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There has been little sign of stress in the gilt market 

Net purchases of UK government bonds

Source: Haver Analytics, Barclays Capital

• A year ago there were concerns that private investors might not fill the void left by the 

cessation of the Bank of England’s QE purchases 

• However, private investors, including foreign investors, have increased their gilt purchases
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There has been little sign of stress in the gilt market 

Public borrowing and the gilt premium

Source: Haver Analytics, Barclays Capital

• Concerns about government solvency have added a small premium to gilt yields

• Gilt auctions have been orderly
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Past calm is no guarantee of future tranquility...

Interest rate spreads over German government bonds

Source: Barclays Capital

• Prior to May 2010, the UK and Spanish governments faced similar borrowing costs

• Spain now pays around 1.5pp more for 10-year borrowing
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The Barclays Capital Fiscal Vulnerability Index

• We identify 16 measures of fiscal vulnerability, covering

• Solvency

• Government financing needs

• External financing dependence

• Financial sector health

• Institutional strength

• The UK ranks 32nd out of 57 countries in terms of fiscal soundness, close to Japan and 

the US and ahead of France

• The UK’s middling score is the average of some strong positives and some large 

negative scores
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The UK’s fiscal strengths and vulnerabilities

• Strengths

• The longest average debt duration of any country

• Nearly all debt denominated in sterling

• Institutional strength

• Vulnerabilities

• The large deficit and implied debt dynamics

• External debt
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The balancing act

• How much social hardship is the UK willing to undergo to reduce the chance of a 

financial crisis?

• Largely a matter of social choice, not economics

• Economic risks

• Under the Barclays central scenario the fiscal mandate is not met

• The Bank of England may not be well-placed to provide additional support

Risk of financial crisis Social hardship
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income securities. The firm's fixed income research analyst(s) receive compensation based on various factors including, but not limited to, the quality of their 
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respect to, the asset class covered by the analyst. To the extent that any historical pricing information was obtained from Barclays Capital trading desks, the firm 

makes no representation that it is accurate or complete. All levels, prices and spreads are historical and do not represent current market levels, prices or 

spreads, some or all of which may have changed since the publication of this document. Barclays Capital produces a variety of research products including, but 

not limited to, fundamental analysis, equity-linked analysis, quantitative analysis, and trade ideas. Recommendations contained in one type of research product 

may differ from recommendations contained in other types of research products, whether as a result of differing time horizons, methodologies, or otherwise.
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Disclaimer
This publication has been prepared by Barclays Capital; the investment banking division of Barclays Bank PLC, and/or one or more of its affiliates as provided 

below. This publication is provided to you for information purposes only, and Barclays Capital makes no express or implied warranties, and expressly disclaims 

all warranties of merchantability or fitness for a particular purpose or use with respect to any data included in this publication. Prices shown in this publication are 
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be reliable, but Barclays Capital does not represent or warrant that it is accurate or complete. The views in this publication are those of Barclays Capital and are 

subject to change, and Barclays Capital has no obligation to update its opinions or the information in this publication. 
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security or instrument discussed in this publication and consult any independent advisors they believe necessary. The value of and income from any investment 

may fluctuate from day to day as a result of changes in relevant economic markets (including changes in market liquidity). The information in this publication is 

not intended to predict actual results, which may differ substantially from those reflected. Past performance is not necessarily indicative of future results. 

This communication is being made available in the UK and Europe primarily to persons who are investment professionals as that term is defined in Article 19 of 

the Financial Services and Markets Act 2000 (Financial Promotion Order) 2005. It is directed at, and therefore should only be relied upon by, persons who have 

professional experience in matters relating to investments. The investments to which it relates are available only to such persons and will be entered into only 

with such persons. Barclays Capital is authorized and regulated by the Financial Services Authority ('FSA') and member of the London Stock Exchange. 

Barclays Capital Inc., US registered broker/dealer and member of FINRA (www.finra.org), is distributing this material in the United States and, in connection 

therewith accepts responsibility for its contents. Any U.S. person wishing to effect a transaction in any security discussed herein should do so only by contacting 

a representative of Barclays Capital Inc. in the U.S. at 745 Seventh Avenue, New York, New York 10019.

Non-U.S. persons should contact and execute transactions through a Barclays Bank PLC branch or affiliate in their home jurisdiction unless local regulations 

permit otherwise.

This material is distributed in Canada by Barclays Capital Canada Inc., a registered investment dealer and member of IIROC (www.iiroc.ca).

Subject to the conditions of this publication as set out above, Absa Capital, the Investment Banking Division of Absa Bank Limited, an authorised financial 

services provider (Registration No.: 1986/004794/06), is distributing this material in South Africa. Absa Bank Limited is regulated by the South African Reserve 

Bank. This publication is not, nor is it intended to be, advice as defined and/or contemplated in the (South African) Financial Advisory and Intermediary Services 

Act, 37 of 2002, or any other financial, investment, trading, tax, legal, accounting, retirement, actuarial or other professional advice or service whatsoever. Any 

South African person or entity wishing to effect a transaction in any security discussed herein should do so only by contacting a representative of Absa Capital in 

South Africa, 15 Alice Lane, Sandton, Johannesburg, Gauteng 2196. Absa Capital is an affiliate of Barclays Capital. 

In Japan, foreign exchange research reports are prepared and distributed by Barclays Bank PLC Tokyo Branch. Other research reports are distributed to 

institutional investors in Japan by Barclays Capital Japan Limited. Barclays Capital Japan Limited is a joint-stock company incorporated in Japan with registered 
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