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Our Investment Specialist, Simon Durling, shares his thoughts in our latest update. 
Supporting businesses and individuals through this crisis has cost the UK Government 
many billions adding to the already huge national debt. The big question for policy 
makers is how to pay it back? 

State of Play

National 
insurance
tax rise

Benjamin Franklin is famous amongst other things for helping draft the 
Declaration of Independence and US Constitution in 1776 and is the face on 
the $100 bill. A publisher, inventor, scientist, and diplomat, he famously said, 
‘Our new Constitution is now established, everything seems to promise it will 
be durable; but, in this world, nothing is certain except death and taxes’. 

Taxation, implemented first by the Egyptians thousands of years ago, is today 
in the UK a complex web of rules and regulations designed to raise money 
to pay for welfare, services and importantly the National Health Service 
(NHS). In the UK, income taxation has evolved over many decades, dating 
back to its introduction by William Pitt the Younger in 1799 to pay for the war 
with France, right the way through to our modern world. It has never been 
redesigned, just amended, or tinkered with, resulting in a rather complex 
system. 

One element of our taxation is national insurance contributions (NIC), which 
were first introduced under the 1911 National Insurance Act bringing in the 
concept of benefits being based on contributions paid by employed persons 
and their employer. It was expanded in 1948 by the Labour Government as 
part of the creation of the Welfare State and the introduction of the NHS. 
Importantly, those at state retirement age or over do not pay NIC but do pay
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Pension ‘Triple 
Lock’ suspended

income tax on any income over their personal tax allowance. 

When Prime Minister Boris Johnson won an 80-seat majority in December 
2019, one of the many promises made in his party’s manifesto was not to 
raise income tax, national insurance, or VAT (value added tax). He also made 
a commitment to keeping the ‘Triple Lock’ calculation on state pensions. 
Fast forward nearly two years and reflecting on the enormous cost of the 
pandemic both national insurance and the ‘Triple Lock’ promises are to be 
broken, or at least put to one side for a period of time. Also, COVID-19 has 
shone a spotlight on adult social care and the pressures placed on the NHS 
with routine surgeries delayed and waiting lists growing into the millions. 
Social care, how to improve the current rules and policies are hotly debated, 
and with some families faced with selling the ‘family’ home to cover the 
increasing costs of long-term care.

From April 2022, the UK Government plans to create a new social care levy 
which will see UK-wide income tax and NIC increase. There will be a 1.25% 
increase in NIC on earned income, with dividend tax rates also increasing 
by 1.25%. The money raised will be ringfenced for health and social care 
costs. The levy will be a new tax and separate from NIC, but it will take 
some time for HMRC to update their IT systems. Initially the funds will be 
raised by increasing the NIC rates. Once HMRC systems have been updated 
(anticipated in 2023-24), a new surcharge of 1.25% will replace the increase 
in NIC rates and will also apply to those who are working and above state 
pension age. The Prime Minister described the package as the ‘biggest 
catch-up programme’ the NHS has ever seen. In the initial years of the new 
health and social care levy, the £12bn additional funds will support handling 
the backlog of patients within the NHS. The funding also protects £2.2bn 
annually for Scotland, Wales, and Northern Ireland. In addition, changes 
to the rules on paying for care mean that a maximum cap of £86,000 is 
proposed to protect against those in long-term care homes spending all their 
wealth on care. Reaction to the tax rise was mixed, with some welcoming the 
extra support for the NHS, and the beginning of addressing social care reform 
and funding, but many criticised the change with businesses claiming it was 
a tax on growth. 

The ‘Old Age Pension’ (as it was first known) began in 1908 and was paid 
to around 500,000 people over the age of 70 at the time. Since then, it has 
evolved and the rules have been changed as our society lives longer and the 
cost of paying a state pension has continued to rise. In 2010, Prime Minister 
at the time, David Cameron, sort to protect state pensions that had lagged 
private and public sector pay rises over many years by introducing the system 
I mentioned earlier - the ‘Triple Lock’. The pensions ‘Triple Lock’ ensures the 
UK state pension will rise in line with whichever is highest: 2.5%, average 
earnings growth or inflation (using the Consumer Prices Index measure) in 
the year to September. The uplift is confirmed in November and applied every 
April at the start of the new tax year. It is applied to both the basic state 
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Unemployment 
falls further as 
job vacancies 
rise above one 
million

pension (pre-April 2016) and the new state pension (post-April 2016), 
ensuring that they keep pace with living costs. The challenge facing the 
current UK Government is that the pandemic has thrown a ‘spanner’ in the 
works. When the furlough support scheme was brought in to protect jobs, 
nearly 10 million people were supported at the height of the crisis. This 
meant that many received 80% of their normal salary reducing average 
earnings. Combine this with job losses occurring mostly for lower paid 
workers, the calculation for earnings becomes increasingly skewed.

