
 

 

Appendix 6 

Capital and Treasury Strategy update 2020/21 

 (Including 2020/21 Treasury Management Strategy Statement) 
 

1 Introduction 
 

1.1 The Council approved a comprehensive Capital and Treasury Strategy for 2018/19 in 

April 2018 (Appendix 1), which recognised the various constraints upon the capital 

resources available to it, and included the purchase of £20m Property Fund holdings 

to create long term funding whilst covering the costs of borrowing throughout the period 

of the strategy. 

 

(the strategy and its appendices can be found at 

https://moderngov.boston.gov.uk/ieListDocuments.aspx?CId=132&MId=1165&Ver=4 

agenda item 56) 

 

1.2 The Council has a good track record of recent successes in managing its assets. 

Projects already delivered to support the Council’s capital asset base and reduce 

ongoing revenue spending in the face of resource reductions include -   

 Release of Fen Road lease and move to St Johns Depot 

 Sale of Assembly Rooms 

 Installation of biomass boilers at the Geoff Moulder Leisure Centre (GMLC) 

and Princess Royal Sports Arena (PRSA) 

 Lease of PRSA to 1Life 

 Municipal Buildings, office moves and co-location (Lincolnshire County 

Council (LCC), Department for Works and Pensions (DWP), Lincolnshire 

Community and Voluntary Services (LCVS), Citizens Advice Bureau (CAB) 

 Purchase of £20m Property Funds during 2018/19 

 

1.3 Ongoing financial constraints and funding uncertainties for councils mean that a full 

update of the strategy will be undertaken once there is more clarity on future funding 

arrangements. 

 

1.4 In the meantime, specific commentary for the 2020/21 update is included below - 

 

2 Prudential Code 
 

2.1 CIPFA’s Prudential Code for Capital Finance in Local Authorities, introduced in 2004, 
provides the framework within which councils must operate. Councils are required to 
“have regard” to it when developing their capital investment plans. In addition, the 
Ministry of Housing, Communities and Local Government (MHCLG) has published 
updated Statutory Investment Guidance relating to the need for councils to prepare an 
investment strategy annually. 

 

2.2 The 2018 update of the Prudential Code formalised the requirement for councils to 

produce a capital strategy, including risks to the strategy. It continues to be based on 

the principles of affordability, prudence and sustainability whilst having regard to 

statutory guidance. 

 

 

 

https://moderngov.boston.gov.uk/ieListDocuments.aspx?CId=132&MId=1165&Ver=4


 

 

3 Future funding regime 
 

3.1 The single year Spending Review 2019 gives councils knowledge of the funding 

available for the 2020/21 year. Beyond this however there continue to be significant 

uncertainties due to the proposed changes to business rate localisation, the outcome 

of the Fair Funding review, and the next multi-year Spending Review in 2020. 

 

3.2 Obviously this does not help with financial forecasting, and in order to prepare for a 

period post-2020 when it is expected there will be some clarity on funds available in 

the coming years, the Council will commission a condition survey of its assets during 

2020/21 to inform future capital strategies. 

 

4 Capital resources 
 

4.1 The Council has a number of potential sources to fund spending of a capital nature, 

namely -  

 Borrowing 

 Capital receipts 

 Revenue 

 Reserves 

 Grants 

 

4.2 It currently has £16.5m of fixed rate long-term borrowing, which is considered 

appropriate given the extent of future funding uncertainties at present.  

 

4.3 Council borrowing has traditionally been undertaken through the Public Works Loans 

Board which has generally provided competitive loan rates. However, as councils 

across the country have increased their borrowing to support commercial activities in 

response to the reduction in resources as government grant has reduced, in October 

2019 the Treasury increased borrowing rates by 1%, making them less attractive.  

 

4.4 This will mean that, unless rates are reduced, any future borrowing considered by the 

Council will be more expensive and therefore business cases will need to be robust, 

and other sources of funding will be considered. 

 

4.5 The Council has limited opportunities to create capital receipts in the short term. In the 

medium to longer term, the purchase of £20m property fund holdings during 2018/19 

is anticipated to deliver capital resources for the Council. 

 

4.6 The capital reserve stood at £4.4m at 31 March 2019, with £1.2m of this committed for 

the replacement of the refuse freighter fleet in 2020/21.  

 

4.7 The Council continually seeks opportunities to bid for capital grants to support its 

priorities, with recent successes including Controlling Migration Fund GMLC and Multi-

Use Games Area (MUGA), Housing Infrastructure Fund (HIF) funding towards the 

Quadrant project, and continuing to deliver Disabled Facilities Grants under the Better 

Care Fund. The recent announcement of the up to £25m Towns Fund scheme and 

publication of its prospectus will provide further impetus for capital resources to 

develop the town and prepare it for the future. 

 

 



 

 

5 Minimum revenue provision and MRP policy 

 

5.1 Minimum Revenue Provision (MRP) is the calculated annual charge to the revenue 
account of provision to repay debt incurred in respect of capital expenditure financed 
by borrowing or other long term credit arrangements (such as PFI). 

 
5.2 The Council is required through statutory guidance to approve an MRP policy each 

year, incorporated into the Council’s Treasury Management Strategy Statement for 

2020/21 (see Appendix A). 

 

6 Capital spending 
 

6.1 Given the extended period of austerity, and the four-year financial settlement that 

reduced the amount of Government funding to the Council to 2019/20, the recent 

approach to capital spending has, in the main, been one of constraint.  

 

6.2 In light of the current situation, the MTFS includes a limited capital programme at this 

time, awaiting the outcome of the condition survey and clarification on future funding 

levels.  

  

Scheme 2020/21  
£’000 

2021/22 
£’000 

2022/23 
£’000 

2023/24 
£’000 

2024/25 
£’000 

1.Disabled Facilities Grants 280 280 280 280 280 

2.Housing Strategy 150 - - - - 

3.Noise Monitoring Equipment - 10 - - - 

4.Vehicle Replacement      

     Refuse Fleet 1,279 - - - - 

     Street Cleaning 240 75 - - - 

     Ford Transit Tipper Vans 350 (4) - - 50 56 - 

     Ford Transit Van 290, 300 & 
1.5tdci Courier 

 
- 

 
- 

 
60 

 
- 

 
- 

     Ford Ranger - - 25 - - 

5. Grounds Maintenance – Mower 
Replacement 

 
- 

 
20 

 
80 

 
- 

 
- 

6.Town Centre Heritage Scheme 981 458 42 - - 

7.Information Technology Refresh 100 47 70 20 94 

8.Resurfacing and Footpath 
Improvements 

 
11 

 
14 

 
- 

 
- 

 
- 

Totals 3,041 904 607 356 374 

      

Financed by:      

1.Capital Grants and Contributions 1,180 700 319 280 280 

2.Capital Reserve 1,530 149 218 56 9 

3.IT Reserve 100 47 70 20 85 

4.Repairs and Renewals Reserve 81 8 - - - 

5.Housing Reserve 150 - - - - 

Totals 3,041 904 607 356 374 

 

6.3 For the future, as noted earlier in this report, there will be the need for capital spend 

on the Council’s assets, as well as opportunities to help shape the town’s outlook. 

The Towns Fund will provide much needed impetus to support future economic 

growth. 

 



 

 

7 Risks and mitigations 

 

7.1 The 2018 strategy recognises that there are a number of risks. Regular reporting to 

the Audit and Governance Committee in its role as those charged with governance 

(including, in November 2019, the commencement of presentations by the Property 

Fund managers, with support provided by the Council’s Treasury advisors) maintains 

focus on the changing nature of the various risks as they emerge and are mitigated. 

