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What we got 
right... and
where we missed 
Craig Inches
Head of Rates & Cash 

Rates & cash 
2025 delivered on the big calls: rates 
fell, infation eased but stayed sticky, 
and central banks continued cutting. 
Yet, the pace of disinfation lagged 
expectations, exposing the resilience 
of global demand and the willingness 
of consumers to absorb higher costs. 
This stickiness now limits how far 
central banks can go – a critical 
question for 2026. 

Issuance dynamics are shifting. After a surge in 
long-dated supply early in the year, the fourth 
quarter saw a sharp pullback as governments 
acknowledged the unsustainable cost of locking 
in high yields. You can now expect a glut of 
short to medium-dated issuance ahead, with 
curve fattening likely as long supply remains 
constrained. 

Looking forward, we think infation should grind 
lower, but growth risks loom. Central banks 
are nearing the end of their easing cycles, and 
any uptick in unemployment or wage weakness 
could unsettle risk assets. For investors, 
the environment demands fexibility: global 
diversifcation, active curve positioning, and 
infation hedges will be key. Opportunities lie 
in global sovereign strategies and index linked 
bonds – not just to weather volatility, but to 
exploit it. 

Rates & cash 
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Did we get it right? 
We began 2025 expecting policy rates to 
fall and infation to ease but stay sticky – and 
that broad call held. Major central banks 
moved further into their easing phases, 
while infation moderated from its peaks 
without returning to pre pandemic norms. 

Where we misjudged was the pace of 
disinfation in the second half. The global 
economy proved more resilient than 
consensus, with wage dynamics and 
protectionist trade policies slowing the 
descent of core infation. The International 
Monetary Fund’s July update framed the 
growth backdrop as “tenuous resilience” with 
infation drifting down but still above target 
in key economies, particularly the US. 

This stickiness matters: as long as underlying 
infation hovers above neutral, policy space 
for deep cuts is limited. That’s why 2025’s 
easing moves by the US Federal Reserve, 
European Central Bank and Bank of England 
came with heavy caveats about the path ahead. 
The Fed delivered back-to-back 25bps cuts in 
September and October but explicitly pushed 
back on the idea that December easing was 
“a foregone conclusion,” and it announced 
quantitative tightening (QT) would stop, a 
liquidity signal as much as a policy one. 

The question for 2026 is whether infation 
proves mostly transitory from here or evolves 
into a structural issue driven by tarifs, fscal 
looseness and supply-side frictions. That 
debate will defne rates, term premia and cross 
market relative value next year. 

The question for
2026 is whether 
infation proves mostly
transitory from here or
evolves into a structural 
issue driven by tarifs,
fscal looseness and 
supply-side frictions. 

Issuance: the elephant 
in the room 
Sovereign borrowing remained enormous 
through 2025, pushing debt to GDP ratios 
higher and increasing the share of budgets 
devoted to interest costs. The OECD’s Global 
Debt Report fagged record sovereign 
issuance and a marked rise in interest to GDP 
across much of the OECD. When supply is 
heavy and infation uncertain, term premia re-
price as investors demand more compensation 
to hold the long end. We saw that drama 
play out most clearly in the UK, where the 
Debt Management Ofce (DMO) executed 
an “important shift” away from long-dated 
issuance in March and April, cutting the long 
bucket to its lowest share in about 35 years and 
redirecting supply toward the front end and UK 
treasury bills. 

Rates & cash 
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Markets welcomed the signal that selling 15-
year and longer duration at yields above likely 
nominal growth is not a sustainable funding 
strategy. By the fourth quarter, that stance was 
even more visible in primary calendars. The 
DMO’s revised 2025/26 remit kept overall 
gilt sales near £299bn but trimmed long-dated 
supply and boosted short and unallocated 
buckets to maintain fexibility – a clear attempt 
to fatten curves at the margin by easing long 
end supply pressure. 

When supply is heavy
and infation uncertain,
term premia re-price as
investors demand more 
compensation to hold
the long end. 

