Appendix 2

INTEREST RATES FORECASTS
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. The PWLB rate forecasts
below are based on the Certainty Rate (the standard rate minus 20 bps):

Link Group Interest Rate 8.3.21

Jun-21  Sep-21  Dec-21  Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Sep-23 Dec-23 Mar-24

BANK RATE 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10
3 month ave earnings 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10
6 month ave earnings 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10

12 month ave earnings 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20

5yr PWLB 1.20 1.20 1.20 1.20 1.20 1.20 1.30 1.30 1.40 1.40 1.40 1.40

10yr PWLB 1.60 1.60 1.60 1.70 1.70 1.70 1.80 1.80 1.90 1.90 1.90 1.90

25yr PWLB 2.10 2.10 2.20 2.30 2.30 2.30 2.40 2.40 2.50 2.50 2.50 2.50

50 yr PWLB 1.90 1.90 2.00 2.10 2.10 2.10 2.20 2.20 2.30 2.30 2.30 2.30

The coronavirus outbreak has done huge economic damage to the UK and to economies around
the world. After the Bank of England took emergency action in March 2020 to cut Bank Rate to
first 0.25%, and then to 0.10%, it left Bank Rate unchanged at its subsequent meetings, although
some forecasters had suggested that a cut into negative territory could happen. However, the
minutes of the Monetary Policy Committee in February 2021 made it clear that commercial
banks could not implement negative rates within six months, and by that time the economy
would be expected to be recovering strongly and so there would be no requirement for negative
rates. As shown in the forecast table above, no increase in Bank Rate is expected within the
forecast horizon ending on 31st March 2024.

GILT YIELDS / PWLB RATES. There was much speculation during the second half of 2019
that bond markets were in a bubble which was driving bond prices up and yields down to
historically very low levels. The context for that was heightened expectations that the US could
have been heading for a recession in 2020. In addition, there were growing expectations of a
downturn in world economic growth, especially due to fears around the impact of the trade war
between the US and China, together with inflation generally at low levels in most countries and
expected to remain subdued. Combined, these conditions were conducive to very low bond
yields. While inflation targeting by the major central banks has been successful over the last 30
years in lowering inflation expectations, the real equilibrium rate for central rates has fallen
considerably due to the high level of borrowing by consumers. This means that central banks
do not need to raise rates as much now to have a major impact on consumer spending, inflation,
etc. The consequence of this has been the gradual lowering of the overall level of interest rates
and bond yields in financial markets. Over the year prior to the coronavirus crisis, this resulted
in many bond yields up to 10 years turning negative in the Eurozone. In addition, there was, at
times, an inversion of bond yields in the US whereby 10 year yields fell below shorter-term
yields. In the past, this has been a precursor of a recession.

Gilt yields had, therefore, already been on a generally falling trend up until the coronavirus crisis
hit western economies during March 2020. After gilt yields initially spiked upwards in March,
yields fell sharply in response to major western central banks taking rapid policy action to deal
with excessive stress in financial markets during March, and starting massive quantitative easing
driven purchases of government bonds: these actions also acted to put downward pressure on
government bond yields at a time when there was a huge and quick expansion of government



expenditure financed by issuing government bonds. Such unprecedented levels of issuance in
“normal” times would have caused bond yields to rise sharply.

As at 31st December 2020, all gilt yields from 1 to 8 years were still in negative territory:
however, since then all gilt yields have now become positive and have risen sharply, especially
medium and longer-term yields.

¢ HM Treasury imposed two changes of margins over gilt yields for PWLB rates in 2019/20
without any prior warning. The first took place on 9th October 2019, adding an additional
1% margin over gilts to all PWLB period rates. That increase was then, at least partially,
reversed for some forms of borrowing on 11th March 2020, but not for mainstream non-
HRA capital schemes. A consultation was then held with local authorities and on 25th
November 2020, the Chancellor announced the conclusion to the review of margins over
gilt yields for PWLB rates; the standard and certainty margins were reduced by 1% but
a prohibition was introduced to deny access to borrowing from the PWLB for any local
authority which had purchase of assets for yield in its three year capital programme. The
new margins over gilt yields are as follows: -.

o PWLB Standard Rate is gilt plus 100 basis points (G+100bps)

o PWLB Certainty Rate is gilt plus 80 basis points (G+80bps)

o PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps)
o PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps)

o Local Infrastructure Rate is gilt plus 60bps (G+60bps)

As the interest forecast table for PWLB certainty rates, (gilts plus 80bps), above shows, there is
likely to be little upward movement in PWLB rates over the next three years as the Bank of
England is not expected to raise Bank Rate during that period as inflation is not expected to be
sustainably over 2%.



