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Appendix to the Treasury Management Strategy 2019/20

Arlingclose Economic & Interest Rate Forecast November 2019

Arlingclose forecasts are given on the next page of this appendix.

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 General Election has maintained
economic and political uncertainty, the opinion polls suggest the Conservative position in
parliament may be strengthened, which reduces the chance of Brexit being further
frustrated. A key concern is the limited transitionary period following a January 2020 exit
date, which will maintain and create additional uncertainty over the next few years.

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. Both main political parties have promised substantial 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
November 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 we have maintained our Bank Rate forecast at 0.75% for the foreseeable future,
there are substantial risks to this forecast, dependant on General Election 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.
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Dec-19 Mar-20 Jun-20  Sep-i0 Dec-20 Mar-Z1 Jun-21 Sep-i1 Dec-21 Mar-2% Jun-22 Sep-11 Dec-11| 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
Arlingelose 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 -0.78) -0.95 -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 -0.7 -0.75  -0.75 -0.75 -0.75 -0.7| -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
Arlingelose Central Case 0.50| 0.50 0.50 0.55 0.60 0.60 0.60 0.60 0.60| 0.60| 0.80 0.60| 0.80 0.57
Downside risk -0.35(  -0.50 -0.50 -0.55 -0.60 -0.600  -0.60 -0.60 -0.600 -0.60[ -0.60 -0.60f -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 -0.50f -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 1.401 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 + 0.80%
PWLB Infrastructure Rate (Maturity Loans) = Gilt yield + 0.60%

Explanatory note: Upside risk is the increase over the central case. Downside risk is the decrease below the central case. For example, for the
Dec-19 Official Bank Rate, when Arlingclose’s central case is 1.25%, the upside risk is +0.25% (ie a rate of 1.50%) and the downside risk is -1.00% (ie
a rate of 0.25%).



