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In the last few weeks a once-in-a-generation shift in the global economic landscape took place.
Since 1980, global inflation and interest rates fell, more or less, consistently until we hit 50-year lows
just after two major events, namely, the collapse of the dot-com bubble (2000-2003) and 9/11 (2001).
Rates were slashed in an attempt to prop up the global economy.

Since then, many central banks around the world have been content to lend to the US pretty well
whatever The Federal Reserve wanted to borrow and at very low rates of interest. Quite suddenly
(though not at all unexpectedly), this has all changed. The world now wants the US to pay a higher rate
of interest on its debt or China, Japan, Russia et al will not continue to lend. The chart below shows that
the interest rate on long term loans to the US — loans which need to be repaid after 10 years (10 Year

Treasuries) — moved sharply higher recently.
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The rate, at ¢.5.25% (June 2007), is now around a % higher than 2 years ago and the markets believe that

this is just the start of a long term trend of rising interest rates. Why? Because the global inflation cat

is very much out of the bag, even while most Western countries’ economies stagnate or decline. US

Treasuries may well hit 6.25% by October v. 5.25% on 21" June v. 4.2% in 2005. This is why The Bank
of England continues to raise UK rates from 3.5% in 2003 to 5.75% today (with more to come).

Investments and Markets Qutlook
Stocks v. Gold

Global shares can continue rising as liquidity stays strong (easy money pumped into the economy) as it
may well do until beyond next November’s US Presidential election. It is more likely though, in the first
instance, that we shall see a sharp sell off this year as long term interest rates rise inexorably. Even if
shares rise, | believe that precious metals will grow faster and the relative value of shares (purchasing
power) will fall. Over the long term, given historic precedent, in 2015 — 2020, the shares’ indices may be
higher than today but global inflation will have been higher still and gold will have risen much more. In
January 1966 The Dow Jones Index stood at 970.
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By December 1981 it stood at just 900 — a fall of 7% over 16 years NOT taking into account inflation
of 180% in the period. In other words, this was a devastating period for shares’ investments. In the
same time period gold rose from $35 oz to over $800 oz!

In 1929, at the height of the stock market bubble (then), The Dow Jones Index stood at 20 0z Gold. By
1932, afier the bubble burst (as all bubbles do) The Dow was just I oz gold! The same applies to 1966
and 1982, respectively. Curiously, The Dow (c. 13,500 today) now stands at around 20 oz Gold (c.
$650) (and was 43 oz in 2000)...

Property

Commercial property has been much over bought at ridiculously low yields. HSBC recently
announced the sale of its Canary Wharf tower for £1.1Bns. They now rent it from the new owner and,
allegedly, pay 4% of the sale price each year (a 4% yield). Similarly, The Swiss Re tower (known as
The Gherkin) was sold for £600m at a yield (allegedly) of 4.5%. Curiously, the buyers could have a
yield of 5.75% if instead they put their money into HSBC on deposit. So, why buy at these levels? My
guess is they will parcel up the properties and sell on to retail investors... (not our clients!).

What about residential property? With the interest rate having risen again on 5™ July (today) 1
believe — finally — the Buy-to-letter has got the message that ‘The Bank of England will not bail you
out’. As they sell out and supply rises, demand will fall, as they are the last bastions in this market.
When Supply outweighs Demand... to paraphrase Scotty from Star Trek “Cap’n, you cannae change
the Laws of...Economics™! It will be several years to the bottom (as it was 13 to the top). It may even
be a 25 year decline, interspersed with a short term rise — much like the experience of Japan where the
Nikkei Dow Shares Index and their house prices are still way below their levels of 1989 — approaching
20 years later. We will not have a clearer view of the very long term for a few more years yet.

I was live on BBC Northern Ireland a few weeks ago talking of their housing bubble (madness).
According to Nationwide, NI is up over 50% during the last year! And 400% in the last 10 or so —

due to Dublin money and all the other excesses etc. Were it not for NI and London, the UK average
annual increase would now be below 5%. However these two regions keep the national average in the
high single figures. This will change more rapidly than I believe most imagine — this year is likely.

See more of my media work on our own website : www.CharteredFinanciaiPlanners.co.uk

Fixed Interest (Government Gilts / Treasuries and Corporate Bonds)
As indicated above I only see rates rising as global inflation rises. Thus capital values continue to fall.

