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Executive summary  
The UK announced an unfunded, pro-growth fiscal expansion that led to a volatile drop in 
local currency and higher government yields. The plan's goal is to achieve a 2.5% trend 
economic growth rate in the medium term. If it fails to deliver promised growth rates, the risk 
of an early general election in 2023 will rise significantly. We recommend remaining 
underweight overseas equities, especially in Europe.   

What happened   
UK's newly appointed Prime Minister, Liz Truss, and the Chancellor of the Exchequer, Kwasi 
Kwarteng, announced a ₤45b mini-budget that included the biggest tax cuts in over five 
decades. The new government also aims to reform the economy by slashing regulations, 
setting up tax-preferred zones, and improving the attractiveness of Britain by offering low 
corporate tax rates. This ambitious program will be funded by borrowing, hoping that future 
economic growth will eventually pay its cost. 
Program in a nutshell 

 Limiting the cost of energy – price guarantees for electricity and gas that would keep 
a typical household’s budget for energy around ₤2,500, a projected saving of over 
₤1000 per year per household. Lower-income households will receive additional 
subsidies.   

 The new government’s plan aims (over the medium-term) to reach a trend rate of real 
economic growth of 2.5% via expanding the supply of the economy through 
incentives and reforms.  

 Lifting the cap on banker’s bonuses to strengthen UK’s attractiveness in the global 
financial services industry.    

 Over 40 new investment zones are planned to attract new businesses to the UK. 
Corporate taxes will be lowered to the lowest level within G20 nations. National 
insurance contribution hike will be canceled, offering more stimulus to companies.  

 Higher income earner’s tax rates will be reduced to 40% from 45%. 

The British pound had been losing value against the U.S. dollar, and the new unfunded 
spending package pushed the pound further to historically low levels. The severe and rapid 
drop in the currency's value will usher in higher imported inflation as the country imports most 
of its energy and is going through a significant energy crisis due to a lack of adequate natural 
gas storage for the coming winter. The radical growth-oriented economic plan pushed the cost 
of borrowing as well. Expected additional borrowing could increase government yields, 
leading to even higher inflation in the near term with the cost of capital becoming more 
expensive.

 
Past performance does not guarantee future results.    
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Our take  
British pound will reach parity against the U.S. dollar and Euro this year 

When Liz Truss became the new Prime Minister of the UK, we expected that her 
expansionary economic policies could push the British pound to parity against the U.S. dollar 
before the next general election in 2024. The announced economic plan is much more 
expansionary than we anticipated. Therefore, we believe that the British pound will reach 
parity not only with the U.S. dollar but also with the Euro this year, much earlier than our initial 
take.

 

Data Source: Truist IAG, Bloomberg, data as 9/26/2022     

UK’s inflation could reach high teens 

The UK's current annual inflation is close to double digits while the monetary policy rate is at a 
very loose 2.25%. If the Bank of England is serious about its fight against inflation, the policy 
rate should be much higher than it is. The markets are pricing another 2% increase in policy 
rates by year-end. Even if that is the case, the recent drop in the British pound and the 
inflationary effects of the expansionary fiscal policy will be visible in the upcoming months. A 
colder than expected winter, even if the UK's household's energy budgets are subsidized, will 
have a worsening inflationary effect, with imported goods reflecting higher energy costs. 
Double-digit inflation, possibly reaching the high teens, could force the Bank of England to 
raise rates even further, assuming the Bank of England would be able to make decisions 
completely independent from fiscal policy.      
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Data Source: Truist IAG, Bloomberg   

The next battlefield will be the Bank of England 

Liz Truss, during her campaign, suggested that she would investigate the Bank of England's 
inflation mandate. Chancellor Kwarteng already hinted that the goal of the economic plan is to 
achieve a 2.5% trend growth rate, which could eventually morph into a monetary policy 
mandate for the Bank of England. UK's sovereign bond yields have risen faster than during 
the Brexit period and are expected to rise even further if the Bank of England's inflation 
mandate is neutered. 
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If the program fails, an early general election is in the offing in 2023  

It took six rounds of an elimination process to make Liz Truss the leader of the Conservative 
Party and the leader of the UK. Only the Conservative party members voted for the process, 
and 43% of voters did not want her to lead the party and the country. This political divide will 
prevent her from achieving her grandiose plans, and if the promised economic growth rates 
never materialize, her days as Prime Minister will be numbered. The budget that is heavily 
titled on tax cuts to high earners and corporations is a gift to the opposition Labor party to 
make a case for a general election as the new leader does not have a clear mandate from the 
public.    

 

Bottom line  
Chancellor Kwarteng’s tax cut bonanza was an eye opener to currency and bond markets in 
the UK. British assets, including the British pound, are cheap by historical standards and 
could get even cheaper. The pound will likely reach parity not only against the U.S. dollar but 
also against the Euro by the end of this year. Boosting demand during a supply crunch could 
result in extreme inflation. The risk of an early election has risen as the new economic plan 
may fail to usher in growth and fuel the gap between income classes. We continue to 
recommend an underweight position in overseas equities, especially in Europe.   

 

 

 

 

 

 

 

 

 

 

 



 

  

 

 

 
 

 
 
Disclosures  
Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. 
Please speak to your advisor to request a firm brochure which includes program details, including risks, fees and expenses.  

Truist Wealth is a name used by Truist Financial Corporation.  Banking products and services, including loans, deposit accounts, trust and 
investment management services provided by Truist Bank, Member FDIC. Securities, brokerage accounts, insurance/annuities offered by  
Truist Investment Services, Inc. member FINRA, SIPC, and a licensed insurance agency where applicable.  Life insurance products offered by 
referral to Truist Insurance Holdings, Inc. and affiliates.  Investment advisory services offered by Truist Advisory Services, Inc., Sterling Capital 
Management, LLC, and affiliated SEC registered investment advisers.  Sterling Capital Funds advised by Sterling Capital Management, LLC.   

While this information is believed to be accurate, Truist Financial Corporation, including its affiliates, does not guarantee the accuracy, 
completeness or timeliness of, or otherwise endorse these analyses or market data.     

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial 
Corporation makes no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular 
purpose. The information contained herein does not purport to be a complete analysis of any security, company, or industry involved. This 
material is not to be construed as an offer to sell or a solicitation of an offer to buy any security.  

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have 
issued materials that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions and 
information are believed to be reflective of judgments and opinions as of the date that material was originally published. TIS is under no 
obligation to ensure that other materials are brought to the attention of any recipient of this commentary.  

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should 
consult your individual tax or legal professional before taking any action that may have tax or legal consequences.  

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or 
guarantee of future performance.  

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a 
customer or client simply by virtue of the receipt of this material.  

The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction. 
Investors may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein.  

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, 
redistribution or disclosure is prohibited by law.  

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in 
this material.  

© 2022 Truist Financial Corporation.  Truist, the Truist logo and Truist purple are service marks of Truist Financial Corporation.  
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