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The decade of austerity was 
over, we were told, but if this 
year’s Budget is anything to go 
by, it feels like the countdown 
has begun. Surpassing the £1tn 
milestone, the Chancellor’s 
Budget has created an enormous 
deficit in the Treasury’s pocket. 
At £235bn, such sums are 
unimaginable to the human 
mind. To make sense of it all, 
I like to think of large sums of 
money with reference to time; 
if you were to spend £1 every 
second, it would take you 31 
years to spend £1bn…make that 
31,700 years to spend £1tn!   

The market’s reaction was 
sanguine; the textbooks will 
tell you that an increasingly 
burdensome deficit position 
should push down the value of 
the Pound, as its supply increases 
in the Treasury-issued bond 
markets. On the contrary, Sterling 
fell only marginally against the 
Dollar, demonstrating a reflection 
of the times and the relativity of 
monetary supply between these 
two major economies. In fact, 
President Biden’s stimulus package 
of US$1.9tn – which is being put 
directly into citizen’s pockets – 
has dwarfed the UK’s response, 
offsetting this impact significantly. 
Most other governments are doing 
the same; all aided by their Central 
Banks’ ability to keep the interest 
repayable on this debt at record 
lows, while stoking inflation to 
ensure their repayment is more 
palatable in future money terms.

Those who have experienced 
the full force of austerity will be 
concerned at the figures being 
quoted. After all, the Government’s 
policy has traditionally been 
focused on balancing the books at 
the expense of social security and 
public service provision. Though, 
it seems the Chancellor is keen on 

keeping the money tap on for now. 
With ‘levelling up’ still a prominent 
buzzword, he promises to spend 
more on infrastructure in the 
North, while increasing emergency 
and policing headcounts. At some 
point this is going to need repaying, 
but the Government thinks that 
is not going happen without a 
booming economy, so the spending 
spree may go on for some time 
(See: Sunak’s Fiscal Headache).

With an equity market that 
is economically sensitive, 
infrastructure has become a hot 
investment target to balance 
portfolios, and Sunak’s spending 
spree on such projects gives even 
more credence to this thesis. Public 
transport improvements and energy 
transition projects are all well 
served by the expertise of publicly 
traded investment vehicles (See: 
Infrastructure: The Foundations 
for Growth) and the tailwind to 
these continues to offer an exciting 
proposition.

In a traditionally non-conservative 
move, Mr Sunak’s decision to 
tax business earning £50,000 
or more at 25% is a big one. The 
accommodative taxation on large 
companies is what has made the 
UK such an attractive place to do 
business over the past five years, 
all the while helping to offset the 
impact of Brexit. Once the lowest 
rate in the G7, we will now position 
ourselves mid-table (See: The 
Budget & the Markets). 

Austerity is not on the menu just 
yet. The current Government has 
a lot to prove to its new cohort 
of red-wall voters and, with the 
Brexit dust still settling, it must do 
everything it can to fuel the UK’s 
economic growth coming out of the 
pandemic. Record levels of debt can 
wait for now.
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INFRASTRUCTURE: 
THE FOUNDATIONS FOR GROWTH

Source: Redmayne Bentley

While the heightened tax burden may have taken the 
headlines, and for good reason, Chancellor Rishi Sunak’s 
grand plans for infrastructure, and its implications on 
investments within this concrete arena, seem to have 
evaded the spotlight.  

THE BACKGROUND
The UK is set to see the formation of a new £12bn National 
Infrastructure Bank, which will be used to facilitate the clean 
energy transition, concurrently supporting economic growth 
“through better connectedness, opportunities for new jobs and 
higher levels of productivity”.

Based in Leeds, and thus simultaneously ticking the levelling-
up agenda item off the list, the Government expects the bank 

to support “at least £40bn” of investment, by focusing on clean 
energy and transport. The project also includes £10bn of debt 
guarantees with which to lever private investment. 

The Government has already announced £600bn of 
infrastructure projects over the next five years and, following 
the Budget announcement, Prime Minister Boris Johnson 
unveiled a “union connectivity review” of road, rail, air, and 
sea links, led by Sir Peter Hendy, the former chairman of 
Network Rail. As above, the aim is to improve the nation’s 
connectivity and invigorate growth within the regions. A link 
between Scotland and Northern Ireland is one such proposal 
which has already emerged from the review. 
While industry experts may have disputed the figures involved 
in the bank, infrastructure is a buzzword on everybody’s lips, 
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anticipated to supercharge growth and the movement towards 
a greener future, while improving connectivity and working 
efficiency. 

