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Gilt Week Ahead 
17 August 2020, Tim Davis 

Last week saw confirmation of the size of the fall in output with the economy contracting 20.4% Q/Q in Q2, 

although moving off the April lows a little in both May and June. Our preferred labour market statistic, hours 

worked, fell back further to 849mln for the three months to June, the lowest level since November 1994. With 

lockdown still in almost maximum effect through June, this should reflect the nadir.  

The upcoming week will see more volatile but more timely data released. Inflation data on Tuesday is unlikely to be 

market moving for anything other than linkers with the BoE unlikely to react to any near-term surprises. Retail sales 

on Thursday will give us the best indication yet of the state of consumption in July. The early economic consensus 

is only looking for a 0.2% M/M gain for the ex-fuel measure which might seem a little low given the “Super 

Saturday” lockdown reversals seen on 4th July. Public sector finance data will be released simultaneously which is 

unlikely to be immediately market moving unless there are huge surprises but will still be watched by the gilt market 

as an indication of the evolution of supply. Thursday will also see flash PMI data released for August. These will be 

interesting to watch as local lockdowns in the North West, quarantines on returning travellers from Europe and a 

generally worsening of the Covid picture across Europe potentially impact the numbers. The early consensus looks 

for numbers largely unchanged from those seen in July. 

There are no scheduled MPC members speaking this week. 

Supply Previews 

0.125% Jan-23 auction 

Issuance will kick off on Tuesday with GBP3.25bln of the 0.125% Jan-23 gilt on offer. This is the smallest auction of 

the gilt since its launch in April and matches the size of the launch. Of the five auctions since launch four were for 

GBP3.75bln with the last auction on 30 July for GBP3.50bln. Demand for the gilt in auctions has been gradually 

falling since launch with GBP9.9bln of bids for the launch but GBP7.6bln of bids at the last auction. Even so, bid-to-

cover ratios remain comfortably above 2x. Tails have been fairly volatile, in a 0.3-0.7bp range, with the widest tail 

seen at the last auction. The 0.125% Jan-23 gilt continues to trade at a discount to its peers with yields on the 

0.125% Jan-23 gilt 2.3bp higher than the 1.75% Sep-22 gilt and 5.3bp higher than the 0.75% Jul-23 gilt. The 

0.125% Jan-23 gilt is scheduled to be auctioned again on 10 September and 1 October before the new Jan-24 gilt 

is launched on 6 October.  

0.625% Oct-50 auction 

The 0.625% Oct-50 gilt will also be on offer on Tuesday. This will be the third auction of the gilt after its syndicated 

launch in June and like the 0.125% Jan-23 gilt auction earlier in the day sees a smaller auction size of GBP2.00bln 

compared to the other auctions of GBP2.25bln. Demand was very strong at launch with GBP9.0bln sold via 

syndication, but the auctions since have not been particularly strong, seeing bid-to-cover ratios of 1.68x and 1.78x 

respectively and tails of 1.1bp and 1.2bp. The gilt will be on offer again in each of September, October and 

November. 

0.875% Oct-29 auction 

GBP2.75bln of the 0.875% Oct-29 gilt will be on offer on Wednesday. This will be the first auction of the gilt since 

the 28 April, and marks the first time the gilt is being auctioned since the 0.375% Oct-30 gilt launched via 

syndication on 12 May. The 0.875% Oct-29 gilt trades at a 9.3bp premium to the 0.375% Oct-30 gilt. Demand for 

the 0.375% Oct-30 gilt has been very high since its launch and we see no reason not to expect a successful 
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auction with bid-to-cover comfortably in excess of 2x and a tail of 0.4bp or less. The gilt will be on offer again on 14 

October. 

0.125% Aug-28 index-linked auction 

The 0.125% Aug-28 index-linked gilt will be on offer for GBP1.1bln nominal on Thursday. This will be the third 

auction of the gilt this fiscal year and follows auctions of GBP1.2bln and GBP1.25bln in April and May. Both 

auctions saw strong demand with bid-to-covers of 3.38x and 2.77x respectively and with the full 25% PAOF 

allocation taken up. The linker will be on offer again via auction on 25 November. 
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