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Gilt Week Ahead 
3 August 2020, Tim Davis 

The highlight of the week ahead will be the Bank of England meeting with both the Monetary Policy Report and 

Fiscal Policy Report due to be released on Thursday at 7:00BST. We will preview this meeting in full in our Bank of 

England preview and there are a number of aspects of policy due to be discussed: forecasts, the results of the 

effective lower bound review and the pace of QE going forward. 

First, will there be a set of forecasts or will the Bank continue to provide illustrative scenarios? Most sell-side 

previews we have read so far seem to expect a return to normal forecasts with fan charts but our policy team 

exclusively reported that the MPR could “buck a trend for central banks to return to publishing central forecasts and 

instead…unveil sharply divergent scenarios for the economy depending on how the Covid-19 shock unfolds.” The 

general consensus either way is that the May forecasts were too pessimistic at least in the short-term. 

Second, will the Bank of England announce the results of its study into the effective lower bound? The August 

Report typically includes an annual update of the Bank’s estimate of the equilibrium interest rate so an assessment 

of the effective lower bound at the same time would make sense in a lot of ways. However, most analysts do not 

expect the results of the review to be unveiled at this meeting. Indeed, when trying to keep policy loose it would not 

make sense to rule out the use of negative rates at this point in the cycle. 

Third, what will be the pace of QE going forward? Most of the previews we have read so far have stayed quiet on 

this topic. The general consensus is that purchases will slow (and they will need to slow to stay in line with the June 

guidance that purchases would stretch out over the rest of 2020). We continue to look for a slowing to something 

akin to GBP800mln per operation (GBP4.8bln per week), down from the GBP1.151bln per operations (GBP6.9bln 

per week) currently. However, we would caution that bid-to-cover ratios have already started to fall in gilt auctions 

recently, tails are widening and offer-to-cover ratios in the APF operations are generally falling. This has put the gilt 

market more into line with the conditions seen through most of the 2019/20 fiscal year rather than the better bid-to-

covers and tighter tails seen in auctions in the April to June period. 

Last week the DMO released its auction calendar for the September to November period and it was very close to 

our expectations. In the April-July period the DMO raised GBP241bln. We assume auction sizes consistent with 

those seen recently, around half of the available PAOF proceeds taken up at each auction and a syndication 

programme of GBP9.0bln. This would see the DMO narrowly overshoot its GBP385bln funding target, raising 

GBP401bln by the end of November. Although the DMO has kept the ranges for auction sizes unchanged, we have 

recently seen a couple of slightly smaller auctions than previous taps of the same gilts earlier this fiscal year. For 

example last week’s auction of the 0.125% Jan-23 was for GBP3.50bln (down from GBP3.75bln at the previous 

auction) and this week’s auction of the 0.375% Oct-30 is GBP2.75bln (down from GBP3.00bln at the previous 

auction). It will be worth watching auction sizes in the weeks ahead to see if this is the beginning of a trend. 

Overleaf we note the scheduled of auctions by maturity bucket. For shorts, the new 3-year auction will be launched 

on 6 October and the DMO will hold five auctions of the 3-year benchmarks (rather than the four we expected). The 

new 15-year gilt will be in the medium issuance bucket, maturing July 2035. And the DMO will launch a new 10-

year gilt via auction on 12 November, maturing July 2031. The auction pattern is in line with our expectations. For 

longs, the syndication of the 0.50% Oct-51 gilt in the week of 21 September was in line with our expectations. We 

didn't explicitly expect the 1.75% Sep-37 gilt or the 1.75% Jan-49 gilts to be issued but this is not a huge surprise 

(particularly with the 15-year gilt in the medium bucket). Other long-dated auctions are in line with our expectations. 

The DMO is not currently planning on launching any new index-linked gilts in the Sep-Nov period. It also has not 

scheduled any syndications (although it does not rule out extra syndications of either conventionals or linkers in the 

period). The biggest surprise for linker issuance is arguably the re-opening of the 0.125% Nov-56 linker.
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Short-dated Gilt Auctions (Sep-Nov) 

 

Long-dated Gilt Auctions (Sep-Nov) 

 

Medium-dated Gilt Auctions (Sep-Nov) 

 

Index-linked Gilt Auctions (Sep-Nov) 

Supply Previews 

0.125% Jul-26 auction 

Issuance will kick off for the week on Tuesday with GBP3.25bln of the 0.125% Jul-26 gilt on offer. This will be the 

fourth auction of the gilt which was launched in June and all auctions so far have been for GBP3.25bln. The launch 

auction saw a tighter tail of 0.2bp and better bid-to-cover of 2.72x compared to auctions since. The other auctions 

have seen a tail of 0.4bp with bid-to-covers of 2.28x and 2.32x respectively. The gilt continues to be built up as the 

five-year benchmark and after this week’s auction will be auctioned four more times before the end of November. 

1.25% Oct-41 auction 

The 1.25% Oct-41 gilt will be on offer for GBP2.25bln on Tuesday. This keeps up the DMO’s pattern of one auction 

per month of the gilt through the first eight months of the fiscal year. Demand has remained decent as the DMO 

builds the 20-year benchmark with bid-to-covers ranging from 2.11-2.56x and tails from 0.2-0.4bp.  

0.375% Oct-30 auction 

The DMO looks to sell GBP2.75bln of the 0.375% Oct-30 gilt on Wednesday. We note that this is a smaller auction 

size than previous taps of the gilt – all three previous auctions have been sized at GBP3.0bln following the very 

successful GBP12.0bln syndicated launch in May. Demand for the gilt has remained strong with tails of 0.1bp, 

0.3bp and 0.2bp respectively and bid-to-covers of 2.75x, 2.32x and 2.50x. After this week’s auction, the DMO will 

hold four further auctions of this gilt before the end of October. In November a new gilt maturing July 2031 will be 

launched via auction. 
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0.125% Aug-48 index-linked auction 

The 0.125% Aug-48 index-linked gilt will be sold via auction on Wednesday, concluding issuance for the week. The 

auction size is set at GBP500mln nominal, smaller than the previous auction in May which saw a GBP600mln 

auction size. The May auction saw the second highest bid-to-cover of any index-linked auction so far this fiscal year 

at a very healthy 3.36x. With no linker syndications so far this fiscal year (or planned for the upcoming period) this 

has been the longest maturity index-linked gilt issued this fiscal year so far although the 0.125% Nov-56 linker is 

now scheduled to be sold via auction on 2 September. 
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