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In this issue we focus on:
l August – a month of turmoil for the UK
l The state of play of UK retirement savings
l Personal indebtedness – a major concern for the future
l The consequences of ultra-low interest rates

August – a month of turmoil for the UK
I write this bulletin after a period of considerable economic and social turmoil. The last three weeks have stripped
the Share market of 10% of its value, following a recovery in the FTSE 100 from an abrupt 17% fall in the first few
days of the month. Of equal and perhaps greater impact were the shocking scenes of rioting, arson and
lawlessness that erupted on to some of England’s streets just a few days ago. As the horror of this televised
thuggery subsides and the period of reflection commences, the dignity and courage demonstrated by Mr. Tariq
Jahan, upon the killing of his son by rioters, stands out as simply remarkable. That he found the strength and
wisdom to demonstrate such noble qualities at a time of acute personal distress, lit a beacon of hope amongst
the mayhem. We are all relieved that calm has been restored – but then there are the events in Libya and the effect
on oil prices!

May I now move on?

The state of play of UK retirement savings
A month ago, Scottish Widows published their 7th Annual UK Pension Report, commenting upon the current state
of play of UK retirement savings. Their sample study group was 5,000 ‘economically active’ people, aged between
18 and 65, within both the private and public sectors.  Principal amongst the findings was that over 70% of those
in the 30-49 age group were “seriously under-saving”. This group, with an average income of £35,900 pa, “felt
secure in their jobs and had high expectations of a comfortable retirement”. Surprisingly this group carried an
average of £16,500 of non-mortgage debt and (perhaps as a consequence) saved less than 6% of their income.  

These surprising statistics started me thinking about next year’s Workplace Pensions and the Governments “auto-
enrolment” regulations. Setting aside the seemingly unfair employer compulsion/employee freedom to opt out
contradictions, I grow increasingly fearful for the financial future of our younger generations. A figure of “£16,500
non-mortgage debt” is deeply worrying – and provides insight into the national problem of personal debt.

Personal indebtedness – a major concern for the future
Personal indebtedness now seems more a badge of honour than a matter of private grief. A decade or more of
unfettered debt peddling has succeeded in changing attitudes to debt from shame to routine acceptance.  But
how many of those 5,000 Scottish Widows responders had paused to consider the effect of the 20% fall in house
prices since 2007? Any homeowner who purchased around the time of the 2007 price peak – and financed their
purchase with a high percentage mortgage, must surely be staring negative equity in the face. The real “non-
mortgage debt” figure of Scottish Widows responders may therefore be very different from that they’ve declared.  

The single comforting factor within the circumstances of many mortgagees is interest rates. Little change seems
likely whilst recession remains – and so long as rates remain low, mortgaged homeowners may be able to service
their borrowings and maintain financial stability. Long may these conditions apply – for an excessive degree of the
Country’s economic wellbeing seems to be dependent upon the domestic housing market.
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The consequences of ultra-low interest rates
The current ultra-low interest rate environment is of particular relevance to all affected by Gilt yields. Three years
ago it was thought that the banking crisis, subsequent Quantative Easing and the continuing escalation of
government debt would result in rising Gilt yields - and falling capital values. Not so. In fact quite the reverse, for
despite all our domestic economic woes, Global investors take the view that UK’s debt problems and future
economic stability are nothing like as scary as elsewhere.  Good news for the holders of Gilts but bad news for
those vulnerable to Gilt yields. Remember that Gilt yield determines Drawdown limits and Annuity rates. Over the
last five years the yield on 10 year Gilts has fallen from 4.75% to 2.60%. These falling yields continue to pull down
Annuity rates and Drawdown parameters. 

Can Gilt yields go lower yet? Of course we have no way of knowing, but it’s an important question, relevant to the
timing of Drawdown initiatives and perhaps Annuity purchases. The Eurozone is dogged with uncertainty, with
wide yield disparities between the issued debt of Sovereign member countries. At the one end, German 10 year
Bonds yield around 2.4%; at the other end, 10 year Greek Bonds yield around 16%. Closer to home, the yield on
Ireland’s 10 year Bonds, which peaked at over 14% a month ago, have now fallen back to around 10% today.
Such variation and instability provides insight into the uncertainties surrounding the future of the Euro - and of the
possibility of Euro member countries defaulting upon their sovereign debt repayment promises.

Gilt yields invariably reflect prevailing national economic circumstances. Some economic commentators are
beginning to see parallels between the UK’s stagnating economy and the economic malaise that has afflicted the
Japanese economy for the last fifteen years. Bond yields in Japan, which reached a high of 8.00% twenty years
ago, have averaged only 1.25% for the last decade. Is the UK capable of avoiding such economic doldrums?
Once economic stagnation settles in, major changes have to be made before it can be thrown out again. The
optimist within me thinks that last week’s riots might just be the catalyst for the changes we need. Perhaps a line
really has been crossed that will supply Parliament with sufficient confidence and purpose to effect a change of
course to our excessively welfare dependent society.

Let’s hope so.

Robert Taylor
25 August 2011
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