
The mini budget delivered by Kwasi Kwarteng on 23rd 
September sparked dramatic events in the gilt market. 
In this session, our Head of Strategic Client Solutions, 
David Rae, provided an overview of the market 
repercussions associated with Kwarteng’s mini budget, 
the levels of volatility witnessed in the gilt market, 
a look back at the root causes, and what’s next for 
pension schemes.

The following chart showcases a rollercoaster market 
environment over the past several months, causing 
record moves in bond yields – falling in value between 5 
and 7% on a daily basis. Despite a volatile environment, 
pension schemes witnessed an improvement in 
funding position and a reduction in the size of the 
deficit. Schemes were able to take advantage of the 
environment to de-risk by selling traditional return 
seeking assets and buying assets with predictable 
cashflows and with a closer hedge to liability valuation 
metrics.
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2052 INDEX LINKED GILT

Year to Date Yield to Maturity

On 23rd September 2022, the day of the mini budget 
– a fiscal policy that was clearly at loggerheads with 
monetary policy – the bond market began to sell off. 
Trading volumes however were thin and remained so 
over the coming days with the volume of trading in gilt 
futures around the same levels seen on Christmas eve 
2021.

The dramatic fall in the price of long dated bonds and 
the very real risk to market stability, triggered the 
Bank of England to step in on the Wednesday morning, 
driving a dramatic rally in the price of government 
bonds.

Source: Bloomberg LLC, Russell Investments. As at 25th November 2022.
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WHERE OTHERS SEE UNCERTAINTY, 
THESE EXPERTS SEE POTENTIAL

MINI BUDGET AND THE MAJOR RAMIFICATIONS
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2052 INDEX LINKED GILT

Price movement from 08:00 Friday 23rd September

Source: Bloomberg LLC, Russell Investments. As at 28th September 2022.

WAS THIS THE REAL CAUSE?

While the mini budget might have been the catalyst, the 
underlying causes of these events have been brewing 
for 20 years at least. Regulatory reform and changes 
to accounting standards has contributed to the closure 
of schemes and the transformation of defined benefit 
pension funds towards investing to meet the objectives 
of a closed annuity book. Long dated index linked gilts 
are almost exclusively owned by a homogenous group 
of investors, making it a very peculiar market.

WHAT’S NEXT FOR PENSION SCHEMES?

The events of September and October tested the 
effectiveness of pension schemes’ governance 
structures. Many are taking this opportunity to formally 
review their approach.  

The rise in yields over the recent period has accelerated 
the journey to the ‘the end game’ for many schemes 
and their focus is very much on the next stage be that 
a long-term low dependency portfolio or an insurance 
transfer.

And what for LDI? Hedging liability valuation risk 
will continue to be a key component of investment 
strategies for UK DB pension schemes. With more 
capital required to do this, the focus will be on building 
a portfolio that generates returns in a risk controlled 
fashion with a careful eye on the liquidity profile.
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IMPORTANT INFORMATION

This material does not constitute an offer or invitation to anyone in any jurisdiction to invest in any Russell Investments 
Investment product or use any Russell Investments Investment services.

Unless otherwise specified, Russell Investments is the source of all data. All information contained in this material 
is current at the time of issue and, to the best of our knowledge, accurate. Any opinion expressed is that of Russell 
Investments, is not a statement of fact, is subject to change and does not constitute investment advice.

Issued by Russell Investments Limited. Company No. 02086230. Registered in England and Wales with registered 
office at: Rex House, 10 Regent Street, London SW1Y 4PE. Telephone +44 (0)20 7024 6000. Authorised and regulated 
by the Financial Conduct Authority, 12 Endeavour Square, London, E20 1JN. Issued by Russell Investments Ireland 
Limited. Company No. 213659. Registered in Ireland with registered office at: 78 Sir John Rogerson’s Quay, Dublin 
2, Ireland. Authorised and regulated by the Central Bank of Ireland. In the Middle East this marketing document has 
been issued by Russell Investments Limited a Dubai International Financial Centre company which is regulated by 
the Dubai Financial Services Authority at: Office 4, Level 1, Gate Village Building 3, DIFC, PO Box 506591, Dubai 
UAE. Telephone +971 4 578 7097.This material should only be marketed towards Professional Clients as defined by 
the DFSA. 
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