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Key Points

1. The UK Government Bond (Gilts) market is getting rattled
once again. With yields increasing, particularly for longer-
dated maturities.

2. The US/Iran conflict, Hormuz closure and naval blockade
has resulted in a material energy supply shock that is
rekindling inflation.

3. A challenge to Starmer’s leadership creates risk of a leftward
lurch and reduced fiscal credibility.




Insights | War, inflation and politics rattles gilts | May 2026

Gilts market rattled again

The return of war, inflation and shaky
government finances means UK
Government Bonds (Gilts) are not the safe
assets they were.

Gilts’ traditional role in a portfolio —
certain returns, low volatility, and
diversification — has been slowly, then
suddenly, undermined.

Now, we face a larger energy shock, with

upside risk to inflation. Gilts are under

Eressure once again — and back in the
eadlines.

What are gilts yields?

The gilts yield is the rate of return an
investor can expect by buying a gilt today
and holding it to maturity. T%leoreticall ,
the longer the term, the higher the yields.,
Also as yields are not adjusted for inflation,
the higher the expected inflation over that
term, the higher the yield as investors want
a real return after taking the inflation rate
into account. For example, a bond with 5%
yield to maturity in 10 years time when
inflation is expected to run at 2% per
annum, means the investor is expecting a
real (after-inflation) return of 3% per
annum. If inflation assumptions increase
to 8%pa, a similar investor will now want a
67% yield to get a 8% real return. So higher
inflation expectations push yields up.

What's the relationship between yields and
bond prices

The price of a bond is a present value
calculation totalling a series of fixed
cashflows to maturity, divided by an
expected rate of return (the yield to
maturity).

As anyone who slices a pizza knows, the
higher the number of slices, the smaller
the slice of the pizza. It’s the same for
bonds. The higher the yield, the smaller
the price.

Why are Gilts Yields rising now

Gilts are in the headlines once again, as the
benchmark 10 year gilt yield has increased
from 4.48% at end December 2025 to 5.17%
on 15th May 2026. Meanwhile the 30 year
gilt yield has increased from 5.21% to 5.857%,
respectively. This is because of 1) rising
inflation expectations and 2) for longer-
dated bonds, growing concern that the UK
may not be able to meet its debt
obligations in the long-term without a
drastic change of policy or improvement
in productivity and 3) the risk that a
challenge to Starmer’s leadership could
result in a more left-leaning, fiscally less
responsible government.

UK Bond Yields Overshoot Peers
Yields on 30-year government debt in developed markets
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What does it mean for clients

Yields spiking means Gilts prices are falling. So,
holders of gilts funds will see values declining.

Fortunately, our investment committee decided to
remove any Gilts holdings from client portfolios in
mid 2025, as concerns grew around UK government
finances. A brief reintroduction in early 2026 (when
inflation finally came down towards 2%), has since been
reversed with the outbreak of the US/Iran conflict
which could unleash inflation once again, adding more
pressure to Gilts.

Instead, our investment committee has been focusing
on modifying and reducing the overall bond allocation
and usin “al%—weather” alternative strategies that have
a low volatility like bonds, but a different return
pattern that is positively related to inflation.

Where next for markets

Equity markets will continue their usually bumpy ride
with positive trends from corporate earnings and Al
investment supporting them, and fear around the
US/Iran conflict, energy shocks and recession risk
introducing bouts of volatility. As usual, it pays to keep
calm and stay invested to weather market volatility.

But by not holding Gilts, there is one less thing to
worry about in the stable part of the portfolio.
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Disclaimer

The content of this newsletter is aimed at retail consumers. The
commentary is intended to provide you with a general overview of the
economic and investment landscape which is written by our investment
partners. It is for your general information purposes only and does not
constitute investment advice. It is not an offer to purchase or sell any
particular asset and it does not contain all of the information which an
nvestor may require in order to make an investment decision. Please
obtain professional advice before entering into any new arrangement.
We cannot accept responsibility for any loss as a result of acts or
omissions taken in respect of any articles.

Notice

Investments carry risk. The value of your investment (and any income
from them) can go down as well as up and you may not get back the full
amount you invested. Past performance is not a reliable indicator of
future performance. Investments should be considered over the longer
term and should fit in with your overall attitude to risk and financi
circumstances.

About this research

This research report does not provide a recommendation for an action,
it provides opinion and information only. It is not an advertisement or
financial promotion and is not intended to be an offer or solicitation, or
the basis for any contract to purchase or sell any security or other
instrument, or to enter into or arrange any tﬁpe of transaction as a
consequence of any information contained herein.

Contact us

For more information, please contact your financial adviser.
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