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SUMMARY 

› The “mini-budget” announced by the UK’s new Chancellor of the Exchequer, Kwasi 
Kwarteng, marks a regime shift away from the fiscal cautiousness that has prevailed 
in recent years including under Kwarteng’s predecessor, Rishi Sunak. 

› The focus of the fiscal package was lower taxes for households and corporates, with 
the aim to re-energise business activity (and ultimately tax receipts). The Institute for 
Fiscal Studies says the tax cuts are the biggest in the UK since 1972. 

› The UK government has also announced it will establish an ‘Energy Price Guarantee’ 
designed to cap spiralling energy costs for households and businesses. This measure 
could potentially cost GBP150 bn, although it hopes to keep that off-budget. 

› The government has raised its annual debt issuance plan by a substantial GBP 72bn 
(to GBP 234 bn) in fiscal year 2022-23.  

› Financial markets are mostly viewing the glass as half-empty—saluting the efforts to 
curb short-term energy costs, but much more worried about the step-up in borrowing 
needs and the risk that the Bank of England may have to tighten policy even more 
than anticipated, causing even more pain to the economy in 2023.  

› Compounding the funding pressure on the government, the Bank of England said at 
its last policy meeting it would also sell GBP 80bn of its bond holdings over the next 
12 months, even as it raised the bank rate by another 50bp to 2.25%. In other words, 
there is a lingering market fear that the UK may fall into a negative macroeconomic 
equilibrium.  

› We are raising our forecast for the terminal Bank Rate to 4.0% (from a previous 
3.25%), although we do have some worries that the ongoing erosion of the Bank of 
England’s credibility may push it to tighten even more.  

› From a bond-market perspective, we have revised our 10-year Gilt forecast to 4.2%. 
We remain underweight UK government bonds. 

› We remain cautious on sterling in the short run as a loose budget stance will 
compound the UK’s current-account vulnerabilities. 
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Mini-budget: A break with Tory tradition 

In early September, Liz Truss was chosen by the Tory party to replace Boris Johnson as 
prime minister. She was elected on a platform that promised to unleash the UK’s growth 
potential, largely through lower taxation. This represented a significant break from the 
traditional fiscal prudence of the Tory party, including that of the Chancellor of the 
Exchequer in Johnson’s government, Rishi Sunak (who lost the Tory party leadership 
contest to Truss).  

Truss outlined her broad views on the UK economy in a 2012 essay entitled ‘Britannia 
Unchained: Global Lessons for Growth and Prosperity’, to which the new Chancellor, 
Kwasi Kwarteng, also contributed. In the essay, Truss makes clear she believes in the 
virtues of low taxes to reinvigorate activity, echoing the tenets of 1980s Tatcherism. But 
whatever her plans for the longer term, Truss’s most immediate problem is the huge 
surge in energy prices, which is throttling consumer spending and confidence. Truss’s 
response has been the introduction of  an ‘Energy Price Guarantee’, a mechanism to cap 
the rise in average annual utility bills for households at GBP 2,500 starting in October. 

On the heels of the Guarantee, Kwarteng today unveiled a ‘mini-budget’. Its main 
measures are as follows: 

- Lower personal taxes: The planned increase in national-insurance tax (the 
equivalent of a payroll tax) of 1.25 percentage point from 6 November is 
cancelled. The lowest personal tax rate of 20% is cut to 19%. The top tax rate 
of 45% (for incomes above GBP150,000) is eliminated. Taxes on alcohol are 
to be frozen starting in February. 

- Lower corporate taxes: The planned rate increase to 25% is cancelled. The 
corporate tax rate stays at 19%. 

- Relief on stamp duty: The threshold for stamp duty on housing 
transactions is being raised to GBP425,000 from GBP300,000. 

- Bonuses: The cap on  bonuses for bankers is being eliminated. 

 
From a macroeconomic standpoint, we believe the budget does not represent a game-
changer for the UK’s near-term outlook, which remains very challenging. The Bank of 
England’s latest forecast is for a 0.1% quarter-on-quarter drop in GDP in Q3 2022, after a 
similar fall in Q2. This means the UK’s economy is in ‘technical recession’ (defined as 
two quarters of negative growth), even though the lingering resiliency of the labour 
market may mean it is not yet in a full-blown economic recession. But it may just be a 
question of time before a weakening economy (and in particular weaker consumer 
spending) translates into a deteriorating labour market.  
 
