
Thls luc count
vlewed from Eul
Salaries may be much higher but the cost of
l iving in the UK is way above that in Australia,
Noel Whittaker d iscovers
I HAVE just returned from a fact-
finding trip to Britain. [.et me assure
you, from a financial point ofview at
least, that this is the lucky country.

Now I know that Aussies look
Iongingly at the salaries paid in
Britain and imagine themselves.living
handsomely on f50,000 a year, which
is equivalent to $116,000 trere, but you
have to understand that prices there
have the same nominal value as in
Australia.

A main course in a restaurant may
be f30 in Britain and $30 in Australia,
so the cost of living is more than
double ours.

Believe me, it's a shock to the
system to put 40 litres of petrol in
your rental car and discover that the
cost is 40 quid or $A88.

But that's not the end of it. There is
a VAT (value added tax) of 17.5 per
cent on most things you buy, and
many restaurants add a 15 per cent
compulsory service charge as well. It
makes our GST of l0 per cent look
cheap.

I  d iscussed weal th-creat ion
strategies with a director of a British
firm that specialises in financial
planning for high-net-worth people.
He was green with envy at our
superannuation system, and told me
that most of his work revolved around
estate planning because Britain had
high death duties. This is a rapidly
growing market because property
prices have been rising dramatically
and more and more families are
facing death duties as the family
home is not exempt.

We discussed borrowing for invest-
ment, which is one of the best
strategies to create wealth in Aus-
tralia because the interest is tax
deductible, and income from both
property and shares carries great tax

concessions. I was amazed to discover
that investment borrowing is rarely
used in Britain because there are no
concessions whatsoever. If you bor-
row to invest, you pay tax at your top
marginal rate on the income from
that investment, yet you get no
deduction for the interest. Therefore,
you may be losing up to 40 per cent of
the income in tax while being forced
to pay the interest from after-tax
dollars.'Housing 

affordability is a hot topic
in Britain, just like in Australia, and
some building societies have even
gone to the extent of lending far more
than the value of the house. One
newspaper gave the example of a
couple with no deposit who were
buying their first home for f152,000,
the average home price, and who
were able to qualify for a loan of
1190,000 to enable them to consoli-
date their other debts and get a
foothold in the housing market. This
means that they will have a negative
equity in their home for many years
and will be reliant on capital gain to
get back to square one.

This is a high-risk situation and, to
make matters worse, the Bank of
England lifted interest rates to
5.75 per cent earlier this month,
putting further pressure on home-
owners' budgets and increasing the
prospect of a fall in home prices.

We had a break in Spain on the
way home and the conditions are no
dffierent there. In Spain, VAT is
16 per cent and our tour guide in
Valencia was bemoaning the fact that
home prices had risen so much that
she had been forced to take out a
40-year mortgage just to buy a unit.

Now the language might be differ-
ent, but the principles of compciund-
ing are universal. I took her aside and

pointed out that the payments on a
200,000 euro mortgage over 40 years
would be 1391 ewo a month and she
would end up paying 468,000 euro in
interest. Raising the payments by just
35 euro a week would drop the term
by 15 years and save her 205,000 euro
in interest - more than the cost of
the property.
Noel Whittaker is director of Whittaker
Macnaught, a division of HBOS
Australia. This advice is general in
nature and readers should seek their
own expert advice before making
financial decisions. Email: nirelwhit
@gil,com.au,

LITTLEJOY: London's Evening Standard newspaper announces another
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