THE MARKET
While the above provides a strong tailwind for infrastructure 
investments, the proposed increase to Corporation Tax from 
19% to 25%, which is to kick-in from 2023, will somewhat 
counteract this force. Analysts at market maker firm 
Winterflood estimate that this will knock 3.4% off HICL’s 
(a large and relatively liquid infrastructure company with a 
£3.1bn market cap) Net Asset Value (NAV), with the latest 
published NAV coming in at 154 pence-per-share. When 
freezing other factors, we can thus assume a drop to c.148 
pence-per-share in the coming years. The impact is likely to 
be somewhat more ominous given the Winterflood study is 
ignoring HICL’s 7% of assets based in North America, with 
the US also set to witness a spike in taxes. 

Another factor which has hampered the wider infrastructure 
sector has been the rise in Gilt yields; the Ten-Year UK Gilt, 
which is also known as the risk-free rate, has seen its yield 
increase from 0.19% to 0.73% since the start of the year. While 
this remains well-below its long-term average, we should not 
underestimate such a dramatic shift.  

The rumbustious response to the Coronavirus crisis, led by 
both central bankers and their respective governments, which 
together have injected huge levels of monetary and fiscal 
stimulus into the global economy, sits alongside the high levels 
of consumer and business savings and the immense levels of 
pent-up demand. These factors have fused to propel inflation 
expectations towards the upside, subsequently pushing yields 
higher.

Although the heightened discount rate may push down the 
value of future cash flows, concomitantly narrowing the risk 
premium, investors in infrastructure assets should breathe 
some sigh of relief given its cashflows are often linked to 
inflation, and thus offer protection against this force. 

HICL
HICL invests primarily in UK infrastructure assets. The 
portfolio is split into three different segments: 72% of the 
portfolio benefits from long-term, availability-based Public–
private partnership (PPP) contracts; 19% is exposed to user 
demand, and regulated assets comprise 9% of the portfolio. 
The former is where companies and the Government work 
together to build and maintain assets such as roads, hospitals, 
and communication networks. 

The portfolio has performed well despite the challenging 
market backdrop, notwithstanding the negative impact on 
assets such as the Eurostar train-line High Speed 1, (5% of 
portfolio), and two toll-roads, the A63 Motorway in France 
(6%), and Northwest Parkway in the US (5%). All three assets 
have experienced a drop in demand given the restrictions on 
movement and quarantine legislations over the past 12 months. 

Looking forward, HICL continues to see an attractive 
asset pipeline which focuses on critical infrastructure (fibre 
networks) and the energy transition (smart meters, district 
utilities). In the past year, the Trust added two windfarm 
projects to the portfolio, further diversifying HICL’s offering, 
while supporting the UK’s transition to a low carbon economy. 

Yet, as with most infrastructure vehicles, investors 
should expect an equity raise to fund such developments. 
Furthermore, despite its ‘progressive’ dividend policy, the total 
dividend for the year to full year 2022 will be unchanged from 
the 8.25p in full year 2021, while dividend cash cover over 
the six months to September 2020 was only 0.83x, compared 
with 1.05x in the prior year. Notwithstanding this, the c.5% 
dividend yield remains extremely attractive, and the wide 
spread over the risk-free rate seems to somewhat defend the 
uncovered dividend. 

The reopening of the global economy should propel growth 
in the demand-based assets, while driving the NAV higher, 
and possibly offsetting the negative impact from higher taxes. 
This, alongside the inflation-protected and Government-
supported cashflows, and the thematic trends driving the 
demand for green assets, fashions a robust bull case. Once the 
inflation engine starts to rumble, this case will only be further 
intensified. 
 

Please note that this communication is for information only and 
does not constitute a recommendation to buy or sell the shares of the 
investments mentioned.

Source: Redmayne Bentley
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INSIGHT

The most recent Budget contained a 
plethora of new measures, as well as 
extensions to existing Government 
policies, to help kick start the 
economy as the UK moves rapidly 
towards vaccinating its population. 
The Government has now pumped 
£400bn into COVID-19-related 
spending with the main policies 
focused on helping cash-starved 
businesses, employment, housing 
and taxation, all of which impact 
businesses and the markets, either 
directly or indirectly. 

The Chancellor is hoping that, amongst 
other things, the extensions to the 
furlough scheme and the Stamp Duty 
holiday will help to create a domino 

effect that starts with capping the 
unemployment rate and moves through 
the economy as consumers continue to 
receive regular monthly inflows, giving 
them the ability to continue paying for 
their houses, cars and other monthly 
expenses. This helps to keep the general 
economy ticking over and prevents a 
widespread failure of any key industry. 

