
Appendix 5

Economic update 

(provided by the Council’s external service providers, Link Asset Services):

1/  Global economy:

The Eurozone (EZ). Economic growth in the eurozone (EZ), (the UK’s biggest trading 
partner), had been lack lustre for several years after the financial crisis despite the 
European Central Bank (ECB) eventually cutting its main rate to -0.4% and embarking 
on a massive programme of Quantative Easing.  However, growth picked up in 2016 and 
has now gathered substantial strength and momentum thanks to this stimulus.  GDP 
growth was 0.6% in quarter 1 (2.1% y/y), 0.7% in quarter 2 (2.4% y/y) and +0.6% in 
quarter 3 (2.6% y/y).  However, despite providing massive monetary stimulus, the ECB  
is still struggling to get inflation up to its 2% target and in November inflation was 1.5%. It 
is therefore unlikely to start on an upswing in rates until possibly 2019. It has, however, 
announced that it will slow down its monthly QE purchases of debt from €60bn to €30bn 
from January 2018 and continue to at least September 2018. 
  
USA.  Growth in the American economy was notably erratic and volatile in 2015 and 
2016.  2017 is following that path again with quarter 1 coming in at only 1.2% but quarter 
2 rebounding to 3.1% and quarter 3 coming in at 3.2%.  Unemployment in the US has 
also fallen to the lowest level for many years, reaching 4.1%, while wage inflation 
pressures, and inflationary pressures in general, have been building. The Fed has 
started on a gradual upswing in rates with four increases in all and four increases since 
December 2016; the latest rise was in December 2017 and lifted the central rate to 1.25 
– 1.50%. There could then be another four increases in 2018. At its September meeting, 
the Fed said it would start in October to gradually unwind its $4.5 trillion balance sheet 
holdings of bonds and mortgage backed securities by reducing its reinvestment of 
maturing holdings.

China Economic growth has been weakening over successive years, despite repeated 
rounds of central bank stimulus; medium term risks are increasing. Major progress still 
needs to be made to eliminate excess industrial capacity and the stock of unsold 
property, and to address the level of non-performing loans in the banking and credit 
systems.
Japan.  GDP growth has been gradually improving during 2017 to reach an annual 
figure of 2.1% in quarter 3.  However, it is still struggling to get inflation up to its target of 
2%, despite huge monetary and fiscal stimulus. It is also making little progress on 
fundamental reform of the economy.

2/  UK economy:

Economic Growth  After the UK surprised on the upside with strong economic growth in 
2016, growth in 2017 has been disappointingly weak; quarter 1 came in at only +0.3% 
(+1.8% y/y),  quarter 2 was +0.3% (+1.5% y/y) and quarter 3 was +0.4% (+1.5% y/y).  
The main reason for this has been the sharp increase in inflation, caused by the 
devaluation of sterling after the EU referendum, feeding increases in the cost of imports 
into the economy.  This has caused, in turn, a reduction in consumer disposable income 
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and spending power and so the services sector of the economy, accounting for around 
80% of GDP, has seen weak growth as consumers cut back on their expenditure. 

Inflation. While the Bank of England is expected to give forward guidance to prepare 
financial markets for gradual changes in policy, the Monetary Policy Committee, (MPC), 
meeting of 14 September 2017 managed to shock financial markets and forecasters by 
suddenly switching to a much more aggressive tone in terms of its words around warning 
that Bank Rate will need to rise soon. The Bank of England Inflation Reports during 2017 
have clearly flagged up that it expected CPI inflation to peak at just under 3% in 2017, 
before falling back to near to its target rate of 2% in two years’ time. The Bank revised its 
forecast for the peak to just over 3% at the 14 September meeting. (Inflation actually 
came in at 3.1% in November so that may prove now to be the peak.)   

Forward guidance.  At Its 2 November meeting, the MPC duly delivered a 0.25% 
increase in Bank Rate. It also gave forward guidance that they expected to increase 
Bank Rate only twice more in the next three years to reach 1.0% by 2020.  This is, 
therefore, not quite the ‘one and done’ scenario but is, nevertheless, a very relaxed rate 
of increase prediction in Bank Rate in line with previous statements that Bank Rate 
would only go up very gradually and to a limited extent.

However, some forecasters are flagging up that they expect growth to accelerate 
significantly towards the end of 2017 and then into 2018. This view is based primarily on 
the coming fall in inflation, (as the effect of the effective devaluation of sterling after the 
EU referendum drops out of the CPI statistics), which will bring to an end the negative 
impact on consumer spending power.  In addition, a strong export performance will 
compensate for weak services sector growth.  If this scenario was indeed to materialise, 
then the MPC would be likely to accelerate its pace of increases in Bank Rate during 
2018 and onwards. 

Prospects for Interest Rates

Part of the service provided by Link Asset Services is to assist the Council to 
formulate a view on interest rates and the table below gives Link Asset Services 
forecast.
The MPC increase in November removed the emergency cut in August 2016 
following the EU referendum. The MPC also gave forward guidance that they 
expected to increase Bank Rate only twice more by 0.25% by 2020 to end at 
1%.
The Link Asset Services forecast includes increases in Bank Rate of 0.25% in 
November 2018, November 2019 and August 2020.
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Link Asset Services interest rate forecast:

Annual 
Average %

Bank Rate
%

PWLB Borrowing Rates %
(including certainty rate adjustment)

5 year 25 year 50 year
Dec 2017 0.50 1.50 2.80 2.50
Mar 2018 0.50 1.60 2.90 2.60
Jun 2018 0.50 1.60 3.00 2.70
Sep 2018 0.50 1.70 3.00 2.80
Dec 2018 0.75 1.80 3.10 2.90
Mar 2019 0.75 1.80 3.10 2.90
Jun 2019 0.75 1.90 3.20 3.00
Sep 2019 0.75 1.90 3.20 3.00
Dec 2019 1.00 2.00 3.30 3.10
Mar 2020 1.00 2.10 3.40 3.20
Jun 2020 1.00 2.10 3.50 3.30
Sep 2020 1.25 2.20 3.50 3.30
Dec 2020 1.25 2.30 3.60 3.40
Mar 2021 1.25 2.30 3.60 3.40


