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Autumn Statement 2022: Credibility restored?

The turmoil of the ‘mini-budget’ seems a distant memory, but big challenges still lie ahead

In contrast to the aborted tax cuts of the
last fiscal set piece, which would have
been the largest in nearly half a century,
Chancellor Jeremy Hunt announced
belt-tightening on a similar scale to the
aftermath of the global financial crisis.
Hunt’s Autumn Statement cemented the
total about-turn in fiscal policy since his
predecessor Kwasi Kwarteng’s ill-fated
mini-budget just eight weeks ago.

We wouldn’t read too much into the
small dip in sterling and slight rise in
UK government bond yields in the wake
of the statement. With Hunt signalling
his intentions weeks ago, and almost all
the key announcements widely trailed in
the media beforehand, the bulk of the
market reaction happened in advance.
The crucial point is the market turmoil
that greeted the mini-budget is already a
distant memory. Sterling remains much
stronger than it was before that episode
and gilt yields are back to where they
were before Kwarteng approached the
despatch box.

Investors took fright at the mini-budget
because the UK was preparing to go
down a completely different policy path
to other major economies by injecting
extra demand into an economy already
struggling with high inflation. Side-
lining the independent fiscal watchdog,
the Office for Budget Responsibility
(OBR), only exacerbated concerns about
feasibility and sustainability. Hunt’s
new plan has largely assuaged these
fears.

Even so, the economic backdrop
remains extremely difficult. The UK has
entered recession this quarter,
according to the OBR, and inflation is
likely to stay well above the Bank of
England’s (BoE) 2% target throughout
next year. We've avoided a clear,

unforced policy error, but the
fundamentals remain very tough.

Belt-tightening, but not today

One particularly striking element of the
Chancellor’s plans is the timing. The
planned fiscal squeeze happens after
2024, rather than immediately. That’s
the effect of freezing tax thresholds for
longer rather than raising tax rates, and
of waiting to impose spending restraint
(the government is largely sticking to
existing departmental spending plans
for the next two years).

There may be an element of political
calculation to this, with implementation
of the toughest choices left until after
the next election. But there’s economic
logic to it too. Both the BoE and the
OBR forecast that the UK economy will
contract in 2023. And uncertainty
remains exceptionally high in the wake
of the pandemic as well as the war in
Ukraine. In these circumstances, a more
gradual approach makes sense —
aggressive front-loading would have
risked compounding economic pain,
causing a deep recession. The fiscal
retrenchment can now be fine-tuned or
reduced in a few years when the
economy is on a firmer footing. It does,
however, mean that the BoE alone will
shoulder the immediate task of bringing
inflation back down. The rise in
inflation to 11.1% in October confirms
that there’s a lot of work to be done on
that front. We think the Bank is still
likely to increase interest rates to
around 4% next year.

Tax increases versus spending
restraint

The fiscal consolidation announced was
roughly evenly split between tax
increases and spending restraint. That’s
in contrast to the austerity programme

of the 2010s, which heavily prioritised
spending cuts. Yet there are still some
clear risks to longer-term economic
growth around the latest plans to rein in
spending.

In particular, reducing investment
spending often turns out to be a false
economy — spending less on
infrastructure today, for example, may
reduce future growth and therefore tax
revenue. (In economics jargon,
investment spending has a significantly
higher ‘multiplier effect’ on GDP than
either current spending or tax changes.)
The OBR estimates that public
investment will be around 8% lower
than it would otherwise have been at the
end of its forecast horizon following the
announced changes. That’s despite a
shopping list of projects to which the
government has given the green light.
They include the HS2 to Manchester,
Northern Powerhouse Rail, East West
Rail, the Sizewell C nuclear power plant,
and the continued nationwide
broadband and 5G rollout.

The NHS will receive roughly a 3% boost
in real spending over the coming five
years, yet there’s arguably a pressing
need for much more spending given the
health service is still struggling with the
aftermath of extraordinary demands
created by the pandemic and chronic
understaffing. The number of people
waiting more than a year for treatment
has surged from close to zero pre-
COVID to just over 400,000 now. And
those strains in the health service are
hurting the economy, with the number
of people out of the labour force due to
long-term sickness rising by 370,000
since 2019, undoing decades of
progress. Back in 2018, the government
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had hoped to increase NHS spending by
3.4% each year until 2023.

The future of energy support
Alongside all the other fiscal measures,
the Chancellor revealed how the
government’s support for energy bills
will change from April, confirming that
it will become less generous. Energy
prices are currently capped so that the
typical household’s annual bill is around
£2,500, but that will rise to £3,000 for
the following 12 months, a further 20%
increase from an already high level. This
means that headline inflation is likely to
stay higher for longer in 2023,
prolonging the squeeze on households’
real incomes. It’s another reason why
inflation isn’t likely to return towards
the BoE’s 2% target until 2024.

