December Market Commentary FINANCIAL

The Autumn Statement on 26th November dominated UK headlines. In the US the longest
government shutdown in history came to an end, and China will hope that the trade war ceasefire
will start to show improving results in their end of year economic performance.

UK

After months of speculation, which the Chancellor and the Prime Minister did little to quieten, it was a
relief to finally hear the Autumn Statement. First look at the detail came embarrassingly early,
however, when The Office for Budget Responsibility (OBR) accidentally leaked their growth forecast
40 minutes ahead of the Chancellor's speech. The good news for Reeves was that the expected
OBR downgraded forecast was far smaller than anticipated which gave her a little more room to
manoeuvre than expected. The downside for her is that she now faces fresh criticism for over-egging
the economic 'black hole' which she has blamed for tax rises since Labour came to power.

We ended up with a ‘smorgasbord’ tax increase, some delayed until later years, which appear to be
more about politics and OBR forecasts than economic certainty and simplicity.

Personal tax thresholds will be frozen until the end of the 2030-31 tax year. Fiscal drag was big
news in the last Autumn Budget, and extending this for another three years will be seen as a failure
for Rachel Reeves. Last year her plan was to increase the personal allowance in line with inflation
from 2028. She acknowledged this in her speech. Whilst income tax rates remain the same, a freeze
in personal tax allowances mean that people earning an income will pay more tax over that time, to
the tune of a collective £8bn as forecast by the OBR.

The profile of spending and tax increases has been adjusted this year, which means that the short
term may be improved but a greater tax burden is being pushed towards the back end of Labour’s
term in government. This is an unusual political move, and possibly a gamble. Typically,
governments want to avoid spending cuts or tax rises close to an election. It may be something they
feel they can change if the economy improves and might be a sign that they are feeling too much
immediate pressure to ignore. Or perhaps we are seeing taxes increased now so that they can then
be reduced as we approach an election.

Here are the key personal finance headlines:
Personal Taxation

* Income tax rates will not change, and the annual allowance will remain frozen at £12,570 to 2030-
31, an extension of three more years since last year’s Autumn Statement.

* The inheritance tax nil rate band will also be frozen for an extra year to 2030-31.
* There will be an additional 2% tax applied to dividends, property and savings income.

+ Capital Gains Tax relief on disposals to employee ownership trusts will be reduced from 100%
relief to 50% relief.

* A council tax surcharge will be applied to properties worth over £2m. The surcharge will be £2,500
per annum for properties over £2m, and £7,500 per annum for properties over £5m.
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Pensions and Savings

* The £20,000 cash ISA limit will be changed to require a minimum of £8,000 to be invested in
stocks and shares. This effectively reduced the cash ISA limit to £12,000.

» Cash ISA savers who are over 65, however, will be allowed to continue with the existing £20,000
limit.

« Lifetime ISAs will be consulted on and could be replaced or removed.

* From 2029, salary-sacrificed pension contributions will no longer be exempt from National
Insurance Contributions where they are over a cap of £2000.

* The state pension will rise by £440 a year, and more for people on the new state pension.
* The regimes for Enterprise Investment Schemes and Venture Capital Trusts will be expanded.
Business

» The Writing Down Allowance rate for corporation tax will be reduced from 18% to 14% from April
2026.

» There will be relief for UK stock market listings, with a three-year exemption from stamp duty.
There will be a consultation on attracting more entrepreneurs.

* There will be a 40% first-year allowance to permit businesses to write off more of their upfront
investment costs.

» The Energy Profits Levy on oil and gas companies will continue through to 2030.
+ Corporation tax will stay capped at 25%.

* The minimum wage for over-21s will increase by 50p per hour from April, to £12.71, a rise of 4.1%.
Workers aged 18 to 20 will get a bigger increase of 8.5%, to £10.85 an hour, and 16 and 17-year-
olds will get a 6% increase to £8 an hour.

Rachel Reeves made much of the OBR’s improved forecast of 1.5% growth for 2025. However, the
longer-term picture is less positive. In 2026, the economy is now expected to expand by 1.4%, below
a previous forecast of 1.9%. For 2027, GDP is estimated to expand by 1.6% against March's
estimate of 1.8%. In 2028, GDP is forecast to rise by 1.5%. against 1.7% in March. In 2029, the
economy will expand by 1.5%, not 1.8% as thought in March. The OBR estimates the measures
outlined by the chancellor will increase headroom against its borrowing to £22 billion in 2029 to
2030, £12 billion more than it forecast in March.

Despite a little choppiness in financial markets around the budget, there was no real sign of a
negative reaction in equity or bond markets to the budget itself. The FTSE 100 peaked early in
November, dropped a little prior to the budget and has been recovering since. There are still
concerns about the UK job market and property prices.

United States

President Trump signed legislation on 12th November which ended the longest government
shutdown in history. It lasted 43 days. Public opinion remains divided on who was to blame and
there is no clear winner. Democrats have been unable so far to negotiate concessions on healthcare
subsidies and Republicans know that the situation may well be repeated come 30th January if the
remaining nine 2026 appropriations bills cannot be passed by then.
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It should mean that the flow of economic data will start again, but it appears there may be some
permanent gaps left behind. The White House have said that employment and Consumer Price
Index reports covering the month of October might never be released.