 

7.2 The primary financial mitigation included in the 2018 Capital Strategy is the creation of 

a reserve to provide resource should borrowing costs not be covered by income or a 

need to provide for capital value fluctuations arises. It is envisaged that this will amount 

to £1m by the end of the 2019/20 financial year. 

 

8 Asset Management Plan  
 
8.1 Strategic Objective 1  
 

‘Over the next three years we will fundamentally review our property holdings and 
explore all options for underused, costly and inefficient assets’.  

 
Over the past 12 months, we have:  

 

 Continued to review rents in respect of our income-generating portfolio, 
seeking to increase them where possible in line with the current market. 

 
8.2 Strategic Objective 2  
 

‘Over the next three years we will review all of our community asset holdings and 
assess the long term options for their use. This will include consideration of 
community asset transfer together with looking at alternative uses that may better 
meet our corporate objectives’.  

 
Over the past 12 months, we have:  

 

 Entered into negotiations on the possible sale of a sub-station site in the 
town.  

 Completed an asset transfer of a playing field at Old Leake to the Parish 
Council. 

 
8.3 Strategic Objective 3  
 

‘Over the next three years we will review our office accommodation needs. This will 
include exploring options for sharing with others, making better use of what we 
already have and looking at whether better opportunities exist for us elsewhere. It will 
also include looking at how we work and whether opportunities exist for mobile and 
home working’.  

 

 We have continued the successful new ways of working regime 
amalgamating various internal teams into remodelled and highly efficient 
office spaces. 

 Supported home working using IT technology where a benefit to the 
business has been identified. 
 



 

 

 Freed up additional office space within the Municipal Buildings to facilitate 
letting of large areas to DWP, LCC Registrars Service, Lincolnshire 
Community and Voluntary Service (CVS), Humberside, Lincolnshire and 
North Yorkshire Community Rehabilitation Company (HLNY CRC Ltd), 
Citizens Advice Bureau (CAB) and Lincolnshire County Council 
(Highways and Planning) and (Adult and Child Care). 

 Technology solutions to enable mobile working implemented, and used 
regularly by Building Control, Housing and Town Centre Services. 

 
8.4 Strategic Objective 4  
 

‘Over the next three years we will maximise the use of our Asset Management 
Software. We will do this to ensure that we can better monitor and report information 
about our portfolio and strengthen our decision making in relation to Strategic Asset 
Management’ 
 

 Implemented our own primary asset information to better inform decision-
making and management of our assets (TF Cloud). 

 

9 Peer Review and Internal Audit recommendations 
 

9.1 The Local Government Association peer review report of their work in September 

2019, published in October and presented to Council in December, includes 

recommendations relating to the Council’s  future capital strategy.  

 Lengthening the period of the capital programme 

 Undertaking a stock condition survey 

 Reviewing the Council’s assets  

 

9.2 In addition, the Council’s internal auditors conducted a Medium Term Financial 

Strategy audit during 2019/20, and recommended that the Council undertake a 

condition survey of its assets as a precursor to updating and potentially lengthening 

the period of the capital strategy. 

 

10 Treasury Management, and Treasury Management Strategy Statement 

 
10.1 Treasury management activities include the management of the Council’s investments 

and cash flows, its banking, money market and capital market transactions; the 
effective control of the risks associated with those activities; and the pursuit of optimum 
performance consistent with those risks. Part of the treasury management operation 
is to ensure that the cash flow is adequately planned, with cash being available when 
it is needed. Surplus monies are invested in low risk counterparties or instruments 
commensurate with the Council’s low risk appetite, providing adequate liquidity initially 
before considering investment return. 

 
10.2 The second main function of the treasury management service is the funding of the 

Council’s capital plans. These capital plans provide a guide to the borrowing need of 
the Council, essentially the longer term cash flow planning to ensure that the Council 
can meet its capital spending obligations. This management of longer term cash may 
involve arranging long or short term loans, or using longer term cash flow surpluses. 
On occasion any debt previously drawn may be restructured to meet Council risk or 
cost objectives. Close monitoring of interest rates and the economic outlook ensures 
that decisions are taken in a timely manner, as necessary. 

 



 

 

10.3 The Council’s Treasury management activity is undertaken within parameters set out 
in the Treasury Management Strategy Statement (TMSS) at Appendix A, with the 
Prudential Indicators. 
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1.  Introduction 

 
1.1 Background 

 

The Council is required to operate a balanced budget, which broadly means that cash 
raised during the year will meet cash expenditure. Part of the treasury management 
operation is to ensure that this cash flow is adequately planned, with cash being available 
when it is needed.  Surplus monies are invested in low risk counterparties or instruments 
commensurate with the Council’s low risk appetite, providing adequate liquidity initially 
before considering investment return. 
  

The second main function of the treasury management service is the funding of the 
Council’s capital plans.  These capital plans provide a guide to the borrowing need of 
the Council, essentially the longer-term cash flow planning, to ensure that the Council 
can meet its capital spending obligations. This management of longer-term cash may 
involve arranging long or short-term loans, or using longer-term cash flow surpluses. On 
occasion, when it is prudent and economic, any debt previously drawn may be 
restructured to meet Council risk or cost objectives.  
 

The contribution the treasury management function makes to the authority is critical, as 
the balance of debt and investment operations ensure liquidity or the ability to meet 
spending commitments as they fall due, either on day-to-day revenue or for larger capital 
projects.  The treasury operations will see a balance of the interest costs of debt and the 
investment income arising from cash deposits affecting the available budget.  Since cash 
balances generally result from reserves and balances, it is paramount to ensure 
adequate security of the sums invested, as a loss of principal will in effect result in a loss 
to the General Fund Balance. 
 

Whilst any commercial initiatives or loans to third parties will impact on the treasury 
function, these activities are generally classed as non-treasury activities, (arising usually 
from capital expenditure), and are separate from the day to day treasury management 
activities. 
 

The Chartered Institute of Public Finance and Accountancy (CIPFA) defines treasury 
management as: 
 

“The management of the local authority’s borrowing, investments and cash flows, its 
banking, money market and capital market transactions; the effective control of the 
risks associated with those activities; and the pursuit of optimum performance 
consistent with those risks.” 

 

 

 

 

 

 

 

 

 

 

 



 

 

1.2 Reporting Requirements 
 

1.2.1 Capital Strategy 

 

The CIPFA revised 2017 Prudential and Treasury Management Codes require, from 
2019/20, all local authorities to prepare an additional report, a capital strategy report, 
which will provide the following:  
 

 a high-level long term overview of how capital expenditure, capital financing 
and treasury management activity contribute to the provision of services; 

 an overview of how the associated risk is managed; 

 the implications for future financial sustainability. 
 

The aim of the capital strategy is to ensure that all elected members on the full council 
fully understand the overall long-term policy objectives and resulting capital strategy 
requirements, governance procedures and risk appetite. 
 

The capital strategy is reported separately from the Treasury Management Strategy 
Statement; non-treasury investments will be reported through the former. This ensures 
the separation of the core treasury function under security, liquidity and yield principles, 
and the policy and commercialism investments usually driven by expenditure on an 
asset.  The capital strategy shows: 
 

 the corporate governance arrangements for these types of activities; 

 any service objectives relating to the investments; 

 the expected income, costs and resulting contribution;  

 the debt related to the activity and the associated interest costs;  

 the payback period (MRP policy);  

 for non-loan type investments, the cost against the current market value;  

 the risks associated with each activity. 
 

Where a physical asset is being bought, details of market research, advisers used, (and 
their monitoring), ongoing costs and investment requirements and any credit information 
will be disclosed, including the ability to sell the asset and realise the investment cash. 
 

Where the Council has borrowed to fund any non-treasury investment, there should also 
be an explanation of why borrowing was required and why the MHCLG Investment 
Guidance and CIPFA Prudential Code have not been adhered to.  
 

