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Budget 2023: small steps into big headwinds 
The Budget contained some useful measures to address key challenges facing the UK economy, 

but doesn’t fundamentally change the tough outlook 

 
The changes announced in the Budget 

sensibly target several key challenges 

facing the UK economy. The chaos of 

last year’s ‘mini-budget’ now feels like a 

distant memory. However, Chancellor 

Jeremy Hunt’s plans represent only 

small steps given the scale of the 

macroeconomic headwinds – reinforced 

by the storm clouds building over Credit 

Suisse, a major global bank, as he spoke. 

Despite the fiscal watchdog’s forecast 

that recession will be narrowly avoided 

in 2023, we believe it is still the most 

likely scenario. And much more needs to 

be done to combat constraints on the 

UK’s long-term economic potential.  

Cost-of-living help, but recession 

still on the cards 

The Chancellor announced a few 

measures designed to limit the cost-of-

living squeeze on households. He 

committed to maintaining the energy 

price guarantee at £2,500 for a typical 

household for three further months 

from April, rather than letting it rise to 

£3,000. He also scrapped a planned 

increase in fuel duty and offered some 

relief on alcohol duties. 

These measures should help at the 

margin, but they aren’t large enough to 

move the needle much. The outlook for 

the UK consumer still looks difficult. 

Energy bills will remain exceptionally 

high for a while, with the typical 

household paying more than twice as 

much as in mid-2021. Meanwhile, the 

effects of last year’s interest rate 

increases continue to feed through. 

More than 1.4 million UK households 

need to refinance fixed-rate mortgages 

this year. Over half of them were 

previously paying rates below 2%, 

compared with the 5.1% average 

currently offered by lenders, so monthly 

payments will rise sharply. The 

proportion of households facing very 

high debt repayments relative to their 

incomes is likely to jump this year. 

As if that wasn’t enough, the global 

economic backdrop continues to get 

tougher. The failure of tech lender 

Silicon Valley Bank in the US last week 

has been followed by severe pressure on 

the much larger Credit Suisse, which 

regulators deem a ‘global systemically 

important bank’.  

It is encouraging that policymakers have 

been swift to step in and provide 

liquidity, with the Federal Reserve 

announcing a new facility to help US 

banks and Switzerland’s central bank 

lending directly to support Credit 

Suisse. It’s also important to note that 

the largest banks globally are much 

better capitalised now than they were 

ahead of the global financial crisis, 

giving them much greater capacity to 

absorb losses. And we don’t see the 

evidence of widespread lending to 

borrowers with poor credit quality, or 

broader credit bubbles, that we did 

then. There hasn’t been the same surge 

in private credit relative to the size of 

the economy, for example. We will 

communicate further on this as the 

situation unfolds. 

Even if swift policy action quells the 

acute strains on banks that we’re seeing 

now, though, lenders around the world 

are likely to turn more cautious 

regardless. Banks began tightening 

lending standards significantly late last 

year, and that will only continue in light 

of recent events, contributing to more 

economic weakness across the globe. 

This all informs our overall cautious 

positioning. With recession risk high in 

the UK and other advanced economies, 

we’re keeping equity exposure in our 

portfolios lower than usual. Within our 

equity exposure, we’re focusing strongly 

on defensive sectors – those that 

typically hold up best in a downturn, 

like utilities, healthcare and consumer 

staples – over their more cyclical 

counterparts. 

More work to do on the UK’s 

structural constraints 

The Chancellor’s “Budget for Growth” 

also had an eye on the long term, 

targeting a couple of key structural 

constraints holding back the UK 

economy that we’ve flagged up before, 

namely labour supply and weak 

investment. In both cases, it’s 

encouraging to see politicians 

acknowledge the problem. But the 

measures announced at the Budget 

alone will fall well short of fixing them. 

To get people back into the labour force, 

Hunt announced a raft of measures 

including: a £5 billion childcare plan 

(comprising expanding free childcare in 

England, aiming to boost the number of 

childminders and more); changes to the 

benefits system; and scrapping the 

pension lifetime allowance (aiming to 

discourage professionals, particularly 

senior doctors, from taking early 

retirement). 

To give a sense of scale, the number of 

people aged 16-64 in the labour force 

has fallen by more than 300,000 since 

the start of the pandemic. The 

independent Office for Budgetary 
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Responsibility (the fiscal watchdog) 

estimates the changes announced at the 

Budget will together increase 

employment by only 110,000 in four 

years’ time, and many of those will not 

be full-time workers.  

It’s also worth adding that childcare 

shortages and early retirement are 

minor issues compared to the one big 

factor keeping people out of work: the 

alarming rise in long-term sickness 

linked to the continuing strain on the 

NHS. As health service waiting times 

have climbed, over 400,000 16–64-

year-olds have left the labour force due 

to long-term health problems, more 

than offsetting the number joining for 

other reasons. Addressing the state of 

the health service is vital to getting 

people back to work. 

