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TREASURY MANAGEMENT UPDATE FROM LINK (at 31 December 2023) 

 
Economics update 

 
• The third quarter of 2023/24 saw:  

- A 0.3% m/m decline in real GDP in October, potentially partly due to unseasonably wet 
weather, but also due to the ongoing drag from higher interest rates.  Growth for the second 
quarter, ending 30th September, was revised downwards to -0.1% and growth on an annual 
basis was also revised downwards, to 0.3%;  

- A sharp fall in wage growth, with the headline 3myy rate declining from 8.0% in September to 
7.2% in October, although the ONS “experimental” rate of unemployment has remained low at 
4.2%; 

- CPI inflation continuing on its downward trajectory, from 8.7% in April to 4.6% in October, then 
again to 3.9% in November; 

- Core CPI inflation decreasing from April and May’s 31 years’ high of 7.1% to 5.1% in 
November, the lowest rate since January 2022; 

- The Bank of England holding rates at 5.25% in November and December; 

- A steady fall in 10-year gilt yields as investors revised their interest rate expectations lower. 

• The revision of GDP data in Q2 to a 0.1% q/q fall may mean the mildest of mild recessions has 
begun. Indeed, real GDP in October fell 0.3% m/m which does suggest that the economy may 
stagnate again in Q3. The weakness in October may partly be due to the unseasonably wet 
weather. That said, as the weakness was broad based it may also be the case that the ongoing 
drag from higher interest rates is more than offsetting any boost from the rise in real wages. 

• However, the rise in the flash composite activity Purchasing Managers Index, from 50.7 in 
November to 51.7 in December, did increase the chances of the economy avoiding a contraction 
in Q3. The improvement was entirely driven by the increase in the services activity balance from 
50.9 to 52.7. (Scores above 50 point to expansion in the economy, although only tepid in this 
instance.)  The press release noted that this was primarily driven by a revival in consumer demand 
in the technological and financial services sectors. This chimes with the further improvement in the 
GfK measure of consumer confidence in December, from -24 to -22. The services PMI is now 
consistent with non-retail services output growing by 0.5% q/q in Q3, but this is in stark contrast to 
the manufacturing sector where the output balance slumped from 49.2 to 45.9 and, at face value, 
the output balance is consistent with a 1.5% q/q fall in manufacturing output in Q3. 

• The 0.3% m/m fall in retail sales volumes in October means that after contracting by 1.0% q/q 
(which was downwardly revised from -0.8% q/q) in Q2, retail activity remained weak at the start of 
Q3. That suggests higher interest rates are taking a bigger toll on real consumer spending.  

• Higher interest rates have filtered through the financial channels and weakened the housing market 
but, overall, it remains surprisingly resilient with only marginal falls showing year on year on the 
Halifax (-1%) and Nationwide (-1.8%) indices.  However, the full weakness in real consumer 
spending and real business investment has yet to come as currently it is estimated that around two 
thirds to a half of the impact of higher interest rates on household interest payments has yet to be 
felt.  

• Overall, we expect real GDP growth to remain subdued throughout 2024 as the drag from higher 
interest rates is protracted but a fading of the cost-of-living crisis and interest rate cuts in the second 
half of 2024 will support a recovery in GDP growth in 2025. 

• The labour market remains tight by historical standards, but the sharp fall in wage growth seen in 
October will reinforce the growing belief in markets that interest rates will be cut mid-2024. Wage 
growth eased in October much faster than the consensus expected. Total earnings fell by 1.6% 
m/m, which meant the headline 3myy rate eased from 8.0% in September to 7.2% in October. This 
news will be welcomed by the Bank of England. Indeed, the timelier three-month annualised rate 



of average earnings growth fell from +2.4% to -1.2%. Excluding bonuses, it fell from 5.3% to 2.0%. 
Furthermore, one of the Bank’s key barometers of inflation persistence, regular private sector pay 
growth, dropped from 7.9% 3myy to 7.3%, which leaves it comfortably on track to fall to 7.2% by 
December, as predicted by the Bank in November.  