If any non-treasury investment sustains a loss during the final accounts and audit 
process, the strategy and revenue implications will be reported through the same 
procedure as the capital strategy. 
 
To demonstrate the proportionality between the treasury operations and the non-
treasury operation, high-level comparators are shown throughout this report. 

 

 

 

 

 

 



 

 

1.2.2 Treasury Management reporting 

 

The Council is currently required to receive and approve, as a minimum, three main 
treasury reports each year, which incorporate a variety of policies, estimates and actuals.   
 

Prudential and treasury indicators and treasury strategy (this report) - The first and 
most important report is forward looking and covers: 
 

 the capital plans (including prudential indicators); 

 a minimum revenue provision (MRP) policy (how residual capital expenditure 
is charged to revenue over time); 

 the treasury management strategy (how the investments and borrowings are 
to be organised) including treasury indicators; and  

 an investment strategy (the parameters on how investments are to be 
managed). 

 
A mid-year treasury management report – This is primarily a progress report and will 
update members on the capital position, amending prudential indicators as necessary, 
and whether any policies require revision (in addition, this Council receives quarterly 
update reports). 
 

An annual treasury report – This is a backward looking review document and  provides 
details of a selection of actual prudential and treasury indicators and actual treasury 
operations compared to the estimates within the strategy. 
 

Scrutiny 
The above reports are required to be adequately scrutinised before being recommended 
to the Council.  This role is undertaken by the Overview and Scrutiny - Corporate and 
Community Committee and the Audit and Governance Committee. 
 
In addition, the Audit and Governance Committee receives quarterly treasury 
management updates. 
 

1.3   Treasury Management Strategy for 2020/21 
 

The strategy for 2020/21 covers two main areas: 
  

Capital issues 

 the capital expenditure plans and the associated prudential indicators; 

 the minimum revenue provision (MRP) policy. 
 

Treasury management issues 

 the current treasury position; 

 treasury indicators which limit the treasury risk and activities of the Council; 

 prospects for interest rates; 

 the borrowing strategy; 

 policy on borrowing in advance of need; 

 debt rescheduling; 

 the investment strategy; 

 creditworthiness policy; and 

 the policy on use of external service providers. 
 



 

 

These elements cover the requirements of the Local Government Act 2003, the CIPFA 
Prudential Code, MHCLG MRP Guidance, the CIPFA Treasury Management Code and 
MHCLG Investment Guidance. 

 

1.4   The Current Treasury Position at 31 December 2019 
 

The Council’s treasury portfolio position at 31 December 2019 comprised:  
 

Table 1: Current portfolio position 

 

  £m £m Average rate 
of interest 

% 
External Borrowing PWLB 15.449  2.48% 
 Market 1.000  11.13% 

Total Debt   16.449 3.00% 

     
Investments     
Treasury Investments Banks  13.490 0.76% 
     
Non Treasury  Property Funds  20.267 4.96% (gross) 

Total Investments   33.757  

     
The Council’s portfolio of cash balances held at 31 December 2019 is set out in Table 2 
below with the latest valuation of property funds shown in Table 3.  

 

Table 2: Counterparty List and Cash Balances at 31 December 2019 

 

 Financial 
Institution 

Amount 
£’000 

Length of 
Investment 

Interest 
Rate 

Link colour rating 

HSBC 1,740 Call 0.43% Orange (12 months) 

CCLA 3,000 Call 0.71% Yellow 5 Years 

Santander 3,000 95 day notice 0.85% Red – 6 months 

Barclays 3,000 95 day notice 0.95% Red – 6 months 

Lloyds 

750 1 year 1.25% Orange (12 months) 
750 1 year 1.10% Orange (12 months) 
250 1 year 1.25% Orange (12 months) 

Bank of Scotland 1,000 1 year 1.10% Orange (12 months) 
 13,490    

 

Table 3: Property Fund Valuation at 31 December 2019 

 

Fund Purchase Cost 
(including fees) 

£’000 

Current  
Valuation 

£’000 

Capital  
Growth 

      £’000          % 

Black Rock UK Property Fund 4,500 4,523 23  

Schroder UK Real Estate Fund 4,250 4,315 65  

Threadneedle Property Unit Trust 4,239 4,028   (211)  

M&G UK Property Fund 4,000 3,650 (350)  

AEW 4,000 3,751 (249)  

 20,989 20,267 (722) (3.44) 

 
The difference between purchase price (i.e. the amount invested) and  fair value reflects 
premiums paid or discount received against the Funds’ ‘Net Asset Value’ at the 
settlement date together with the movement in fund valuations since acquisition. 

 



 

 

1.5   Training 
 
The CIPFA Code requires the responsible officer to ensure that members with 
responsibility for treasury management receive adequate training in treasury 
management.  This especially applies to members responsible for scrutiny.  The Council 
has addressed this by targeted training courses for relevant members. 
 
In addition, Officer training is identified through the appraisal process and is also 
supplemented by both targeted training as necessary and technical advice from our 
treasury management advisors. 
 

1.6   Treasury Management Consultants 
 
The Council uses Link Asset Services, Treasury solutions as its external treasury 
management advisors. 
 
The Council recognises that responsibility for treasury management decisions remains 
with the organisation at all times and will ensure that undue reliance is not placed upon 
the services of our external service providers. All decisions will be undertaken with 
regards to all available information, including, but not solely, our treasury advisers. 
 
It also recognises that there is value in employing external providers of treasury 
management services in order to acquire access to specialist skills and resources. The 
Council will ensure that the terms of their appointment and the methods by which their 
value will be assessed are properly agreed and documented, and subjected to regular 
review.  
 
The scope of investments within the Council’s operations now includes both 
conventional treasury investments (the placing of residual cash from the Council’s 
functions), and Commercial Property Fund investments. The Council’s Property Fund 
acquisitions required specialist advice, which was provided by Link Asset Services. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



 

 

2.    The Capital Prudential Indicators 2019/20 to 2024/25  
  

2.1   Introduction  
  

The Local Government Act 2003 requires the Council to adopt the CIPFA Prudential 
Code and produce prudential indicators.  Each indicator either summarises the expected 
capital activity or introduces limits upon that activity, reflecting the outcome of the 
Council’s underlying capital appraisal systems.  This report updates currently approved 
indicators.    
  

2.2   The Capital Expenditure Plans   
 

The Council’s capital expenditure plans are the key driver of treasury management 
activity. The output of the capital expenditure plans is reflected in the prudential 
indicators, which are designed to assist members’ overview and confirm capital 
expenditure plans. Capital expenditure decisions must have regard to:  
  

 service objectives (e.g. strategic planning);  

 stewardship of assets (e.g. asset management planning); 

 value for money (e.g. option appraisal);  

 prudence and sustainability (e.g. implications for external borrowing and whole 
life costing);    

 affordability (e.g. implications for council tax);  

 practicality (e.g. the achievability of the forward plan).  
 
The revenue consequences of capital expenditure need to be paid for from the Council’s 
own resources.    
  

Capital expenditure can be paid for immediately (by applying capital resources such as 
capital grants and contributions or by use of revenue resources), but if these resources 
are insufficient any residual capital expenditure will add to the Council’s underlying 
borrowing need, measured as the Capital Financing Requirement (CFR).  
  
The Council is asked to approve the summary capital expenditure projections below. 
The current estimate for 2019/20 is subject to change and will be finalised as part of 
year-end accounts process.   
 

Table 1: Estimates of Capital Expenditure and Financing  

 

 ‘18/19 
Actual 
£’000 

‘19/20 
Est. 

£’000 

‘20/21 
Est 

£’000. 

‘21/22 
Est. 

£’000 

‘22/23 
Est. 

£’000 

‘23/24 
Est. 

£’000 

‘24/25 
Est. 

