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UK Budget: a policy tightrope 
 

UK Chancellor Sunak has 
announced an increase in 
corporation tax to 25% in 2023 
from 19% currently, but has 
also extended important 
income support measures 
 
 
The Treasury has made its first 
major step in signalling its 
intention to gradually fix the 
UK’s battered public finances  
 
 
Higher corporation taxes could 
weigh on growth, but the tax 
rate in 2023 will still be lower 
than the current G7 average 
 
 
  

Our views 
 

Amid a successful 
immunisation programme, 
the UK is well-placed to 
generate a strong 
economic recovery this 
year. We believe an 
overweight view on UK 
equities remains justified, 
although are cognisant of 
potentially subdued returns 

 
 
 
 
 

Chancellor Sunak lifts taxes, but extends income support 
In his annual Budget speech on 3 March, UK Chancellor Rishi Sunak announced that 
levels of taxation would rise in the coming years in order to close a gap in the public 
finances created by the Covid-19 pandemic. In particular, the rate of corporation tax 
will rise to 25% in 2023 from 19% currently, and income tax thresholds will be frozen 
from 2022 until 2026, meaning income taxes paid will go up as wages grow.  
Importantly, however, income support measures remain in place. The UK Job 
Retention Scheme – which pays up to 80% of furloughed employees’ wages – has 
been extended until September, protecting household finances as pandemic-related 
restrictions remain in place. 

No rush to consolidate public finances  
The Treasury has made its first major step in signalling its intention to gradually fix 
the UK’s battered public finances. However, it is facing a policy tightrope. Taxation 
weighs on economic growth, so with 
UK economic activity still depressed 
amid a virus-related lockdown, the 
Treasury is significantly constrained 
in how much it can attempt to 
narrow the budget deficit.  
Positively, however, features of the 
UK’s public finances mean that 
there is limited pressure on the 
Chancellor to quickly consolidate 
public finances: 
• UK debt interest costs are 

very low despite high and 
rising levels of public debt (see 
Figure 1) 

• The average maturity on UK gilts is around 15 years, over twice as long as in 
many other developed countries. This cuts the risk of a steep rise in debt 
servicing costs when gilts are refinanced 

• Bank of England asset purchases of GBP 250bn have absorbed over 70% 
of new UK government borrowing since March 2020. The Bank of England is 
unlikely to unwind its bond holdings in the near-term 

Although higher corporation taxes announced in this budget could weigh on business 
investment or pass through to lower wage growth for employees, they only apply to 
large firms and take effect in two years. In 2023, UK corporation tax will still be lower 
than the current G7 average. Meanwhile, in a move that is likely to support the 
economic recovery, the Chancellor announced that firms will be able to reduce their 
corporation tax bills over the next two years by up to 130% if they increase 
investment commensurately.  
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Figure 1: UK debt interest (% of tax revenues) 

Source: Office for National Statistics, as of 3 March 2021 
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Macro and market considerations 
Overall, following the policies announced in the Budget we maintain our view that the UK is well-placed to generate a strong 
economic recovery from Q2 2021. We expect the successful vaccine rollout to lead to a gradual and durable lifting of restrictions, 
releasing pent-up demand as households run down savings accumulated over the past year. 
• In this context, we think it makes sense to remain overweight UK equities, which are exposed to cyclical sectors that typically 

benefit from periods of strong economic growth. UK equity indices are also tilted to multi-national companies that can benefit 
from the wider global economic recovery (the “restoration economy” theme we have highlighted before) 

• Nevertheless, we should be aware that potential returns could be limited by the strong rally witnessed in recent months and 
concern over possible bad news on Covid mutations in the future. There is also the risk that the Treasury announces more 
significant tax rises next year, or policy support is withdrawn too early 
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Important information 
 

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole 
or in part, for any purpose. All non-authorized reproduction or use of this document will be the responsibility of the 
user and may lead to legal proceedings. The material contained in this document is for general education information 
purposes only and is neither intended as, nor does it constitute, advice or a recommendation to buy or sell 
investments, as defined by the US Securities and Exchange Commission. For individualized tailored 
recommendations based on your needs or objectives, please contact your financial professional directly for more 
information. 
Some of the statements contained in this document may be considered forward looking statements which provide 
current expectations or forecasts of future events. Such forward looking statements are not guarantees of future 
performance or events and involve risks and uncertainties. Actual results may differ materially from those described in 
such forward-looking statements as a result of various factors. We do not undertake any obligation to update the 
forward-looking statements contained herein, or to update the reasons why actual results could differ from those 
projected in the forward-looking statements. This document has no contractual value and is not by any means 
intended as a solicitation, nor a recommendation for the purchase or sale of any financial instrument in any jurisdiction 
in which such an offer is not lawful. The views and opinions expressed herein are those of HSBC Global Asset 
Management Global Investment Strategy Unit and HSBC Securities (USA) Inc. at the time of preparation, and are 
subject to change at any time. These views may not necessarily indicate current portfolios’ composition. Individual 
portfolios managed by HSBC Global Asset Management primarily reflect individual clients’ objectives, risk 
preferences, time horizon, and market liquidity. 
The value of investments and the income from them can go down as well as up and investors may not get back the 
amount originally invested. Past performance contained in this document is not a reliable indicator of future 
performance while any forecasts, projections and simulations contained herein should not be relied upon as an 
indication of future results. Where overseas investments are held the rate of currency exchange may cause the value 
of such investments to go down as well as up. Investments in emerging markets are by their nature higher risk and 
potentially more volatile than those inherent in some established markets. Economies in Emerging Markets generally 
are heavily dependent upon international trade and, accordingly, have been and may continue to be affected 
adversely by trade barriers, exchange controls, managed adjustments in relative currency values and other 
protectionist measures imposed or negotiated by the countries with which they trade. These economies also have 
been and may continue to be affected adversely by economic conditions in the countries in which they trade. Mutual 
fund investments are subject to market risks, read all related documents carefully. Please consider the investment 
objectives, risks, charges and expenses carefully before investing. The prospectus, which contains this and 
other information, can be obtained by calling an HSBC Securities (USA) Inc. Financial Consultant or call 888-
525-5757. Read it carefully before you invest. Bonds are subject generally to interest rate, credit, liquidity and 
market risks. Investors should consider the investment objectives, risks and charges and expenses associated with 
bonds before investing. Further information about a bond is available in the issuer’s official statement. The official 
statement should be read carefully before investing.  
Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), 
member NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. 
License #: OE67746. HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of 
insurance are provided by unaffiliated third parties and offered through HSBC Insurance Agency (USA) Inc., a wholly 
owned subsidiary of HSBC Bank USA, N.A. Products and services may vary by state and are not available in all 
states. California license #: OD36843. Investments, Annuity and Insurance Products:  Are not a deposit or other 
obligation of the bank or any of its affiliates; Not FDIC insured or insured by any federal government agency 
of the United States; Not guaranteed by the bank or any of its affiliates; and subject to investment risk, 
including possible loss of principal invested.  
All decisions regarding the tax implications of your investment(s) should be made in consultation with your 
independent tax advisor. 
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