
This document or video contains the views of HSBC Asset Management and is distributed by and/or made available to clients of HSBC Investment Funds (Canada) Inc., 

HSBC Private Investment Counsel (Canada) Inc. and the HSBC InvestDirect division within HSBC Securities (Canada) Inc., each of which are subsidiaries of HSBC 

Bank Canada. This commentary provides a high level overview of the recent economic environment, and is for information purposes only. It is a marketing 

communication and does not constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor should it be regarded as 

investment research. It has not been prepared in accordance with legal requirements designed to promote the independence of investment research and is not subject to 

any prohibition on dealing ahead of its dissemination. 

1

Macro Insight  
20 May 2021

US: Biden’s Rebalancing Acts  

The US government 

has enacted a series of 

large fiscal relief 

packages totalling 

$5.7tn (27% of 2020 

GDP) to help combat 

the crisis 

Our views 

Growth and tax effects 

from President Biden’s 
reform packages are 

consistent with our 
neutral/positive view 

on US equities  

Meanwhile, the risk 
that the packages 

become more deficit-
financed backs up our 

underweight stance on 
US Treasuries   

This note covers two reform packages recently announced by President Biden: first the 

American Jobs Plan (AJP) and then the American Families Plan (AFP). 

Since the Covid-19 pandemic began last year, the US government has enacted a series of large 

fiscal packages totalling $5.7 trillion (27% of 2020 GDP) to combat the crisis. These include 

President Biden’s $1.8 trillion American Rescue Plan, which came into effect on 11 March. 

The American Jobs Plan 

In late March, President Biden announced details of a further package – the $2.3 trillion AJP. 

This set out major spending plans and tax changes for the US economy over the next 15 years 

(Figure 1). 

Figure 1: Spending and tax proposals under the AJP 

Spending category Total 
(2022-31) 

Tax category Total 
(2022-36) 

Transportation infrastructure $621bn Headline corporate tax increase 
(from 21% to 28%) 

$1,361bn 

Electricity grid, broadband and 
drinking water 

$311bn 21% corporate minimum tax on 
foreign profits 

$786bn 

Homes, schools and buildings $350bn 15% minimum tax on global book 
income of firms with >$2bn 
earnings 

$203bn 
R&D and green and resilient 
manufacturing 

$580bn

Care economy $400bn 
Total $2,262bn Total $2,351bn 

Source: White House, HSBC Asset Management, as at 19 May 2021.  

While the AJP is another programme with a large headline number, it differs from the various 

Covid-19 fiscal relief packages in three important ways: 

 The $2.3 trillion of spending under the AJP is spread over eight years, whereas the 

relief packages provided immediate stimulus. If the spending under the AJP is spread 

equally over those years, it would amount to 1.4% of 2020 GDP per year 

 The AJP is intended to be funded by tax rises, albeit over 15 years, whereas the recent 

relief packages were financed by borrowing 

 The AJP has a strong focus on government infrastructure investment, whereas 

transfers to households and businesses dominated previous Covid-19 relief packages  

These three factors mean that the focus is less on boosting short-term demand and more on 

building a resilient and fairer economy. Indeed, the Biden Administration has identified a number 

of strategic priorities for the US economy, including transitioning to low-carbon energy, boosting 

innovation and domestic manufacturing and updating transport infrastructure. 

The Biden Administration intends to fund the spending measures in the AJP almost exclusively 

from higher corporate taxes. In addition to a proposed increase in the headline corporate tax 

rate from 21% to 28%, Biden intends to impose minimum tax rates on the foreign profits of US 

firms, measures which are expected to raise over 40% of the funds for the AJP over 15 years. 

Corporate tax rises should be viewed as an attempt to reverse the trend of recent decades. 

Indeed, corporate taxation has played a steadily diminishing role in financing US government 

spending since the 1950s (Figure 2). By the end of 2019, revenues from business taxes 

amounted to just 1.3% of GDP, down from around 5% in the 1950s.  

This is within a broader context of reversing a trend in which the share of taxes from capital 

income (both corporate and personal capital income), as a share of GDP, has declined since the 

1950s (Figure 3). 
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In March, President 

Biden announced the 

American Jobs Plan, a 

strategic proposal to 

increase infrastructure 

spending  

However, as the plan 

is largely tax-funded, it 

differs from the 

previous fiscal relief 

packages 

As a result, we find 

that the package would 

have a modestly 

positive impact on 

GDP and inflation 

Figures 2 and 3: US corporate tax rates and receipts; US capital and labour taxes 

To estimate the impact of the AJP, we make use of the National Institute of Economic Social 

Research’s (NIESR) Global Econometric Model (NiGEM). The NiGEM model is a 

comprehensive forecasting tool used by many central banks across Europe and international 

organisations such as the Organization for Economic Co-operation and Development (OECD).  

It’s important to note that whilst comprehensive, economic models are only approximations for 

the true underlying structures of economies based on past experiences. Hence, they are – to 

some extent – subject to the familiar health warning that “past performance is not a reliable 

indicator of future performance”.  

Figures 4 and 5: GDP impact of AJP; change in government investment spending 

Overall, we find that the package, when taken in its entirety, is positive for the economy, raising 

the level of GDP by around 1.0% by 2024, relative to baseline (Figure 4). This assumes it takes 

time to ramp up government investment through 2022 and 2023 so it reaches almost 5% of 

GDP in 2024, against a little under 4% at the end of this year (Figure 5).  