Rates & cash 
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More of the same, or 
a turning point? 
Lower infation and more rate cuts are likely in 
2026, but the path won’t be smooth. The Fed 
cut 50bps across September and October, 
bringing the target range to 3.75–4.00%, 
and halted QT from 1 December; a liquidity 
pivot that matters for term funding. The 
ECB held steady in the fourth quarter after 
earlier cuts, citing “broadly unchanged” 
infation risks, while the BoE eased twice 
but warned on sticky services infation. 

The frst US hurdle into winter is the aftermath 
of the shutdown. The Senate backed deal 
to end the record long shutdown reafrms 
back pay for federal workers and unwinds 
reductions in force (RIFs); once the House 
vote and presidential signature complete the 
process, back pay should fow “at the earliest 
date possible” under the 2019 law. Whether 
households spend or save those lump sums 
will matter for consumption momentum. 

Meanwhile, labour dynamics bear watching. 
If unemployment ticks up and wage growth 
cools while tarifs keep goods prices 
sticky, we could face a tricky mix of softer 
growth and persistent infation, forcing 
slower, stop start easing cycles and 
renewed dispersion across countries. 

Yields on the move: Where 
do investors go? 
Government bond yields fell from their mid 
year peaks as the market priced a slower 
growth glide path and the end of QT, but moves 
were uneven across the curve and regions. 
In the US, the curve oscillated between ‘bull 
fattening’ (front end leading on cuts) and 
‘bear steepening’ (long end leading yield 
increases) driven by term premium rebuild, 
fscal supply and tarif risks. Strategists 
highlighted that in cutting cycles the curve 
often steepens, but today’s mix of policy, fscal 
and trade uncertainty makes the path jagged. 

In the UK, long yields briefy traded at 
levels last seen in the late 1990s before 
retreating as the DMO curtailed long supply. 
The DMO’s pivot, plus the BoE’s measured 
easing, has nudged investors to re assess 
duration and the balance between short 
strategies and all maturity exposures. 

In our view, the message is straightforward: 
you should look to diversify interest rate 
risk. Concentrated single country funds 
leave you exposed to one macro call, 
whether it is the US term premium or UK 
issuance, and to local policy pivots. A global, 
active approach can rotate across curves, 
regions and relative value expressions, 
targeting disparate sources of alpha. 

Elsewhere, investors should consider global 
index linked exposure. With sticky services 
infation and tarif uncertainty, short to 
intermediate linkers have outperformed at 
points this year as infation accruals and high 
real yields did the heavy lifting. Allocations to 
linkers can hedge upside infation surprises 
while adding diversifed duration. 

Rates & cash 
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The uptick in the 
unemployment rate
will be of concern 
to the UK and US. 

Rates & cash OUTLOOK 2026 
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What we’re watching into 2026 
Simple, the labour market. The uptick in 
the unemployment rate will be of concern 
to the UK and US. If this begins to break 
the 5% level materially, we could see 
some more urgency on rate cuts.  

There is infation’s ‘last mile’ to watch. The 
IMF and private sector forecasts see headline 
infation drifting down, but core (especially 
services) and tarif pass through keep risks two 
sided. Whether the stickiness proves cyclical or 
structural will determine the depth and pace of 
further cuts. 

The issue of fscal issuance and discipline will 
also need to be monitored. Where treasuries 
emphasise short end over long end supply and 
communicate consistent frameworks, curves 
should fatten and volatility should moderate, 
with the UK ofering a real time case study. 

And fnally, geopolitical posturing is worth 
watching. European budget concerns in 
France, continuing tarif tensions and trade 
talks in the US, as well as underlying global 
conficts will continue to create volatility for 
both risk assets and sovereign bonds. 

One thing Is certain 
The next 12 months will not be quiet. Investors 
who embrace fexibility, global diversifcation, 
and active management across curves and 
instruments should be best placed to navigate, 
and capitalise on, volatility across rates, 
infation, and policy regimes. In our view, the 
right mix is a globally diversifed government 
bond core, selective index linked exposure, 
and the ability to lean into relative value when 
issuance, policy and liquidity regimes create 
dislocations. 

Rates & cash 
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Important information 

Investment risks 

Past performance is not a guide to future performance. The value of investments and the income
from them is not guaranteed and may go down as well as up and investors may not get back the amount originally
invested. Changes in currency exchange rates may afect the value of these investments. 

