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Appendix to the Treasury Management Strategy 2021/22 
  
Arlingclose Economic & Interest Rate Forecast December 2020 

 

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

 

Underlying assumptions: 

 The medium-term global economic outlook has improved with the distribution of 

vaccines, but the recent upsurge in coronavirus cases has worsened economic prospects 

over the short term. 

 Restrictive measures and further lockdowns are likely to continue in the UK and Europe 

until the majority of the population is vaccinated by the second half of 2021. The 

recovery period will be strong thereafter, but potentially longer than previously 

envisaged. 

 Signs of a slowing UK economic recovery were already evident in UK monthly GDP and 

PMI data, even before the second lockdown and Tier 4 restrictions. Employment is 

falling despite an extension to support packages. 

 The need to support economic recoveries and use up spare capacity will result in 

central banks maintaining low interest rates for the medium term.  

 Brexit will weigh on UK activity. The combined effect of Brexit and the after-effects of 

the pandemic will dampen growth relative to peers, maintain spare capacity and limit 

domestically generated inflation. The Bank of England will therefore maintain loose 

monetary conditions for the foreseeable future. 

 Longer-term yields will also remain depressed, anchored by low central bank policy 

rates, expectations for potentially even lower rates and insipid longer-term inflation 

expectations. There is a chance yields may follow a slightly different path in the 

medium term, depending on investor perceptions of growth and inflation, or the 

deployment of vaccines. 

 

Forecast:  

 Arlingclose expects Bank Rate to remain at the current 0.10% level.  

 Our central case for Bank Rate is no change, but further cuts to zero, or perhaps even 

into negative territory, cannot be completely ruled out, especially with likely 

emergency action in response to a no-deal Brexit. 

 Gilt yields will remain low in the medium term. Shorter term gilt yields are currently 

negative and will remain around zero or below until either the Bank expressly rules out 

negative Bank Rate or growth/inflation prospects improve. 

 Downside risks remain, and indeed appear heightened, in the near term, as the 

government reacts to the escalation in infection rates and the Brexit transition period 

ends. 
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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-21 Official Bank Rate, when Arlingclose’s central case is 0.10%, the upside risk is +0.15% (ie a rate of 0.25%) 
and the downside risk is -0.50% (ie a rate of -0.40%). 


