
Quilter’s guide to 
the Budget 2021

Clearly the ongoing Coronavirus 
pandemic will mean that this will be a 
Budget like no other, and if the 
messaging at the end of 2020 is 
anything to go on, nobody should be 
holding their breath for any giveaways. 

At the last spending review in 
November, Chancellor Rishi Sunak 
declared that “our economic emergency 
has only just begun”. Almost a year on 
from the initial lockdown, Sunak’s 
second Budget as Chancellor will set 
out the next steps in the government’s 
economic plan, and chart a course to 
recovery in the months ahead. 

The challenge faced by the 
Chancellor  
As with any Budget, come the morning 
of 3rd March we will see the Chancellor 
standing outside Number 11, red box in 
hand, beaming with happiness. But the 
process for deciding the content of the 
Budget will be anything but. The 
government’s income and business 
support measures during the pandemic 
have created a black hole in the public 

finances, and the Chancellor is faced 
with a delicate balancing act when 
plotting his next steps. 

On the one hand, the Chancellor is 
under intense political pressure to show 
he is serious on tackling the ballooning 
deficit. Rishi Sunak will be conscious 
that his expensive spending 
programmes have drawn personal 
comparisons with the former Shadow 
Chancellor John McDonnell, and with a 
reinvigorated Labour party breathing 
down the Conservatives’ necks in the 
polls, the Chancellor will seek to draw 
battle lines on the public finances. 

But on the other hand, the Chancellor’s 
desires for fiscal prudence will be 
tapered by economic reality. There’s no 
denying that the public finances are in a 
precarious position, with debt-to-GDP 
hovering around the 100% mark, but 
the interest the government is paying 
on this debt is at a historic low, giving 
the Chancellor a useful fiscal cushion. 
Tax hikes that are too high and too early 
risk stunting the economic revival 
everyone hopes will take place over the 
summer months and beyond.

What will the Chancellor do? 
Unsurprisingly, the Chancellor will try to 
appease both objectives as best he can. 
There will likely be announcements on 
extending the government’s economic 
support schemes to tide the economy 
through spring, and while there are likely 
to be few tax hikes or cuts in spending, 
Sunak will no doubt strike a cautious 
tone, and will deliver strong warnings of 
the difficult road ahead. 

These cautious words are designed 
pre-warn both the public and 
backbench MPs of the difficult tax 
decisions lying ahead. 2021 will be a tale 
of two Budgets, and the autumn Budget 
will likely be the time that the 
Chancellor gets serious on tackling the 
deficit, well in advance of the general 
election in 2024. 

Given the expectation of tax hikes to 
come, what the Chancellor doesn’t say 
on 3rd March is almost as important as 
what he does say. Certain taxes will be 
conspicuous in their absence, and could 
be addressed by the Chancellor later on 
in the autumn Budget.

It’s the perennial question before any Budget: What will the Chancellor say when he 
delivers his Budget speech at the despatch box? Who will gain? Or will it just be pain? 
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But be prepared for a Sunak surprise. 
Every Chancellor likes to keep a trick up 
their sleeve for the big day, and this 
Budget should be no different. Despite 
the Treasury being a purposefully leaky 
ship in the weeks leading up to Budget, 
officials will be holding their cards close 
to their chests with any headline 
grabbing policy announcements. With 
the Bank of England forecasting a 4% 
drop in GDP over the first quarter of 
this year, could the Chancellor 
announce an Eat Out to Help Out 2.0? 
Or another scheme to get people 
spending once the lockdowns end? 
We’ll have to wait to find out. 

Four things to look out for in 
the Budget

Jane Goodland, corporate 
affairs director, looks at the 
possibility of the income 
support schemes being 
extended. 

The furlough scheme: In December, 
the Chancellor extended the furlough 
scheme until 30 April 2021. Despite 
having previously tapered the scheme 
throughout 2020, the government will 
still pay 80% of wages for any unworked 
hours, and employers are only asked to 
cover NICs and pension contributions. 

The key question is what comes next? 
Will the Chancellor announce that the 
furlough scheme will become less 
generous from April onwards by 
reducing the government’s 
contribution? Or will the Chancellor 
bring back the Job Support Scheme, 

which was cancelled on the eve of the 
second national lockdown?

