
  

APPENDIX C 
REVIEW OF ECONOMIC CONDITIONS FROM APRIL TO SEPTEMBER 2019 AND 
FUTURE OUTLOOK  
 
This section has been prepared by the Council’s Treasury Advisors, Link Asset 
Services, and includes their forecast for future interest rates before the PWLB policy 
change referenced in the report. As such, the PWLB rates shown in the table below 
should have 100 basis points added to them to reflect the current forecast. 
 

1 ECONOMIC PERFORMANCE TO DATE 2019/20 
 
1.1  The first half of 2019/20 has seen UK economic growth fall as Brexit uncertainty took 

a toll. In its Inflation Report of 1 August, the Bank of England was notably downbeat 
about the outlook for both the UK and major world economies.  This mirrored investor 
confidence around the world which is now expecting a significant downturn or 
possibly even a recession in some developed economies.  It was therefore no 
surprise that the Monetary Policy Committee (MPC) left Bank Rate unchanged at 
0.75% throughout 2019, so far, and is expected to hold off on changes until there is 
some clarity on what is going to happen over Brexit. 

 
1.2 CPI has been hovering around the Bank of England’s target of 2% during 2019, (July 

2.1%), and is likely to shift only a little upwards over the rest of 2019/20. It does not 
therefore pose any immediate concern to the MPC at the current time. 

 
1.3 Unemployment has continued near to a 44 year low, edging up from 3.8% to 3.9% on 

the Independent Labour Organisation measure in June; however, that was caused by 
a rise in the participation rate to an all-time high.  Job vacancies fell for a sixth 
consecutive month, hitting record levels, and indicating that employers are having 
major difficulties filling job vacancies with suitable staff.  It was therefore unsurprising 
that wage inflation picked up to a high point of 3.9%, (3 month average regular pay, 
excluding bonuses).  This meant that in real terms, (i.e. wage rates higher than CPI 
inflation), earnings grew by about 1.8%. 

 
1.4. In the political arena, if there is a general election soon, this could result in a potential 

loosening of monetary policy and therefore medium to longer dated gilt yields could 
rise on the expectation of a weak pound and concerns around inflation picking up 
although, conversely, a weak international backdrop could provide further support for 
low yielding government bonds and gilts. 

 
1.5 President Trump’s massive easing of fiscal policy in 2018 fuelled a temporary boost 

in consumption in that year which generated an upturn in the rate of strong growth to 
2.9% y/y.  Growth in 2019 has been falling back after a strong start in quarter 1 at 
3.1%, (annualised rate), to 2.0% in quarter 2.  Quarter 3 is expected to fall further.  
The Fed finished its series of increases in rates to 2.25 – 2.50% in December 2018.  
In July 2019, it cut rates by 0.25% as a ‘midterm adjustment’ but flagged up that this 
was not to be seen as the start of a series of cuts to ward off a downturn in growth.  
Financial markets are, however, expecting another cut in September.  Investor 
confidence has been badly rattled by the progressive ramping up of increases in 
tariffs President Trump has made on Chinese imports and China has responded with 
increases in tariffs on American imports.  This trade war is seen as depressing US, 
Chinese and world growth.  In the EU, it is also particularly impacting Germany as 
exports of goods and services are equivalent to 46% of total GDP. It will also impact 
developing countries dependent on exporting commodities to China. 

 



  

1.6   In respect of the Eurozone, Growth has been slowing from +1.9% during 2018 to 
+0.4% q/q (+1.2% y/y) in quarter 1 and then to +0.2% q/q (+1.0% y/y) in quarter 2; 
there appears to be little upside potential to the growth rate in the rest of 2019. 
German GDP growth fell to -0.1% in quarter 2; industrial production was down 5.2% 
y/y in June with car production especially being hit.  Germany would be particularly 
vulnerable to a no deal Brexit depressing exports further and if President Trump 
imposes tariffs on EU produced cars. The ECB meeting in July expressed concern as 
to the weak outlook for growth and how low inflation was despite all the monetary 
stimulus the bank still has in place. The ECB is therefore expected to take action to 
cut its main rate of -0.4% further, but only marginally, and to look at the potential for 
more quantitative easing and/or other instruments of monetary policy to provide 
further stimulus to economic growth. On the political front, Spain and Italy are in the 
throes of trying to form coalition governments while the very recent results of two 
German state elections will put further pressure on the frail German CDU/SDP 
coalition government. 

 
1.7 Interest Rate Summary 

 
It has been little surprise that the Monetary Policy Committee (MPC) has left Bank 
Rate unchanged at 0.75% so far in 2019 due to the ongoing uncertainty over Brexit.  
In its last meeting on 1 August, the MPC became more dovish as it was more 
concerned about the outlook for both the global and domestic economies. That’s 
shown in the policy statement, based on an assumption that there is an agreed deal 
on Brexit, where the suggestion that rates would need to rise at a “gradual pace and 
to a limited extent” is now also conditional on “some recovery in global growth”. Brexit 
uncertainty has had a dampening effect on UK GDP growth in 2019, especially 
around mid-year. If there were a no deal Brexit, then it is likely that there will be a cut 
or cuts in Bank Rate to help support economic growth. 
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Bank Rate 
View 

0.75 0.75 0.75 0.75 0.75 1.00 1.00 1.00 1.00 1.00 1.25 

3 month 
LIBID 

0.70 0.70 0.70 0.70 0.80 0.90 1.00 1.00 1.00 1.10 1.20 

6 Month 
LIBID 

0.80 0.80 0.80 0.80 0.90 1.00 1.10 1.10 1.20 1.30 1.40 

12 Month 
LIBID 

1.00 1.00 1.00 1.00 1.10 1.20 1.30 1.30 1.4 1.50 1.60 

5yr PWLB 
Rate 

1.20 1.30 1.50 1.60 1.70 1.70 1.80 1.90 2.00 2.00 2.10 

10yr PWLB 
Rate 

1.50 1.60 1.80 1.90 2.00 2.00 2.10 2.20 2.30 2.30 2.40 

25yr PWLB 
Rate 

2.10 2.30 2.40 2.50 2.60 2.70 2.70 2.80 2.90 3.00 3.00 

  