We maintain our UK GDP growth forecast of 2.9% this year and -0.6% next year, 
although there are large downside risks, especially to the 2023 forecast. We note that 
while the Energy Price Guarantee will limit utility bill increases, the previous surge in 
energy prices is continuing to place a significant strain on households. Private-
spending data for September already hints at a significant deterioration in 
consumers’ financial health, and this may continue as we approach the crucial year-
end shopping season. Another drag on economic activity is the tightening of monetary 
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and financial conditions, with the interest-rate sensitive housing sector likely to be 
among the hardest hit. It is unclear whether the stamp-duty provision contained in the 
mini-budget is a true game-changer. 
 
From a Bank of England (BoE) standpoint, we think members of its Monetary Policy 
Committee will want to partially offset the fiscal largesse through additional 
monetary tightening, for fear of fueling already volatile inflation expectations. We now 
see a 75bp rate hike coming in November (versus our previous forecast of 50bp). It is 
worth noting that the money market is pricing in an even bigger hike (almost 100bps). 
We now forecast that the BoE will hike the Bank Rate until it reaches a terminal rate of 
4.0% (versus 3.25% in our previous forecast).  
 
We think there is a risk of a ‘credibility regime shift’ for the Bank of England. Fearing 
a further erosion of credibility, we believe the Bank of England could be tempted to 
tighten policy even more, especially to assuage foreign investors (and make UK debt 
more appealing). But  satisfying the demands of foreign investors could end up 
trumping worries about the domestic consequences of tight money, conjuring up 
memories of the currency crisis that forced the UK out of the Exchange Rate Mechanism 
in 1992. 
Nonetheless, our central scenario is that the Bank of England will manage to deal with 
the current policy challenges it faces and maintain its independence in the process. In 
the coming weeks, we would not rule out some dialing back on its plans for ‘active’ 
quantitative tightening (active bond sales) in the context of spiralling long-term 
yields. 

 

CHART 1: UNCLEAR WHETHER MINI BUDGET WILL HELP UK CONSUMERS, WHO HAVE STARTED TO FLINCH  

 
Source: Pictet WM – CIO Office & Macro Research, Bloomberg Finance LP, 23 September 2022. 
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UK gilts: on course for emerging-market status? 

Even allowing for the fact that the tax cuts announced in the mini-budget were larger 
than expected, the magnitude of the reaction on the UK gilt market has been massive. As 
we type, yields are surging across the curve, ranging from +50 bp on the three-year gilt to 
+30 bp on the 10-year yield (see chart 2). In the wake of the  mini-budget and the Energy 
Price Guarantee scheme, the UK Debt Management Office (DMO) has revised up the 
government’s net refinancing requirement for fiscal year 2022-23 from GBP161.7 bn to 
GBP234.1 bn. This will bring net gilt (i.e. bond) issuance to GBP193.9 bn, an increase of 
GBP62.4 bn.  

Although the increase is significant (+47%), the scale of the gilt sell-off leads us to believe 
that the market’s worries go beyond expectations for a surge in gilt issuance. In our view, 
the rout in the gilt market is linked to concerns that the BoE, which needs to seriously 
tackle inflation to restore its credibility, is set on a collision course with the government.  

Market participants are pricing in a terminal bank rate above 5.3% next year, well above 
our revised forecast of 4.0%. The market expects the BoE to have to tighten much more to 
counter the medium-term inflationary impact of the tax cuts and energy price caps. 
Although a Bank Rate above 5% seems high in a context of weakening growth, we do 
expect market participants to continue testing the BoE’s resolve to fight inflation.  

Given that foreigners hold almost 30% of all UK gilts outstanding and that the BoE plans 
to reduce rapidly its own 37% share through quantitative tightening, yields might need 
to rise further from current levels to attract marginal buyers, especially foreigners (see 
chart 3). Given the steep decline in sterling, the BoE might have to hike very aggressively 
to maintain its inflation-fighting credibility and gilts’ attractiveness. The dilemma facing 
the BoE and UK gilts bears some resemblance to the challenges one periodically sees in 
emerging markets.  