The self-employed income support 
scheme: The government will 
announce details of the fourth grant for 
self-employed workers at the Budget, 
which will cover the three-month period 
from February to the end of April. 

It remains to be seen whether the 
government opt to extend the scheme 
for a further round, or indeed further 
rounds, but it is highly likely that an 
announcement on this will be made at 
the Budget. 

The government’s income support 
scheme for the self-employed has 
arguably been the most contentious 
support scheme purely because of the 
cliff-edge nature of its design. You’re 
either in or you’re out, and there’s 
nothing in between. It has been 
estimated1 that around 250,000 
self-employed workers were excluded 
as they received over £50,000 a year in 

average trading profits. Similarly, 
around 150,000 people were excluded 
from the scheme as they were classified 
as ‘newly self-employed’2. We could see 
the Chancellor amend the scheme to 
include those who fall on the wrong 
side of these eligibility requirements. 

Mortgage and credit card repayment 
holidays: There’s a range of support 
available to borrowers in financial 
difficulty as a result of the pandemic, 
including a six-month repayment 
holiday for mortgage and credit card 
interest payments. We may well see the 
Chancellor announce at the Budget that 
these repayment holidays will be 
extended, but it is important that 
borrowers are aware that it is just the 
scheme being extended, rather than 
their own repayment holiday. Once 
someone has had their six-month 
repayment holiday that’s it, and they’ll 
have to speak to their lender to come 
up with a solution.

1.

Rachael Griffin, Quilter’s tax 
and financial planning expert, 
asks whether tax hikes will be 
on the cards.

Will the Chancellor break the Triple 
Tax promise?

The Conservatives’ 2019 manifesto 
included a triple tax promise not to raise 
the rates of income tax, National 
Insurance or VAT. These three taxes 
alone constitute 64% of all government 
tax revenues in 2019/20 so are important 
levers in restoring the public finances. 

There is an ongoing tussle between 
Downing Street and the Treasury over 
whether to maintain this manifesto 
promise. Government “insiders” have 
been signalling in the press that they are 
still committed to this triple promise, but 

Treasury officials will argue that the 
pandemic has fundamentally changed 
the fiscal situation, and that it is 
misguided to restrict any tax change 
purely because it was included in the 
manifesto that was written well before 
the pandemic hit. 

The government has already broken a 
few manifesto commitments. In the 
November spending review, the 
Chancellor scrapped the government’s 
commitment to maintain development 
assistance spending at 0.7% of GNI, 
which the government promised to 
“proudly maintain” in their manifesto. 
The government’s manifesto promise to 
lower the burden of public debt has, 
unsurprisingly, also fallen by the wayside. 

One option available to the Chancellor 
is to change income tax by the back 
door by freezing personal tax 
thresholds, thereby increasing the tax 
take but maintaining the manifesto 
promise. He could also broaden the 
national insurance base by making 
those over the State Pension age pay 
national insurance contributions for 
earned income. 

1 Bank of England Monetary Policy Report February 2021 
2 Economic impact of coronavirus (parliament.uk)

2.

https://www.ifs.org.uk/publications/14787
https://committees.parliament.uk/publications/1446/documents/13238/default/


Is the government including the self-
employed in this promise? 
There’s another major flaw in the 
government’s attempts to show their 
commitment to the triple tax promise. 
The Chancellor has himself said that 
taxpayer support for self-employed 
workers during the pandemic was a 
quid pro quo for higher taxes to come 
for these workers. 

Earnings are taxed differently depending 
on whether they are earned through 
employment or self-employment as 
employees’ salaries are subject to 
employers’ national insurance 
contributions. Self-employed workers 
generally pay less in national insurance 
than those who are employed. 

When Rishi Sunak announced the 
Self-Employed Income Support Scheme 
in March 2020, he said it was now much 
harder to “justify” the inconsistency in 
the way earnings are taxed, and that if 
everyone wants to benefit equally from 
state support then they must “all pay 
equally in future.” 