Financial planning
implications

With the focus primarily on raising
taxes and cutting department budgets,
the changes announced on 17 November
will result in higher levels of tax and an
even greater need for financial planning
to ensure tax allowances can be utilised
while they’re still available.

Income tax thresholds

The Chancellor prefaced his statement
by promising that no headline rates of
personal tax would increase, which
inevitably meant that income tax

thresholds would be relied on to support
government spending.

The additional rate of income tax
remains unchanged at 45%, however
from April 2023 the threshold at which
individuals start to pay the additional
rate will be reduced to £125,140 from
£150,000.

There were no changes to the tax-free
personal allowance or the threshold at
which people pay the 40% higher rate of
income tax. However, both these
thresholds have now been frozen until
April 2028 — two more years than
previously planned.

These changes to income tax thresholds
don’t apply to Scotland and Wales as
these devolved nations have the powers
to set their own rates and thresholds.
Changes to capital gains and dividend
taxes are set centrally by Westminster
for all of the UK.

Although these measures won’t
immediately increase the tax burden on
individuals, inflation and wage growth
will ultimately mean more people will
become basic-rate taxpayers and will
pull more basic rate taxpayers into the
higher rate.

The recently amended National
Insurance thresholds are similarly
frozen until April 2028.

The main tax changes

With these changes, it is important to
ensure you utilise all the allowances
available to you, such as pension
allowances and Individual Savings
Accounts, especially where you may be
close to moving into the next tax
bracket.

Dividend allowance

Continuing with the Chancellor’s
measures to raise future taxes, changes
to other tax allowances will be staggered
over the next two tax years.

The current £2,000 tax-free allowance
on dividends will be cut to £1,000 for
the 2023/24 tax year and further
reduced to £500 from the 2024/25 tax
year. This is an allowance for income
generated by shares and equity-based
investments.

Dividends will continue to be taxed at
the increased levels of 8.75%, 33.75%
and 39.35% for basic, higher and
additional rate taxpayers respectively.

Capital gains tax (CGT)

Following years of rumours and
speculation the Chancellor has now
announced a change to the CGT regime.
While avoiding raising the rates
themselves, which remain at 10% for
basic rate and 20% for higher or
additional rate payers, and 18% and
28%, respectively, for capital gains on
investment property (e.g. buy to let),

Personal Taxes
2022 Threshold 2023 Threshold
45p Additional Rate Income Tax £150,000 £125,140
40p Higher Rate Income Tax £50,271 £50,271
Personal Allowance Income Tax £12,570 £12,570
Dividend Tax Allowance £2,000 £1,000
Capital Gains Tax Allowance £12,300 £6,000
Inheritance tax Nil-Rate Allowance £325,000 £325,000
Inheritance Tax Main Residence Allowance £175,000 £175,000
Seed Enterprise Investment Scheme Investment Limit £100,000 £200,000

Business Taxes
Old Rate New Rate
Energy Profits Levy 25% 35%
Temporary Electricity Generator Levy New tax 45%
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there will be changes to the annual CGT
exemptions from April 2023. The
annual allowance for capital gains will
be reduced from £12,300 to £6,000.
The exempt amount will then be
reduced further from April 2024 to
£3,000 each year.

For individuals with large capital gains
in their portfolios, this will further
restrict the amount that can be
withdrawn from unwrapped
investments tax free. Therefore, using
the current elevated allowances before
April is more important than ever.

Inheritance tax (IHT)

In line with other allowances being
frozen, the THT nil-rate band and main
residence nil-rate band will remain at a
maximum of £325,000 and £175,000
per person. These were already frozen
until April 2026, but will now remain at
the current levels for a further two years
to April 2028.

The nil-rate band has now been frozen
at its current level since April 2009; the
Autumn Statement means it’s been fixed
at £325,000 for 19 years. Inflation and
increasing asset values mean that more
people will now need to consider IHT
planning.

Tax-advantaged investments

To help realise the Chancellor’s
ambition that the UK becomes the next
“Silicon Valley”, and a hub for
innovation, the sunset clause that was
due to end income-tax relief for Venture
Capital Trusts and the Enterprise
Investment Scheme from April 2025
will be extended.

As the government had previously
announced, limits for the Seed
Enterprise Investment Scheme (SEIS)
for both investors and businesses will
increase. The annual investor limit will
double to £200,000 from April 2023
and companies will be able to raise up to
£250,000 under SEIS, up from
£150,000.