£’000 

Capital Expenditure        

     Services 1,393 5,685 3,041 904 607 356 374 

     Property Funds 19,989 - - - - - - 

Total 21,382 5,685 3,041 904 607 356 374 

        

Financed by:        

Capital Grants and 
Contributions 824 5,024 1,180 

 
700 319 280 280 

Revenue Resources 568 661 1,861 204 288 76 94 

Net financing need 
for the year 19,990 

 
- 

 
- 

 
- - - - 



 

 

It should be noted that as in-year changes to the Capital Programme are made, their 
impact on the prudential indicators is reported via interim reports to both Cabinet and the 
Audit and Governance Committee.  
 

2.3 The Council’s Borrowing Need (the Capital Financing Requirement)  
 

The second prudential indicator is the Council’s Capital Financing Requirement (CFR).  
The CFR is simply the total historic outstanding capital expenditure which has not yet 
been paid for from either revenue or capital resources. It is essentially a measure of the 
Council’s indebtedness and so its underlying borrowing need.  Any capital expenditure 
above, which has not immediately been paid for through a revenue or capital resource, 
will increase the CFR.   
 

The CFR does not increase indefinitely, as the minimum revenue provision (MRP) is a 
statutory annual revenue charge which broadly reduces the indebtedness in line with 
each assets life, and so charges the economic consumption of capital assets as they are 
used. The Council’s MRP policy is shown at 2.4. 
 
The Council is asked to approve the CFR projections below:  

  

Table 2: Estimates of Capital Financing Requirement  

 

Given the recent spending, and borrowing, on Capital Property Funds, there is a clear 
expectation that, should there be any part or full disposals, consideration will be given in 
the first instance to earmarking part or all of the receipt to reduce the CFR (and 
associated borrowing). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 ‘18/19 
Actual 
£’000 

‘19/20 
Est. 

£’000 

‘20/21 
Est. 

£’000 

‘21/22 
Est. 

£’000 

‘22/23 
Est. 

£’000 

‘23/24 
Est. 

£’000 

‘24/25
Est. 

£’000 

Capital Financing Requirement 

Total CFR (services 
and Property 
Funds) 

20,434 20,419 20,404 20,389 20,374 20,359 20,344 

Movement in CFR 19,975 (15) (15) (15) (15) (15) (15) 
        

Movement in CFR represented by 

Net financing need 
for the year 

 
19,990 

 
- 

 
- 

 
- 

 
- 

 
- 

 
- 

MRP and other 
financing 
movements 

 
(15) 

 
(15) 

 
(15) 

 
(15) 

 
(15) 

 
(15) 

 
(15) 

Movement in CFR 19,975 (15) (15) (15) (15) (15) (15) 



 

 

2.4   Minimum revenue provision (MRP) policy statement  
 

If it has a positive Capital Financing Requirement (CFR), the Council is required to pay 
off an element of the accumulated positive sum through a charge to revenue (known as 
the Minimum Revenue Provision - MRP).  
 
MHCLG regulations require the full Council to approve an MRP Statement in advance 
of each year. A variety of options are provided to councils, so long as there is a prudent 
provision.  The Council is recommended to approve the following MRP Statement for 
2020/21 - 
 
From 1 April 2008 for all unsupported borrowing the MRP policy will be either: 
 

 asset life method – MRP will be based on the estimated life of the assets, in 
accordance with the regulations (this option must be applied for any 
expenditure capitalised under a Capitalisation Direction); or 

 

 depreciation method – MRP will follow standard depreciation accounting 
procedures. 

 
These options provide for a reduction in the borrowing need over approximately the 
asset’s life.  
 
Assets held for Investment purposes 
 
Where the Council holds investment assets i.e. Property Funds it will determine the 
amount of MRP on the basis of each holding and how any repayment of debt will be 
made at the time that any borrowing falls due to be repaid.  
 
The Council will monitor the performance of its Property Fund holdings on a regular basis 
with performance reported to Audit and Governance Committee quarterly. A decision will 
then be taken at the end of the financial year as to the appropriate level of MRP required 
(for example, if an estimated useful life of 20 years was used, MRP of up to £1m p.a. 
would be payable, depending on the estimated value at the end of the term; this would 
be up to £0.4m p.a. if 50 years was used). 
 
MRP Overpayments - A change introduced by the revised MHCLG MRP Guidance was 
the allowance that any charges made over the statutory minimum revenue provision 
(MRP), voluntary revenue provision or overpayments, can, if needed, be reclaimed in 
later years if deemed necessary or prudent.  In order for these sums to be reclaimed for 
use in the budget, this policy must disclose the cumulative overpayment made each 
year.  Up to 31 March 2020, there have been no such overpayments. 

 
Voluntary Revenue Provision 
 
The Council can also undertake additional voluntary payments if it chooses (Voluntary 
Revenue Provision - VRP). 
 
 
 
 
 
 
 

 



 

 

2.5   Core Funds and expected investment balances  
  

The application of resources (capital receipts, reserves etc.) to either finance capital 
expenditure or other budget decisions to support the revenue budget will have an 
ongoing impact on investments unless resources are supplemented each year from new 
sources (asset sales, etc.).  Detailed below are estimates of the year-end balances for 
each resource and anticipated day-to-day cash flow balances (these balances will either 
be held as cash or cash equivalents or be used to support internal borrowing).  
  

Table 3: Expected Investment Position* 

 
 ‘18/19 

Actual 
£’000 

‘19/20 
Est. 

£’000 

‘20/21 
Est. 

£’000 

‘21/22 
Est. 

£’000 

‘22/23 
Est. 

£’000 

‘23/24 
Est. 

£’000 

‘24/25 
Est. 

£’000 

General Fund 2,000 2,000 2,000 2,000 2,000 2,000 2,000 
Earmarked Reserves 10,519 12,783 12,266 13,570 14,701 15,865 16,983 

BTAC 269 125 70 70 70 70 70 
Capital Receipts 239 239 239 239 239 239 239 
Capital Grants 752 598 - - - - - 

Provisions 540 540 540 540 540 540 540 

Collection Fund 1,409 - - - - - - 

Total Core Funds 15,728 16,285 15,115 16,419 17,550 18,714 19,832 

Working Capital (475) (475) (475) (475) (475) (475) (475) 
Internal Borrowing (3,985) (3,970) (3,955) (3,940) (3,925) (3,910) (3,895) 

Expected 
Investments 

 
11,268 

 
11,840 

 
10,685 

 
12,004 

 
13,150 

 
14,329 

 
15,462 

Increase/(decrease) in 
expected investments 

 
- 

 
572 

 
(1,155) 

 
1,319 

 
1,146 

 
1,179 

 
1,133 

 
*balances shown are estimated year-end figures and will fluctuate throughout the 

year  

  

2.6. Affordability Prudential Indicators  
  

The previous sections cover the overall capital and control of borrowing prudential 
indicators, but within this framework prudential indicators are required to assess the 
affordability of the capital investment plans.   These provide an indication of the impact 
of the capital investment plans on the Council’s overall finances.  The Council is asked 
to approve the following indicators: 
  

         Ratio of financing costs to net revenue stream  

 
This indicator identifies the trend in the cost of capital (borrowing and other long-term 
obligation costs net of investment income) against the net revenue stream. 
 

Table 4: Ratio of Financing Costs to Net Revenue Stream  

 

% ‘18/19 
Actual 

‘19/20 
Est. 

‘20/21 
Est. 

‘21/22 
Est. 

‘22/23 
Est. 

‘23/24 
Est. 

‘24/25 
Est. 

