Funding the Future

The ONS claim that government interest costs were £8.1...

Published: January 13, 2026, 8:50 am

According to the Office for National Statistics release on the December 2021
government finances, published yesterday, this happened:

Central government expenditure

Central government bodies spent £84.7 billion in December 2021, £1.0
billion less than in December 2020.

Table 3: Central government expenditure
Central government expenditure compared with the same month a year earlier, UK, December

2021
December (E billion) Change on a year ago
2020 2021 £ billion %
Interest payments? 27 B 5.4 199.9

That's an extraordinary increase in interest payments for a month. It makes it worth
looking at.

This is the composition of UK national debt at present according to the Debt
Management Office:

Debt Portfolio Overview

Debt portfolio statistics

31 December 2020 31 March 2021 30 June 2021 30 September 2021

Gross values

Unlifted nominal value of the debt partfolic £1,886.63bn £2033.8dbn E2.083.13bn £2,125.40bn
# Comventional gits* £1,483 Ebn £151382bn £1,551 28bn £1,579.28bn
* Inde-inked gits £454. 2500 £480 02k EATE ATbn £4B6.12bn
* Treasury bils* 062006 60,0060 E60.008n £60.00bn
Awerage maluily of the detl portislio’ 14.74 years 14,83 years 14,83 years 1480 years
GiR portiolo 15.20 years 15.27 years 15.26 years 1522 yoors.
* Conventioral gits. 14,02 yesrs 14.17 yaars 1422 yeuary 1424 years
* Inden-bnked gits A5.07 years. 18.87 yaars. 1855 yaars 18,42 ynars
Uglted naminal value of the dabt partioio £1,806: 5060 £1821 8160 £1,9803 8700 £2/023.34bn
* Conventicnal gits* £1,376.T50n £1,407.71bn £1,453 260 £1,483.400n
* Indecbnked gits £448. 1800 £453 B8bn E4TO 7160 €479 84bn
* Treasury bills* B2 006n 60,0060 £50.008n £60.00bn
Hwerage maturity of the debt portiai’ 14,78 years 14 B8 ymare 1484 ymare 1480 years.
Gik portialio 1528 years 15.36 ymars. 1528 years 15.25 years.
* Conmventioral gits. 14,00 years 14.18 years 1417 yoarn 1419 years
* Indeclnked gits 16,19 years 18.00 years 1878 years 1854 years.
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https://www.taxresearch.org.uk/Blog/2022/01/26/the-ons-claim-that-government-interest-costs-were-8-1-billion-in-december-looks-to-be-seriously-overstated/
https://www.ons.gov.uk/economy/governmentpublicsectorandtaxes/publicsectorfinance/bulletins/publicsectorfinances/december2021
https://dmo.gov.uk/media/17828/jul-sep-2021.pdf
https://dmo.gov.uk/media/17828/jul-sep-2021.pdf

Market prices were above issue price:

Debt Portfolio - Market Value Statistics

a0 June 2031 30 September 2021 31 March 2021 30 Septermber 2021
Gross Values. Mot Values
Portialo market valus Partfolio market value:
Dkt partfolic £2,727 06t £273308bn | Debiportiala £2 578,286n £2,689 53bn
= Comvanticnal gits. £1,860.500n £1,844.38bn = Ganveriana glhs £1.721.74bn £1,710.56bn
* Indie-iried gits 8061700 EBZETIbN * Incla-linkad gits. £ BEbn £B18.03bn
* Treasury bills £58.88bn EB0B0bn * Treasury bills £58.806n ERD.Odbn
Average portioio yield Awerage partfolic yiekd
* Comventicnal gits. 0.75% 0.95% * Conventianal gilts 074% [T
* Index-inied gits 237 254% * Indles-linked gits. 238% 25%%
Debt partfclic average maturity 1718 years 1704years  Deblportiolio average matuity 17,24 years 17.08 years
Awarage modifed curation Awerage madified duration
+ Comventicnal gits. 1208 years ii88years = Conventional gits 12,06 yoars 11,88 years
* Indew-iniked gits 21,36 yoars Mizyears  * Indewlinked gits. 21,48 years 21,28 years

The premium is 15.3% on conventional gilts in September 2021 and 18.4% in March
2021.