CHART 2: UK GILT YIELD CURVE 

Source: Pictet Wealth Management, Factset, 23.09.2022  

 
CART 3: SHARE OF GILTS HELD IN % OF TOTAL OUTSTANDING 

Source: Pictet Wealth Management, Factset, 23.09.2022 
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As such, we expect UK gilt yields to move higher across the curve and the yield curve to 
flatten further, with the 10-to-two-year slope moving further into negative territory (it 
stands at around – 30 bps as we type). Hence, we revise our year-end forecast for the 10-
year UK gilt yield from 2.8% to 4.2%; we remain underweight UK gilts. 

GBP to remain under pressure 

The UK’s large current-account deficit (8% of GDP in Q1) is a key vulnerability for 
sterling, which has already weakened considerably against the US dollar this year. The 
UK has increasingly relied on the ‘kindness of strangers’ to finance this deficit, which is 
structural in nature. The mini-Budget suggests that such reliance may increase further, 
raising concerns among investors and explaining why sterling is depreciating sharply 
despite a strong increase in the 10-year gilt yield. We have been cautious on sterling for 
some time as we view this cyclical currency as particularly vulnerable to a global 
slowdown, while it does have a very weak trade balance, unlike major commodity 
currencies.  

While potentially overblown, the rising concerns about a balance of payments crisis 
suggest that sterling should best be avoided in the short term. It could take a very 
hawkish Bank of England to support sterling, but given already very high market 
expectations for the Bank’s rate path in 2023, it may not be easy to beat the market and 
get back “ahead of the curve”. 

 

CHART 4: STERLING REACTED VERY NEGATIVELY TO SUDDEN LOOSENING OF BUDGET STANCE 

 
Source: Pictet WM – CIO Office & Macro Research, Bloomberg Finance LP, 23 September 2022. 
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Charts: UK vs. US macro 

US V. UK: GDP GROWTH, % Y-O-Y 
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Source: PWM - AA&MR, Factset 
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Source: PWM - AA&MR, Factset 
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Distributors: Banque Pictet & Cie SA, Route des Acacias 60, 1211 Geneva 73, Switzerland and Pictet & Cie (Europe) SA, 15A, avenue J. F. Kennedy, L-1855 Luxembourg/B.P. 687 
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Banque Pictet & Cie SA is established in Switzerland, exclusively licensed under Swiss Law and therefore subject to the supervision of the Swiss Financial Market Supervisory 
Authority (FINMA). 

Pictet & Cie (Europe) SA is established in Luxembourg, authorized and regulated by the Luxembourg Financial Authority, Commission de Surveillance du Secteur Financier.  

This marketing communication is not intended for persons who are citizens of, domiciled or resident in, or entities registered in a country or a jurisdiction in which its distribution, 
publication, provision or use would violate current laws and regulations. 

The information, data and analysis furnished in this document are disclosed for information purposes only. They do not amount to any type of recommendation, either general 
or tailored to the personal circumstances of any person. Unless specifically stated otherwise, all price information is indicative only. No entity of the Pictet Group may be held 
liable for them, nor do they constitute an offer or an invitation to buy, sell or subscribe to securities or other financial instruments. The information contained herein is the result 
neither of financial analysis within the meaning of the Swiss Bankers Association’s Directives on the Independence of Financial Research, nor of investment research for the 
purposes of the relevant EU MiFID provisions. All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but 
no representation or warranty, express or implied, is made as to its accuracy or completeness.  

Except for any obligations that any entity of the Pictet Group might have towards the addressee, the addressee should consider the suitability of the transaction to individual 
objectives and independently assess, with a professional advisor, the specific financial risks as well as legal, regulatory, credit, tax and accounting consequences. 