On Tuesday (14 September) the Office of National Statistics (ONS) announced 
that average earnings including bonuses for the three months to August 
was an increase of 8.3%, slightly higher than market expectations. If this 
figure was used for the ‘Triple Lock’ calculation, the Department for Work 
and Pensions, responsible for the state pension, estimates that the total 
state pension bill for 2021-22 will be £104.86bn rising to £110.99bn in 
2022-23, an increase of over £6bn in one tax year. It has already jumped 
from £69.83bn since the new calculation was implemented 11 years ago. 
About 60% of the total UK spend on welfare payments goes to pensioners. 
However, faced with this enormous additional cost, the UK Government will 
suspend the ‘Triple Lock’ in the 2022/23 tax year as it tries to cut welfare 
spending and pay for the pandemic. The UK Government said the ‘Triple Lock’ 
will return the following year.

According to the ONS, the unemployment rate fell to 4.6% in the three 
months to July as an additional 241,000 jobs were added to payrolls. The 
number of job vacancies in the three months to August was one million, the 
ONS reported, having risen over this number for the first time since records 
began in 2001. There are acute shortages in certain sectors like healthcare 
and social services, hospitality, and transport (like a shortage of lorry drivers). 
The ONS Deputy Statistician, Jonathan Athow, said: ‘Early estimates from 
payroll data suggest that in August the total number of employees is around 
the same level as before the pandemic, though our surveys show well over a 
million are still on furlough’.

The problem facing policy makers is those still on furlough will not 
necessarily have a job to return to once the scheme finishes at the end of 
September and the UK Government have no idea how many people will 
be able to find a job afterwards. Also, the shortages of fruit pickers and 
lorry drivers for example, along with supply bottle necks has led to some 
supermarket shelves being empty. Supermarket bosses have asked for urgent 
action before they reach their peak activity in the pre-Christmas period. 
Matching vacancies with the right candidates with the necessary skills is 
complicated and may take several months to unwind pushing up wage rises 
as employers fight to recruit from a limited pool. Only time will tell whether a 
natural reallocation of jobs will take place when furlough comes to an end or 
whether unemployment rates will rise again for a short period.
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Listen here to our latest Market Views from Stefano Amato, 
Head of Multi Asset Solutions UK, as he shares his thoughts 
on the main themes dominating markets.

Find out more!

Note: Data as at 14 September  2021.

 

Market 
update

Overall, since the start of this year markets have grinded higher on the 
back of positive vaccine news, economic recovery and support from major 
central banks. Whilst the road has at times been rocky due to a combination 
of factors, inflation fears have been at the forefront of any uncertainty as 
markets continue to assess the economic recovery and how pent-up demand 
coupled with supply challenges have driven up price rises. Central banks 
have, for much of this year, attempted to calm markets by claiming that 
inflationary pressures are transitory, and that longer-term sustained price 
rises are unlikely. 

Different asset classes and different geographies have fared better than 
others. The bond market has endured a tough time as the dual pain of 
rising inflation has eroded the real return bonds offer, along with capital 
fluctuations when yields rose on these same inflation fears. Given they offer 
‘fixed income’, the outlook remains poor reflected in the returns year-to-date, 
ranging from 5.1% for US high yield (total return including income) to -5.29% 
for UK Government bonds (All Stocks).

On the other hand, financial markets and more specifically shares have had 
a strong year so far. The NASDAQ Index leads other major indices with 21% 
year-to-date, 95% over the last two years alone and 226% over the last five 
years. Contrast this with the UK FTSE 100, the largest companies on the 
UK stock market, the index has returned just over 7% this year, and only 
delivered 5.4% total return including income over the last five years, resulting 
in the index lagging behind other major indices in terms of performance.

As I have mentioned before, economic sectors performance has varied 
significantly, especially since the pandemic began. Year-to-date, companies 
within the financial sector performed strongly with just over 20%, while the 
technology sector lagged financials slightly with 17%. To demonstrate the 
bounce back economically, energy companies have lost 10% over the last two 
years but have delivered 19% since the start of the year and are in second 
place. Over five years the disparity between value and growth shares is stark. 
The technology sector is up 213% whilst the energy sector is down by 8%. As 
always this demonstrates why it is beneficial for a portfolio to be adequately 
diversified, in different asset classes and different sectors, in an investment 
portfolio aligned to your individual circumstances, investment time horizon 
and attitude to risk.

https://bit.ly/3nAZM4H
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Santander Asset Management UK Limited (Company Registration No. SC106669) is registered in Scotland at 287 
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Santander and the flame logo are registered trademarks. www.santanderassetmanagement.co.uk

https://bit.ly/3hBsXkC

