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Gilt Week Ahead 
1 September 2020, Tim Davis 

Politics and policy are likely to take centre stage in the holiday-shortened week ahead. Headlines over the weekend 

suggested that Chancellor Sunak is considering a GBP30bln tax increase with almost all the tax hike coming from 

businesses or the wealthy. The rumoured plans are said to include an increase in capital gains tax to equate it with 

income tax (this would particularly hit owners of second homes and those with large equity portfolios) and an increase in 

taxes on pension contributions (pension contributions are currently made from gross rather than net pay giving a bigger 

benefit to higher rate tax payers). Corporation tax is said to be under consideration for an increase from 19% to 24%, a 

level closer to the global developed market norm but still fairly low by European standards (but this has obviously been 

met by resistance from businesses which are already struggling amid lower demand from the pandemic). Foreign aid may 

also be cut but the most politically risky move could be a consideration of the end of the “triple lock” for pensions. This 

sees state pensions rise by a minimum 2.5% or by inflation or average earnings if either of these are higher than 2.5%. It 

was a Conservative party pledge to maintain the triple lock in the December 2019 general election and the Conservatives 

have a lot of support from older voters so this would affect a large number of their core voters. 

Governor Bailey confirmed at Jackson Hole last week that he thought the Bank of England had been too cautious about 

using up its firepower before COVID but also pointed out that hindsight was a wonderful thing. He muddied the waters 

further into how the Bank would eventually tighten policy, seeming to backtrack from comments that the Bank might not 

wait until rates were 1.50% before running down its balance sheet. He is due to make two appearances this week on 

Wednesday and Thursday and his comments will be closely watched. 

On the policy agenda, we will hear from six different MPC members this week (with Wednesday the busiest day). 

Governor Bailey, Ramsden and Vlieghe will all testify before the Treasury Select Committee, kicking off at 14:00BST. 

While this event continues Broadbent will give the keynote speech at the CEBRA Annual meeting followed by Bank Chief 

Economist Haldane chairing a panel beginning at 1630BST. Governor Bailey will then speak again on Thursday on 

cryptocurrencies before Saunders rounds off the week with a speech on the economy’s recent performance and the 

outlook. 

In terms of economic data, the highlight will arguably be the release of the BOE Decision Maker Panel data on Thursday. 

We will also receive the final PMI data for August. 

Supply Previews 

0.125% Nov-56 index-linked auction 

Issuance for the week will kick off on Wednesday with GBP400mln nominal of the 0.125% Nov-56 index-linked to be 

auctioned. This will be the longest dated linker auction since the last time the 0.125% Nov-56 linker was last on offer in 

November 2018. More recent linker auctions have seen decent demand with all bid-to-covers on index-linked auctions for 

the past year having been at least 2x. 

0.125% Jan-28 auction 

Thursday will see the 0.125% Jan-28 gilt on offer for GBP2.75bln. This will be the fifth auction of the gilt since its June 

launch. The previous auction of the gilt saw the most successful auction of the issue since its launch with a tail of 0.2bp 

and a bid-to-cover of 2.88x. Indeed, tails have got tighter at every auction so far while bid-to-covers have increased over 

the past two auctions. The 0.125% Jan-28 gilt continues to trade at a fairly heavy discount to the 4.25% Dec-27 gilt which 

matures just eight weeks earlier than the 0.125% Jan-28 gilt. At writing the spread was close to 7.5bp – the widest it has 

been since the launch of the gilt. The 0.125% Jan-28 gilt will be on offer again on 29 September and 3 November. 
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1.25% Oct-41 auction 

GBP2.00bln of the 1.25% Oct-41 gilt will conclude issuance for the week on Thursday. This is a smaller auction size than 

the previous four auctions of the gilt which saw auctions of GBP2.25bln. The 5 August auction of the 1.25% Oct-41 was 

the weakest of the six auctions since the gilt was launched in January and saw the bid-to-cover fall below 2x for the first 

time (to 1.95x) and the tail widen to 0.7bp (previous auctions had all been in the 0.2-0.4bp range). Auctions since the 5 

August have all been more successful and we would expect a relatively successful auction this week. In line with the 

DMO’s strategy to continue to build up benchmarks, the 1.25% Oct-41 is due to be sold again on 1 October before a 

further sale on 3 November. 
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