Furthermore, the information, opinions and estimates in this document reflect an evaluation as of the date of initial publication and may be changed without notice. The Pictet 
Group is not under any obligation to update or keep current the information contained herein. In case this document refers to the value and income of one or more securities or 
financial instruments, it is based on rates from the customary sources of financial information that may fluctuate. The market value of financial instruments may vary on the 
basis of economic, financial or political changes, currency fluctuations, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer. 
Some investments may not be readily realizable since the market in the securities can be illiquid. Moreover, exchange rates may have a positive or negative effect on the value, 
the price or the income of the securities or the related investments mentioned in this document. When investing in emerging countries, please note that the political and 
economic situation in those countries is significantly less stable than in industrialized countries. They are much more exposed to the risks of rapid political change and economic 
setbacks.  

Past performance must not be considered an indicator or guarantee of future performance, and the addressees of this document are fully responsible for any investments they 
make. No express or implied warranty is given as to future performance. Moreover, forecasts are not a reliable indicator of future performance. The content of this document can 
only be read and/or used by its addressee. The Pictet Group is not liable for the use, transmission or exploitation of the content of this document. Therefore, any form of 
reproduction, copying, disclosure, modification and/or publication of the content is under the sole liability of the addressee of this document, and no liability whatsoever will be 
incurred by the Pictet Group. The addressee of this document agrees to comply with the applicable laws and regulations in the jurisdictions where they use the information 
reproduced in this document.  

This document is issued by Banque Pictet & Cie SA. This publication and its content may be cited provided that the source is indicated. All rights reserved. Copyright 2017. 

Distributor: Pictet & Cie (Europe) S.A., London branch (“Pictet London Branch”) 

This is a marketing communication distributed by Pictet London Branch. 

This document sets forth neither a personal recommendation tailored to the needs, objectives and financial situation of any individual or company (investment advice as defined 
in the Financial Conduct Authority’s Handbook of rules and guidance (the “FCA Handbook”)), nor the results of investment research within the meaning of the FCA Handbook. 
Moreover, it does not constitute an offer, or an invitation to buy, sell or subscribe to securities or other financial instruments, nor is it meant as a proposal for the conclusion of 
any type of agreement. Furthermore, this document should not be considered a suitability report as Pictet London Branch has not received all the necessary information on the 
recipient to complete its suitability assessment that covers the recipient’s knowledge and experience, tolerance to risk, investment needs and the recipient’s ability to absorb 
financial risk. Should its addressee decide to proceed to any transaction in relation to a financial product referred to herein, this will be in his sole responsibility, and the 
suitability/appropriateness of the transaction and other financial, legal and tax aspects should be assessed by an expert. 

Any information contained in this document is disclosed for information purposes only, and neither the producer nor the distributor can be held liable for any fluctuation of the 
price of the securities. No express or implied warranty is given as to future performance. The opinions expressed reflect an objective evaluation of information available to the 
general public, such as rates from customary sources of financial information. The market value of securities mentioned may vary on the basis of economic, financial or political 
changes, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer. Moreover, exchange rates may have a positive or negative 
effect on the value, the price or the income of the securities or the related investments mentioned in this document. It is also expressly noted that forecasts are not a reliable 
indicator of future performance, while past performance is not a reliable indicator of future results. 

You shall only take investment decisions when you fully understand the relevant financial product and the involved risks. In particular, the relevant product documentation 
(such as the issuance program, final terms, prospectus, simplified prospectus and key (investor) information document), as well as Appendix 4: Risk Warnings Relating to 
Trading in Financial Instruments of the Terms and Conditions of Pictet London Branch, shall be read. Structured products are complex financial products and involve a high 
degree of risk. The value of structured products depends not only on the performance of the underlying asset(s), but also on the credit rating of the issuer. Furthermore, the 
investor is exposed to the risk of default of the issuer/guarantor. 

In respect of any product documentation, including key information documents of Packaged Retail and Insurance-based Investment Products (“KIDs”) and key investor 
information documents of Undertakings for Collective Investment in Transferable Securities (“KIIDs”), please note that these may change without notice. You should therefore 
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ensure that you review the latest version of them prior to confirming to Pictet London your decision to invest. If you have been provided with a link to access the respective 
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Pictet London Branch may, if necessary, rely on these acknowledgements and receive your orders, to transmit them to another professional, or to execute them, according to the 
relevant clauses of your mandate, as well as the Terms and Conditions of Pictet London Branch. 