US equity markets were choppy mid-November but recovered late in the month as expectations of a
further Fed interest rate cut in December increased. Some of this volatility came from the technology
sector, as Al spending plans and financial results were published.

Trade tensions between China and the US eased in November, following the trade deal agreed
between the two superpowers. There was also some hope that an end to the war in Ukraine was
possible, as the US stepped up diplomatic efforts to negotiate a peace deal. Putin remains a hard
man to read, showing little interest in compromise one moment and offering hope of conciliation the
next.

Europe

The overall economy across EU member states continues to show some modest growth with some
divergence across different countries. Despite the constant political turmoil, France defied
expectations in quarter three, with quarter-on-quarter growth of 0.5%. Spain also continued to
perform well, with Italy and Germany stalling.

The pattern in Europe is becoming a familiar one. Services are driving growth. The S&P Global
Purchasing Managers’ Index (PMI) rose to 52.3 in October, it's highest since May 2023, and the
Eurozone Services PMI hit 53.6. Manufacturing is lagging, with jobs cuts announced across a
number of manufacturing firms. However, there is reason to believe that Europe will end 2025
relatively strongly.

Eurozone inflation nudged up slightly to 2.2%, but core inflation (which excludes energy and food)
held at 2.4%, beating the forecast of 2.5%. There is some inconsistency across member states.
France and ltaly's inflation was low at 0.8% and 1.1% respectively, whilst Germany's rate hit 2.6%,
the highest since February.

The election in the Netherlands has been inconclusive but the coalition party to be formed is likely to
be pro-EU, with the centrist Democrats 66 (D66) party winning the most votes. The far-right
Freedom Party had led the polls in 2023, but lost traction when it came to the vote.

GDP growth is forecast as 1.3% for 2025 and 1.6% for 2026.
Far East

Whilst China's real GDP grew in line with its 5% target for the first three quarters of 2025, there were
signs it softened in the third quarter. GDP growth slowed to 4.8% in Q3, down 0.4% from Q2, and
the seasonally adjusted quarter-on-quarter pace had dropped to one of the lowest on record.

The Chinese factory production slump reached the longest stretch on record. The official Purchasing
Managers Index (PMI) sat at 49.2 for November, the eighth consecutive month it has been in
contraction. The housing market also remains weak.

There are two major reasons China can be optimistic about a Q4 improvement. Firstly, trade
tensions with the US have eased and this should support exports and businesses. Secondly, fiscal
policy measures in Q4 are focused on stabilising demand, supporting project construction and debt
resolution as well as bond purchasing operations which should inject more liquidity into the market.
Strengthening domestic demand may put China back on course for its 5% growth target.

Japan's PMI data shows a strong services sector supporting underperforming manufacturers.
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The government under new Prime Minister Sanae Takaichi finalised a supplementary budget of 18.3
trillion yen (US$117 billion) to fund a broader stimulus package totalling 21.3 trillion yen (US$137
billion).

The stimulus includes a mix of tax cuts, utility subsidies, cash handouts and strategic investments in
key industries (e.g. technology, infrastructure), aimed at boosting growth and cushioning households
from inflationary pressure.

This will partly be funded through tax receipts with the shortfall covered by 11.7 trillion yen in new
government bonds. The previous year's additional bond issuance was around 6.7 trillion yen.

Emerging Markets

Many emerging market businesses and economies are closely tied to US fiscal policy so a Fed
interest rate cut will be pivotal to how they finish 2025.

Technology heavy equity markets in Korea and Taiwan took a bashing in November. India's equity
markets rallied and hit highs in November before profit taking at the start of December dampened
down performance. India will hope that its turbulent equity market will settle down in 2026 and attract
the foreign institutional investment which deserted the Indian stock market this year. A trade deal
with the US seems key to making that happen. There is no doubting the ability of the Indian
economy to grow. It beat all predictions and grew at a very healthy 8.2% in the second quarter of this
year and is the fastest growing major economy in the world.

Whilst emerging markets economies are divergent, and difficult to group together, they remain of
interest to investors with a desire for global diversification. They also appeal in an environment
where emerging markets currencies are strengthening against the dollar, and where further Fed cuts
to interest rates look likely.

Conclusion

Analysis from Fidelity suggests that equity markets tend to perform especially well in December.
Dubbed 'the Santa rally', UK markets have gone up by 2.1% on average in December, comfortably
beating the 0.3% monthly average. US equity markets show a similar pattern.

Whether this is nothing more than co-incidence or a bump from Christmas consumerism, it's an
optimistic note to lead us into the end of a fairly turbulent year. From Trump's trade tariffs to Rachel
Reeves' budget 'smorgasbord', 2025 has had its fair share of strange and difficult moments for
investors to work through and sit tight.

It's worth remembering that past performance is no guarantee of what might happen next when it
comes to investments, but those of us who can borrow from past events, will know that sticking to
the plan and ignoring market noise are behaviours which are consistently rewarded.

And Finally...

The very first cash machine was installed in London.

John Shepherd-Barron was credited with the invention of the Automated Teller Machine (ATM). The
first model was installed in 1967 in Enfield, London. British engineer James Goodfellow created the
concept of the personal identification number (PIN) just three years later.
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