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Appendix A - Arlingclose Economic & Interest Rate Forecast - December 2024

Underlying assumptions:

As expected, the Monetary Policy Committee (MPC) held Bank Rate at 4.75% in December, although, with
a 6-3 voting split and obvious concerns about economic growth, presented a much more dovish stance
than had been expected given recent inflationary data.

The Budget measures remain a concern for policymakers, for both growth and inflation. Additional government
spending will boost demand in a constrained supply environment, while pushing up direct costs for employers.
The short to medium-term inflationary effects will promote caution amongst policymakers.

UK GDP recovered well in H1 2024 from technical recession, but underlying growth has petered out as the year
has progressed. While government spending should boost GDP growth in 2025, private sector activity appears
to be waning, partly due to Budget measures.

Private sector wage growth and services inflation remain elevated; wage growth picked up sharply in October.
The increase in employers’ NICs, minimum and public sector wage levels could have wide ranging 2.6% could
rise further in Q1 2025. The Bank of England (BoE) estimates the CPI rate at 2.7% by year end 2025 and to
remain over target in 2026.

The MPC re-emphasised that monetary policy will be eased gradually. Despite recent inflation-related data
moving upwards or surprising to the upside, the minutes suggested a significant minority of policymakers are
at least as worried about the flatlining UK economy.

US government bond yields have risen following strong US data and uncertainty about the effects of Donald
Trump’s policies on the US economy, particularly in terms of inflation and monetary policy. The Federal Reserve
pared back its expectations for rate cuts in light of these issues. Higher US yields are also pushing up UK gilt
yields, a relationship that will be maintained unless monetary policy in the UK and US diverges.

Current Mar-25 Jun-25 Sep-25 Dec-25 Mar-26 Jun-26 Sep-26 Dec-26 Mar-27 Jun-27 Sep-27 Dec-27
Official Bank Rate
Upside risk | 0.0/ 025 0.0 0.0 075 0.75 0.75 0.75 0.75| 0.75| 0.75| 0.75| 0.75
Central Case | 4.75| 4.50| 4.25| 4.00] 3.75| 3.75| 3.75| 3.75| 3.75| 3.75| 3.75| 3.75| 3.75
Downsiderisk | 0.00| -0.25| -0.25| -0.50| -0.50| -0.75| -0.75 -0.75| -0.75| -0.75| -0.75| -0.75| -0.75
3-month money market rate
Upside risk | 000 o025 o050 050 075 o075 075 0.75) 0.75| 0.75| 0.75| 0.75| 0.75
Central Case | 4.90| 4.60] 4.35| 4.10/ 3.90| 3.85 3.85 3.85| 3.85 3.85 3.85 3.85 3.85
Downside risk 0.00/ -0.25| -0.25| -0.50| -0.50| -0.75 -0.75| -0.75| -0.75| -0.75| -0.75| -0.75| -0.75
Syr gilt yield
Upside risk | 0.0 070 o0.80 090 090 0090 090 0.90] 090 0.90] 090/ 0.90] 0.90
Central Case | 4.34| 4.30] 4.20| 4.10/ 4.00] 3.90| 3.90| 3.95] 4.00| 4.05| 4.05| 4.05| 4.05
Downside risk 0.00/ -0.50/ -0.60| -0.65| -0.65| -0.70| -0.70| -0.75| -0.75| -0.80| -0.80| -0.80| -0.80
10yr gilt yield
Upside risk | o0.00/ o070 o0.80| 0.90/ 0.90] 0.90] 0.90| 0.90] 0.90| 0.90| 0.90| 0.90] 0.90
Central Case | 4.56] 4.55| 4.45| 4.30| 4.20] 4.20| 4.20| 4.20| 4.25| 4.25| 4.25| 4.25| 4.25
Downside risk | 0.00| -0.50| -0.60| -0.65| -0.65| -0.70| -0.70| -0.75| -0.75| -0.80| -0.80| -0.80| -0.80
.

Forecast

In line with our forecast, Bank Rate was held at 4.75% in December.

The MPC will reduce Bank Rate in a gradual manner. We see a rate cut in February 2025, followed by a cut
alongside every Monetary Policy Report publication, to a low of 3.75%.
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Long-term gilt yields have risen to reflect both UK and US economic, monetary and fiscal policy expectations,
and increases in bond supply. Volatility will remain elevated as the market digests incoming data for clues
around the impact of policy changes.

This uncertainty may also necessitate more frequent changes to our forecast than has been the case recently.

The risks around the forecasts lie to the upside over the next 12 months but are broadly balanced in the medium
term.

oranes | [ [ [ [ [

Upside risk | o0.00 o0.70] 0.80/ 0.90] 0.90| 0.90| 0.90| 0.90] 0.90| 0.90| 0.90| 0.90| 0.90
Central Case | 5.05| 5.00] 4.90| 4.80| 4.70| 4.65| 4.65| 4.65| 4.65| 4.65| 4.65| 4.65| 4.65
Downside risk | 0.00[ -0.50| -0.60| -0.65| -0.65| -0.70| -0.70| -0.75| -0.75| -0.80| -0.80| -0.80| -0.80
oranes | [ [ [ [ [ ]

Upside risk | o0.00] o0.70] 0.80/ 0.90] 0.90| 0.90| 0.90| 0.90] 0.90| 0.90| 0.90| 0.90| 0.90
Central Case | 4.52| 4.70| 4.60| 4.50| 4.40| 4.35| 4.35| 4.35| 4.35| 4.35| 4.35| 4.35| 4.35
Downside risk | 0.00] -0.50] -0.60| -0.65| -0.65| -0.70| -0.70| -0.75| -0.75| -0.80] -0.80 -0.80| -0.80

PWLB Standard Rate (Maturity Loans) = Gilt yield + 1.00%; PWLB Certainty Rate (Maturity Loans) = Gilt yield + 0.80%
PWLB HRA Rate (Maturity Loans) = Gilt yield + 0.40%; National Wealth Fund Rate (Maturity Loans) = Gilt yield + 0.40%

While UK GDP growth picked up sharply in 2024, underlying economic momentum appears subdued. Growth is
expected to ease slightly in 2025 before gradually recovering, reflecting both the delayed impact of prior Bank
Rate increases and the fading of restrictive monetary policy effects over time. Aggregate demand and supply
currently remain balanced; however, a margin of economic slack is projected to emerge through 2024 and 2025,
partly due to the sustained restrictive policy stance.

Labour market data from the ONS remains variable, though broader indicators suggest the market is beginning
to loosen as labour demand cools. Unemployment is expected to edge up, a sign of moderating labour tightness.

Notably, inflation remains a key concern; CPIl is projected to rise to approximately 2.75% by the end of 2024,
as the previous year’s energy price reductions fall out of annual comparisons, revealing the underlying
persistence of domestic inflationary pressures. Inflation is then expected to fall to the Bank of England’s target
by the end of 2027.