Important information 

For professional clients/qualifed investors/wholesale investors only, not suitable for retail investors. 
This is a marketing communication. 

This is a fnancial promotion and is not investment advice. Telephone calls may be recorded. 
For further information please see our Privacy policy at www.rlam.com 

The views expressed are those of Royal London Asset Management at the date of publication unless otherwise indicated, 
which are subject to change, and is not investment advice. 

This document is private and confdential and only for use by “permitted clients” in Canada. This document is for information 
purposes only and is not intended as an ofer or solicitation to invest. This document does not constitute investment advice 
and should not be relied upon as such. Royal London Asset Management Limited is authorized to provide investment 
services in Canada under the International Adviser Exemption. Royal London Asset Management’s principal place for 
business is in the United Kingdom, and it is not registered as a manager in the provinces of Alberta, British Columbia, 
Ontario, and Québec. 

Issued in December 2025 within Europe (ex-Switzerland) by FundRock Distribution S.A. (“FRD”) the EU distributor for 
Royal London Asset Management Limited. FRD is a public limited company, incorporated under the laws of the Grand 
Duchy of Luxembourg, registered ofce at Airport Center Luxembourg, Level 2, 5 Heienhaf, L-1736 Senningerberg, 
Luxembourg, and registered with the Luxembourg trade and companies register under number B253257. FRD is 
authorized as distributor of shares/units of UCIs without making or accepting payments (within the meaning of Article 
24-7 of the 1993 Law), as updated from time to time. FRD is authorised and regulated by the Commission de Surveillance 
du Secteur Financier (CSSF). Portfolio management activities and services are undertaken by Royal London Asset 
Management Limited, 80 Fenchurch Street, London, EC3M 4BY, UK. Authorised and regulated by the Financial Conduct 
Authority in the UK, frm reference number 141665. A subsidiary of The Royal London Mutual Insurance Society Limited. 

For Switzerland: Copies of the Memorandum and Articles of Association,the Prospectus, KIIDs and the annual and semi-
annual reports of the fund may be obtained free of charge from the fund’s representative 
in Switzerland, ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich. The Paying Agent 
in Switzerland is Banque Cantonale Vaudoise, Place St François 14, CH-1003 Lausanne. 

For Australia: For Wholesale clients only. Royal London Asset Management Limited is exempt from the requirement to 
hold an Australian fnancial services licence under the Corporations Act (as a result of the operation of ASIC Class Order 
03/1099 as amended by the ASIC Corporations (Repeal and Transitional) Instrument 2016/396 and extended by ASIC 
Corporations (Amendment) Instrument 2020/200) in respect of the fnancial services it provides to wholesale clients in 
Australia and is regulated by the Financial Conduct Authority under UK laws which difer from Australian laws. 

Issued in December 2025 within Switzerland, Australia and the UK by Royal London Asset Management Limited, 
80 Fenchurch Street, London, EC3M 4BY. Authorised and regulated by the Financial Conduct Authority, 
frm reference number 141665. A subsidiary of The Royal London Mutual Insurance Society Limited. 

AL RLAM PD 0208 

http://www.rlam.com
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Contact us 

For more information about our range of products and services, please contact us. 
Royal London Asset Management, 80 Fenchurch Street, London, EC3M 4BY 

UK 
For advisers and wealth For institutional client 
managers queries 

bdsupport@rlam.co.uk institutional@rlam.co.uk 
+44 (0)20 3272 5950 +44 (0)20 7506 6500 

Switzerland 
For all investors: 

john.parkin@rlam.com 
+44 (0)20 3272 5912 

Germany 
For all investors: 

immo.gatzweiler@fundrock.com 
+49 151 54 72 5296 

FundRock provide EU Management Company services to RLAM. 

Spain 
For all investors: 

mrona@altamarcam.com| 
+34 91 290 07 28 

Proud to partner with Altamar Capital to serve clients in Spain. 

All other EEA investors 
For all investors: 

arnaud.gerard@fundrock.com 
+352 691 992 088 

FundRock provide EU Management Company services to RLAM. 

Australia 
For all investors: 

kevin.haran@rlam.com 
+61 (0)413 138 055 
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