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The idiom “across the pond” generally refers to Brits and Americans viewing one 

another from either side of the Atlantic Ocean. The US economy is more than seven 

times the size of its UK counterpart, which normally justifies us spending more time 

looking at the world’s leading bond market. 

Sometimes, however, the shoe can be on the other foot. Expectations for interest 

rates in the UK have recently appeared to lead those in the US. Short-dated UK 

yields were moving sharply higher weeks ahead of the US equivalents, which 

required the 22 September FOMC, and its hawkish turn, to propel them higher.  

Since peaking at the beginning of November, UK short yields have fallen back, a 

result of the Bank of England appearing to delay the lift-off from practically zero 

interest rates, whilst the US equivalents have probed new highs for the year. 

The flat UK yield curve is consistently reflecting the view that we are late in the cycle, 

that if and when rates do go up, they won’t get very far. Inverted curve slopes – that 

appear in money markets and further up the bond curves – tell us that increases in 

rates could even be a “mistake” that will later have to be reversed. 

In both the UK and US it’s the highly interest-rate sensitive five-year maturity that has 

increased the most this year (Figure 1), in two waves: from January to March and 

September to now. What a contrast to the 30-year maturities which are not so far 

from where they started the year (shown by dotted lines in Figure 1). 

 

Figure 1. UK gilt curve and read-across to US  

 

Source: HSBC, Bloomberg. Note: Dashed yield curves show 4 January 2021 levels. 

 

The UK also tells us something about falling longer-run equilibrium or natural rates. 

Bond yields look through the newsflow and cyclical data patterns, attaching a higher 

weight to the longer-run structural drivers that we have highlighted in our research.  

In short, debt levels, ageing populations, wealth inequalities, and disruptive technologies 

mean that a single rate hike has much more impact than in previous cycles. 
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Central banks know all this, of course. They have shown that they are learning from past 

mistakes, which include tightening policy too far. So, let’s do a thought experiment with an 

example. If the implied path for short rates in any given country was to be four hikes followed by 

two cuts, then presumably the central bank should keep things simple and just hike twice.  

With rates at the effective lower bound there will anyway be an asymmetry to expectations – i.e. it is 

more likely they will go up than fall. We try not to be influenced by the perennial over-optimism bias 

and look at markets probabilistically. Two years ago, when rates were higher and markets were fully 

expecting one rate cut over a given period, we preferred to see it as a 25% chance of four cuts. 

Maybe it suits central banks to get what they want without doing anything. If everyone 

expects tighter policy they might start to behave differently, and the rates on fixed rate 

mortgages and other loans will anyway move in advance of the rate decisions.  

The key challenge for central banks in the coming months will be trying to determine 1) how 

much of the inflation increase has been due to the supply bottlenecks; and 2) how much of it 

is down to previous fiscal largesse. 

First, there may be signs of supply chain blockages easing – some highlight the decline in the 

Baltic freight index – but this is not something anyone really wants to forecast, given the huge 

levels of uncertainty related to the pandemic. It’s certainly no easier given the backdrop of 

China’s cooling economy, what it means for global commodity prices, and potential  

policy divergence.  

Second, the UK perhaps provides a demand-side lead to the US, and this is on fiscal policy 

too, with the UK furlough scheme ending some months ago. By the time we get into 2022 it 

will be evident that many countries are in fact tightening fiscal policy relative to 2021, and we 

can already see the impact in some credit sectors from China’s deleveraging. 

Bond yields have factored in the likelihood that rates will rise at some point next year. Most 

importantly, the long-ends of the major developed markets are resolute in their conviction 

that policy rates cannot rise too far.  

Given the Bank of England doesn’t tend to hike in December, preferring to wait for the 

February forecasting round – and not forgetting Cshristmas is approaching – we probably 

have some time to consider the outlook for rates, on both sides of the pond. 
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