This warning was reinforced by Financial 
Secretary to the Treasury Jesse Norman 
when he gave evidence to the Treasury 
Committee as he said “if people are 
doing the same or roughly the same 
work, they should be taxed in the same 
or a similar way.”

So it seems that changes to the taxation 
of self-employed workers is on the 
cards, but whether that takes place in 
March or later on in the year remains to 
be seen. However, the prospect of a tax 
hike for self-employed workers in return 
for government financial support during 
the pandemic will be a difficult message 
for the Chancellor, given he has come 
under intense criticism in Parliament 
and in the media for excluding a 
significant proportion of self-employed 

workers on the basis that their average 
earnings are above £50,000 or that 
they are newly self-employed. 

What about wealth taxes? 
Proposals for a new tax on wealth have 
grabbed headlines in the past few 
months, the most high profile of which 
being proposals from the Wealth Tax 
Commission to introduce a one-off 1% 
levy on all private wealth above £500,000 
per person, which could raise £260bn for 
the government over five years. 

But tax policy is less about the art of the 
possible, and more about what is 
practically achievable and politically 
acceptable, and a wealth tax is neither of 
these things. 

A wealth tax is unlikely to be a  
vote-winner as it would be a bitter pill to 
swallow for many Conservative voters. In 
fact, the greatest backlash will likely 
come from backbench Conservative MPs 
who would have borne the brunt of 
angry constituents. Indeed, the 
Chancellor is rumoured to have called a 
wealth tax “un-Conservative”. 

The introduction of a complex levy on 
the value of someone’s wealth throws up 
a number of practical problems. What 
happens to those with considerable 
illiquid assets but few liquid assets? What 
happens to older generations who will 
need their wealth to pay for future social 
care costs? What happens to those 
saving for a deposit on their first home? 
How would you value an insurance or 

pension policy which isn’t sat as a capital 
sum in someone’s account? 

Once more, it won’t be the quick fix to 
the public finances that many hope. The 
levy will be complicated, which adds 
time to the policy making process. Even 
with the necessary government 
support, when you consider the 
Treasury’s usual timeframe for policy 
changes and the added complexity of 
the levy, it could take five years to go 
through the policy design process and 
through Parliament to become an Act. 

That said, there’s no hiding from the 
fact that the UK’s finances are in a 
perilous position, and although the 
Chancellor has ruled out a new tax on 
wealth, he could use it as cover in the 
Budget to tweak pre-existing taxes on 
wealth including capital gains tax (CGT) 
and inheritance tax (IHT), which would 
be considered the least-worst option. 

With CGT, the Chancellor could accept 
the recommendations of the Office for 
Tax Simplification (OTS) and bring CGT 
rates in line with income tax, scrap CGT 
uplift on death or lower the annual 
exempt amount. Indeed, Sunak could 
go for a combination of all three. 

But while the OTS report does provide 
a convenient package of reforms for the 
Chancellor, it’s important to remember 
that the OTS’s recommendations in 
2019 to simplify the IHT regime haven’t 
gone anywhere, and the latest 
recommendations on CGT could well 
follow suit.

When Rishi Sunak announced the Self-Employed Income 
Support Scheme in March 2020, he said it was now much 
harder to “justify” the inconsistency in the way earnings 
are taxed, and that if everyone wants to benefit equally from 
state support then they must “all pay equally in future.” 

https://www.gov.uk/government/speeches/chancellor-outlines-new-coronavirus-support-measures-for-the-self-employed
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What will the Chancellor do with 
stamp duty? 
Last summer, the Chancellor 
announced that from 8 July 2020 to 31 
March 2021, the property value 
threshold for paying stamp duty would 
be lifted from £125,000 to £500,000 for 
residential properties.  

As it currently stands, the thresholds 
will revert back to pre-8 July levels after 
1 April 2021, but there have been 
numerous representations made to the 
Chancellor to extend the stamp duty 
holiday to ensure that the market 
doesn’t freeze during the spring, and 
this could be announced on 3 March.  

