
APPENDIX 2 

 

 

ECONOMIC AND INTEREST OUTLOOK 
 
The economic interest rate outlook provided by the Council’s treasury advisor, Arlingclose 
Ltd, for December 2012 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.  

 

Mar-13 Jun-13 Sep-13 Dec-13 Mar-14 Jun-14 Sep-14 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16

Official Bank Rate

Upside risk     0.25     0.25     0.25     0.25     0.50     0.50     0.50     0.50     0.50     0.50     0.50 

Central case    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 

3-month LIBID

Upside risk     0.25     0.25     0.25     0.50     0.50     0.50     0.50     0.50     0.75     0.75     0.75     0.75     0.75 

Central case    0.40    0.40    0.40    0.45    0.45    0.50    0.50    0.50    0.55    0.55    0.55    0.60    0.60 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 

1-yr LIBID

Upside risk     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.75     0.75     0.75     0.75     0.75 

Central case    0.90    0.90    0.95    0.95    1.00    1.00    1.00    1.00    1.10    1.10    1.10    1.10    1.10 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 

5-yr gilt

Upside risk     0.50     0.50     0.50     0.50     0.75     0.75     0.75     0.75     1.00     1.00     1.00     1.00     1.00 

Central case    0.80    0.90    0.90    0.90    1.00    1.00    1.00    1.00    1.10    1.10    1.10    1.20    1.20 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 

10-yr gilt

Upside risk     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.75     0.75     1.00     1.00     1.00     1.00 

Central case    1.90    1.90    2.00    2.00    2.00    2.00    2.10    2.10    2.10    2.20    2.20    2.20    2.20 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 

20-yr gilt

Upside risk     0.50     0.50     0.50     0.50     0.75     0.75     0.75     0.75     1.00     1.00     1.00     1.00     1.00 

Central case    2.80    2.80    2.80    2.80    2.90    2.90    2.90    2.90    3.00    3.00    3.00    3.00    3.00 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 

50-yr gilt

Upside risk     0.50     0.50     0.50     0.50     0.75     0.75     0.75     0.75     0.75     1.00     1.00     1.00     1.00 

Central case    3.30    3.30    3.30    3.40    3.40    3.40    3.50    3.50    3.50    3.50    3.60    3.60    3.60 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 
 

 

Underlying Assumptions: 
 

• Consumer Price UK growth is unlikely to return to above trend for the foreseeable 
future. Quarter 3 Gross Domestic Product (GDP) was strong at 0.9% but this 
momentum is unlikely to be sustained in Quarter 4 or in 2013.  The rebalancing from 
public-sector driven consumption to private sector demand and investment is yet to 
manifest, and there is little sign of productivity growth.  Further contraction in the 
Eurozone, including Germany’s powerful economy, and slower forecast growth in 
the emerging economies (Brazil/Mexico/India) are exacerbating the weakness.  

• Consumer Price Inflation (CPI) has fallen to 2.7 % from a peak of 5.2%.  Near term 
CPI is likely to be affected by volatility in commodity prices and its decrease towards 
the 2% target is expected to be slower than previously estimated.  Real wage 
growth (i.e. after inflation) is forecast to remain weak.  



 

• The fiscal outlook for bringing down the structural deficit and stabilise debt levels 
remains very challenging.  Weakened credibility of the UK reining its levels of debt 
poses a risk to the AAA status, but recent history (US, France) suggests this may 
not automatically result in a sell-off in gilts.  

• In the absence of large, unexpected decline in growth, Quantitative Easing (QE) is 
likely to remain on hold at £375bn for now.  The availability of cheaper bank 
borrowing and subsequently for corporates through the Funding for Lending 
Scheme (FLS) is a supporting factor.  

• The US Federal Reserve’s shift in its rate guidance from a date-based indication to 
economic thresholds, (6.5% unemployment, inflation 1 – 2 years out projected to 
remain below 2.5%, longer term inflation expectations remain well anchored), is 
likely to increase market uncertainty around the highly volatile US employment data 
releases.  

• The Eurozone is making slow headway which has curtailed some of the immediate 
risks although peripheral countries continue to struggle.  Fully-fledged banking and 
fiscal union is still some years away.   

• In the US, the issues of spending cuts, reducing the budget deficit and raising the 
country’s debt ceiling remain unresolved.  A failure to address these by March 2013 
could lead to a similar showdown and risks a downgrade to the US sovereign credit 
rating by one or more agencies. 

• A reversal in market risk sentiment from current “risk on” to “risk off” could be 
triggered by economic and/or political events – impending Italian and German 
elections, US debt ceiling impasse, difficulty surrounding Cyprus’ bailout, and 
contagion returning the haunt the European peripheral nations – could inject 
renewed volatility into gilts and sovereign bonds. 