Interest Rates

Even though I predict economic decline due to the ‘death’ of the consumer, this does not mean |
believe there will be retail price deflation. In fact, in the West, as we become even more
uncompetitive, globally, we will see rising unemployment (not least in The City) along with persistent
inflation — much like the 1970s: Stagflation. The difference between now and then is then we had no
specific and statutory inflation target of 2% CPI which we have now. Whereas, the US today, as then,
has no target - merely an inflation objective which they will miss by a mile. Thus UK and ECB interest
rates may have to continue rising for a few more years.

UK Interest Rate Prediction: 6% Certain. 7% Probably. 8% Not impossible. Only very
recently the pundits — economists, bankers, ‘experts’ etc — said the UK rate would peak at 5.0%.
Before that, they said it peaked at 4.75%.

How to optimally apply financial resources is a minefield. We focus on wealth management — almost
uniquely combining global economics clarity and understanding of markets with financial advice tools.
If you like what we do, do tell others noting that we offer initial no-obligation discussions to suitable
enquirers. They’ll receive the same professionalism that you receive.

With kind regards,

Jonathan Davis BA MBA FCII AIFP FPFS
Chartered Financial Planner
idavis@CharteredFinancialPlanner.co.uk

Please note: The value of investments can fall as well as rise. The past may not be a guide to the future.
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More estates fall into the inheritance tax net

First the good news: the tax nil
rate band - the amount of your
estate that is inheritance tax
(IHT) free — is to rise to
£350,000.

Now the bad news: this change
will not happen until 6 April
2010. Meanwhile the nil rate
band is £300,000 in this tax year,
£312,000 in 2008/09 and
£325,000 in 2009/10.

When Gordon Brown became
Chancellor in May 1997, the nil
rate band was £215,000 and the
average house price was £58,196
(source: Nationwide Building
Society). Average house prices
have since risen by over 200% to
£177,083 in March 2007 and the
nil rate band has increased by

This Edition

39.5%. Thus an increasing
number of estates have become
potentially liable to THT.

The Chancellor has regularly
acted to make the tax harder to
avoid. For example, in his latest
Budget, as well as IHT he levied
a 70% income tax charge on

| some death benefits under

| alternatively secured pensions

: (which allow you to draw income
| direct from your pension fund

| from age of 75).

i Fortunately all is not lost if you
| are concerned about inheritance
| tax on your estate (or your

parents’ estate). There is a range
of tried and tested methods that

can help you mitigate the impact
| of the tax. The first and most

Where did the
Budget leave you?

Is your deposit
account up to
~ scratch?

S,hofing up
~against market
turbulence

Do your homework
~on school costs

| tax, provided these do not reduce

| Inheritance tax planning should

| be integrated into your overall

| financial planning: there is no

| point in minimising inheritance

| tax if you suffer tax-efficient

| poverty as a consequence. For an
initial discussion on your IHT

| plans, why not call us now?

Weighing up your retirement

basic is to make surc that your
will is up to date. A properly
drafted will could save your
dependants up to £120,000.

After updating wills, you should
try to take maximum advantage
of the various IHT exemptions,
For instance, regular gifts out of
income are free of inheritance

your standard of living.

Jonathan Davis sawmeaFci AP FPFs
Chartered Financial Planner
Managing Director

The FSA does not typically
regulate IHT planning,.

options

investments. The maximum
permitted income initially is
about 120% of what an annuity
could provide and the minimum
is nil. This structure of income
drawdown offers considerable
flexibility and means that if you
die before age 75, the value of
your pension fund (less a flat
35% tax charge) can normally
pass to your chosen dependants

ﬁ ; _ as a lump sum, free of inheritance

When it comes to taking

income from a pension plan at
retirement, most people’s default
option is to buy an annuity. The
main advantage of an annuity is
that it will not run out until you
die; the principal drawback is’
that annuities are not flexible, so
vou cannot vary the income from
them year by year to meet your
changing needs.

| The main alternative to annuities
| before age 75 is pension fund

. withdrawal, which traditionally

| has involved drawing income

| from vour pension fund

tax (IHT).

| Fortunately there is now a
| growing range of new alternatives
when it comes to your retirement

| However, the fact that your
pension funds remain invested

| options, | means that there are risks: if
: market conditions are poor, your
| Before age 75... income could fall and perhaps

. never recover. This has been the

| fate of some of the first investors

- to opt for income withdrawal

. when it became available in 1995.
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