
Appendix 1 - Economic background (provided by Arlingclose, October 2024) 

UK headline consumer price inflation remained around the Bank of England (BoE) target later 

in the period, falling from an annual rate of 3.2% in March to 2.0% in May and then rebounding 

marginally to June to 2.2% in July and August, as was expected, due to base effects from 

energy prices. Core and services price inflation remained higher at 3.6% and 5.6% 

respectively in August. 

 

The UK economy continued to expand over the period, albeit slowing from the 0.7% gain in 

the first calendar quarter to 0.5% (downwardly revised from 0.6%) in the second. Of the 

monthly figures, the economy was estimated to have registered no growth in July. 

 

Labour market data was slightly better from a policymaker perspective, showing an easing in 

the tightness of the job market, with inactivity rates and vacancies declining. However, a 

degree of uncertainty remains given ongoing issues around the data collected for the labour 

force survey by the Office for National Statistics. Figures for the three months to July showed 

the unemployment rate fell to 4.1% (3mth/year) from 4.4% in the previous three-month period 

while the employment rate rose to 74.8% from 74.3%. 

 

Over the same period average regular earnings (excluding bonuses) was 5.1%, down from 

5.4% in the earlier period, and total earnings (including bonuses) was 4.0% (this figure was 

impacted by one-off payments made to NHS staff and civil servants in June and July 2023). 

Adjusting for inflation, real regular pay rose by 2.2% in May to July and total pay by 1.1%. 

 

With headline inflation lower, the BoE cut Bank Rate from 5.25% to 5.00% at the August 

Monetary Policy Committee (MPC) meeting. The decision was finely balanced, voted by a 5-

4 majority with four members preferring to hold at 5.25%. At the September MPC meeting, 

committee members voted 8-1 for no change at 5.00%, with the lone dissenter preferring Bank 

Rate to be cut again to 4.75%. The meeting minutes and vote suggested a reasonably hawkish 

tilt to rates, with sticky inflation remaining a concern among policymakers. 

 

The latest BoE Monetary Policy Report, published in August, showed policymakers expected 

GDP growth to continue expanding during 2024 before falling back and moderating from 2025 

to 2027. Unemployment was forecast to stay around 4.5% while inflation was shown picking 

up in the latter part of 2024 as the previous years’ energy price declines fell out of the figures 

before slipping below the 2% target in 2025 and remaining there until early 2027. 

Arlingclose, the authority’s treasury adviser, maintained its central view that Bank Rate 

would steadily fall from the 5.25% peak, with the first cut in August being followed by 

a series of further cuts, with November 2024 the likely next one, taking Bank Rate 

down to around 3% by the end of 2025. 

The US Federal Reserve (the Fed) also cut interest rates during the period, reducing 

the Federal Funds Rate by 0.50% to a range of 4.75%-5.00% at its policy meeting in 

September. The forecasts released at the same time by the central bank suggested a 

further 1.00% of easing is expected by the end of the calendar year, followed by the 

same amount in 2025 and then a final 0.50% of cuts during 2026. 



Having first reduced interest rates in June, the European Central Bank (ECB) held steady in 

July before cutting again in September, reducing its main refinancing rate to 3.65% and its 

deposit rate to 3.50%. Unlike the Fed, the ECB has not outlined a likely future path of rates, 

but inflation projections remain in line with the central bank’s previous forecasts where it will 

remain above its 2% target until 2026 on an annual basis. 

Financial markets: Sentiment in financial markets continued to mostly improve over 

the period, but the ongoing trend of bond yield volatility remained. The general upward 

trend in yields in the early part of the period was reversed in the later part, and yields 

ended the half-year not too far from where they started. However, the volatility in 

response to economic, financial and geopolitical issues meant it was a bumpy ride for 

bond investors during that time. 

Over the period, the 10-year UK benchmark gilt yield started at 3.94% and ended at 

4.00% but hit a high of 4.41% in May and a low of 3.76% in mid-September. While the 

20-year gilt started at 4.40% and ended at 4.51% but hit a high of 4.82% in May and 

a low of 4.27% in mid-September. The Sterling Overnight Rate (SONIA) averaged 

5.12% over the period to 30th September. 

Credit review: Arlingclose maintained its advised recommended maximum 

unsecured duration limit on all banks on its counterparty list at 100 days. 

Having had its outlook increased by Fitch and ratings by S&P earlier in the period, 

Moody’s upgraded Transport for London’s rating to A2 from A3 in July. 

Moody’s also placed National Bank of Canada on Rating Watch for a possible 

upgrade, revising the outlook on Standard Chartered to Positive, the outlook to 

Negative on Toronto Dominion Bank, and downgrading the rating on Close Brothers 

to A1 from Aa3. 

S&P upgraded the rating on National Bank of Canada to A+ from A, and together with 

Fitch, the two rating agencies assigned Lancashire County Council with a rating of AA- 

and A+ respectively. 

Credit default swap prices were generally lower at the end of the period compared to 

the beginning for the vast majority of the names on UK and non-UK lists. Price volatility 

over the period was also generally more muted compared to previous periods. 

Financial market volatility is expected to remain a feature, at least in the near term 

and, credit default swap levels will be monitored for signs of ongoing credit stress. As 

ever, the institutions and durations on the Authority’s counterparty list recommended 

by Arlingclose remain under constant review. 


