Appendix 1A

Appendix 1A — Arlingclose Economic & Interest Rate Forecast — November 2024

Underlying assumptions:

As expected, the Bank of England Monetary Policy Committee (MPC) cut the Bank Rate
to 4.75% in November in an 8-1 vote. However, the outlook for monetary policy has
changed following the new government'’s fiscal plans, as delivered in the recent Budget.

The Budget contained measures that will boost demand, in a constrained supply
environment, while pushing up direct costs for employers. The short to medium-term
inflationary effects of the Budget require a change to our Interest Rate Forecast.

UK GDP recovered well in the first half of 2024 from technical recession, but underlying
growth appears relatively subdued. However, the Budget will significantly boost
government spending over the short-term, with few offsetting measures to subdue
household demand, so GDP growth is likely to rise relatively.

Private sector wage growth has eased to 4.8% yet remains high, while services inflation
continues to hold above pre-pandemic levels. The increase in employers’ national
insurance contributions, minimum and public sector wage levels could have wide ranging
impacts on private sector employment demand and costs, but the near-term impact will
likely be inflationary as these additional costs get passed to consumers.

Consumer Price Index (CPI) inflation was below the 2% target in September but will rise
a little by year-end as energy price declines from the previous year fall out of the annual
comparison. The Bank of England (BoE) estimates the Budget impact will see the CPI
rate at 2.7% by the end of 2025 and remain over target in 2026, as opposed to the prior
projection of inflation easing back to and then below target by this point.

The MPC re-emphasised the gradual move to easing monetary policy, and we now
believe the Budget measures have both reduced the pace of Bank Rate cuts and
increased the low for this loosening cycle (although downside risks remain in the medium
term).

The increase in borrowing, rise in inflation and shallower path for Bank Rate projected by
the Office for Budget Responsibility (OBR) raised gilt yields. The material changes in rate
expectations mean that yields will be generally higher in the post-Budget world.

US government yields have risen following Donald Trump’s and Republican victories in
the US elections. Trump has run on a platform of policies that appear inflationary, calling
into question the extent of policy loosening required from the Federal Reserve (which was
already uncertain given continued solid US growth data). Higher US vyields could also
support higher UK yields.



Forecast:

In line with our forecast, Bank Rate was cut to 4.75% in November 2024.

The MPC will continue to lower Bank Rate to reduce the restrictiveness of monetary
policy, but more slowly and to a higher level. We see another rate cut in February 2025,
followed by one cut per quarter, in line with the Monetary Policy Report publication, to a
low of 3.75%.

Long-term gilt yields have risen to reflect both UK and US economic, monetary, and fiscal
policy expectations, and increases in bond supply. Volatility is likely to remain elevated
as the market digests incoming data for clues around the impact of policy changes.

This uncertainty may also necessitate more frequent changes to our forecast than has
been the case recently.

Upside risks to inflation over the next 12 months could limit the extent of monetary easing,
but we see the risks as broadly balanced over the medium-term.

Current Dec-24 Mar-25  Jun-25  Sep-25 Dec-25 Mar-26 Junr2é Sep-26 Dec-26 Mar-27  Jun-27  Sep-27
Official Bank Rate
Upside risk 0.00 0.00 0.25 0.50 0.50 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75
Central Case 4.75 4.75 4.50 4.25 4.00 3.75 3.75 3.75 3.75 3.75 3.75 3.75 3.75
Dow nside risk 0.00 0.00 -0.25 -0.25 -0.50 -0.50] -0.75| -0.75 -0.75) -0.75| -0.75) -0.75] -0.75
3-month money market rate
Upside risk 0.00 0.00 0.25 0.50 0.50 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75
Central Case 4.95 4.80 4.60 4.35 4.10 3.90 3.85 3.85 3.85 3.85 3.85 3.85 3.85
Dow nside risk 0.00 0.00 -0.25 -0.25 -0.50 -0.50] -0.75| -0.75 -0.75] -0.75] -0.75] -0.75) -0.75
Syr gilt vield
Upside risk 0.00 0.60 0.70 0.80 0.0 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Central Case 4.30 4.20 4.10 4.05 3.95 3.90 3.90 3.90 3.95 4,001 4.05 4.05] 4.05
Dow nside risk 0.00f -0.40 -0.50 -0.60 -0.65 -0.65] -0.65] -0.65 -0.65] -0.65| -0.65] -0.65] -0.65
10vr gilt yield
Upside risk 0.00 0.60 0.70 0.80 0.590 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Central Case 4.41 4.40 4.35 4.35 4.35 4.30 4.30 4.30 4.35 4.35| 4.35 4.35| 4.35
Dow nside risk 0.00f -0.40 -0.50 -0.60 -0.65 -0.65] -0.65] -0.65 -0.65] -0.65| -0.65| -0.65[ -0.65
20yr gilt vield
Upside risk 0.00 0.60 0.70 0.80 0.590 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Central Case 4.84| 4.B0 4.75 4.70 4.65 4.65 4.65 4.65 4.65 4.65| 4.65 4.65| 4.65
Dow nside risk 0.00f -0.40 -0.50 -0.60 -0.65 -0.65] -0.65] -0.65 -0.65] -0.65| -0.65| -0.65[ -0.65
S0yr gilt vield
Upside risk 0.00 0.60 0.70 0.80 0.5%0 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00
Central Case 4.35 4.50 4.45 4.40 4.35 4.35 4.35 4.35 4.35 4.35| 4.35 4.35] 4.35
Dow nside risk 0.00{ -0.40 -0.50 -0.60 -0. 65 -0.65] -0.65[ -0.65 -0.65] -0.65| -0.65( -0.65] -0.65

PWLB Standard Rate = Gilt yield + 1.00%
PWLB Certainty Rate = Gilt yield + 0.80%
PWLB HRA Rate = Gilt yield + 0.40%
UK Infrastructure Bank Rate = Gilt yield + 0.40%




