
Appendix C
Arlingclose Economic Outlook & Interest Rate Forecast 

Economic Outlook
The UK’s progress negotiating its exit from the European Union, together with its future 
trading arrangements, will continue to be a major influence on the Council’s treasury 
management strategy for 2020-21.

UK Consumer Price Inflation (CPI) for November registered 1.5% year on year, 
unchanged from the previous month.  The most recent labour market data for the three 
months to October 2019 showed the unemployment rate at 3.8% while the employment 
rate was 76.2%.  The headline 3-month average annual growth rate slowed to 3.5% in 
October.  In real terms, after adjusting for inflation, pay growth increased 2.0%.

GDP growth rose by 0.3% in the third quarter of 2019 from -0.2% in the previous three 
months with the annual rate falling further below its trend rate to 1.0% from 1.2%.  
Services and construction added positively to growth, by 0.6% and 0.4% respectively, 
while production was flat, and agriculture recorded a fall of 0.2%.  Looking ahead, the 
Bank of England’s Monetary Policy Report (formerly the Quarterly Inflation Report) 
forecasts economic growth to pick up during 2020 as Brexit-related uncertainties 
dissipate and provide a boost to business investment helping GDP reach 1.6% in Q4 
2020, 1.8% in Q4 2021 and 2.1% in Q4 2022.

The Bank of England maintained Bank Rate at 0.75% in December following a 7-2 vote 
by the Monetary Policy Committee.  Despite keeping rates on hold, MPC members did 
confirm that if Brexit uncertainty drags on or global growth fails to recover, they are 
prepared to cut interest rates as required.  Moreover, the downward revisions to some 
of the growth projections in the Monetary Policy Report suggest the Committee may 
now be less convinced of the need to increase rates even if there is a Brexit deal.

Growth in Europe remains soft, driven by a weakening German economy which saw 
GDP fall -0.1% in Q2 and is expected to slip into a technical recession in Q3.  Euro 
zone inflation was 0.8% year on year in September, well below the European Central 
Bank’s target of ‘below, but close to 2%’ and leading to the central bank holding its main 
interest rate at 0% while cutting the deposit facility rate to -0.5%.   In addition to 
maintaining interest rates at ultra-low levels, the ECB announced it would recommence 
its quantitative easing programme from November.

In the US, the Federal Reserve began easing monetary policy again in 2019 as a pre-
emptive strike against slowing global and US economic growth on the back on of the 
ongoing trade war with China.  At its last meeting the Fed cut rates to the range of 1.50-
1.75% and financial markets expect further loosening of monetary policy in 2020.  US 
GDP growth slowed to 1.9% annualised in Q3 from 2.0% in Q2.



Credit Outlook
Credit conditions for larger UK banks have remained relatively benign over the past 
year.  The UK’s departure from the European Union was delayed three times in 2019 
and while there remains some concern over a global economic slowdown, this has yet 
to manifest in any credit issues for banks.  Meanwhile, the post financial crisis banking 
reform is now largely complete, with the new ringfenced banks embedded in the market.
Challenger banks hit the news headlines in 2019 with Metro Bank and TSB Bank both 
suffering adverse publicity and falling customer numbers.

Looking forward, the potential for problems negotiating a trade-deal with the EU, and a 
global recession remain the major risks facing banks and building societies in 2020-21 
and a cautious approach to bank deposits remains advisable.

Interest rate forecast
The Council’s treasury management adviser Arlingclose is forecasting that Bank Rate 
will remain at 0.75% until the end of 2022.  The risks to this forecast are deemed to be 
significantly weighted to the downside, particularly given the need for greater clarity on 
any trade deal following Brexit and the continuing global economic slowdown.  The 
Bank of England, having previously indicated interest rates may need to rise if a Brexit 
agreement was reached, stated in its November Monetary Policy Report and its Bank 
Rate decision (7-2 vote to hold rates) that the MPC now believe this is less likely even in 
the event of a deal.

Gilt yields have risen but remain at low levels and only some very modest upward 
movement from current levels are expected based on Arlingclose’s interest rate 
projections.  The central case is for 10-year and 20-year gilt yields to rise to around 
1.00% and 1.40% respectively over the time horizon, with broadly balanced risks to both 
the upside and downside.  However, short-term volatility arising from both economic 
and political events over the period is a near certainty.