The hope is that some will also have 
been able to save money during the 
pandemic as consumer spend on retail, 
leisure and travel fell significantly and 
those with stable employment were 
able to save or invest money that would 
have typically been earmarked for 
discretionary spending. This will help 
to accelerate the economic boom many 

are expecting to occur after lockdown 
restrictions are lifted, as consumers feel 
more comfortable in open environments 
and spending habits return to normal 
levels. 

KEY IMPLICATIONS FOR FINANCIAL 
MARKETS
While a wave of spending in order to 
boost the economy was needed, public 
finances are now in a significantly 
worse state than at the start of 2020. 
The Government has had to raise large 
amounts of capital in order to support 
businesses and consumers, with the 
level of debt currently unsustainable 
and unhealthy for the country moving 
forward. The tax increases expected by 
many are, then, the most obvious and 

THE BUDGET AND THE MARKETS

Figure 1 – FTSE 100, S&P 500, MSCI China & MSCI Europe EX UK during 2020 

Current G7 tax rates + UK rate in 2023  Source:OECD
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arguably best way to help plug the hole 
in the UK’s public finances. Rather 
surprisingly, however, the Chancellor 
has decided to adopt a ‘spend now tax 
later’ policy that focuses on Corporation 
Tax more than income tax. 

Although this will likely prove popular 
amongst consumers, many of who 
believe that the needs of businesses have 
been put before those of the general 
public for many years, the proposed 
rise in Corporation Tax from 19% to 
25%, set to begin in 2023, on companies 
earning more than £50,000 a year in 
profit will likely ruffle some feathers 
amongst business leaders and those in 
the City. The 6% rise will push up the 
UK’s Corporation Tax rate to a level 
not seen since 2011 and will be the first 
rise since 1974, bucking the long-term 
trend of falling rates. While this would 
place the UK as the third lowest in the 
G7 in terms of Corporation Tax after 
Italy and the US, it would signal a move 
away from the lower end of Corporation 

Tax rates for the UK compared to its 
peers globally, potentially hindering 
investment going forward with many 
now viewing the UK as a less attractive 
place to do business. 

One of the main arguments against a 
rise in Corporation Tax is the potential 
subsequent reduction in spending 
across areas such as employment and 
investment, which would be undertaken 
in order to maintain profitability. While 
the rise in tax will clearly impact a firm’s 
finances, reducing its overall profit after 
tax, the Government announced a new 
incentive scheme in order to combat 
the potential reduction in investment. 
The new ‘super deduction’, which 
will run until 31st March 2023, will 
allow companies to claim up to 130% 
on their capital allowances on certain 
plant and machinery investments, this 
effectively means that for every £1 that 
a firm invests, their taxes are cut by up 
to 25p. This, in theory, should help to 
both improve the financial health of the 

Treasury and encourage companies to 
continue to hire new staff, as well as 
invest in new equipment and services, 
fuelling a positive economic rebound.

The headline increase in Corporation 
Tax will, however, be a bitter pill to 
swallow for both business leaders and 
investors. Income-seeking investors 
have long relied on the UK for its high 
dividend payout culture, especially 
within the FTSE 100 with many firms 
paying over 5% a year. The increase 
in Corporation Tax will likely take a 
sizeable chunk from companies’ net 
profit figures, meaning that each investor 
will now be entitled to a smaller piece of 
the pie. This will either force companies 
to reduce their pay-outs and risk a loss 
of interest from those investors seeking 
income or retain their income payments 
at similar levels and risk a material 
negative impact on their internal 
finances, especially if the firm is already 
paying out all/the majority of its profits 
in the form of dividends. 

Source:Bloomberg
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With the pandemic in our wake 
and unprecedented Government 
spending to support the economy 
through the crisis, UK debt now 
stands at previously unimaginable 
levels. With c.£2.1tn on the books, 
it is equivalent to 99.4% of GDP 
and is the highest debt-GDP ratio 
since 1962. Forecasts suggest that 
the debt will exceed £2.8tn by 
2026, with analysts basing this 
on a slow and extended economic 
recovery from the Coronavirus 
pandemic. Compared to its peers, 

the UK has had a successful 
vaccination programme, but it has 
not spared many small business 
and employment. To support 
businesses and people’s livelihoods, 
the Chancellor of the Exchequer, 
Rishi Sunak, has utilised £450bn 
of quantitative easing to bridge the 
funding gap. But, with light at the 
end of the tunnel, Mr Sunak must 
soon address this burden and will 
be looking through history at his 
predecessor’s handling of crises.

