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Appendix 1A – Arlingclose Economic & Interest Rate Forecast November 2020  

Underlying assumptions:  

 

 The medium-term global economic outlook remains weak. Second waves of Covid 

cases have prompted more restrictive measures and further lockdowns in Europe 

and the UK. This ebb and flow of restrictions on normal activity will continue for the 

foreseeable future, at least until an effective vaccine is produced and importantly, 

distributed. 

 The global central bank and government responses have been significant and are in 

many cases on-going, maintaining more stable financial, economic and social 

conditions than otherwise.  

 Although these measures supported a sizeable economic recovery in Q3, the 

imposition of a second national lockdown in England during November will set growth 

back and likely lead to a fall in GDP in Q4. 

 Signs of a slowing economic recovery were already evident in UK monthly GDP and 

PMI data, even before the latest restrictions. Despite some extension to fiscal support 

measures, unemployment is expected to rise when these eventually come to an end 

in mid-2021. 

 This situation will result in central banks maintaining low interest rates for the medium 

term. In the UK, Brexit is a further complication.  Bank Rate is therefore likely to 

remain at low levels for a very long time, with a distinct possibility of being cut to zero. 

Money markets continue to price in a chance of negative Bank Rate. 

 Longer-term yields will also remain depressed, anchored by low central bank policy 

rates, expectations for potentially even lower rates and insipid inflation expectations. 

There is a chance yields may follow a slightly different path in the medium term, 

depending on investor perceptions of growth and inflation, the development of a 

vaccine or if the UK leaves the EU without a deal. 

Forecast:  

 Arlingclose expects Bank Rate to remain at the current 0.10% level.  

 Additional monetary loosening through increased financial asset purchases was 

delivered as we expected. Our central case for Bank Rate is no change, but further 

cuts to zero, or perhaps even into negative territory, cannot be completely ruled out. 

 Gilt yields will remain low in the medium term. Shorter term gilt yields are currently 

negative and will remain around zero or below until either the Bank expressly rules 

out negative Bank Rate or growth/inflation prospects improve. 



 
 

 Downside risks remain in the near term, as the government continues to react to the 

escalation in infection rates and the Brexit transition period comes to an end. 

 

 
 

 PWLB Certainty Rate (Maturity Loans) = Gilt yield + 1.80% 

 PWLB Local Infrastructure Rate (Maturity Loans) = Gilt yield + 0.60% 

 


