
Appendix 1: External Context for the Treasury Management End-of-Year Report 

 
1. Economic background 

 

1.1. Both the UK and US elected new governments during the period, whose policy decisions 

impacted the economic outlook. The Chancellor of the Exchequer delivered her Spring 

Statement in March 2025, following her Budget in October 2024. Based on the plans 

announced, the Office for Budget Responsibility downgraded its predictions for UK 

growth in 2025 to 1% from 2%. However, it upgraded its predictions for the four 

subsequent years. Inflation predictions for 2025 were pushed up, to 3.2% from 2.6%, 

before seen as falling back to target in 2027. The market reaction to the Spring 

Statement was more muted compared to the Budget, with very recent market turbulence 

being driven more by US trade policy decisions and President Trump. 

 

1.2. After revising its interest rate forecast in November following the Budget, the council’s 

treasury management advisor, Arlingclose, maintained its stance that Bank Rate will fall 

to 3.75% in 2025. 

 

1.3. UK annual Consumer Price Index (CPI) inflation continued to stay above the 2% Bank 

of England (BoE) target in the later part of the period. The Office for National Statistics 

(ONS) reported headline consumer prices at 2.8% in February 2025, down from 3.0% 

in the previous month and below expectations. Core CPI also remained elevated, falling 

slightly in February to 3.5% from 3.7% in January, just below expectations for 3.6% but 

higher than the last three months of the calendar year. 

 

1.4. The UK economy Gross Domestic Product (GDP) grew by 0.1% between October and 

December 2024, unrevised from the initial estimate. This was an improvement on the 

zero growth in the previous quarter, but down from the 0.4% growth between April and 

June 2024. Of the monthly GDP figures, the economy was estimated to have contracted 

by 0.1% in January, worse than expectations for a 0.1% gain. 

 

1.5. The labour market continued to cool, but the ONS data still require treating with caution. 

Recent data showed the unemployment rate rose to 4.4% (3mth/year) in the three 

months to January 2025 while the economic inactivity rate fell again to 21.5%. The ONS 

reported pay growth over the same three-month period at 5.9% for regular earnings 

(excluding bonuses) and 5.8% for total earnings. 

 

1.6. The BoE’s Monetary Policy Committee (MPC) held Bank Rate at 4.5% at its March 2025 

meeting, having reduced it in February. This follows earlier 0.25% cuts in November and 

August 2024 from the 5.25% peak. At the March MPC meeting, members voted 8-1 to 

maintain Bank Rate at 4.5%, with the one dissenter preferring another 25 basis points 

cut. The meeting minutes implied a slightly more hawkish tilt compared to February when 

two MPC members wanted a 50bps cut. In the minutes, the Bank also upgraded its Q1 

2025 GDP forecast to around 0.25% from the previous estimate of 0.1%. 

 

1.7. The February Monetary Policy Report (MPR) showed the BoE expected GDP growth in 

2025 to be significantly weaker compared to the November MPR. GDP is forecast to 

rise by 0.1% in Q1 2025, less than the previous estimate of 0.4%. Four-quarter GDP 



growth is expected to pick up from the middle of 2025, to over 1.5% by the end of the 

forecast period. The outlook for CPI inflation showed it remaining above the MPC’s 2% 

target throughout 2025. It is expected to hit around 3.5% by June before peaking at 3.7% 

in Q3 and then easing towards the end of the year, but staying above the 2% target.  

 

1.8. The unemployment rate was expected to rise steadily to around 4.75% by the end of the 

forecast horizon, above the assumed medium-term equilibrium unemployment rate of 

4.5%. 

 

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

would continue to fall throughout 2025. From the cuts in August and November 2024 

and February 2025, which took Bank Rate to 4.50%, May is considered the likely month 

for the next reduction, with other cuts following in line with MPR months to take Bank 

Rate down to around 3.75% by the end of 2025. 

 
1.10.  The US Federal Reserve paused its cutting cycle in the first three months of 2025, 

having reduced the Fed Funds Rate by 0.25% to a range of 4.25%-4.50% in December, 

the third cut in succession. Fed policymakers noted uncertainty around the economic 

outlook but were anticipating around 0.50% of further cuts in the policy rate in 2025. 

Economic growth continued to rise at a reasonable pace, expanding at an annualised 

rate of 2.4% in Q4 2024 while inflation remained elevated over the period. However, 

growth is now expected to weaken by more than previously expected in 2025, to 1.7% 

from 2.1%. The uncertainty that President Trump has brought both before and since his 

inauguration in January is expected to continue. 

 

1.11. The European Central Bank (ECB) continued its rate cutting cycle over the period, 

reducing its three key policy rates by another 0.25% in March, acknowledging that 

monetary policy is becoming meaningfully less restrictive. Euro zone inflation has 

decreased steadily in 2025, falling to 2.2% in March, the lowest level since November 

2024. Over the current calendar year, inflation is expected to average 2.3%. GDP growth 

stagnated in the last quarter of the 2024 calendar year, after expanding by 0.4% in the 

previous quarter. For 2025, economic growth forecasts were revised downwards to 

0.9%. 

 

2. Financial markets 

 

2.1. Financial market sentiment was reasonably positive over most of the period, but 

economic, financial and geopolitical issues meant the trend of market volatility remained. 

In the latter part of the period, volatility increased and bond yields started to fall following 

a January peak, as the economic uncertainty around likely US trade policy impacted 

financial markets. Yields in the UK and US started to diverge in the last month of the 

period, with the former rising around concerns over the fiscal implications on the UK 

government from weaker growth, business sentiment and higher rates, while the latter 

started falling on potential recession fears due to the unpredictable nature of policy 

announcements by the US President and their potential impact. 

2.2. The 10-year UK benchmark gilt yield started the period at 3.94% and ended at 4.69%, 

having reached a low of 3.76% in September and a high of 4.90% in January in between. 

While the 20-year gilt started at 4.40% and ended at 5.22%, hitting a low of 4.27% in 



September and a high of 5.40% in January. The Sterling Overnight Rate (SONIA) 

averaged 4.90% over the period. 

 

3. Credit review 

 

3.1. In October, Arlingclose revised its advised recommended maximum unsecured duration 

limit on most banks on its counterparty list to six months. Duration advice for the 

remaining five institutions, including the newly added Lloyds Bank Corporate Markets, 

was kept to a maximum of 100 days. This advice remained in place at the end of the 

period. 

 

3.2. Fitch revised the outlook on Commonwealth Bank of Australia (CBA) to positive from 

stable while affirming its long-term rating at AA-, citing its consistent strong earnings and 

profitability. 

 

3.3. Other than CBA, the last three months of the period were relatively quiet on the bank 

credit rating front, with a small number of updates issued for a number of lenders not on 

the Arlingclose recommended counterparty list. 

 

3.4. On local authorities, S&P assigned a BBB+ to Warrington Council, having previously 

withdrawn its rating earlier in 2024, and also withdrew its rating for Lancashire County 

Council due to the council deciding to stop maintaining a credit rating. However, it still 

holds a rating with Fitch and Moody’s. Moody’s withdrew its rating of Cornwall Council 

after it chose to no longer maintain a rating. 

 

3.5. Credit default swap prices generally trended lower over the period but did start to rise 

modestly in March, but not to any levels considered concerning. Once again, price 

volatility over the period remained generally more muted compared to previous periods. 

 

3.6. 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. 

 


