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• The gilt yield curve isn’t just steeper because of the normal relationship between 

policy rate expectations and curve slope. Even adjusting for that it looks relatively 

steep. 

• Survey-based measures of inflation expectations look high relative to market-based 

metrics. If market metrics catch up, rising inflation risk premium could steepen the 

curve further. 

• Fiscal sustainability issues for the UK will not be resolved by the forthcoming Budget

and these vulnerabilities warrant investor compensation at the long end. 

• Gilt supply is still at elevated levels, with QT playing a role too, and demand has 

become more price sensitive and shifted to shorter maturities. That source of curve 

steepening risk could be countered by further reductions in the weighted average 

maturity of supply…to an extent. 

• Cross-market dynamics are important too. The UK’s debt sustainability challenges 

are shared by the likes of France with Japan and even the US vying for attention. In 

any case, its yield curve trend will influence gilts too. 

Bottom line: Sticky above-target inflation and a weak underlying fiscal situation

warrant an elevated term premium for a given level of policy rate expectations. 
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