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Autumn Statement 2016: Preparing the UK
economy for a post-Brexit future
Brexit pervaded Chancellor of the Exchequer Philip Hammond’s first – and last – Autumn Statement. Whilst
unveiling a raft of spending plans on transport, infrastructure and housing, he emphasised Brexit’s potential impact
upon the UK’s finances and provided a downbeat assessment of the UK’s economic outlook.

According to the Office for Budget Responsibility (OBR), Brexit is likely to reduce the UK’s economic growth by
2.4% over the next five years. The OBR raised its forecast for economic expansion in 2016 from 2% to 2.1%, but
cut its 2017 forecast from 2.2% to 1.4%. Looking further ahead, the economy is forecast to grow by 1.7% in 2018,
2.1% in 2019 and 2020, and 2% in 2021.

The Chancellor warned that the UK’s financial position has deteriorated and the Government will have to borrow over
£120 billion more than previously calculated. He acknowledged that the deficit will not be cleared by the previous
target date of 2020, but pledged to clear it “as early as possible” after that.
The current Autumn Statement and Spring Budget are to be scrapped and, from 2017, the Budget will take place in
the autumn, with a brief “Spring Statement” from 2018.

Mr Hammond insisted that Brexit had made it “more urgent than ever” to tackle the UK’s long-term weaknesses and
imbalances. For now, given the backdrop of uncertainty, the Chancellor appears to be treading a cautious line in
order to provide himself with maximum flexibility in future.
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US election: what happens
next?
After months of increasingly controversial and bitter campaigning, the 2016
US Presidential Election reached a dramatic climax, culminating in a surprise
victory for Republican Party candidate Donald Trump. The Republican Party
retained control of the US Senate and the House of Representatives.

Generally, investors had been expecting a narrow victory for Democratic
Party candidate Hillary Clinton; therefore, Trump’s unexpected victory threw
markets off balance. The price of oil fell and equity indices dropped in
response to the news that Trump was the new President-elect, although their
fall was generally less pronounced than it was in the wake of the Brexit vote
in June. In contrast, demand for perceived “safe-haven” assets surged; the
price of the US ten-year Treasury bond rose, and demand for gold jumped
sharply. Meanwhile, the US dollar plummeted against “safe-haven” currencies
including the Japanese yen and the Swiss franc. Mr Trump’s victory could
also raise questions over the likelihood that Federal Reserve (Fed)
policymakers will implement an expected increase in interest rates at their
next meeting in December.

Mounting uncertainty surrounding the possible outcome of the election has
undermined investor confidence in recent months. While Clinton was widely
regarded as a candidate who would generally uphold the status quo, Trump is
more of an unknown quantity. Looking ahead, as the world heads further into
uncharted territory, many investors are likely to adopt a “wait-and-see”
approach until they have more idea of the Trump administration’s future
plans.

Gifting your house
If your estate falls above the inheritance tax threshold, it might seem
sensible to give your house to your children while you’re still alive. As
long as you survive afterwards for seven years, it’s theirs, right? Well,
no – not exactly. You will have to pay a full market rent to live there or
it will remain in your estate as a “gift with reservation”. Moreover, they
could decide to sell it from under you – and, as a second home, they
would incur capital gains tax on the profits. A poor decision could have
far-reaching consequences, so take expert advice.



The impact of rising interest rates
Rising interest rates do not just affect individuals; they also affect
companies that will, for example, have to generate more profit in order
to pay higher borrowing charges. Corporate bond prices are also
affected: because bonds’ interest payments are usually fixed, an
increase in rates will reduce the attraction of a fixed payment
compared with cash. Therefore, as interest rates rise, bond prices will
tend to fall. All these issues can affect your portfolio’s performance.
Nevertheless, if you take a truly long-term view and your objectives
remain unchanged, these short-term ups and downs should not
generate much cause for concern.

FTSE 100’s yield continues its rise
UK equities experienced a choppy November that was punctuated by political newsflow. In the US, Donald Trump
scored an unexpected victory in the Presidential elections and closer to home, Brexit continued to generate more
questions than answers. The FTSE 100 Index fell by 2.5% during November; in contrast, the FTSE 250 Index was flat
over the month. Water company United Utilities announced revealed strong half-year earnings and a 1.1% increase in
its interim dividend. Elsewhere, travel company Thomas Cook announced its first dividend payout for five years.

The yield on the FTSE 100 Index continued its rise into November, climbing from 3.69% to 3.83%. Meanwhile, the
FTSE 250 Index’s yield edged higher over the month as a whole, rising from 2.79% to 2.80%. In comparison, the yield
on the ten-year UK gilt rose from 1.25% to 1.42%.

Over the year to date, the best-performing UK industry sectors were industrial metals and mining, basic materials,
industrial engineering, and oil & gas. At the other end of the performance spectrum, the worst performers over the
first 11 months of the year were telecommunications, real estate, and general retailers.

Global dividends fell at a headline rate of 4% during the third quarter, curbed by a reduction in special dividend
payments and slower growth in US dividends. According to Henderson Global Investors’ quarterly Global Dividend
Index, UK dividends fell at a headline rate of 13.9% during the period. Although this reflects the pound’s heavy fall
against the US dollar in the wake of the Brexit vote in June, it is worth noting that the drop would have been even
greater but for the fact that many large UK companies declare their dividends in US dollars. On an underlying basis,
UK dividends fell by 2.9%, dampened by dividend cuts from Barclays, Rolls Royce, and the mining sector.

Retail fund investors focused on areas of the market that are generally perceived to be less risky during October,
favouring mixed asset, money market, and fixed income funds over equities. According to the Investment
Association (IA), retail investors continued to take their money out of the UK and Europe. Once again, UK All
Companies was the worst-selling IA sector, suffering net retail outflows of £723 million. UK Smaller Companies, UK
Equity Income, and Global Equity Income also fared relatively poorly during the month.
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Investing globally for equity
income
Traditionally, UK equity income funds have been the default choice for
income-seeking UK investors who are prepared to take a certain level of risk
with their capital. The UK equity income sector has enjoyed significant fund
flows  in recent years as exceptionally low interest rates and near-zero returns
on cash have driven investors to find income from alternative sources. As a
result, profitable companies have experienced mounting pressure to distribute
some of their cash. This is not just confined to developed markets: emerging
market companies are increasingly implementing dividend strategies, allowing
dividend investors who were previously confined to low-growth developed
markets to access faster global growth stories.

Moreover, one of the perceived drawbacks of the UK equity income sector is
that many top dividend-paying companies are found clustering within a few
key sectors . Therefore, income-seeking investors are looking beyond the UK
to find new opportunities. Higher demand has been matched by rising supply;
a growing proportion of companies around the world are paying dividends as
they strive to meet the needs of an increasingly international shareholder
base. As a result, a raft of new funds has been launched in recent years
specialising in global or regional income. Ultimately, a global equity income
strategy offers investors the means to diversify their income strategy
beyond a handful of sectors or a single country.

A growing overseas market
Dollar-denominated debt has long been the key market for corporate
bonds. In the US, this method of borrowing is well established among
companies and investors are comfortable with the associated benefits
and risks. Closer to home, the European market has expanded over
recent years, boosted by the euro’s introduction. Low interest rates,
combined with a common ground for pricing helped to fuel demand,
leading to increased issuance by companies alongside a greater appetite
from buyers. Despite problems created by the financial crisis and
recession, the European high-yield market in particular has benefited
from investors looking for fresh income opportunities.