Services 0.27 0.30 0.27 0.05 (0.22) (0.58) (0.94) 

Property Funds (4.22) (5.37) (6.05) (6.63) (6.64) (6.72) (6.58) 

Total (3.95) (5.07) (5.78) (6.58) (6.86) (7.30) (7.52) 

  
The estimates of financing costs include current commitments and the proposals in this 
budget report. 
 



 

 

3.     Borrowing  
  
The capital expenditure plans set out in Section 2 provide details of the service activity 
of the Council. The treasury management function ensures that the Council’s cash is 
organised in accordance with the relevant professional codes, so that sufficient cash is 
available to meet this service activity and the Council’s capital strategy. This will involve 
both the organisation of the cash flow and, where capital plans require, the organisation 
of appropriate borrowing facilities. The strategy covers the relevant treasury / prudential 
indicators, the current and projected debt positions and the annual investment strategy. 
  

3.1    Current Portfolio Position 
  
The Council’s treasury portfolio position from 1 April 2018, with forward projections, is 
summarised below. The table shows the actual external debt, against the underlying 
capital borrowing need, (the Capital Financing Requirement - CFR), highlighting any 
over or under borrowing.  
 

Table 1: Current Portfolio Position 

 

£’000 ‘18/19 
Actual 
£’000 

‘19/20 
Est. 

£’000 

‘20/21 
Est. 

£’000 

‘21/22 
Est. 

£’000 

‘22/23 
Est. 

£’000 

‘23/24 
Est. 

£’000 

‘24/25 
Est. 

£’000 

External Debt        

Debt at 1 April 1,000 16,449 16,449 16,449 16,449 16,449 16,449 
In-year change in debt 15,449 - -  - - - 

Actual gross debt at 31 
March 

 
16,449 

 
16,449 

 
16,449 

 
16,449 

 
16,449 

 
16,449 

 
16,449 

The Capital Financing 
Requirement 

 
20,434 

 
20,419 

 
20,404 

 
20,389 

 
20,374 

 
20,359 

 
20,344 

(Under)/ over 
borrowing 

 
(3,985) 

 
(3,970) 

 
(3,955) 

 
(3,940) 

 
(3,925) 

 
(3,910) 

 
(3,895) 

  
Within the above figures the proportion of debt relating to Property Fund acquisition 
investment is: 
 

  ‘18/19 
Actual 

‘19/20 
Est. 

‘20/21 
Est. 

‘21/22 
Est. 

‘22/23 
Est. 

‘23/24 
Est. 

‘24/25 
Est. 

Total Debt at 31 
March £’000 

 
16,449 

 
16,449 

 
16,449 

 
16,449 

 
16,449 

 
16,449 

 
16,449 

Percentage of total 
external debt 
relating to Property 
Funds % 

 
- 

 
93.92% 

 
93.92% 

 
93.92% 

 
93.92% 

 
93.92% 

 
93.92% 

   
Within the range of prudential indicators, there are a number of key indicators to ensure 
that the Council operates its activities within well-defined limits.  One of these is that the 
Council needs to ensure that its gross debt does not, except in the short term, exceed 
the total of the CFR in the preceding year plus the estimates of any additional CFR for 
2020/21 and the following two financial years.  This allows some flexibility for limited 
early borrowing for future years, but ensures that borrowing is not undertaken for 
revenue or speculative purposes.       
 
The Chief Finance Officer reports that the Council complied with this prudential indicator 
in the current year and does not envisage difficulties for the future.  This view takes into 
account current commitments, existing plans, and the proposals in this budget report.   

 



 

 

3.2    Treasury Indicators: limits to borrowing activity 
 
The operational boundary. This is the limit beyond which external debt is not normally 
expected to exceed.  In most cases, this would be a similar figure to the CFR, but may 
be lower or higher depending on the levels of actual debt and the ability to fund under-
borrowing by other cash resources. 
 

Table 2: Operational Boundary for External Debt 

 

 ‘19/20 
Est. 
£’m 

‘20/21 
Est. 
£’m 

‘21/22 
Est. 
£’m 

‘22/23 
Est. 
£’m 

‘23/24 
Est. 
£’m 

‘24/25 
Est. 
£’m 

External Debt  22 22 22 22 22 22 

Total 22 22 22 22 22 22 

  
The authorised limit for external debt. This is a key prudential indicator and represents 
a control on the maximum level of borrowing. This represents a legal limit beyond which 
external debt is prohibited, and this limit needs to be set or revised by the full Council.  It 
reflects the level of external debt which, while not desired, could be afforded in the short 
term, but is not sustainable in the longer term.   

 
a. This is the statutory limit determined under section 3 (1) of the Local 

Government Act 2003. The Government retains an option to control either the 
total of all councils’ plans, or those of a specific council, although this power 
has not yet been exercised. 

 

b. The Council is asked to approve the following authorised limit: 
 

Table 3: Authorised Limit for External Debt 

 
 ‘19/20 

Est. 
£’m 

‘20/21 
Est. 
£’m 

‘21/22 
Est. 
£’m 

‘22/23 
Est. 
£’m 

‘23/24 
Est. 
£’m 

‘24/25 
Est. 
£’m 

External Debt  25 25 25 25 25 25 

Total 25 25 25 25 25 25 

  

3.3    Maturity structure of borrowing 
 
Maturity structure of borrowing. These gross limits are set to reduce the Council’s 
exposure to large fixed rate sums falling due for refinancing, and are required for upper 
and lower limits.  The Council is asked to approve the following treasury indicators and 
limits:  
 

Maturity structure of fixed interest rate borrowing 
2020/21 

  

 Lower Upper 

5 years to 10 years 0% 100% 

10 years to 20 years 0% 100% 

20 years to 30 years   0% 100% 

30 years to 40 years  0% 100% 

40 years to 50 years  0% 100% 

Maturity structure of variable interest rate 
borrowing 2020/21 

  

Under 12 months 0% 100% 

12 months to 2 years 0% 100% 

  



 

 

3.4    Prospects for Interest Rates 
 

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. The following table 
gives their central view. 
 

 
 

The above forecasts have been based on an assumption that there is an agreed deal on 
Brexit, including agreement on the terms of trade between the UK and EU, at some point 
in time. The result of the general election has removed much uncertainty around this 
major assumption.  However, it does not remove uncertainty around whether agreement 
can be reached with the EU on a trade deal within the short time to December 2020, as 
the prime minister has pledged. 
 
It has been little surprise that the Monetary Policy Committee (MPC) has left Bank Rate 

unchanged at 0.75% so far in 2019 due to the ongoing uncertainty over Brexit and the 

outcome of the  general election.  In its meeting on 7 November, the MPC became more 

dovish due to increased concerns over the outlook for the domestic economy if Brexit 

uncertainties were to become more entrenched, and for weak global economic growth: 

if those uncertainties were to materialise, then the MPC were likely to cut Bank Rate. 

However, if they were both to dissipate, then rates would need to rise at a “gradual pace 

and to a limited extent”. Brexit uncertainty has had a dampening effect on UK GDP 

growth in 2019, especially around mid-year. There is still some residual risk that the MPC 

could cut Bank Rate as the UK economy is still likely to only grow weakly in 2020 due to 

continuing uncertainty over whether there could effectively be a no deal Brexit in 

December 2020 if agreement on a trade deal is not reached with the EU. Until that major 

uncertainty is removed, or the period for agreeing a deal is extended, it is unlikely that 

the MPC would raise Bank Rate.  