But could we see a more fundamental 
change to stamp duty? Backbench 
Conservative MPs are rallying behind a 
campaign coordinated by Fairer Share 
to scrap stamp duty and council tax 
and replace it with a proportional 
property tax, set at 0.48% of the value 
of someone’s home. At this level, it will 
be revenue neutral for the government, 
but would make an estimated 76% of 
English households better off, with the 
average saving of £435. 

The savings would in effect by funded 
by increased payments by homeowners 
in London and the South East. While 
this may appeal to the Prime Minister’s 
levelling-up narrative, such an overhaul 
of property taxation is unlikely this year 
given how complex it would be to 
implement, especially given the need 
for up-to-date property valuations. 

Will the Chancellor hike corporation 
tax?

When you consider the trajectory of 
corporation tax over the past decade, 
and consider our developed economy 
peers, it does seem likely that the 
Chancellor will use corporation tax 
to fill the fiscal hole. Tax rates paid by 
businesses have fallen from 28% in 
2010 to just 19% today, and there is 
some headroom to raise rates when 
you compare the UK to our developed 
country peers with the average rate 
across the OECD standing at 23.5%.  

What about VAT? 
In July 2020, the government announced 
that it would introduce a temporary 5% 
reduction in the rate of VAT for certain 
supplies of hospitality, hotel, holiday 
accommodation and admissions to 
certain attractions. The reduced rate of 
VAT will end on 31 March 2021. The 
Chancellor may use the Budget to 
announce an extension to the VAT cut, 
or even an expansion to other sectors of 
the economy to get people out spending 
again once the lockdowns end. 

Will ISAs be simplified? 
A simple concept at inception, the 
individual savings account has been a 
victim of its own success and we now 
have quite a muddled landscape of 
multiple account types with their own 
rules. As with any Budget, there is the 
prospect that the Chancellor will tweak 
the ISA regime on 3rd March to help 
consumers navigate this complex 
landscape. 

This could include changes to Lifetime 
ISAs. The rules can be confusing given 
they are a halfway house between a 
retirement savings vehicle and an ISA 
product for first time buyers. Once 
more, if you have to dip into your 
account for any reason other than for 
buying a house of for retirement 
income, you face a tax charge. 

The 25% tax charge was reduced to 
20% during the pandemic, so we could 
see Rishi Sunak extend the cut so 
that anyone who needs to tap into 
their Lifetime ISA will only lose 
the government’s 
contribution, and will not 
have to pay a 5% tax 
charge on top. 

The Chancellor 
may also simplify 
the wider ISA 
system, and an 
appealing change 
would be to allow 
people to subscribe to 
multiple ISAs of the same 
type in the same tax year. 

Or instead introducing an ‘everything 
ISA’ with one set of rules, although this 
is unlikely.   

Jon Greer, Quilter’s head of 
retirement policy discusses if 
we could see changes to 
pension policy.

Will the government introduce a flat 
rate of pension tax relief? 
Speculation on the future of pension 
tax relief is guaranteed before any 
Budget, and this time will be no 
different. It is often suggested that the 
government should move to a ‘flat rate’ 
system, with everyone receiving tax 
relief at the same level, regardless of 
their income and tax bracket. 

While government contributions to a 
pension are currently referred to as a 
relief, the system is in fact close to a tax 
deferral mechanism. Pensions are liable 
for income tax on the way out, not on 
the way in. This tax deferral system 
creates an incentive to save for the 
future and ensures people are 
contributing some income tax later in 
life, helping to smooth fluctuations of 
demography and the pressures of an 
ageing society.

3.

Editorial credit: VictorHuang / iStock.com

https://fairershare.org.uk/
https://fairershare.org.uk/


Implementing a flat rate of tax below the 
higher rate of income tax could mean 
that saving into a pension is no longer tax 
efficient for individuals that expect to be 
taxed at a higher rate both during their 
working life and in retirement. 

Moving to a flat rate also provides an 
incentive for the government and future 
governments to reduce the generosity 
of the relief in order to save money. For 
example, were a flat rate of pension tax 
relief introduced at between 30-33% it 
would be broadly tax revenue neutral. 
However, subsequent governments 
would be free to reduce it further to 
20-25% to achieve savings. At present 
pension tax relief is effectively guarded 
from this kind of gauging since it is 
coupled with income tax rates.

