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With inflation trending lower and interest rates coming down, government bonds are set to deliver  
solid returns, reinforcing their role as an essential part of diversified, multi-asset portfolios.

Bonds are a type of loan in which investors in essence lend money to a company or government for a fixed  
period, usually several years. In return, the investor receives regular interest payments, and at the end of the term,  
the original investment is repaid.

Government bonds are generally considered lower risk, particularly  
those issued by developed economies, as they are seen as less likely  
to default on their debt obligations.

How government bonds provide returns
The primary source of return for government bonds is income,  
which comes in the form of interest payments, known as the coupon. 
These payments are typically fixed and made semi-annually or  
annually. For example, a UK gilt (UK bond) with a 4% coupon will  
pay £4 per £100 of face value each year until maturity (the day you  
get your investment back). Investors can also earn returns through 
capital gains. If you own a government bond, you could hold it until 
its maturity (when the government should repay the loan and any 
outstanding interest) or you can sell it to another investor before 
maturity. Bond prices tend to fluctuate due to changes in interest  
rates, inflation expectations and investor sentiment.

How government bonds provide returns
A bond’s yield is the interest an investor expects to receive each year 
until it matures. Bond prices and yields move in opposite directions – 
when prices rise, yields fall, and vice versa (figure 1). When interest rates 
fall, existing bonds become more valuable because they offer higher 
fixed payments than newly issued bonds. When rates rise, bond prices 
typically drop. Holding a bond to maturity means you typically receive 
face value, usually £100 per gilt (UK bond) in the UK.

Figure 1: Interest rates and bond yields
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Why the outlook is improving
Government bonds have faced challenges in recent years.  
Rising interest rates and persistent inflation meant that bond  
prices fell significantly, leading some investors to question their 
effectiveness. However, multiple factors now suggest a more  
supportive environment for government bonds, reinforcing their  
value within a balanced, multi-asset portfolio.

A stabilising environment for bond markets
The strongest headwind for bondholders in recent years has been  
rising interest rates, which pushed bond prices lower. However,  
with inflation moderating and economic growth subdued, the risk  
of further rate hikes is low. This environment removes a major source  
of volatility, allowing government bonds to resume their traditional  
role as a stabilising force in diversified portfolios.

Interest rates are falling
Government bonds typically perform well when interest rates decline,  
as lower rates push bond prices higher. With inflation trending lower, 
both the US Federal Reserve and the Bank of England have shifted  
their focus toward reducing interest rates. Markets are currently pricing 
in cuts of 0 – 0.25 percentage points in the UK and 0.5 percentage 
points in the US. Even if the pace is slower than expected, rates are  
more likely to fall than rise, creating a more favourable environment  
for bond performance.

Yields remain attractive
Despite expectations for lower interest rates, government bond yields 
remain elevated compared with historical levels – and importantly, 
above inflation. This means that while investors wait for potential  
capital gains as bond prices rise, they continue to receive a strong 
income stream. This yield not only provides a reliable return but also 
helps generate returns that outpace inflation, reinforcing bonds’  
role as a valuable component of a diversified portfolio.

An important diversifier alongside equities
While equities have been the primary driver of portfolio returns  
in recent years, government bonds remain important for managing  
risk. Historically, bonds have performed well during periods of economic 
uncertainty, acting as a counterbalance to equity market volatility.  
The proportion of bonds you should have in a portfolio will depend  
on your risk profile. With market conditions likely to shift, the role  
of government bonds as a diversifier and stabiliser is likely to be 
increasingly important. Investors in multi-asset portfolios may find 
that bonds once again contribute positively in periods where equities 
struggle. Risks to this view revolve around the potential for inflation  
to reaccelerate and/or government fiscal plans lacking credibility.

Your financial adviser will be there to assist you in navigating  
the investment world. Please speak to your financial adviser for  
more information.

The value of investments and any income can go down as well  
as up and cannot be guaranteed.

Author: Omnis

www.omnisinvestments.com Issued by Omnis Investments Limited. This update reflects the views of Omnis at the time of writing and is subject  
to change. The document is for informational purposes only and is not investment advice. We recommend you discuss any investment decisions  
with your financial adviser. Omnis is unable to provide investment advice. Every effort is made to ensure the accuracy of the information but  
no assurance or warranties are given. Past performance should not be considered as a guide to future performance.

The Omnis Managed Investments ICVC and the Omnis Portfolio Investments ICVC are authorised Investment Companies with Variable Capital.  
The authorised corporate director of the Omnis Managed Investments ICVC and the Omnis Portfolio Investments ICVC is Omnis Investments Limited  
(Registered Address: Washington House, Lydiard Fields, Swindon SN5 8UB) which is authorised and regulated by the Financial Conduct Authority.



