
UK: BANK OF ENGLAND INTERVENES TO STOP GILT MARKET MELTDOWN
The Bank of England was forced to step in to halt the slide in gilts as the effect of 
the chancellor’s plan to cut tax and boost growth continues to be felt. The BoE has 
temporarily restarted its gilt buying programme to shore up prices after surging 

gilt yields forced pension schemes to dump bonds, causing yields on long-dated bonds to 
shoot up to their highest level in 20 years. The scale of the disruption saw the BoE warn that 
without action “there would be a material risk to UK financial stability”.

The bank has been forced to postpone its plan to start selling some of its stock of gilts and 
it has committed up to £65bn to gilt purchases in the short term. Gilts recovered swiftly as 
yields on 30-year gilts fell by 1% on Wednesday. The UK has been the centre of attention this 
week but other government bonds also sold off heavily. The yield on 10-year US Treasuries 
hit 4% for the first time since 2008 and the yield on German 10-year Bunds hit 2.34%, up 
from 1.8% last week, as central bankers repeat their pledges to tackle inflation. 
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BANK OF ENGLAND STEPS IN AFTER MINI-BUDGET SENDS SHOCKWAVE THROUGH GILT MARKETS 
This week we saw chancellor Kwasi Kwarteng‘s mini-budget crash the bond market and force the Bank of England to intervene and stop a 
number of final salary pension schemes collapsing. Tumbling gilt prices forced many pension schemes to dump gilts and other liquid assets 
as they scrambled to raise cash to meet demands for collateral as a hedging strategy commonly used by final salary schemes imploded. The 
extreme movements in gilts, particularly long-dated gilts, triggered huge margin calls and caused panic selling, further depressing gilt prices and 
increasing the demand for collateral.

The bank’s actions come with a cost. In the four weeks the current PM and chancellor have been in place they have given away £45bn in tax 
cuts and promised up to £200bn of support for energy bills. The Bank of England’s latest intervention in the gilt market has a price tag of £65bn. 
In the five years since Theresa May declared there is no magic money tree Kwarteng appears to have discovered a whole magic money forest.
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UK: TRUSS AND KWARTENG UNDER PRESSURE TO REVERSE TAX CUTS
Prime minister Liz Truss and chancellor Kwasi Kwarteng have come under 
increasing pressure to change course or at least reduce the scale of their planned 
tax cuts following this week’s market turmoil. The International Monetary Fund 

urged the government to re-evaluate its plans for unfunded tax cuts due to their potential 
to accelerate inflation, while the US Commerce Secretary urged the UK to take the inflation 
problem seriously. Mark Carney, former governor of the Bank of England, was among a 
number of former central bankers and finance ministers to criticise the UK’s policies and said 
the government’s actions are undercutting the Bank of England’s efforts to tame inflation.

Truss defended her chancellor’s proposals in a round of interviews on Thursday but there 
is growing speculation that the planned tax cuts could be watered down. Sterling has 
remained extremely volatile following its plunge to an all-time low of $1.035 on Monday. 
It has since recovered to above $1.12 not far from the level it was trading at last Thursday. 

HOUSING: MORTGAGE REPRICING ADDS TO HOUSING CONCERNS
The sharp rise in bond yields has darkened the outlook for the housing market as 
many lenders pulled deals on lower rates to avoid being caught by the sharp rise 
in the cost of financing. Mortgage rates have already risen considerably from the 

historic lows of recent years. The rising cost of mortgages is likely to reduce house sales as 
affordability is stretched even further. Existing homeowners coming to the end of a fixed 
rate deal are likely to find monthly mortgage payments rising sharply.

House prices are still rising but the rate is beginning to slow, according to Halifax and 
Nationwide. Data from the Bank of England shows that new mortgage approvals spiked 
in August but this is against a trend of falling levels of borrowing in recent months. The 
deteriorating outlook has added further downward pressure on the shares of residential 
builders. Taylor Wimpey, Barratt Developments and Persimmon are all down around 50% 
this year compared to a drop of 11% for the FTSE All Share.
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