• The fall in wage growth occurred despite labour demand being stronger in October than expected. 
The three-month change in employment eased only a touch from +52,000 in September to +50,000 
in October. But resilient labour demand was offset by a further 63,000 rise in the supply of workers 
in the three months to October. That meant labour supply exceeded its pre-pandemic level for the 
first time, and the unemployment rate remained at 4.2% in October. In the three months to 
November, the number of job vacancies fell for the 17th month in a row, from around 959,000 in 
October to around 949,000. That has reduced the vacancy to unemployment ratio as demand for 
labour eases relative to supply, which may support a further easing in wage growth in the coming 
months. 

• CPI inflation fell from 6.7% in September to 4.6% in October, and then again to 3.9% in November. 
Both these falls were bigger than expected and there are clear signs of easing in domestic 
inflationary pressures. The fall in core CPI inflation from 5.7% to 5.1% in November was bigger 
than expected (consensus forecast 5.6%). That’s the lowest rate since January 2022. Some of the 
decline in core inflation was due to the global influence of core goods inflation, which slowed from 
4.3% to 3.3%. But some of it was due to services inflation falling from 6.6% to 6.3%. The Bank 
views the latter as a key barometer of the persistence of inflation and it came in further below the 
Bank’s forecast of 6.9% in its November Monetary Policy Report. This will give the Bank more 
confidence that services inflation is now on a firmly downward path.  

• The Bank of England sprung no surprises with its December monetary policy committee (MPC) 
meeting, leaving interest rates at 5.25% for the third time in a row and pushing back against the 
prospect of near-term interest rate cuts. The Bank continued to sound hawkish, with the MPC 
maintaining its tightening bias saying that “further tightening in monetary policy would be required 
if there were evidence of more persistent inflationary pressures”. And it stuck to the familiar script, 
saying that policy will be “sufficiently restrictive for sufficiently long” and that “monetary policy is 
likely to need to be restrictive for an extended period of time”. In other words, the message is that 
the MPC is not yet willing to endorse investors’ expectations that rates will be cut as soon as May 
2024. 

• Looking ahead, our colleagues at Capital Economics forecast that the recent downward trends in 
CPI and core inflation will stall over the next few months before starting to decline more decisively 
again in February. That explains why we think the Bank of England won’t feel comfortable cutting 
interest rates until H2 2024.  

• The fall in UK market interest rate expectations in December has driven most of the decline in 10-
year gilt yields, which have fallen in line with 10-year US Treasury and euro-zone yields. 10-year 
gilt yields have fallen from 4.68% in October 2023 to around 3.70% at the time of writing, with 
further declines likely if the falling inflation story is maintained. 

• Investors’ growing expectations that the Fed will cut interest rates soon has led to an improvement 
in risk sentiment, which has boosted the pound and other risky assets. In addition, the rise in the 
pound, from $1.21 in November to $1.27 now, has also been supported by the recent relative 
decline in UK wholesale gas prices.  

• The further fall in 10-year real gilt yields in December has supported the recent rise in the FTSE 
100. That said, the index remains 5% below its record high in February. This modest rise in equities 
appears to have been mostly driven by strong performances in the industrials and rate-sensitive 
technology sectors. But UK equities have continued to underperform US and euro-zone equities. 
The FTSE 100 has risen by 2.2% in December, while the S&P 500 has risen by 3.8%. This is partly 
due to lower energy prices, which have been a relatively bigger drag on the FTSE 100, due to the 
index’s high concentration of energy companies.  

 

 
 
 
 



MPC meetings 2nd November and 14th December 2023 
• On 2nd November, the Bank of England’s Monetary Policy Committee (MPC) voted to keep Bank 

Rate on hold at 5.25%, and on 14th December reiterated that view.  Both increases reflected a split 
vote, the latter by 6 votes to 3, with the minority grouping voting for an increase of 0.25% as 
concerns about “sticky” inflation remained in place.   