Stamp duty land tax (SDLT)

One of the surviving policy
announcements from the mini-budget
was the change to SDLT, which
increased the level at which the property
tax would start to be paid from
£125,000 to £250,000. This represents
a saving of up to £2,500 for non-first-
time buyers, along with similar changes
for first-time buyers. The higher SDLT
threshold will remain in place, but only
until 31 March 2025, rather than
indefinitely as was previously the case.

The thresholds and rates for stamp duty
equivalents in Scotland and Wales are
set by their devolved governments.

Inflation protection

A key aim of the Autumn Statement was
“protecting the most vulnerable” so it
was unsurprising that the triple lock
would be maintained for state pensions
(protecting their inflation-adjusted
value according to three separate
measures). This means that pensioners
on the full new state pension will receive
over £10,000 for the first time, set at
£10,600 for those who qualify.

Other areas

Despite speculation that these might be
forthcoming, there was no change to the
pensions lifetime allowance or to other
pensions legislation including the tax
relief regime.
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Important information

This document and the information within it does
not constitute investment research or a research
recommendation. Forecasts of future performance
are not a reliable indicator of future performance.

The above information represents the current
and historic views of Rathbones’ strategic asset
allocation committee. It should not be classed as
research, a prediction nor projection of market
conditions and investment returns. It is in no way
guidance for investors on structuring their
investments.

The opinions expressed and models provided
within this document and the statements made are,
due to the dynamic nature of the items discussed,
valid only at the point of being published and are
subject to change without notice, and their
accuracy and completeness cannot be guaranteed.

Nothing in this document should be construed
as a recommendation to purchase any product or
service from any provider, shares or funds in any
particular asset class or weighting, and you should
always take appropriate independent advice from a
professional, who has made an evaluation, at the
point of investing.

The value of investments and the income
generated by them can go down as well as up, as
can the relative value and yields of different asset
classes. Emerging or less mature markets or
regimes may be volatile and subject to significant
political and economic change. Hedge funds and
other investment classes may not be subject to
regulation or the protections afforded by the
Financial Conduct Authority (FCA) or the
Prudential Regulation Authority (PRA) regulatory
regimes.

Rathbones will not, by virtue of distribution of this
document, be responsible to any person for
providing the protections afforded to clients for
advising on any investment, strategy or scheme of
investments. Neither Rathbones nor any
associated company, director, representative or
employee accepts any liability whatsoever for
errors of fact, errors or differences of opinion or for
forecasts or estimates or for any direct or
consequential loss arising from the use of or
reliance on information contained in this
document, provided that nothing in this document
shall exclude or restrict any duty or liability which
Rathbones may have to its clients under the rules
of FCA or the PRA.

We are covered by the Financial Services
Compensation Scheme (FSCS). The FSCS can pay
compensation to investors if a bank is unable to
meet its financial obligations. For further
information (including the amounts covered and
the eligibility to claim) please refer to the FSCS
website www.fscs.org.uk or call 0800 678 1100.

Rathbone Investment Management
International is the Registered Business Name of
Rathbone Investment Management International
Limited which is regulated by the Jersey Financial
Services Commission. Registered office: 26
Esplanade, St. Helier, Jersey JE1 2RB. Company
Registration No. 50503. Rathbone Investment
Management International Limited is not
authorised or regulated by the PRA or the FCA in
the UK.

Rathbone Investment Management International
Limited is not subject to the provisions of the UK
Financial Services and Markets Act 2000 and the
Financial Services Act 2012; and, investors entering
into investment agreements with Rathbone
Investment Management International Limited will
not have the protections afforded by that Act or the
rules and regulations made under it, including the
UK FSCS. This document is not intended as an
offer or solicitation for the purpose or sale of any
financial instrument by Rathbone Investment
Management International Limited. Not for
distribution in the United States. Copyright ©2021
Rathbones Group Ple. All rights reserved.

No part of this document may be reproduced
in whole or in part without express prior
permission. Rathbones and Rathbone Greenbank
Investments are trading names of Rathbone
Investment Management Limited, which is
authorised by the PRA and regulated by the FCA
and the PRA. Registered Office: Port of Liverpool
Building, Pier Head, Liverpool L3 1NW. Registered
in England No. 01448919. Rathbone Investment
Management Limited is a wholly owned subsidiary
of Rathbones Group Plc.

Our logo and logo symbol are registered
trademarks of Rathbones Group Plc.

The value of investments and the income from them may go down as well as up and you may not get back what you originally

invested.

Contact us

If you would like further information or to arrange an initial meeting,

please contact us on 020 7399 0000

Head Office
8 Finsbury Circus, London, EC2M 7AZ

For ethical investment services:
Rathbone Greenbank Investments
0117 930 3000
rathbonegreenbank.com

rathbones.com

For offshore investment management
services:

Rathbone Investment Management
International

01534 740 500
rathboneimi.com
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