 

Bond yields / PWLB rates.  There has been much speculation during 2019 that the 
bond market has gone into a bubble, as evidenced by high bond prices and remarkably 
low yields.  However, given the context that there have been heightened expectations 
that the US was heading for a recession in 2020, and a general background of a 
downturn in world economic growth, together with inflation generally at low levels in most 
countries and expected to remain subdued, conditions are ripe for 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 impact on 
consumer spending, inflation, etc. This has pulled down the overall level of interest rates 
and bond yields in financial markets over the last thirty years.  We have therefore seen 
over the last year, many bond yields up to ten years in the Eurozone actually turn 
negative. In addition, there has, at times, been an inversion of bond yields in the US 
whereby ten-year yields have fallen below shorter-term yields. In the past, this has been 

Link Asset Services Interest Rate View

Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 Mar-22 Jun-22 Sep-22 Dec-22 Mar-23

Bank Rate View 0.75 0.75 0.75 0.75 0.75 1.00 1.00 1.00 1.00 1.00 1.25 1.25 1.25 1.25

3 Month LIBID 0.70 0.70 0.70 0.80 0.90 1.00 1.00 1.00 1.10 1.20 1.30 1.30 1.30 1.30

6 Month LIBID 0.80 0.80 0.80 0.90 1.00 1.10 1.10 1.20 1.30 1.40 1.50 1.50 1.50 1.50

12 Month LIBID 1.00 1.00 1.00 1.10 1.20 1.30 1.30 1.40 1.50 1.60 1.70 1.70 1.70 1.70

5yr PWLB Rate 2.30 2.40 2.40 2.50 2.50 2.60 2.70 2.80 2.90 2.90 3.00 3.10 3.20 3.20

10yr PWLB Rate 2.60 2.70 2.70 2.70 2.80 2.90 3.00 3.10 3.20 3.20 3.30 3.30 3.40 3.50

25yr PWLB Rate 3.20 3.30 3.40 3.40 3.50 3.60 3.70 3.70 3.80 3.90 4.00 4.00 4.10 4.10

50yr PWLB Rate 3.10 3.20 3.30 3.30 3.40 3.50 3.60 3.60 3.70 3.80 3.90 3.90 4.00 4.00



 

 

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.  However, 
stock markets are also currently at high levels as some investors have focused on 
chasing returns in the context of dismal ultra-low interest rates on cash deposits.   

 
During the first half of 2019-20 to 30 September, gilt yields plunged and caused a near 
halving of longer term PWLB rates to completely unprecedented historic low levels. (See 
paragraph 3.7 for comments on the increase in the PWLB rates margin over gilt yields 
of 100bps introduced on 9.10.19.)  There is though, an expectation that financial markets 
have gone too far in their fears about the degree of the downturn in US and world growth. 
If, as expected, the US only suffers a mild downturn in growth, bond markets in the US 
are likely to sell off and that would be expected to put upward pressure on bond yields, 
not only in the US, but also in the UK due to a correlation between US treasuries and 
UK gilts; at various times this correlation has been strong but at other times weak. 
However, forecasting the timing of this, and how strong the correlation is likely to be, is 
very difficult to forecast with any degree of confidence. Changes in UK Bank Rate will 
also impact on gilt yields. 

 
One potential danger that may be lurking in investor minds is that Japan has become 
mired in a twenty-year bog of failing to get economic growth and inflation up off the floor, 
despite a combination of massive monetary and fiscal stimulus by both the central bank 
and government. Investors could be fretting that this condition might become contagious 
to other western economies. 
 
Another danger is that unconventional monetary policy post 2008, (ultra-low interest 
rates plus quantitative easing), may end up doing more harm than good through 
prolonged use. Low interest rates have encouraged a debt-fuelled boom that now makes 
it harder for central banks to raise interest rates. Negative interest rates could damage 
the profitability of commercial banks and so impair their ability to lend and / or push them 
into riskier lending. Banks could also end up holding large amounts of their government’s 
bonds and so create a potential doom loop. (A doom loop would occur where the credit 
rating of the debt of a nation was downgraded which would cause bond prices to fall, 
causing losses on debt portfolios held by banks and insurers, so reducing their capital 
and forcing them to sell bonds – which, in turn, would cause further falls in their prices 
etc.). In addition, the financial viability of pension funds could be damaged by low yields 
on holdings of bonds. 

 
The overall longer run future trend is for gilt yields, and consequently PWLB rates, to 
rise, albeit gently.  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. Such volatility 
could occur at any time during the forecast period.  
 
In addition, PWLB rates are subject to ad hoc decisions by H.M. Treasury to change the 
margin over gilt yields charged in PWLB rates: such changes could be up or down. It is 
not clear that if gilt yields were to rise back up again by over 100bps within the next year 
or so, whether H M Treasury would remove the extra 100 bps margin implemented on 9 
October 2019. 
 
Economic and interest rate forecasting remains difficult with so many influences 
weighing on UK gilt yields and PWLB rates. The above forecasts, (and MPC decisions), 
will be liable to further amendment depending on how economic data and developments 
in financial markets transpire over the next year. Geopolitical developments, especially 
in the EU, could also have a major impact. Forecasts for average investment earnings 



 

 

beyond the three-year time horizon will be heavily dependent on economic and political 
developments.  

 
Investment and borrowing rates 

 

 Investment returns are likely to remain low during 2020/21 with little increase 
in the following two years. However, if major progress was made with an agreed 
Brexit, then there is upside potential for earnings. 
 

 Borrowing interest rates were on a major falling trend during the first half of 
2019-20 but were then increased by the Treasury by 100 bps on 9 October 
2019. The policy of avoiding new borrowing by running down spare cash 
balances has served local authorities well over the last few years.  As the gap 
between longer-term borrowing rates and investment rates has materially 
widened, and in the long term, Bank Rate is not expected to rise above 2.5%, 
the council will have to consider very carefully whether to undertake any further 
longer-term borrowing in the next five years. 

 

 The capital strategy suggests that the council will not undertake borrowing to 
finance new capital expenditure within the next five years, and that by using 
cash reserves, there is a benefit (being the difference between higher 
borrowing costs and lower investment returns).  

 

 Any new short or medium-term borrowing will incur a revenue cost. 
 

3.5    Borrowing Strategy  
 

The Council is currently maintaining an under-borrowed position.  This means that the 
capital borrowing need (the Capital Financing Requirement), has not been fully funded 
with loan debt as cash supporting the Council’s reserves, balances and cash flow has 
been used as a temporary measure. This strategy is prudent as investment returns are 
low and counterparty risk is still an issue that needs to be considered. 

 

Against this background and the risks within the economic forecast, caution will be 
adopted with the 2020/21 treasury operations. The Chief Finance Officer will monitor 
interest rates in financial markets and adopt a pragmatic approach to changing 
circumstances: 
 

 if it was felt that there was a significant risk of a sharp FALL in borrowing rates, 
(e.g. due to a marked increase of risks around relapse into recession or of risks 
of deflation) and cash balances were sufficient to maintain the under-borrowed 
position, then borrowing will be postponed. 

 

 if it was felt that there was a significant risk of a much sharper RISE in borrowing 
rates than that currently forecast, perhaps arising from an acceleration in the 
rate of increase in central rates in the USA and UK, an increase in world 
economic activity, or a sudden increase in inflation risks, then the portfolio 
position will be re-appraised. Most likely, fixed rate funding will be drawn whilst 
interest rates are lower than they are projected to be in the next few years. 

 

Any decisions will be reported to the appropriate decision making body at the next 
available opportunity.  
  

 
 



 

 

3.6   Policy of borrowing in advance of need 

  
The Council will not borrow more than or in advance of its needs purely in order to profit 
from the investment of the extra sums borrowed. Any decision to borrow in advance will 
be within forward approved Capital Financing Requirement estimates, and will be 
considered carefully to ensure that value for money can be demonstrated and that the 
Council can ensure the security of such funds.  
 
Risks associated with any borrowing in advance activity will be subject to prior appraisal 
and subsequent reporting through the mid-year or annual reporting mechanism.  
 

3.7   Debt Rescheduling 

 
Current borrowing is on a long-term basis, and no rescheduling is anticipated across the 
period of this TMSS. 
 

