
APPENDIX A: Prospects for interest rates 

1 The Council has appointed Link Asset Services as its treasury advisor and part 
of their service is to assist the Council to formulate a view on interest rates. 
Link provided the following forecasts on 11 August 2020.  However, following 
the conclusion of the review of PWLB margins over gilt yields on 25 
November 2020, all forecasts below have been reduced by 1%.  These are 
forecasts for certainty rates, gilt yields plus 80bps: 

 

 
 

2 The coronavirus outbreak has done huge economic damage to the UK and 
economies around the world. After the Bank of England took emergency 
action in March to cut Bank Rate to first 0.25%, and then to 0.10%, it left 
Bank Rate unchanged at its subsequent meetings to 5th November 2020, 
although some forecasters had suggested that a cut into negative territory 
could happen. However, the Governor of the Bank of England has made it 
clear that he currently thinks that such a move would do more damage than 
good and that more quantitative easing is the favoured tool if further action 
becomes necessary. As shown in the forecast table above, no increase in 
Bank Rate is expected in the forecast table above as economic recovery is 
expected to be only gradual and, therefore, prolonged. 

 
 Gilt yields / PWLB rates 

 
3  There was much speculation during the second half of 2019 that bond 

markets were in a bubble which was driving bond prices up and yields down 
to historically very low levels. The context for that was a heightened 
expectation that the US could have been heading for a recession in 2020. In 
addition, there were growing expectations of a downturn in world economic 
growth, especially due to fears around the impact of the trade war between 
the US and China, together with inflation generally at low levels in most 
countries and expected to remain subdued. Combined, these conditions were 
conducive to very low bond yields.  While inflation targeting by the major 
central banks has been successful over the last thirty years in lowering 
inflation expectations, the real equilibrium rate for central rates has fallen 
considerably due to the high level of borrowing by consumers. This means 
that central banks do not need to raise rates as much now to have a major 
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These Link forecasts have been amended for the reduction in PWLB margins by 1.0% from 26.11.20

Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23 Jun-23 Sep-23 Dec-23 Mar-24

BANK RATE 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10

  3 month ave earnings 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10

  6 month ave earnings 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10

12 month ave earnings 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.20

5 yr   PWLB 0.80 0.80 0.80 0.80 0.80 0.90 0.90 0.90 0.90 0.90 1.00 1.00 1.00 1.00

10 yr PWLB 1.10 1.10 1.10 1.10 1.10 1.20 1.20 1.20 1.20 1.20 1.30 1.30 1.30 1.30

25 yr PWLB 1.50 1.50 1.60 1.60 1.60 1.60 1.70 1.70 1.70 1.70 1.80 1.80 1.80 1.80

50 yr PWLB 1.30 1.30 1.40 1.40 1.40 1.40 1.50 1.50 1.50 1.50 1.60 1.60 1.60 1.60
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impact on consumer spending, inflation, etc. The consequence of this has 
been the gradual lowering of the overall level of interest rates and bond 
yields in financial markets over the last 30 years.  Over the year prior to the 
coronavirus crisis, this has seen many bond yields up to 10 years turn 
negative in the Eurozone. In addition, there has, at times, been an inversion 
of bond yields in the US whereby 10 year yields have fallen below shorter 
term yields. In the past, this has been a precursor of a recession.  The other 
side of this coin is that bond prices are elevated as investors would be 
expected to be moving out of riskier assets i.e. shares, in anticipation of a 
downturn in corporate earnings and so selling out of equities. 

 

4  Gilt yields had therefore already been on a generally falling trend up until 
the coronavirus crisis hit western economies during March 2020. After gilt 
yields spiked up during the financial crisis in March, we have seen these 
yields fall sharply to unprecedented lows as investors panicked during March 
in selling shares in anticipation of impending recessions in western 
economies, and moved cash into safe haven assets i.e. government bonds. 
However, major western central banks took rapid action to deal with 
excessive stress in financial markets during March, and started massive 
quantitative easing purchases of government bonds: this also acted to put 
downward pressure on government bond yields at a time when there has 
been a huge and quick expansion of government expenditure financed by 
issuing government bonds. Such unprecedented levels of issuance in 
“normal” times would have caused bond yields to rise sharply.  Gilt yields 
and PWLB rates have been at remarkably low rates so far during 2020/21. 

 
5  As the interest forecast table for PWLB certainty rates above shows, there is 

expected to be little upward movement in PWLB rates over the next two 
years as it will take economies, including the UK, a prolonged period to 
recover all the momentum they have lost in the sharp recession caused 
during the coronavirus shut down period. From time to time, gilt yields, and 
therefore PWLB rates, can be subject to exceptional levels of volatility due 
to geo-political, sovereign debt crisis, emerging market developments and 
sharp changes in investor sentiment (as shown on 9th November when the 
first results of a successful COVID-19 vaccine trial were announced). Such 
volatility could occur at any time during the forecast period. 

 

Investment and borrowing rates 
 

6 Investment returns are likely to remain exceptionally low during 2021/22 
with little increase in the following two years. 

 

7 Borrowing interest rates fell to historically very low rates as a result of the 
COVID crisis and the quantitative easing operations of the Bank of England: 
indeed, gilt yields up to 6 years were negative during most of the first half of 
2020/21. The policy of avoiding new borrowing by running down spare cash 
balances has served local authorities well over the last few years.  The 
unexpected increase of 100 bps in PWLB rates on top of the then current margin 
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over gilt yields of 80 bps in October 2019 required an initial major rethink of 
local authority treasury management strategy and risk management.  However, 
in March 2020, the Government started a consultation process for reviewing the 
margins over gilt rates for PWLB borrowing for different types of local authority 
capital expenditure. It also introduced the following rates for borrowing for 
different types of capital expenditure: - 
• PWLB Standard Rate is gilt plus 200 basis points (G+200bps) 
• PWLB Certainty Rate is gilt plus 180 basis points (G+180bps) 
• PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps) 
• PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps) 
• Local Infrastructure Rate is gilt plus 60bps (G+60bps) 
 

 
8 As a consequence of these increases in margins, many local authorities decided 

to refrain from PWLB borrowing unless it was for HRA or local infrastructure 
financing, until such time as the review of margins was concluded. 

 

9 On 25 November 2020, the Chancellor announced the conclusion to the review 
of margins over gilt yields for PWLB rates; the standard and certainty margins 
were reduced by 1% but a prohibition was introduced to deny access to 
borrowing from the PWLB for any local authority which had purchase of assets 
for yield in its three year capital programme. The new margins over gilt yields 
are as follows:- 

•  PWLB Standard Rate is gilt plus 100 basis points (G+100bps) 
•  PWLB Certainty Rate is gilt plus 80 basis points (G+80bps) 
• PWLB HRA Standard Rate is gilt plus 100 basis points (G+100bps) 
•  PWLB HRA Certainty Rate is gilt plus 80bps (G+80bps) 
•  Local Infrastructure Rate is gilt plus 60bps (G+60bps) 

 
 Borrowing for capital expenditure 

 
10 As Link’s long-term forecast for Bank Rate is 2.00%, and all PWLB rates are 

under 2.00%, there is now value in borrowing from the PWLB for all types of 
capital expenditure for all maturity periods, especially as current rates are 
at historic lows.  However, greater value can be obtained in borrowing for 
shorter maturity periods. So an assessment of risk appetite in conjunction 
with budgetary pressures would be required to reduce total interest costs.  
Longer-term borrowing could also be undertaken for the purpose of 
certainty, where that is desirable, or for flattening the profile of a heavily 
unbalanced maturity profile. 