The table below highlights the forecast for key benchmark rates  



Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Average
Official Bank Rate
Upside risk 0.00 0.00 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.21
Arlingclose Central Case 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75
Downside risk -0.50 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.73

3-month money market rate
Upside risk 0.10 0.10 0.25 0.25 0.25 0.25 0.25 0.25 0.30 0.30 0.30 0.30 0.30 0.25
Arlingclose Central Case 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75
Downside risk -0.50 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.75 -0.73

1yr money market rate
Upside risk 0.10 0.20 0.20 0.20 0.20 0.20 0.20 0.25 0.30 0.30 0.30 0.30 0.30 0.23
Arlingclose Central Case 0.85 0.85 0.85 0.85 0.85 0.85 0.85 0.85 0.85 0.85 0.85 0.85 0.85 0.85
Downside risk -0.30 -0.50 -0.55 -0.65 -0.65 -0.65 -0.65 -0.65 -0.65 -0.65 -0.65 -0.65 -0.65 -0.60

5yr gilt yield
Upside risk 0.30 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.40 0.45 0.45 0.45 0.37
Arlingclose Central Case 0.50 0.50 0.50 0.55 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.57
Downside risk -0.35 -0.50 -0.50 -0.55 -0.60 -0.60 -0.60 -0.60 -0.60 -0.60 -0.60 -0.60 -0.60 -0.56

10yr gilt yield
Upside risk 0.30 0.30 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.40 0.40 0.45 0.45 0.37
Arlingclose Central Case 0.75 0.75 0.80 0.80 0.85 0.85 0.90 0.90 0.95 0.95 1.00 1.00 1.00 0.88
Downside risk -0.40 -0.40 -0.40 -0.40 -0.45 -0.45 -0.45 -0.45 -0.50 -0.50 -0.50 -0.50 -0.50 -0.45

20yr gilt yield
Upside risk 0.30 0.30 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.40 0.40 0.45 0.45 0.37
Arlingclose Central Case 1.20 1.20 1.25 1.25 1.25 1.30 1.30 1.30 1.35 1.35 1.35 1.40 1.40 1.30
Downside risk -0.40 -0.40 -0.45 -0.45 -0.45 -0.45 -0.45 -0.45 -0.45 -0.45 -0.45 -0.50 -0.50 -0.45

50yr gilt yield
Upside risk 0.30 0.30 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.40 0.40 0.45 0.45 0.37
Arlingclose Central Case 1.20 1.20 1.25 1.25 1.25 1.30 1.30 1.30 1.35 1.35 1.35 1.40 1.40 1.30
Downside risk -0.40 -0.40 -0.45 -0.45 -0.45 -0.45 -0.45 -0.45 -0.45 -0.45 -0.45 -0.50 -0.50 -0.45

PWLB Certainty Rate (Maturity Loans) = Gilt yield + 1.80%
PWLB Local Infrastructure Rate (Maturity Loans) = Gilt yield + 0.60%

Underlying assumptions: 

 The global economy is entering a period of slower growth in response to political 
issues, primarily the trade policy stance of the US.  The UK economy has 
displayed a marked slowdown in growth due to both Brexit uncertainty and the 
downturn in global activity.  In response, global and UK interest rate expectations 
have eased.

 Some positivity on the trade negotiations between China and the US has 
prompted worst case economic scenarios to be pared back.  However, 
information is limited, and upbeat expectations have been wrong before. 

 Brexit has been delayed until 31 January 2020.  While the Conservative 
Government now has a stonking majority, a key concern is that the limited 
transitionary period following the January 2020 exit date, will create additional 
uncertainty over the coming months.

 UK economic growth has stalled despite Q3 2019 GDP of 0.3%.  Monthly figures 
indicate growth waned as the quarter progressed and survey data suggest falling 
household and business confidence. The Conservative manifesto promised 
significant fiscal easing, which should help support growth.

 While the potential for divergent paths for UK monetary policy remain in the event 
of the General Election result, the weaker external environment severely limits 
potential upside movement in Bank Rate, while the slowing UK economy will 



place pressure on the MPC to loosen monetary policy.  Indeed, two MPC 
members voted for an immediate cut in December 2019.

 Inflation is running below target at 1.7%. While the tight labour market risks 
medium-term domestically-driven inflationary pressure, slower global growth 
should reduce the prospect of externally driven pressure, although political 
turmoil could push up oil prices.

 Central bank actions and geopolitical risks will continue to produce significant 
volatility in financial markets, including bond markets.

Forecast: 

 Although Arlingclose have maintained their Bank Rate forecast at 0.75% for the 
foreseeable future, there are substantial risks to this forecast, dependant on EU 
trade deal negotiation outcomes and the evolution of the global economy. 

 Arlingclose judges that the risks are weighted to the downside.
 Gilt yields have risen but remain low due to the soft UK and global economic 

outlooks.  US monetary policy and UK government spending will be key 
influences alongside UK monetary policy.

 We expect gilt yields to remain at relatively low levels for the foreseeable future 
and judge the risks to be broadly balanced.


