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	DATE: AUTUMN 2021
	Headline 01: Is it as bad the headlines suggest?
	Text Box 01: For the last 12 months there has much debate about how the cost of the pandemic will be recovered.  There is no doubt that a series of measures will have to be put in place by successive Governments to reduce the level of National Debt.  The debate on Radio 4's 'More or Less' program last week looked into the actual numbers behind the headline.

There is no doubt that spending has fallen and borrowing has risen over the last 18 months. Current National Debt stands at £2.2 trillion, equivalent to the total output (Gross Domestic Product (GDP)) of the UK.  Prior to pandemic, following the financial crisis and Quantatative Easing,  Debt to GDP stood at 80%.  Prior to the financial crisis Debt to GDP was around 35% so it is clear there is a growing problem.  To add some context Debt to GDP is the equivalent to levels seen in the 1960's and at the end of the Second World War Debt to GDP was closer to 200%.  

Tthe cost of servicing the debt is where the picture becomes more positive.  Interest rates remain at historic lows with very little sign of higher interest rates in the near term.  As at March 2021 the interest costs to the Government were less than 3% of tax revenue, revenue that had no doubt fallen during the pandemic. That is the lowest share of revenue since at least 1900 (and that is when reliable data began, it could in fact be lowest level for 200 years).

Finally another interesting point is to whom the debt is owed.  as a result of Quantatative Easing during the financial crisis the siIngle biggest holder of UK Debt is Bank of England - about 30% of total debt.  So effectively one Government department owes another.  It would be foolish for the Bank of England to simply write off this debt as it would undermine confidence in its independence.  They do say that the debt will be called in but there is little evidence of when this will actually happen.  

So, yes, there is a significant amoutn of debt in the UK, but the costs of servicing it is, perhaps, manageable and ultimately we may never be asked to pay it back.  SO perhaps things are n ot as bad as they first appear.
	Headline 02: 
	Text Box 02: Whilst the office is still closed please be assured that the phone lines will be answered and wherever we might be, we can take your call.  
Our numbers are as follows:
Office 01507 527383
Claire 07511 156440
Malcolm 07511 156402
Cole 07544 164628
We are authorised and regulated by the Financial Conduct Authority.
	Headline 03: Office News
	Text Box 03: We are very pleased and proud to announce that Cole Mills, who joined us in August 2019, is now a fully qualified Independent Financial Adviser.As well as being part of the in house investment team Cole will now be meeting and advising clients.  He is also taking a proactive role in our sustainable investing process.We look forward to you meeting him in the coming months. 
	Headline 04: Activity increases in 2021
	Text Box 04: Investors witnessed a surge of M&A activity in August as companies sought to make use of their high cash balances, and a slew of activity amongst mid caps drove up the FTSE 250 Index by 4.9% over the month. 

In the UK's supermarket sector, Morrisons accepted a £7 billion takeover from private equity firm Clayton, Dubilier & Rice following a fierce bidding war. Defence company Meggitt recommended a bid worth £6.3 billion from US motion and control technologies company Parker-Hannifin, and fund administrators Sanne accepted an offer worth £1.5 billion from financial services group Apex. 

The blue-chip FTSE 100 Index rose by 1.1% over August.  Inflationary pressures ease slightly: the annualised rate of consumer price inflation moderated from 2.5% in June to 2% in July. Lower prices for clothing and footwear were offset to an extent by higher prices for second-hand cars.

The Bank of England (BoE) expects the inflation rate to rise as high as 4% towards the end of the year before subsiding towards its 2% target; nevertheless, policymakers emphasised that they still regard current inflationary pressures as 'transitory'. The central bank also revealed plans to start scaling back its asset purchases once its key interest rate – currently 0.1% – reaches 0.5% and is likely to consider selling assets once it has climbed to 'at least' 1%.  

Economic recovery is being undermined by “the worst shortages of staff and materials on record”, according to IHS Markit/CIPS. Job vacancies reached their highest-ever level over the three months to July, rising to 953,000; meanwhile, the rate of unemployment fell from 4.9% to 4.7% and average annual wage growth reached 7.4%. The Confederation of British Industry (CBI) reported that manufacturers are experiencing their worst-ever shortages of stock, which are helping to stoke inflationary pressures.  