Once more, the Chancellor must 
consider the fact that implementing a 
flat rate of relief for all pension schemes 
is incredibly complex, and it would take a 
significant amount of time to implement.

Will the government take-stock of 
the triple lock? 
The triple lock is designed to gradually 
increase the state pension over time 
such that it reverses the decline relative 
to earnings experienced since the 1980s 
and 1990s. A big vote winner, the 
Conservative’s promised to keep the 
triple lock in their 2019 manifesto. 

The lock uprates the state pension by 
the higher of inflation, earnings growth 
or 2.5%. However, the government is 
under pressure to scrap the lock for 
2022/23 given the uprating is likely to be 
much larger thanks to the end of the 
furlough scheme pushing up average 
earnings growth. Wage growth next year 
will likely capture a ‘bounce’ from the 
previous year, even if in reality wages 
have been flat or falling. 

The Bank of England has projected that 
this could be as high as 5%, but the OBR 
estimated in their November fiscal 
forecast that the state pension will 
increase by 4.1% in 2022/23, at a time 
when inflation is relatively low and 
unemployment is high. 

If the Chancellor wanted to take drastic 
action at the Budget, he could scrap the 
triple lock and replace it with a so-called 
‘smoothed earnings link’. Under this 
methodology, the state pension is set as 
a fixed proportion of wages. When wage 
growth lags behind inflation, the state 
pension will increase in line with prices 
until real earnings recover and the state 
pension would then revert to its 
benchmark proportion of average 
earnings. This methodology will ensure 
that pensioners share in the proceeds of 
economic growth, while protecting their 
income against inflation and ensuring 
intergenerational fairness. 

Will the government reform the 
MPAA? 
Once anyone starts to take income 
from their pension, they trigger the 
Money Purchase Annual Allowance, 
which in effect reduces their annual 
allowance from £40,000 to £4,000 and 
limits their ability to save into a pension 
if they return to work. 

The MPAA will affect those that have 
suffered a loss of earnings as a result of 
the pandemic, and will limit their ability 
to save for a prosperous retirement 
once they return to full employment. 

As a solution, the Chancellor could 
announce in the Budget that he will 
waive the MPAA trigger so that someone 
taking pension income flexibly this year 
would retain the normal £40,000 annual 
allowance. In addition, the government 
could restore the MPAA back to the 
pre-2017 level of £10,000 per annum. 
This would alleviate the risk of hitting the 
MPAA for most people with earnings of 
less than £100,000. 

Will we finally see a solution for 
social care?
The social care debate has been 
rumbling on for years with seemingly no 
end in sight. The current system of 
social care funding is widely 

acknowledged as being unsuitable, 
given that it is seen as being a ‘post 
code’ lottery which sees some 
authorities interpreting legislation 
differently and care being ‘free’ in 
Scotland. The system is perceived to be 
inherently unfair, given some may end 
up having to sell all their assets, 
including in some cases the family 
home, just to cover the cost of care. 

Successive governments have sought, 
unsuccessfully, to address the issues. 
Theresa May’s government was forced 
to drop its manifesto pledge to 
introduce a cap on lifetime care costs 
billed to individuals, as well as raising 
the means test ‘floor’ to £100,000. The 
proposals were widely condemned in 
the media and labelled a ‘dementia tax’. 

The current government has pledged to 
develop cross-party consensus before 
putting forward its policy on social care. 
Boris Johnson has set out his desire for 
nobody to be forced to sell their homes 
to cover the cost of care, and according 
to proposals ‘leaked’ to the press, the 
Health Secretary’s preferred solution is 
for everyone over 40 to have to pay 
more in tax or national insurance, or be 
compelled to insure themselves against 
large bills for social care, in order to raise 
money to fund later life social care. 

Whatever proposal the government 
does eventually decide to take forward, 
it is unlikely to be announced in this 
Budget given how preoccupied the 
Department for Health and Social Care 
is at the current time.

https://www.bankofengland.co.uk/-/media/boe/files/monetary-policy-report/2020/may/monetary-policy-report-may-2020
http://cdn.obr.uk/CCS1020397650-001_OBR-November2020-EFO-v2-Web-accessible.pdf
http://cdn.obr.uk/CCS1020397650-001_OBR-November2020-EFO-v2-Web-accessible.pdf


Gemma Woodward, director 
of responsible investment  
looks at the countdown to the 
UN Climate Change 
Conference. 

