what you’re paying is good. 

LEWIS: And people will have to cope with that when they start trying to turn their 

savings or investments into an income. They’ve had a miserable few years with the 

Bank of England base rate anchored at 0.5% for more than 3 years. New data from 

Moneyfacts this week revealed that 40% of savings accounts are now paying less than 

bank rate, some even offering zero, yes zero per cent. And they’re plummeting partly 

because the banks no longer need our money. We heard about the £80 billion of cheap 

money from the Government’s Funding for Lending Scheme earlier, and with savings 

paying so little many are being tempted to investments hoping to get higher returns. 

Andrew Oxlade, is investing the answer to low savings incomes? 

OXLADE: Absolutely not. (laughs) It’s worrying, it’s very worrying. What’s 

happened basically, we’ve had obviously low rates for a long time, for nearly 4 years 

- it’ll be 4 years in March that they were cut to 0.5%. So what happened is for the first 

few years people could stomach it - they were still on fixed rates that they’d taken 

before that and they still had income coming in - but as things have gone along and as 

rates have bee held down and held down, they’re basically becoming desperate. 

Typically I mean these could be people who maybe did dabble in the dotcom boom 10 

years ago, but their circumstances are different now, they’re near retirement, but they 

need income and they wouldn’t normally dream of going to the stock market but 

they’re turning to the stock market because it’s the only place where they can get sort 

of 4% or 5% income from some of the income funds, for example. What’s really 

compounded it in the past 6 months or actually the last 3 months is, as you mentioned, 

the Funding for Lending Scheme. So what’s happened is the Government and the 

Bank of England are trying to prop up the mortgage market. In doing so, they’ve 

basically handed a load of cheap money to the banks. The banks don’t need to turn to 
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savers, which is what banks normally do - to lend on mortgages - and therefore 

they’re not offering very good rates. They’ve pulled the rates right down. So you 

could have got 4% on a 5 year fix a few months ago; you’ll be lucky to get 3% now. 

And that’s forced people into all sorts of funny products that they never would have 

dreamt of - things like retail bonds. There’s been a boom in companies offering 

investors money. They lend the money to the company. The company promises sort 

of 5% or 6% a year over 5 years, but you’re gambling on whether that company will 

survive. It’s almost the same as investing in shares, but a lot of people don’t 

understand that and that’s partially because of the way they’re being marketed. The 

thing that worries me the most about all of this is it’s not just dangerous for those 

savers turning themselves into unwitting investors. It also has dangers for the 

economy in terms of these assets are becoming pumped up. I mean it’s the same thing 

with corporate bond funds, the same thing with gilts. People are moving into these 

investments because they pay high income, which has pushed them up which means 

it’s leaving them prime for a fall. 

LEWIS: Yeah, the demand pushes up the price.  

OXLADE: Exactly. 

LEWIS: That’s what we were saying earlier. Cliff D’Arcy? 

D’ARCY: I agree with Andrew on one thing - that the Funding for Lending Scheme 

has been a disaster for savers. Yes the Government is throwing £60 billion of cheap 

money at mortgage borrowers, but it’s destroying the savings market at the same time. 

And I think the way I would describe it now is that wittingly or unwittingly savers are 

climbing a ladder of risk. And at the bottom of that ladder was good old-fashioned 

savings accounts. You know 25 years ago when I started out in the financial world, 

you could get 10% a year on your savings. Ten years ago you could get 5%. Now the 

top paying accounts are 3% and usually that comes with some kind of handcuffs 

attached like a notice period or a bonus that vanishes after 12 months. So at the 

bottom level of that ladder of risk are savings accounts and unfortunately savers are 
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now becoming in effect gamblers or investors by moving up that ladder. So they’re 

moving into government bonds that pay a fixed 2% a year for perhaps 10 years, which 

is the most awful investment imaginable. Or corporate bonds where you’re lending 

money to Tesco or GlaxoSmithKline and you’re getting 5% a year, but there’s no 

savings safety net. You could lose all of that money if - very unlikely because they’re 

both global giants - if those companies fail. And at the top end you know you’ve got 

shares, high income shares, but of course you can lose some of your capital. And now 

there’s a concern about future mis-selling surrounding structured retail products, 

which you’re selling high incomes but exposing investors to hidden risks. 

LEWIS: Merryn, Merryn Somerset-Webb? 

SOMERSET-WEBB: It’s difficult to disagree with any of that. You know savers are 

by moving into becoming investors exposing themselves to huge risk. But you know 

this is all part of the process that we are going to go through over the next 10 years. 

We hear a lot in the press about financial repression, which now encompasses all the 

ways that the state forces people to behave, and this is another one of those things. 

The state doesn’t want us sitting around in useless cash. The way for us to get or to 

start to get out of our situation is for money to be forced out of cash and into 

investments of various sorts. So by keeping interest rates much lower than inflation, it 

forces us out into the market to find a return somewhere else. And we know what 

we’re doing is risky, we know that we’re stepping away from the safety of cash, but 

that’s what you do in situations like this. We’re forced into it. It’s a crisis that shows 

who is sovereign if you see what I mean. In an environment like this, the state is 

sovereign. They set the return on your cash. It’s not good enough, you have to go 

elsewhere and that’s what you’re supposed to do. It’s dangerous, but it is what it is 

and it’s going to stay that way for some time. 