Dividends surged at a headline rate of 51.2% year on year during the second quarter of 2021 to reach £25.7 billion. According to Link's UK Dividend Monitor, growth was driven by companies reinstating their payouts: dividend restorations accounted for 90% of the annualised increase. The three biggest dividend-paying sectors were mining, banking, and oil; looking ahead, Link expects full-year headline dividend growth of 24.4% over 2021, boosted by a rebound in payouts from the banking sector. 
	Headline 05: Tax hikes to support social care
	Text Box 05: In a move designed to fund the spiralling cost of social care, the Government announced a controversial increase to National Insurance contributions (NICs) in the form of a 1.25% “Health and Social Care Levy”. Although pensioners do not pay NICs, workers of state pensionable age will have to pay the levy, which will take effect from April 2022.  The Government announced an increase of 1.25% in tax on dividend income. This means that tax on dividend income will increase from 7.5% to 8.75% for basic rate taxpayers, from 32.5% to 33.75% for higher rate taxpayers, and from 38.1% to 39.35% for additional rate taxpayers. At present, there appears to be no change to the annual tax-free dividend allowance of £2,000.  The measures are expected to raise £36 billion over three years to fund social care and the NHS.  The Government also confirmed that the “triple lock” – which guarantees that increases in state pension rise by the rate of consumer price inflation or average earnings or 2.5%, whichever is the highest – will disregard the average earnings element during the 2022-23 financial year.
	Headline 06: Income in retirement
	Text Box 06: As many approach retirement they begin to consider how to use the 25% tax free cash from their pension funds.  In many cases it is used to pay off a mortgage, help out family members, provide an emergency fund or take a holiday of a lifetime. Often people take the tax free cash simply 'because they can' but there are other things to consider and there are downsides to this strategy too.

For example, if the retiree has substantial other assets then by taking the tax free lump sum from their pension they are exaceberating the problem by moving monies from the pension , which falls outside of the Estate for Inheritance tax purposes, to cash, which is included in an Inheritance tax calculation.

If the monies are not reinvested elsewhere and simply held in cash then the returns they will receive will be below inflation and therefore over a period of time the purchasing power of the funds is reduced.  And if they are reinvested elsewhere, such as in a Stocks & Shares ISA,  they are going to incur some investment charges (and pay their advisor too).

But perhaps more importantly is the fact that the tax free cash can be used alongside taxable income to generate the income required in retirement.

As an example, if an individiual has a pension fund of £150,000 a tax free lump sum of £37,500 is available.  Assuming an yield of 3% an income of £3,375 could be achieved.  Together with the standard State Pension of approximately £9,350 the total income would be £12,725, just below the current personal alowance and therefore no tax would be paid.  If this income is insufficient then any additional income generated would be taxable.  If they used phased retiement then the tax free cash could supplement income instead of taking a lump sum.  If they intended to do some travelling during the first 10 years of retirement they could take the tax free cash over the 10 years, making a total income of £16,475 with no tax to pay.  Furthermore during that 10 years the unused tax free cash would remain invested and could continue to increase in value.



	Headline 07: Having cash for IHT
	Text Box 07: Part of advice is often to address potential Inheritance tax liabilities and, as we have featured in this newsletter before, there are a number of ways to address this.

But one thing which the people we speak to often overlook, is that if it is not possible to mitigate the tax completely, there must be cash available to pay for any Inheritance tax due.

Here is a quick example.  Mr A (single, never married and no children)  has the following assets:

Main Residence £400,000
ISAs £180,000
NHS Pension paying £25,000 per annum
State Pension paying £9,000 per annum
Cash in a bank account £5,000

His total Estate is £585,000.  Of this £325,000 is exempt from Inheritnace tax.  the balance of £260,000 is subject to Inheritnace tax at 40%, i.e. £104,000.  

His Executors will need to apply for Grant of Probate.  For the document to be released, the tax will need to be paid.  However there is not enough cash in his Estate to cover the liability and the house and ISAs cannot be sold until Grant of Probate is obtained.  As a result his Executors will have to obtain a loan, secured against the house, to pay the tax.

There are a number of alternatives available which could reduce the liability and ensure that assets are available without the need for Grant of Probate to be obtained.

If you, or someone you know, would like to discuss this in more detail please do contact us