SUNAK’S FISCAL HEADACHE

TOPIC OF THE 
MONTH

STOCK FOCUS
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A direct approach to reducing the debt 
is a contractionary fiscal. Typically, this 
includes increasing income and corporate 
tax rates, increasing the VAT rate on 
purchases of goods and services and 
reducing expenditure in general, such as 
on healthcare infrastructure and military 
defence, etc. The so-called “Treasury 
View” – that austerity is the right way 
to reduce a deficit in adverse economic 
circumstances – was introduced as 
a concept in the 1930s. During the 
Great Depression, the UK Government 

lowered unemployment benefits to curb 
the borrowing. For decades, this has 
been a consistent policy by chancellors, 
when in the early 1980’s the Government 
implemented a deflationary fiscal policy 
which ultimately resulted in a deep 
recession. More recently, in the wake of 
the financial crisis, the new Conservative 
Government pursued a period of 
austerity to bring down the UK’s debt 
burden. 

The issue today is very different. UK 
Government debt is around 100% of 

UK GDP, but the economy is still not in 
an inflationary or growth stage. For the 
majority, debt has accumulated to keep 
the economy afloat, allowing people to 
maintain a certain standard of living 
throughout the pandemic. Because the 
debt has been used for survival and 
has not fully flowed through into high 
GDP growth, there are limited inflation 
concerns. Therefore, the conundrum 
for the Chancellor remains; using a 
contractionary fiscal policy could lead 
to worsening GDP growth and restrict 
the UK economy from returning to 
pre-Coronavirus levels, particularly if 
implemented at such an early stage.

Although this may sound rather 
contradictory, an expansionary fiscal 
policy (spending to increase economic 
activity) can often result in a lower 
burden of debt. Debt of national 
governments is rarely paid off. In fact, it 
is almost always rolled over. Therefore, 
the issue is not the actual monetary 
value of the debt, but the key concern 
is on a country’s ability to service the 
debt payments (interest cover). At 
present, the UK Government is adding 
around £30bn a month to the national 
debt, three times the rate of a typical 
month (pre-Coronavirus). Much like 
a company, it is not optimal for growth 
when its capital structure has no debt, 
when there is an opportunity cost in 
profitable investments. By utilising 
expansionary fiscal policy such as 
government spending on infrastructure, 
healthcare, education/training 
programmes, the Government should see 
an economic return on its investment in 
the future. 

The actual quantity of debt is not the 
issue, but the cost of financing the 
debt by paying interest payments is 
the concern. Over recent weeks, gilt 
yields have risen considerably and every 
1% increase in this yield results in an 
additional £20bn of debt interest to 
be paid. Though, the hope for the Mr 
Sunak is that any inflationary impact will 
lower the relative cost of repayment in 
the future. Furthermore, as GDP rises, 
the ability to service debt increases in 
tandem with a fall in the debt-GDP ratio.

To add to the headache, the UK 
economy has been damaged by both 
Brexit and Coronavirus, resulting 
in concerns over the exportability of 
company’s goods and services to the 
EU. Many businesses are now choosing 
to relocate, despite the UK’s favourable 
corporate tax levels (see: The Budget 
and the Markets). More accommodative 
Corporation Tax could alleviate 
these capital outflows for the UK, 
offer more employment, and increase 
economic growth. However, the recent 
announcement to raise the headline rate 
for businesses is the contrary.

In a more nuanced approach, Rishi 
Sunak is providing grants for areas of 
growth. The £375m future fund to help 
scale tech start-ups seems well allocated 
in an area which the UK could excel, 
given the reputation for high-quality 
education. Until now it has failed to 
foster businesses and has lagged behind 
other developed nations for some time. 

We are unlikely to see a deflationary 
fiscal policy, even if the national debt is 
mounting. By limiting fiscal spending 
or increasing taxes could result in 
longer term structural damage and any 
Government decisions are likely to be 
accretive to GDP and reduce the burden 
of debt on a relative basis. Only when 
the country approaches a comfortable 
level of GDP growth, and observes 
meaningful inflation, can the UK employ 
a more austere strategy as it is used to 
doing. 

“The actual quantity 
of debt is not the 
issue, but the cost 
of financing the 
debt by paying 

interest payments is 
the concern. Over 
recent weeks, gilt 
yields have risen 
considerably and 

every 1% increase in 
this yield results in 

an additional £20bn 
of debt interest to be 

paid. ... ”
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