PRYCE: But think what it would be if we had higher interest rates right now, given 

the state of the economy. After all, we’ve had declines in GDP for a few quarters. We 

had a bit of a pick-up in the previous one, but this quarter may also be pretty bad, so 

we’ve got to bear that in mind. In addition, I think there’s another issue about retail 



 

 

 

 

12 

 

 

 

investments. Some time ago we all got rather excited (and certainly when I was 

working for the Government) about looking at how we can get the retail investor to be 

much more involved in buying into those companies in the way that it’s done in the 

US. And that would be quite good because you get people much more involved in the 

running of the companies, or at least they feel they are, and you get a lot more money 

coming into the system that way rather than perhaps, as we were discussing earlier, all 

going into housing. And that needs to be encouraged into corporate bonds and so on. 

Of course there will be risks. I think the idea that people can just get higher returns 

and have no risks attached is something that clearly needs to be explained a little bit 

more, but this is quite a developed, sophisticated country and actually the level of 

retail investment that takes place is not high enough, in my view. 

LEWIS: But, Andrew, just to sum up on this. Where can people get a better income 

or should they just think cash is it, I’ll just stick with cash? 

OXLADE: Well I think they really need to measure what they’re trying to achieve, 

what they want, and whatever they do they shouldn’t take too much risk with that 

money. If they need to keep that money, they’re going to have to accept a lower 

income and look at their lifestyle rather than risking that capital. 

LEWIS: And a year from now, where do you see savings interest rates? 

OXLADE: Probably about the same as they are. But I think in a year’s time the Bank 

of England will be reviewing exactly what it’s done and how it can unwind some of 

the policies that have caused the damage. I certainly hope they will be. 

LEWIS: Okay. The UK economy did see a little bit of growth in the third quarter this 

year, up 1%, which I think was a record over twenty quarters, but there were three 

consecutive quarters before that of shrinking and overall we’re told it will grow by an 

almost invisible 0.1%. The Chancellor’s recent Autumn Statement, he announced then 

that the Office for Budget Responsibility had now downgraded their prediction for 
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UK economic growth for 2013 to just 1.2% which historically is very low. So will the 

UK return to growth or will we see a triple dip recession beginning? Vicky Pryce? 

PRYCE: Well the problem with any forecast that we’ve seen in recent years is that 

they have been consistently downgraded, so if you just compared what the Office of 

Budget Responsibility said even a year ago, you take 1% off GDP growth for 2012 

and certainly for 2013. Of course this has happened in many other countries too and 

we’re lucky in a way that we’re not necessarily forecasting a decline in GDP in 2013, 

although there are some people out there who think that indeed this is what’s going to 

happen. And the reason why they think that is because the Eurozone itself is 

contracting quite significantly. There are some semi bright spots like Germany, but 

the austerity measures which are being introduced in so many countries mean 

basically that there is so much money leaving the economy. If you just look at 

lending, we were discussing that earlier, in most countries in Europe lending is 

declining very substantially and that of course means that companies are not getting 

the money they need, business investment is being held back. The implications for us 

are quite significant. We can’t export to a zone which is just not growing, in fact 

likely to contract next year. We can perhaps do things elsewhere but net rate has 

disappointed. In other words, the contribution of exports over imports to the economy 

has just not done anything at all for us in the last few years. And then if you look at 

any other sectors of the economy business investment is being held back, rising really 

only very slowly, companies keeping their money strangely in cash or in other ways 

to at least get some return which they think is probably better than the uncertainty and 

danger and risk of investing in a very unclear environment. The householders are not 

going to spend. They are if anything increasing their savings. And capital spending 

generally has been held back by the Government in the past and that’s being slowly 

reversed. But the interesting thing for me is that the only area of growth probably is 

going to be current government spending, which will still be higher than had been 

forecast because the economy’s not going to be doing very well. So we are dependent 

once again on the state to provide any growth in the economy, which is very perverse 

in this time of the cycle. 
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LEWIS: Merryn Somerset-Webb, do you think the economy’s going to grow this 

year? 

SOMERSET-WEBB: No. It’s slightly beyond me why anybody expects growth for 

some years. You know growth over the last couple of decades has been based on 

sectors that are no longer growing and unlikely to grow at any time soon - you know 

construction, finance, huge rises in government spending. We’re not getting those 

anymore. We spent the years in the run-up to 2007 having a massive credit bubble and 

you know when you borrow and you don’t invest productively, you effectively 

borrow growth from the future. And that’s what we did. We had today’s growth 

yesterday, so we can’t have it tomorrow. Now we have to give back the growth we 

stole and that will take a while to play out. 

LEWIS: Vicky Pryce, one thought for the politicians who are listening. What policy 

should they bring in to make the growth that you think is necessary? 

PRICE: I think they need to actually invest a lot more in infrastructure, take a lot 

more risks on technology and on science, and think about sort of the long-term right 

now and ensure the skills are there for the population so that we can compete.  

LEWIS: And I’m sure a lot of people listening will agree with that and also will be 

thinking well my salary isn’t growing, it’s frozen, and that’s what I need economic 

growth for. But that is all we have time for. My thanks to Vicky Pryce, Cliff D’Arcy, 

Andrew Oxlade and in Edinburgh Merryn Somerset-Webb. You can download the 

programme from our website, bbc.co.uk/moneybox, and send us your ideas for next 

year as many of you do. I’m back on Wednesday with Money Box Live, this week 

taking your questions on consumer rights. What can you do with that unwanted 

Christmas present? I’m back with Money Box next weekend. From producer Ben 

Carter, me Paul Lewis, and the whole Money Box team, have a good new year. 