Otherwise, the Chancellor aimed to 

promote business investment, replacing 

the expiring “super deduction” with a 

100% capital allowance. This allows 

businesses to write off investment in 

new plant and machinery against their 

taxable profits.  

Again, seeking to address this issue 

makes a lot of sense. UK investment has 

been weak for years and adjusting for 

inflation it is lower now than it was in 

the mid-2010s. But the biggest factor 

holding back investment has, in our 

view, been constant uncertainty over 

trade policy. Investment in the UK kept 

pace with its peers in the first half of the 

2010s. It wasn’t until the Brexit 

referendum that the UK fell decisively 

behind, as the sands of UK-EU relations 

have constantly shifted since. The 

Windsor framework agreed in February 

should help on this front, but after so 

much flux it may take time to convince 

businesses that we’ve reached a 

sustainable equilibrium. 
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Important information 
 

 
This document and the information within it does 
not constitute investment research or a research 
recommendation. Forecasts of future performance 
are not a reliable indicator of future performance.  
 The above information represents the current 
and historic views of Rathbones’ strategic asset 
allocation committee. It should not be classed as 
research, a prediction nor projection of market 
conditions and investment returns. It is in no way 
guidance for investors on structuring their 
investments. 
 The opinions expressed and models provided 
within this document and the statements made are, 
due to the dynamic nature of the items discussed, 
valid only at the point of being published and are 
subject to change without notice, and their 
accuracy and completeness cannot be guaranteed. 
 Nothing in this document should be construed 
as a recommendation to purchase any product or 
service from any provider, shares or funds in any 
particular asset class or weighting, and you should 
always take appropriate independent advice from a 
professional, who has made an evaluation, at the 
point of investing. 
 The value of investments and the income 
generated by them can go down as well as up, as 
can the relative value and yields of different asset 
classes. Emerging or less mature markets or 
regimes may be volatile and subject to significant 
political and economic change. Hedge funds and 
other investment classes may not be subject to 
regulation or the protections afforded by the 
Financial Conduct Authority (FCA) or the 
Prudential Regulation Authority (PRA) regulatory 
regimes. 

 

Rathbones will not, by virtue of distribution of this 
document, be responsible to any person for 
providing the protections afforded to clients for 
advising on any investment, strategy or scheme of 
investments. Neither Rathbones nor any 
associated company, director, representative or 
employee accepts any liability whatsoever for 
errors of fact, errors or differences of opinion or for 
forecasts or estimates or for any direct or 
consequential loss arising from the use of or 
reliance on information contained in this 
document, provided that nothing in this document 
shall exclude or restrict any duty or liability which 
Rathbones may have to its clients under the rules 
of FCA or the PRA. 
 We are covered by the Financial Services 
Compensation Scheme (FSCS). The FSCS can pay 
compensation to investors if a bank is unable to 
meet its financial obligations. For further 
information (including the amounts covered and 
the eligibility to claim) please refer to the FSCS 
website www.fscs.org.uk or call 0800 678 1100. 
 Rathbone Investment Management 
International is the Registered Business Name of 
Rathbone Investment Management International 
Limited which is regulated by the Jersey Financial 
Services Commission. Registered office: 26 
Esplanade, St. Helier, Jersey JE1 2RB. Company 
Registration No. 50503. Rathbone Investment 
Management International Limited is not 
authorised or regulated by the PRA or the FCA in 
the UK. 

 

Rathbone Investment Management International 
Limited is not subject to the provisions of the UK 
Financial Services and Markets Act 2000 and the 
Financial Services Act 2012; and, investors entering 
into investment agreements with Rathbone 
Investment Management International Limited will 
not have the protections afforded by that Act or the 
rules and regulations made under it, including the 
UK FSCS. This document is not intended as an 
offer or solicitation for the purpose or sale of any 
financial instrument by Rathbone Investment 
Management International Limited. Not for 
distribution in the United States. Copyright ©2023 
Rathbones Group Plc. All rights reserved. 
 No part of this document may be reproduced 
in whole or in part without express prior 
permission. Rathbones and Rathbone Greenbank 
Investments are trading names of Rathbone 
Investment Management Limited, which is 
authorised by the PRA and regulated by the FCA 
and the PRA. Registered Office: Port of Liverpool 
Building, Pier Head, Liverpool L3 1NW. Registered 
in England No. 01448919. Rathbone Investment 
Management Limited is a wholly owned subsidiary 
of Rathbones Group Plc. 
 Our logo and logo symbol are registered 
trademarks of Rathbones Group Plc. 

 

The value of investments and the income from them may go down as well as up and you may not get back what you originally 
invested. 
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If you would like further information or to arrange an initial meeting,  
please contact us on 020 7399 0000  
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8 Finsbury Circus, London, EC2M 7AZ 
 

  

   
   
For ethical investment services: 
Rathbone Greenbank Investments  
0117 930 3000 
rathbonegreenbank.com 

For offshore investment management 
services: 
Rathbone Investment Management 
International 
01534 740 500 
rathboneimi.com 
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