
 ANNEX 6 - LINK’S ECONOMIC AND INTEREST RATE FORECAST (ISSUED BY LINK ON 17 
 NOVEMBER 2023) 

 1.  The council has appointed Link Group as its treasury  advisor and part of their service is to 
 assist the council to formulate a view on interest rates. Link provided the following forecasts 
 on 7 November 2023.  These are forecasts for Bank Rate, average earnings and PWLB 
 certainty rates, gilt yields plus 80 basis points (bps). 

 2.  Additional notes by Link on this forecast table:  - 

 Link’s  central  forecast  for  interest  rates  was  previously  updated  on  25  September  and 
 reflected  a  view  that  the  Monetary  Policy  Committee  (MPC)  would  be  keen  to  further 
 demonstrate  its  anti-inflation  credentials  by  keeping  Bank  Rate  at  5.25%  until  at  least  H2 
 2024.  Link  expects  rate  cuts  to  start  when  both  the  Consumer  Price  Index  (CPI)  inflation  and 
 wage/employment  data  are  supportive  of  such  a  move,  and  that  there  is  a  likelihood  of  the 
 overall  economy  enduring  at  least  a  mild  recession  over  the  coming  months,  although  most 
 recent  Gross  Domestic  Product  (GDP)  releases  have  surprised  with  their  on-going 
 robustness. 
 Naturally,  timing  on  this  matter  will  remain  one  of  fine  judgement:  cut  too  soon,  and 
 inflationary  pressures  may  well  build  up  further;  cut  too  late  and  any  downturn  or  recession 
 may be prolonged. 
 In  the  upcoming  months,  Link’s  forecasts  will  be  guided  not  only  by  economic  data  releases 
 and  clarifications  from  the  MPC  over  its  monetary  policies  and  the  Government  over  its  fiscal 
 policies,  but  also  international  factors  such  as  policy  development  in  the  US  and  Europe,  the 
 provision  of  fresh  support  packages  to  support  the  faltering  recovery  in  China  as  well  as  the 
 on-going conflict between Russia and Ukraine, and Gaza and Israel. 
 On  the  positive  side,  consumers  are  still  anticipated  to  be  sitting  on  some  excess  savings  left 
 over  from  the  pandemic,  which  could  cushion  some  of  the  impact  of  the  above  challenges 
 and  may  be  the  reason  why  the  economy  is  performing  somewhat  better  at  this  stage  of  the 
 economic  cycle  than  may  have  been  expected.  However,  most  of  those  excess  savings  are 
 held  by  more  affluent  households  whereas  lower  income  families  already  spend  nearly  all 
 their income on essentials such as food, energy and rent/mortgage payments. 

 3.  PWLB RATES 
 Gilt  yield  curve  movements  have  broadened  since  Link’s  last  Newsflash.  The  short  part  of 
 the  curve  has  not  moved  far  but  the  longer-end  continues  to  reflect  inflation  concerns.  At  the 
 time  of  writing  there  is  60  basis  points  difference  between  the  5  and  50  year  parts  of  the 
 curve. 

 4.  The balance of risks to the UK economy: - 

 ●  The overall balance of risks to economic growth in the UK is to the downside. 



 5.  Downside risks to current forecasts for UK gilt yields and PWLB rates include: - 

 ●  Labour  and  supply  shortages  prove  more  enduring  and  disruptive  and  depress 
 economic  activity  (accepting  that  in  the  near-term  this  is  also  an  upside  risk  to 
 inflation and, thus, could keep gilt yields high for longer). 

 ●  The  Bank  of  England  has  increased  Bank  Rate  too  fast  and  too  far  over  recent 
 months,  and  subsequently  brings  about  a  deeper  and  longer  UK  recession  than  Link 
 currently anticipates. 

 ●  UK  /  EU  trade  arrangements  –  if  there  was  a  major  impact  on  trade  flows  and 
 financial  services  due  to  complications  or  lack  of  co-operation  in  sorting  out 
 significant remaining issues. 

 ●  Geopolitical  risks,  for  example  in  Ukraine/Russia,  the  Middle  East, 
 China/Taiwan/US,  Iran  and  North  Korea,  which  could  lead  to  increasing  safe-haven 
 flows. 

 6.  Upside risks to current forecasts for UK gilt yields and PWLB rates: - 

 ●  Despite  the  recent  tightening  to  5.25%,  the  Bank  of  England  proves  too  timid  in  its 
 pace  and  strength  of  increases  in  Bank  Rate  and,  therefore,  allows  inflationary 
 pressures  to  remain  elevated  for  a  longer  period  within  the  UK  economy,  which  then 
 necessitates Bank Rate staying higher for longer than Link currently projects. 

 ●  The  pound  weakens  because  of  a  lack  of  confidence  in  the  UK  Government’s 
 pre-election  fiscal  policies,  resulting  in  investors  pricing  in  a  risk  premium  for  holding 
 UK sovereign debt. 

 ●  Longer-term  US  treasury  yields  rise  strongly  if  inflation  remains  more  stubborn  there 
 than  the  market  currently  anticipates,  consequently  pulling  gilt  yields  up  higher.  (We 
 saw  some  movements  of  this  type  through  October  although  generally  reversed  in 
 the last week or so). 

 ●  Projected  gilt  issuance,  inclusive  of  natural  maturities  and  quantitative 
 tightening  (QT),  could  be  too  much  for  the  markets  to  comfortably  digest  without 
 higher yields compensating. 

 7  .  Borrowing  advice:  Link’s  long-term  (beyond  10  years)  forecast  for  Bank  Rate  has  increased 
 from  2.75%  to  3%  and  reflects  Capital  Economics’  research  that  suggests  artificial 
 intelligence  (AI)  and  general  improvements  in  productivity  will  be  supportive  of  a  higher 
 neutral  interest  rate.  As  all  PWLB  certainty  rates  are  currently  significantly  above  this  level, 
 borrowing  strategies  will  need  to  be  reviewed  in  that  context.  Overall,  better  value  can 
 generally  be  obtained  at  the  shorter  end  of  the  curve  and  short-dated  fixed  Local  Authority 
 (LA)  to  LA  monies  should  be  considered.  Temporary  borrowing  rates  will  remain  elevated  for 
 some  time  to  come  but  may  prove  the  best  option  whilst  the  market  continues  to  wait  for 
 inflation, and therein gilt yields, to drop back later in 2024. 

 8.  Link’s  suggested  budgeted  earnings  rates  for  investments  up  to  about  three  months’  duration 
 in  each  financial  year  are  rounded  to  the  nearest  10bps  and  set  out  below.  Investment 



 earnings  have  been  revised  somewhat  higher  for  all  years  from  2025/26  as  Bank  Rate  is 
 forecast to remain higher for longer. 

 Average earnings in each year  Now  Previously 

 2023/24 (residual)  5.30%  5.30% 

 2024/25  4.70%  4.70% 

 2025/26  3.20%  3.00% 

 2026/27  3.00%  2.80% 

 2027/28  3.25%  3.05% 

 Years 6 to 10  3.25%  3.05% 

 Years 10+  3.25%  3.05% 

 9.  As  there  are  so  many  variables  at  this  time,  caution  must  be  exercised  in  respect  of  all 
 interest rate forecasts. 

 10.  Link’s  interest  rate  forecast  for  Bank  Rate  is  in  steps  of  25  bps,  whereas  PWLB  forecasts 
 have  been  rounded  to  the  nearest  10  bps  and  are  central  forecasts  within  bands  of  +  /  -  25 
 bps.  Naturally,  Link  continues  to  monitor  events  and  will  update  its  forecasts  as  and  when 
 appropriate. 