• Nonetheless, with UK CPI inflation now at 3.9%, and core inflating beginning to moderate (5.1%), 
markets are voicing a view that rate cuts should begin in Q1 2024/25, some way ahead of the 
indications from MPC members.  Of course, the data will be the ultimate determinant, so upcoming 
publications of employment, wages and inflation numbers will be of particular importance, and on-
going volatility in Bank Rate expectations and the gilt yield curve can be expected. 

• In addition, what happens outside of the UK is also critical to movement in gilt yields.  The US 
FOMC has kept short-term rates in the range of 5.25%-5.50%, whilst the ECB has moved its 
Deposit rate to a probable peak of 4%.  Markets currently expect both central banks to start cutting 
rates in 2024.  

 
Interest rate forecasts 
 
The Council has appointed Link Group as its treasury advisors 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) which has been accessible to most authorities since 1st 
November 2012.  
 
The latest forecast, made on 8th January, sets out a view that both short and long-dated interest rates 
will be elevated for some time, as the Bank of England seeks to squeeze inflation out of the economy, 
whilst the government is also providing a limited package of fiscal loosening to try and protect 
households and businesses from wholesale gas and electricity prices.   
 

 
 
 
A SUMMARY OVERVIEW OF THE FUTURE PATH OF BANK RATE  
 

• Our central forecast for interest rates was previously updated on 7 November and reflected a 
view that the MPC would be keen to further demonstrate its anti-inflation credentials by keeping 
Bank Rate at 5.25% until at least H2 2024. We expect rate cuts to start when both the CPI 
inflation and wage/employment data are supportive of such a move, and when there is a 
likelihood of the overall economy enduring at least a slowdown or mild recession over the 
coming months (although most recent GDP releases have surprised with their on-going 
robustness).  

 
• Naturally, timing on this matter will remain one of fine judgment: 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, our 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.  

  



 
PWLB RATES  

 
• The short and medium part of the gilt curve has rallied since the start of November as markets 
price in a quicker reduction in Bank Rate through 2024 and 2025 than held sway back then. 
This reflects market confidence in inflation falling back in a similar manner to that already seen 
in the US and the Euro-zone. At the time of writing there is c70 basis points difference between 
the 5 and 50 year parts of the curve.  
 

The balance of risks to the UK economy: -  
 
• The overall balance of risks to economic growth in the UK is even.  
 

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 we currently anticipate.  
 
• 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.  
 

Upside risks to current forecasts for UK gilt yields and PWLB rates: -  
 
• Despite the tightening in Bank Rate to 5.25%, the Bank of England allows inflationary 
pressures to remain elevated for a long period within the UK economy, which then necessitates 
Bank Rate staying higher for longer than we currently project.  
 
• The pound weakens because of a lack of confidence in the UK Government’s pre-election 
fiscal policies, which may prove inflationary, resulting in investors pricing in a risk premium for 
holding UK sovereign debt.  
 
• Projected gilt issuance, inclusive of natural maturities and QT, could be too much for the 
markets to comfortably digest without higher yields compensating.  
 

LINK GROUP FORECASTS 
 

 We expect the MPC will keep Bank Rate at 5.25% until the second half of 2024, to combat on-going 
inflationary and wage pressures, even if they have dampened somewhat of late. We do not think that 
the MPC will increase Bank Rate above 5.25%.  

 
 
Gilt yields and PWLB rates  
 
The overall longer-run trend is for gilt yields and PWLB rates to fall back over the timeline of our 
forecasts, as inflation continues to fall through 2024.  
 
Our target borrowing rates are set two years forward (as we expect rates to fall back) and the current 
PWLB (certainty) borrowing rates are set out below: -  
 



 
 
 
 
Borrowing advice: Our long-term (beyond 10 years) forecast for Bank Rate remains at 3% and reflects 
Capital Economics’ research that suggests 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 be 
obtained at the shorter end of the curve and short-dated fixed 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 factor in Bank Rate reductions for 2024 and later.  
 
Our suggested budgeted earnings rates for investments up to about three months’ duration in each 
financial year are set out below.  
 

 
 
As there are so many variables at this time, caution must be exercised in respect of all interest rate 
forecasts. Our 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, 
we continue to monitor events and will update our forecasts as and when appropriate. 
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