
ECONOMIC AND INTEREST OUTLOOK 
 
The economic background and interest rate outlook provided by the Council’s treasury advisor, 
Arlingclose Ltd is detailed below.  The Council will reappraise its strategy from time to time and, if 
needs be, realign it with evolving market conditions and expectations for future interest rates.  
 
Economic Background 
The impact on the UK from the government’s Autumn Budget, slower expected interest rate cuts, a 
short-term boost to but modestly weaker economic growth over the medium term, together with the 
impact from President-elect Trump’s second term in office and uncertainties around US domestic and 
foreign policy, will be major influences on the Authority’s treasury management strategy for 2025/26. 
The Bank of England’s (BoE) Monetary Policy Committee (MPC) held Bank Rate at 4.75% at its 
December 2024 meeting, having reduced it to that level in November and following a previous 25bp 
cut from the 5.25% peak at the August MPC meeting. At the December meeting, six Committee 
members voted to maintain Bank Rate at 4.75% while three members preferred to reduce it to 4.50%. 
 
The November quarterly Monetary Policy Report (MPR) expected Gross Domestic Product (GDP) 
growth to pick up to around 1.75% (four-quarter GDP) in the early period of the BoE’s forecast 
horizon before falling back. The impact from the Budget pushes GDP higher in 2025 than was 
expected in the previous MPR, before becoming weaker. Current GDP growth was shown to be zero 
(0.0%) between July and September 2024 and 0.4% between April and June 2024, a further 
downward revision from the 0.5% rate previously reported by the Office for National Statistics (ONS). 
 
ONS figures reported the annual Consumer Price Index (CPI) inflation rate at 2.6% in November 
2024, up from 2.3% in the previous month and in line with expectations. Core CPI also rose, but by 
more than expected, to 3.6% against a forecast of 3.5% and 3.3% in the previous month. The outlook 
for CPI inflation in the November MPR showed it rising above the MPC’s 2% target from 2024 into 
2025 and reaching around 2.75% by the middle of calendar 2025. This represents a modest near-
term increase due to the ongoing impacts from higher interest rates, the Autumn Budget, and a 
projected margin of economic slack. Over the medium-term, once these pressures ease, inflation is 
expected to stabilise around the 2% target. 
 
The labour market appears to be easing slowly, but the data still require treating with some caution. 
The latest figures reported the unemployment rate rose to 4.3% in the three months to October 2024 
and economic inactivity fell to 21.7%. Pay growth for the same period was reported at 5.2% for both 
regular earnings (excluding bonuses) and for total earnings. Looking ahead, the BoE MPR showed 
the unemployment rate is expected to increase modestly, rising to around 4.5%, the assumed 
medium-term equilibrium unemployment rate, by the end of the forecast horizon. 
 
The US Federal Reserve has continued cutting interest rates, bringing down the Fed Funds Rate by 
0.25% at its December 2024 monetary policy meeting to a range of 4.25%-4.50%, marking the third 
consecutive reduction. Further interest rate cuts are expected, but uncertainties around the potential 
inflationary impact of incoming President Trump’s policies may muddy the waters in terms of the pace 
and magnitude of further rate reductions. Moreover, the US economy continues to expand at a 
decent pace, rising at an (upwardly revised) annual rate of 3.1% in the third quarter of 2024, and 
inflation remains elevated suggesting that monetary policy may need to remain more restrictive in the 
coming months than had previously been anticipated. 
 
Euro zone inflation rose above the European Central Bank (ECB) 2% target in November 2024, 
hitting 2.2% as was widely expected and a further increase from 2% in the previous month. Despite 
the rise, the ECB continued its rate cutting cycle and reduced its three key policy rates by 0.25% in 
December. Inflation is expected to rise further in the short term, but then fall back towards the 2% 
target during 2025, with the ECB remaining committed to maintaining rates at levels consistent with 
bringing inflation to target, but without suggesting a specific path. 
 

Credit outlook 
Credit default swap (CDS) prices have typically followed a general trend downwards during 2024, 
reflecting a relatively more stable financial period compared to the previous year. Improved credit 



 
conditions in 2024 have also led to greater convergence in CDS prices between ringfenced (retail) 
and non-ringfenced (investment) banking entities again. 
Higher interest rates can lead to a deterioration in banks’ asset quality through increased loan 
defaults and volatility in the value of capital investments. Fortunately, the rapid interest rate hikes 
during this monetary tightening cycle, while putting some strain on households and corporate 
borrowers, has not caused a rise in defaults, and banks have fared better than expected to date, 
buoyed by strong capital positions. Low unemployment and robust wage growth have also limited the 
number of problem loans, all of which are positive in terms of creditworthiness. 
Moreover, while a potential easing of US financial regulations under a Donald Trump Presidency may 
aid their banks’ competitiveness compared to institutions in the UK and other regions, it is unlikely 
there will be any material impact on the underlying creditworthiness of the institutions on the 
counterparty list maintained by Arlingclose, the authority’s treasury adviser. 
Overall, the institutions on our adviser Arlingclose’s counterparty list remain well-capitalised and their 
counterparty advice on both recommended institutions and maximum duration remain under constant 
review and will continue to reflect economic conditions and the credit outlook. 
 
Interest rate forecast (December 2024) 
 
The Authority’s treasury management adviser Arlingclose expects the Bank of England’s MPC will 
continue reducing Bank Rate through 2025, taking it to around 3.75% by the end of the 2025/26 
financial year. The effect from the Autumn Budget on economic growth and inflation has reduced 
previous expectations in terms of the pace of rate cuts as well as pushing up the rate at the end of 
the loosening cycle. 
 
Arlingclose expects long-term gilt yields to remain broadly at current levels on average (amid 
continued volatility), but to end the forecast period modestly lower compared to now. Yields will 
continue remain relatively higher than in the past, due to quantitative tightening and significant bond 
supply. As ever, there will be short-term volatility due to economic and (geo)political uncertainty and 
events. 
 
For the purpose of setting the budget, it has been assumed that new treasury investments will be 
made at an average rate/yield of 4.38%, and that new long-term loans will be borrowed at an average 
rate of 5.00%. 
 
The economic and interest rate outlook provided by the Council’s treasury advisor, Arlingclose Ltd, 
for December 2024 is detailed below and is based on the following Underlying Assumptions: 
 
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 impacts on private sector employment demand and costs, but the near-term impact will likely 
be inflationary as these additional costs get passed to consumers. 

• CPI inflation rates have risen due to higher energy prices and less favourable base effects. The current 
CPI rate of 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. 

 

 

PWLB Standard Rate = Gilt yield + 1.00% 
PWLB Certainty Rate = Gilt yield + 0.80% 
PWLB HRA Rate = Gilt yield + 0.40% 
UK Infrastructure Bank Rate = Gilt yield + 0.40% 

Forecast:  

• The 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%. 

• 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.  

 