3.8   New Financial Institutions  

 

Following the decision by the PWLB on 9 October 2019 to increase their margin over gilt 
yields by 100 bps to 180 basis points on loans lent to local authorities, consideration will 
also need to be given to sourcing funding at cheaper rates from the following: 

 

 Local authorities (primarily shorter dated maturities) 

 Financial institutions (primarily insurance companies and pension funds but 
also some banks, out of spot or forward dates) 

 Municipal Bonds Agency 
 

The degree which any of these options proves cheaper than PWLB Certainty Rate is still 
evolving at the time of writing but our advisors will keep us informed. 
 

3.9   Approved Sources of Long and Short term Borrowing  

 

On Balance Sheet Fixed Variable 
PWLB   
Municipal Bond Agency   
Local Authorities   
Banks   
Market (long-term)   
Market (temporary)   
Overdraft   
   

 

 

 

 

 

 

 

 



 

 

4.     Annual Investment Strategy 

   
4.1    Investment Policy – Management of Risk 

 
MHCLG and the Chartered Institute of Public Finance and Accountancy (CIPFA) have 
extended the meaning of ‘investments’ to include both financial and non-financial 
investments.  This report deals solely with financial investments, (as managed by the 
treasury management team).   
 
The Council’s investment policy has regard to the following:  

 MHCLG’s Guidance on Local Government Investments (“the Guidance”) 

 CIPFA Treasury Management in Public Services Code of Practice and Cross 
Sectoral Guidance Notes 2017 (“the Code”)  

 CIPFA Treasury Management Guidance Notes 2018   
 
The Council’s investment priorities will be security first, portfolio liquidity second and then 
yield, (return). 
 
The above guidance from the MHCLG and CIPFA place a high priority on the 
management of risk. This authority has adopted a prudent approach to managing risk 
and defines its risk appetite by the following means: - 
 

1. Minimum acceptable credit criteria are applied in order to generate a list of 
highly creditworthy counterparties.  This also enables diversification and thus 
avoidance of concentration risk. The key ratings used to monitor counterparties 
are the short term and long-term ratings.   

 

2. Other information: ratings will not be the sole determinant of the quality of an 
institution; it is important to continually assess and monitor the financial sector 
on both a micro and macro basis and in relation to the economic and political 
environments in which institutions operate. The assessment will also take 
account of information that reflects the opinion of the markets. To achieve this 
consideration the Council will engage with its advisors to maintain a monitor on 
market pricing such as “credit default swaps” and overlay that information on top 
of the credit ratings.  

 

3. Other information sources used will include the financial press, share price and 
other such information pertaining to the financial sector in order to establish the most 
robust scrutiny process on the suitability of potential investment counterparties. 

 

4. This authority has defined the list of types of investment instruments that the 
treasury management team are authorised to use. There are two lists in section 7 
under the categories of ‘specified’ and ‘non-specified’ investments.  
 

 Specified investments are those with a high level of credit quality and 
subject to a maturity limit of one year. 

 

 Non-specified investments are those with less high credit quality, may be 
for periods in excess of one year, and/or are more complex instruments 
which require greater consideration by members and officers before 
being authorised for use. Once an investment is classed as non-
specified, it remains non-specified all the way through to maturity.  

 



 

 

5 Non-specified investments limit. The Council has determined that it will limit 
the maximum total exposure to non-specified investments as being 90% of the 
total investment portfolio, (see section 7). 

 

6 Lending limits, Counterparty limits and duration are set out in paragraph 4.2. 

 

7 This authority will set a limit for the amount of its investments which are invested 
for longer than 365 days, (see paragraph 4.4).   

 

8 Investments will only be placed with counterparties from countries with a 
specified minimum sovereign rating, (see paragraph 4.3). 

 

9 This authority has engaged external consultants, (see paragraph 1.5), to provide 
expert advice on how to optimise an appropriate balance of security, liquidity and 
yield, given the risk appetite of this authority in the context of the expected level 
of cash balances and need for liquidity throughout the year. 

 

10 All investments will be denominated in sterling. 

 

11 As a result of the change in accounting standards for 2019/20 under IFRS 9, this 
authority will consider the implications of investment instruments which could 
result in an adverse movement in the value of the amount invested and resultant 
charges at the end of the year to the General Fund. (In November 2018, the 
Ministry of Housing, Communities and Local Government, [MHCLG], concluded 
a consultation for a temporary override to allow English local authorities time to 
adjust their portfolio of all pooled investments by announcing a statutory override 
to delay implementation of IFRS 9 for five years commencing from 1 April 2018) 

 
However, this authority will also pursue value for money in treasury management and 
will monitor the yield from investment income against appropriate benchmarks for 
investment performance, (see paragraph 4.5). Regular monitoring of investment 
performance will be carried out during the year. 
 
Changes in risk management policy from last year. 
 
These criteria are unchanged from last year.  
 

4.2    Creditworthiness Policy 
   
This Council applies the creditworthiness service provided by Link Asset Services. This 
service employs a sophisticated modelling approach utilising credit ratings from the three 
main credit rating agencies - Fitch, Moody’s and Standard & Poor’s.  The credit ratings 
of counterparties are supplemented with the following overlays:  

 

 “watches” and  “outlooks” from credit rating agencies; 

 CDS spreads that may give early warning of likely changes in credit ratings; 

 sovereign ratings to select counterparties from only the most creditworthy 
countries. 

 
This modelling approach combines credit ratings, and any assigned Watches and 
Outlooks in a weighted scoring system which is then combined with an overlay of CDS 
spreads. The end product of this is a series of colour coded bands which indicate the 
relative creditworthiness of counterparties. These colour codes are used by the Council 
to determine the suggested duration for investments.   
 



 

 

The Council will, therefore, use counterparties within the following durational bands 
 

 Yellow             5 years  

 Purple  2 years 

 Blue*               1 year  

 Orange 1 year 

 Red   6 months 

 Green   100 days  

 No Colour  not to be used 
 

*only applies to nationalised or semi-nationalised UK banks  

 
Counterparty limits are no more than £3m per counterparty and the counterparty group 
limit is £5m, with UK registered/domiciled banks, and for a period of no more than one 
year.  The only exception to the £3m individual limit is if due to cash flow reasons all 
counterparties are being used to their maximum limit then any residual balances will be 
deposited in the Council’s Call Account with HSBC. The balance on the call account 
should not exceed £5m.  
 
Paragraph 1.4 of this Strategy document gives the currently used Counterparties. 
Changes to the investment policy can be authorised by the Section 151 Officer or the 
Deputy Section 151 Officer and thereafter will be reported to the Audit and Governance 
Committee. This is to cover exceptional circumstances so that instant decisions can be 
made in an environment which is both fluid and subject to high risk. 
 
The Link Asset Services’ creditworthiness service uses a wider array of information other 
than just primary ratings. Furthermore, by using a risk weighted scoring system, it does 
not give undue preponderance to just one agency’s ratings. 
 
Typically, the minimum credit ratings criteria the Council use will be a short term rating 
(Fitch or equivalents) of F1 and a long-term rating of A-. There may be occasions when 
the counterparty ratings from one rating agency are marginally lower than these ratings 
but may still be used.  In these instances, consideration will be given to the whole 
range of ratings available, or other topical market information, to support their use. 
 
All credit ratings will be monitored on a daily basis. The Council is alerted to changes to 
ratings of all three agencies through its use of the Link Asset Services’ creditworthiness 
service.  
  

 if a downgrade results in the counterparty / investment scheme no longer 
meeting the Council’s minimum criteria, its further use as a new investment will 
be withdrawn immediately; 

 

 in addition to the use of credit ratings the Council will be advised of information 
in movements in Credit Default Swap spreads against the iTraxx European 
Financials benchmark and other market data on a daily basis via its Passport 
website, provided exclusively to it by Link Asset Services. Extreme market 
movements may result in downgrade of an institution or removal from the 
Council’s lending list. 