The content of this document shall only be read and/or used by its addressee. Any form of reproduction, copying, disclosure, modification and/or publication in any form or by 
any means whatsoever is not permitted without the prior written consent of Pictet London Branch and no liability whatsoever will be incurred by Pictet London Branch. The 
addressee of this document agrees to comply with the applicable laws and regulations in the jurisdictions where they use the information provided in this document. 

Pictet London Branch is a branch of Pictet & Cie (Europe) S.A.. Pictet & Cie (Europe) S.A. is a société anonyme (public limited liability company) incorporated in Luxembourg 
and registered with the Luxembourg Registre de Commerce et des Sociétés (RCS no. B32060). Its head office is at 15A, avenue J.F. Kennedy, L-2016 Luxembourg. Pictet London 
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London, 5 Stratton Street, W1J 8LA. 

Authorised and regulated by the Commission de Surveillance du Secteur Financier. Deemed authorised by the Prudential Regulation Authority. Subject to regulation by the 
Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based firms to 
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Distributors: Bank Pictet & Cie (Asia) Ltd (“BPCAL”) in Singapore and/or Banque Pictet & Cie SA, Hong Kong Branch (“Pictet HK Branch”) in Hong Kong.   

The information, tools and material presented in this document are provided for information purposes only and are not to be used or considered as an offer, an invitation to offer 
or solicitation to buy, sell or subscribe for any securities, commodities, derivatives, (in respect of Singapore only) futures, or other financial instruments (collectively referred to 
as “Investments”) or to enter into any legal relations, nor as advice or recommendation with respect to any Investments. This document does not have regard to the specific 
investment objectives, financial situation and/or the particular needs of any recipient of this document. Investors should seek independent financial advice regarding the 
appropriateness of investing in any Investments or adopting any strategies discussed in this document, taking into account the specific investment objectives, financial 
situation or particular needs of the investor, before making a commitment to invest.   

BPCAL/Pictet HK Branch has not taken any steps to ensure that the Investments referred to in this document are suitable for any particular investor and accepts no fiduciary 
duties to any investor in this regard, except as required by applicable laws and regulations. Furthermore, BPCAL/Pictet HK Branch makes no representations and gives no advice 
concerning the appropriate accounting treatment or possible tax consequences of any Investment. Any investor interested in buying or making any Investment should conduct 
its own investigation and analysis of the Investment and consult with its own professional adviser(s) as to any Investment including the risks involved. 

This document is not to be relied upon in substitution for the exercise of independent judgment. The value and income of any Investment mentioned in this document may fall 
as well rise. The market value may be affected by, amongst other things, changes in economic, financial, political factors, time to maturity, market conditions and volatility, 
and the credit quality of any issuer or reference issuer. Furthermore, foreign currency rates of exchange may have a positive or adverse effect on the value, price or income of 
any Investment mentioned in this document.  Accordingly, investors must be willing and able to assume all risks and may receive back less than originally invested.  

Past performance should not be taken as an indication or guarantee of future performance and no representation or warranty, expressed or implied, is made by BPCAL/Pictet 
HK Branch regarding future performance. 

This document does not constitute the investment policy of BPCAL/Pictet HK Branch, or an investment recommendation, and merely contains the different assumptions, views 
and analytical methods of the analysts who prepared them. Furthermore, the information, opinions and estimates expressed herein reflect a judgment at its original date of 
publication and are subject to change without notice and without any obligation on BPCAL/Pictet HK Branch to update any of them.  BPCAL/Pictet HK Branch may have issued 
or distributed other reports or documents that are inconsistent with, and reach different conclusions from, the information presented in this document. 

While the information and opinions presented herein are from sources believed to be reliable, BPCAL/Pictet HK Branch is not able to, and do not make any representation or 
warranty as to its accuracy or completeness. Accordingly, BPCAL/Pictet HK Branch accepts no liability for loss arising from the use of or reliance on this document presented for 
information purposes only. BPCAL/Pictet HK Branch reserves the right to act upon or use any of the information in this document at any time, including before its publication 
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