Government investment impacts the economy in a few ways: 

 In the short term, higher investment directly increases GDP by boosting demand 

 In the longer run there are knock on effects to levels of employment and thus consumption, 

as well as a higher capital stock which boosts the productive capacity of the economy  

The reaction of the private sector to changes in government tax and spending policies plays an 

important role in determining whether the package is net positive for the economy. 

On that front, the model suggests that business investment could fall by around 1.4% by end-

2024, in response to higher corporate tax rates and the negative impact on the potential return 

of investments. However, this reduces GDP by only 0.1-0.2%, meaning the net impact of the 

package is still positive. It would take an outsized reduction in business investment of around 

10% to change the conclusion that the AJP is likely to provide a modest boost to GDP in the 

coming years.  

The AJP limits the potential drag on growth from lower business investment by proposing to 

increase corporate taxes more slowly than spending rises so that the package is – initially – 

partially deficit financed. Indeed, we estimate that despite the tax raising measures, the US 

budget deficit could widen by around 0.5%-0.8% of GDP by 2024, giving the package its modest 

stimulatory tilt.  
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Political wrangling over 

the details could affect 

the overall impact of 

the plan 

In late April, President 

Biden announced a 

second tax-funded 

reform package 

focusing on social 

policy – The American 

Families Plan  

At this stage, the AFP 

faces major obstacles 

to becoming law with 

resistance expected 

from conservative 

Democrats 

Overall, our estimate is that by 2024, GDP is around 1% higher than it would have been in the 

absence of the AJP. This is consistent with a 0.4 percentage point (pp) reduction in the 

unemployment rate. At the margin, the AJP creates some additional inflation pressures, 

potentially adding 0.1pp to US inflation. Such a result reinforces our view that while inflation 

around the US Federal Reserve’s target over the medium term remains a reasonable 

assumption, the risks are tilted to the upside. 

The principles behind the $2.3 trillion AJP have broad support in the ruling Democratic Party 

and we expect a package of around the proposed size to pass during Q3 2021, without requiring 

support from the Republicans. However, we cannot rule out moderate Democrats pushing back 

against some of the proposed tax rises, creating a risk that the AJP becomes more deficit 

financed and, therefore, more growth-positive.  

On the downside, however, there is a chance that push-back on corporate taxes together with a 

tough line on minimising deficit financing leads to a smaller overall package being agreed.   

The American Families Plan  

On 28 April, President Biden announced the $1.9 trillion American Families Plan (AFP), a 

second reform package aimed at social policy initiatives (Figure 6, left-hand panel). Measures 

include funding over ten years for child care and education services, as well as for the extension 

of various tax credits introduced in Biden’s Covid relief package in March.  

Just as for the AJP, the Biden Administration plans to fund the spending measures largely 

through tax increases amounting to $1.6 trillion over ten years. However, higher income and 

capital gains taxes for wealthier individuals cover less than half of the bill; the majority comes 

from the closure of tax loopholes and better enforcement of existing taxes (Figure 6, right-hand 

panel). 

Figure 6: Spending and tax proposals under the AFP 

Spending category Commitment Tax category Commitment
Tax credit extensions 
(child, dependent and 
earned income tax credits) 

$600bn Raise taxes on top 
marginal incomes (>$400k 
per year) 

$100bn 

Healthcare tax credit 
extensions 

$200bn Raise capital gains and 
dividends tax rate to 39.6% 
for incomes >$1m/year 

$370bn 

Child and family support 
(including paid leave) 

$495bn Closure of loopholes and 
business loss offsets 

$420bn 

Education initiatives (pre-
school and college level) 

$511bn Revenues from tougher 
IRS enforcement 

$700bn 

IRS capacity building $80bn
Total $1,886bn Total $1,590bn 

Source: White House, Tax Policy Centre, HSBC Asset Management, as at 19 May 2021

Although there are few details at this stage, we are sceptical whether significant revenues from 

stronger enforcement can be relied upon. In addition, some Democrats are expected to push 

back on the proposal to raise capital gains taxes and call for tax cuts in other areas. 

In practice, this would mean the proposed spending becoming more deficit-financed. However, 

this could arouse significant challenges from fiscally hawkish Democrats who are concerned 

about the level of public debt. Altogether, at this stage, we see major obstacles to the passage 

of the AFP and have therefore not included it in our modelling exercise.  

Investment implications 

In conclusion, we think that one of the two reform packages proposed by President Biden – the 

AJP – has a good chance of taking effect later this year. Our assessment is that the AJP would 

be positive for the US economic outlook in the medium term.  

However, the impact on US equities is uncertain given the focus on corporate tax rises which 

creates challenges for valuations, in particular for multinational US firms that book a significant 

share of their profits outside of the US. Many of these firms are in the tech sector, which is 

already vulnerable to the impact of potentially higher US yields.   

Therefore, on balance, we see the AJP as consistent with our current neutral/positive stance on 

US equities. 

Meanwhile, the impact on the Treasury market is likely to be fairly muted; indeed, investor 

expectations of a more stimulatory programme may have contributed to the rebound in US 

Treasuries since the AJP was announced.  

Nonetheless, there are downside risks to Treasury prices reflecting the possibility that the AJP 

ends up being more heavily deficit-financed and pro-growth, as a result of tax proposals being 

watered down. This backs up our current underweight view on US Treasuries. 

Zac Tate, James Antwis and Dominic Bryant, Global Investment Strategy Team 
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