To summarise the split was as follows:

Composition of gilt and Treasury bill portfolio

Short
Index-inked Treasury bills  conventional (<=3
23.7% 3.0% yrs)
14.6%

Short

conventional
(>3 yrs, c;?'m}
A
N 1
Medium
Long conventional conventional
(=15 yrs) (=7 yrs, <=15 yrs)
27.2% 16.4%
And the rates of return were as follows:
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And just for the record, the qilt holdings were as follows:

Gilt holdings
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33% of all gilts are owned by the Bank of England. None of these are index-linked.

To understand index-linked bonds we need to know changes in the retail price index to
which they still appear to be linked according to top the data | can find. Over the last
thirty years or so RPI moved like this, based on ONS data up to the end of 2021:

To be precise, this index was measuring 1.25% annual change in December 2020 and
7.16% in December 2021, an increase of 5.91%.

So, let's summarise this data. Using net debt in issue (i.e. allowing for bonds owned by
the Debt Management Office itself:

* There was technically £2,023bn of debt in issue
* Of this £480bn was index-linked

* At issue price £668 billion of government debt was owned by the Bank of England - a
figure that seems very low given that £875 billion has been spent on this debt but
which roughly accords with other data from the ONS, so | will accept it

* This leaves £885 billion of conventional debt actually in issue.

Now let's estimate interest owing.

* Most index-linked debt carries little or almost no notional interest - anything between
0.125% and 0.5%. | will use 0.3%.

* The average noted yield on conventional bonds across the portfolio was 0.94%
according to the Debt Management Office, which was up by about 0.2% on a year ago.
However, this is calculated on market value. That means on nominal value rates need
to be inflated to allow for this.
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https://www.ons.gov.uk/economy/inflationandpriceindices/datasets/consumerpriceindices

So, using a simple calculation and assuming little real debt issue in the year - which is
true because of quantitative easing, then:

* In December 2020 conventional gilt interest cost was based on net debt of around
£900 billion at about 0.75%, divided by 12, of course, or less than £0.56 billion. If the
Bank of England owned debt was included it would be around £0.9 billion. Allowing for
rates on nominal rather market value this can be rounded up toward £1.1 billion in cash
cost.

* Index-linked bonds in December 2020 would have yielded maybe 0.3% plus RPI or
about 1.55%, meaning the costs was maybe £0.6 billion

It's hard to see where the figure of £2.7 billion comes from on this basis.
In December 2021 the same figures would be:

* Conventional gilts, £885 billion at 0.95%, or £0.84 billion. Grossing this up to allow for
rates being quoted on market values this rounds towards £1 billion. Grossed up for
total debt the notional (not actual) cost might be £1.5 billion

* On index linked stock the rate my be 7.5%. That implies a cost for the month of
around £3 billion.

* The combined real cost is unlikely to exceed £4 billion, and maybe £4.5 billion
including on government owned debt.

The claim is, however, that the debt cost in the month was £8.1 billion.

| accept that my calculations are assumption laden. | have also erred on the side of
caution. should add that this is completely normal in any form of accounting review of
this sort where plausibility of a reported figure is being considered. Given that caveat, |
still find the reported figure for interest incomprehensible.

The figure would imply an annual cost of nearly £100 billion. On market prices of gilts,
gross (i.e. including government owned debt) that would imply a rate of return of 3.8%
overall, and that is not happening, | suggest.

| have read, carefully, what the ONS has had to say on this issue. What seems most
likely is that the figure reported is not a charge for December alone, but a sudden
recognition that they had not included an appropriate sum to allow for the impact of
increasing inflation on interest costs in earlier months. In effect, they were playing
catch up, but not disclosing the fact. If so, the cost is much lower than implied during
the month, and ONS accounting needs to be improved and greater candour in
disclosure is required. As it is, the accounting is not good enough.

| will be asking the ONS to justify this claim, because | cannot.

Page 4/4