Despite being high on the list of 
priorities for both Number 10 and 
Number 11, the government’s climate 
policy has, so far, been a case of style 
over substance. We’ve had the Prime 
Minister’s brief ten-point plan for 
achieving net zero by 2050, with a few 
accompanying announcements from 
the Chancellor, but nothing more. But 
this could change in the Budget as the 
clock ticks down to COP26 and we get 
even closer to 2050. 

Will we see a new carbon tax? 
The UK left the EU’s Emissions Trading 
System when the transition period 
ended at the start of the year. The 
scheme sets a cap on the amount of 
carbon emissions that can be 
generated by businesses within scope, 
and allows businesses to buy or sell 
emission allowances, effectively putting 
a price on carbon to incentivise 
emission reduction. 

In scope businesses in the UK are now 
subject to the UK Emissions Trading 
System (UK ETS), which looks identical 
to the EU’s scheme. However, there has 
been speculation that the Chancellor 
may replace this scheme with a new 
carbon tax. 

The legislative framework for a carbon 
tax already exists in the Finance Act 
2019, which in the event of a no-deal 
Brexit would have set a £16 per tonne tax 
on carbon over and above an emissions 
allowance, a price broadly in line with the 
EU’s emissions trading scheme.  

But there are two important questions 
when it comes to a carbon tax.  
First, does the tax reflect the true cost 
of carbon? Estimates put the true price 
of carbon in the hundreds of dollars per 
tonne, so a tax set at just £16 per tonne 
would dramatically understate the cost 
of carbon and therefore distort the 
market and the incentive to reduce 
emissions. 

Second, will there be enough business 
included in scope to make a difference? 
The Chancellor could expand the new 
tax to other sectors to incentivise 
further carbon emission reduction, but 
this could prove contentious if 
consumer industries are impacted as 
consumers may see an increase in the 
price of certain products as a result. 

A green revolution on Threadneedle 
Street? 
Bank of England Governor Andrew 
Bailey has come under fire from the 
House of Commons Environmental 
Audit Committee for not considering 
the UK’s climate targets in the Bank’s 
bond purchase programme during the 
pandemic. The Committee 
recommended that the Bank’s bond 
purchasing programme is aligned with 
the goals of the Paris Climate 
Agreement. 

The Committee said that the Bank’s 
portfolio of corporate bond purchases 
are currently aligned with a 
“catastrophic” 3.5 degree temperate rise 
by 2100, well-beyond the 1.5 degree limit 
set by the Paris Agreement. 

There are murmurings that Chancellor 
will use the Budget to announce new 
environmental clauses for the Bank of 
England’s mandate - so-called green 

monetary policy - which would broaden 
their objectives beyond just price 
stability and the economy. 

Further details on Green Gilts? 
We know the Treasury is hurrying to 
polish off the technical design of 
sovereign green bonds in time for the 
Budget to allow the UK to finally catch up 
with its European peers. 

Announced last year, these bonds 
should help raise capital for green 
infrastructure projects and assist in the 
transition to a net zero economy. The 
bonds sound promising, but the 
Chancellor must make sure it channels a 
meaningful amount of capital to green 
projects, and is not just a nice PR 
sideshow, or worse a distraction from 
other arms of government that might 
not be quite so green. The recent 
decision to allow a new coal mine in 
Cumbria (which may now be backtracked 
on) suggests there is a danger it could 
be the latter. 
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Quilter will be issuing comments and analysis on the Budget on 3 March 2021. Please visit the Quilter Media Centre for 
more details.

The Budget Review webcast
Join us on Thursday 4 March at 9:30am for a live informed analysis of the Budget. A panel of experts from across Quilter 
will be joined by former Shadow Secretary of State and now government lobbyist Peter Duncan to discuss the Budget in 
detail. Click here to secure your place now.
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