
   

Treasury Management Economic Background 
 

 
Financial Review and Outlook for 2019/20 
 
A summary of the external factors, which sets the background for Treasury, as provided by the 
council’s treasury advisors, Arlingclose Ltd, is provided below. The low for longer interest rate 
outlook theme that has been at the core of the recommended strategic advice for over a decade 
remains. 
 
The UK economy still faces a challenging outlook as the government continues to negotiate 
the country's exit from the European Union.  
 
The Quarterly National Accounts for Q2 GDP confirmed the UK economy contracted by 0.2% 
following the 0.5% gain in Q1 which was distorted by stockpiling ahead of Brexit. Only the 
services sector registered an increase in growth, a very modest 0.1%, with both production and 
construction falling and the former registering its largest drop since Q4 2012.  Business 
investment fell by 0.4% (revised from -0.5% in the first estimate) as Brexit uncertainties 
impacted on business planning and decision-making. 
 
UK Consumer Price Inflation (CPIH) fell to 1.7% year/year in August 2019 from 2.0% in July, 
weaker than the consensus forecast of 1.9% and below the Bank of England’s target. The most 
recent labour market data for the three months to July 2019 showed the unemployment rate 
edged back down to 3.8% while the employment rate remained at 76.1%, the joint highest 
since records began in 1971. Nominal annual wage growth measured by the 3-month average 
excluding bonuses was 3.8% and 4.0% including bonuses.  Adjusting for inflation, real wages 
were up 1.9% excluding bonuses and 2.1% including. 
 
After rallying early in 2019, financial markets have been adopting a more risk-off approach in 
the following period as equities saw greater volatility and bonds rallied (prices up, yields down) 
in a flight to quality and anticipation of more monetary stimulus from central banks.  The Dow 
Jones, FTSE 100 and FTSE 250 are broadly back at the same levels seen in March/April. Gilt 
yields remained volatile over the period on the back of ongoing economic and political 
uncertainty.  From a yield of 0.63% at the end of June, the 5-year benchmark gilt yield fell to 
0.32% by the end of September. There were falls in the 10-year and 20-year gilts over the 
same period, with the former dropping from 0.83% to 0.55% and the latter falling from 1.35% 
to 0.88%.  1-month, 3-month and 12-month LIBID (London Interbank Bid) rates averaged 
0.65%, 0.75% and 1.00% respectively over the period. 
 
Politics, both home and abroad, continued to be a big driver of financial markets over the last 
quarter. 
 
Recent activity in the bond markets and PWLB interest rates highlight that weaker economic 
growth remains a global risk. The US yield curve remains inverted with 10-year Treasury yields 
lower than US 3-month bills. History has shown that a recession hasn’t been far behind a yield 
curve inversion. Following the sale of 10-year Bunds at -0.24% in June, yields on German 
government securities continue to remain negative in the secondary market with 2 and 5-year 
securities currently both trading around -0.77%. 
 
Our treasury advisor Arlingclose expects Bank Rate to remain at 0.75% for the foreseeable 
future but there remain substantial risks to this forecast, dependant on Brexit outcomes and 
the evolution of the global economy. Arlingclose also expects gilt yields to remain at low levels 



   

for the foreseeable future and judge the risks to be weighted to the downside and that volatility 
will continue to offer longer-term borrowing opportunities, however this may now be impacted 
by the PWLB increasing the margin for borrowing. 
 

 
 

Credit background 

Credit Default Swap (CDS) spreads rose and then fell again during the quarter, continuing to 
remain low in historical terms. After rising to almost 120bps in May, the spread on non-
ringfenced bank NatWest Markets plc fell back to around 80bps by the end of September, 
while for the ringfenced entity, National Westminster Bank plc, the spread remained around 
40bps.  The other main UK banks, as yet not separated into ringfenced and non-ringfenced 
from a CDS perspective, traded between 34 and 76bps at the end of the period 
 
There were a few credit rating changes during the quarter, none of which have impacted on 
our investment strategy. 
 
 

 