Three approaches  
to ease the tax impact  
 on your estate

If you’re not already of a certain age, you probably haven’t given much thought to what will happen  
to your money if you die. You might think there won’t be any tax issues, but if you’ve been contributing 
to a pension or have a life insurance policy, for instance, you could find you’ve set an admin trap in  
the event of your death – and possibly a hefty tax bill too.

The good news is, there are some relatively simple ways for you to limit that risk. Your 2plan adviser will of course  
be able to answer any questions or provide more detailed advice on more complex estate planning.

 1  Make a will
  A will is a legal instruction for how your wealth should be distributed if you die and allows you to choose what happens to your money.  

Without a will, your estate will be subject to the rules of ‘intestacy’.

  Dying ‘intestate’ means the law will determine the distribution of your assets. This prioritises immediate family members and then extends  
to other relatives in a specific order:

 •  In England and Wales, a spouse or civil partner will inherit everything up to the value of £322,000, and then half of everything above that.

 •  Children are entitled to half the amount above £322,000.

 •  If the deceased was not married or in a civil partnership, the estate will be split equally among their children.

 •  If a child has passed away, their share will be passed on to their children.

 •  If there are no children, the estate will be divided equally between the deceased’s parents.

 •  If there is no spouse, civil partner, children, or parents, the estate will be split equally among any brothers and sisters.

 •  If no surviving relatives are found, the entire estate will go to the Crown.

  These rules may well not align with how you want your money distributed. That alone is reason enough to make a will. But there are also 
practical and, potentially, tax reasons to do so. For example, if you are married or in a civil partnership, you can pass on any amount of wealth  
to your spouse or partner without Inheritance Tax (IHT) applying.

  Many companies and charities offer will-writing services and your 2plan adviser will also be able to recommend a way forward.
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 2  Protecting your pension – Expression of Wish
  Money in your pension isn’t treated in the same way as your other assets when you die. The administrators of your pension decide who to pay 

your pension money to after your death, basing the decision on your instructions. An Expression of Wish is how you make those instructions – 
you name the individuals you want your money to go to. But there can be admin and tax advantages as well.

  Firstly, it should make the process of distributing your pension money quicker and more straightforward – your loved ones will be very grateful 
for that if the worst happens. With no Expression of Wish in place – or if it is out of date – pension administrators may require extra details 
before they agree to distribute pension money.

  Secondly, it may give your beneficiaries extra flexibility to control how they take the pension money – be it as a lump sum or as income.

  Your 2plan adviser may well have previously completed an Expression of Wish with you. If not, it is well worth discussing when you next speak 
with them. In any case, it’s always a good idea to review instructions with them on a regular basis.

  Please note the rules relating to pensions and Inheritance Tax are changing from April 2027.

 3  Life assurance – put it in trust
  Insurance policies that pay out if you die provide potentially very large sums of money for your surviving loved ones. This money will usually  

fall within your estate, and therefore within the scope of Inheritance Tax.

  One way to combat that is by writing your life assurance policy ‘in trust’. This means setting up a legal arrangement where the proceeds  
of a life insurance policy are managed by trustees on behalf of the beneficiaries. This means when the policyholder passes away, the payout  
is distributed according to the terms of the trust, rather than being part of the deceased’s estate.

  There can be other benefits as well. Trusts generally allow for quicker distribution of funds to beneficiaries. Assets within a trust are also  
usually protected from creditors, meaning that the proceeds from your policy can be safeguarded for your beneficiaries.

  Your 2plan adviser will be able to tell you more about the types of trust available and whether one is right for you or not.

  Inheritance Tax can be complex, however these simple steps can be taken by everyone to ensure as much of your wealth as possible is passed  
to the individuals you wish to benefit.

Author: Fidelity

Issued by Financial Administration Services Limited, authorised and regulated by the Financial Conduct Authority. Fidelity, Fidelity International,  
the Fidelity International logo and F symbol are trademarks of FIL Limited. UKM1025/415216/SSO/NA

Important information
Investors should note that the views expressed may no longer be current and may have already been acted upon. Tax treatment  
depends on individual circumstances and all tax rules may change in the future. The value of investments can go down as well as up,  
so you may get back less than you invest. Withdrawals from a pension product will not be possible until you reach age 55 (57 from 2028). 
This information is not a personal recommendation for any particular investment. If you are unsure about the suitability of an investment, 
you should speak to your financial adviser.
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