  
Sole reliance will not be placed on the use of this external service.  In addition this 
Council will also use market data and market information, as well as information on any 
external support for banks to help support its decision making process.  
 

 



 

 

UK banks – ring fencing 
 
The largest UK banks, (those with more than £25bn of retail / Small and Medium-sized 
Enterprise (SME) deposits), are required, by UK law, to separate core retail banking 
services from their investment and international banking activities by 1st January 2019. 
This is known as “ring-fencing”. Whilst smaller banks with less than £25bn in deposits 
are exempt, they can choose to opt up. Several banks are very close to the threshold 
already and so may come into scope in the future regardless. 
 
Ring-fencing is a regulatory initiative created in response to the global financial crisis. It 
mandates the separation of retail and SME deposits from investment banking, in order 
to improve the resilience and resolvability of banks by changing their structure. In 
general, simpler activities offered from within a ring-fenced bank, (RFB), will be focused 
on lower risk, day-to-day core transactions, whilst more complex and “riskier” activities 
are required to be housed in a separate entity, a non-ring-fenced bank, (NRFB). This is 
intended to ensure that an entity’s core activities are not adversely affected by the acts 
or omissions of other members of its group. 
 

While the structure of the banks included within this process may have changed, the 
fundamentals of credit assessment have not. The Council will continue to assess the 
new-formed entities in the same way that it does others and those with sufficiently high 
ratings, (and any other metrics considered), will be considered for investment purposes. 

 

4.3   Country limits 
 

Due care will be taken to consider the exposure of the Council’s total investment portfolio 

to non-specified investments, countries, groups and sectors.   

 

1. Non-specified investment limit. The Council has determined that it will limit the 
maximum total exposure to non-specified investments as being 90% of the total 
investment portfolio. 
 

2. Country limit. The Council has determined that it will only use approved 
counterparties from the UK and from countries with a minimum sovereign credit 
rating of AA- from Fitch. The list of countries that qualify using this credit criteria 
as at the date of this report are shown below.  This list will be added to, or deducted 
from, by officers should ratings change in accordance with this policy.  

 
3. Other limits. In addition: 

 no more than 20% will be placed with any non-UK country at any time; 
 limits in place above will apply to a group of companies; 
 sector limits will be monitored regularly for appropriateness. 

 
 
 
 
 
 
 
 
 
 
 
 

 



 

 

   Approved Countries for Investment  

 

AAA                      

 Australia 

 Canada 

 Denmark 

 Germany 

 Luxembourg 

 Netherlands  

 Norway 

 Singapore 

 Sweden 

 Switzerland 

 

AA+ 

 Finland 

 U.S.A. 

 

AA 

 Abu Dhabi (UAE) 

 France 

 Hong Kong 

 U.K. 

 

AA- 

 Belgium  

 Qatar 

 

4.4    Investment Strategy 
   

    In-house funds 

 

Investments will be made with reference to the core balance and cash flow requirements 
and the outlook for short-term interest rates (i.e. rates for investments up to 12 months). 
Greater returns are usually obtainable by investing for longer periods. While most cash 
balances are required in order to manage the ups and downs of cash flow, where cash 
sums can be identified that could be invested for longer periods, the value to be obtained 
from longer term investments will be carefully assessed.  
 
For its cash flow generated balances, the Council will seek to utilise its instant access 
call account and notice accounts (30 day and 95 day) in order to benefit from the 
compounding of interest.  The Council’s core funds available for investment are detailed 
in Table 3, paragraph 2.5 of this strategy.  
 

 If it is thought that Bank Rate is likely to rise significantly within the time horizon 
being considered, then consideration will be given to keeping most investments 
as being short term or variable. 

 

 Conversely, if it is thought that Bank Rate is likely to fall within that time period, 
consideration will be given to locking in higher rates currently obtainable, for 
longer periods. 

 
 



 

 

    Investment returns expectations 

 
On the assumption that the UK and EU agree a Brexit deal including the terms of trade 
by the end of 2020 or soon after, then Bank Rate is forecast to increase only slowly over 
the next few years to reach 1.25% by quarter 1 2023.  Bank Rate forecasts for financial 
year ends (March) are:  
 

 Q1 2021          0.75%   

 Q1 2022          1.00% 

 Q1 2023          1.25% 
   
The Council is budgeting for investment returns over its Medium Term Financial Strategy 

as shown below:  

 

Year Cash 
Balances 

 
% 

Property 
Funds 
(Gross) 

% 

2019/20 0.78% 4.79% 

2020/21 1.00% 4.79% 

2021/22 1.00% 4.79% 

2022/23 1.10% 4.79% 

2023/24 1.25% 4.79% 

2024/25 1.40% 4.79% 

  

 The overall balance of risks to economic growth in the UK is probably to the 
downside due to the weight of all the uncertainties over Brexit, as well as a 
softening global economic picture. 
 

 The balance of risks to increases in Bank Rate and shorter-term PWLB rates 
are broadly similarly to the downside.  
 

 In the event that a Brexit deal is agreed with the EU and approved by 
Parliament, the balance of risks to economic growth and to increases in Bank 
Rate is likely to change to the upside. 

 

Investment treasury indicator and limit - total principal funds invested for greater than 
365 days. These limits are set with regard to the Council’s liquidity requirements and to 
reduce the need for early sale of an investment, and are based on the availability of 
funds after each year-end.  

 
The Council is asked to approve the following treasury indicator and limit:  

 

Maximum principal sums invested > 365 days 

 ‘20/21 ‘21/22 ‘22/23 ‘23/24 ‘24/25 

Principal sums 
invested > 365 days 

 
£21m 

 
£21m 

 
£21m 

 
£21m 

 
£21m 

Current Investments 
as at 31 March 2020 in 
excess of 1 year 
maturing in each year 

 
 

- 

 
 

- 

 
 

- 

 
 

- 

 
 

- 

 
 
 
 
 



 

 

4.5    Investment performance   
 

This Council will use an investment benchmark to assess the investment performance 
of its investment portfolio of 7 day, 1, 3, 6 or 12 month LIBID compounded / 
uncompounded 

 

4.6    Investment reporting  
 
At the end of the financial year, the Council will report on its investment activity as part 
of its Annual Treasury Report and quarterly reports (including a mid-year update report) 
are also be presented to the Audit and Governance Committee.  Any significant issues 
on a quarterly basis will be reported as part of the quarterly Finance and Performance 
report to Cabinet and any issues of concern regarding governance (for example risks 
concerning counterparties) will be reported to the next meeting of the Audit and 
Governance Committee. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

5.    Treasury Management Scheme of Delegation 
 
The table below shows in terms of governance arrangements the various levels of 
member responsibility with regards to the treasury function. 

 

Table 1:  Treasury Management Governance Arrangements 

 

Area of Organisation Responsibilities 

1.Full Council 1.1  Approval of the annual Treasury Management Strategy 
Statement (TMSS) and any changes recommended by the 
Audit and Governance Committee 
1.2 Approval of the appropriate delegations to officers 

2.Cabinet 2.1  Budget consideration and approval 
2.2  Updates on service and financial performance 

3.Overview and Scrutiny - 
Corporate and 
Community Committee 

3.1  Scrutiny of service and financial performance 

4. Audit and Governance 
Committee 

4.1  Recommendation of/amendments to the adopted 
clauses, TMSS and treasury management practices 
4.2  Reviewing the TMSS and procedures and making 
recommendations to the responsible body 
4.3  Receiving and reviewing regular monitoring reports and 
ensuring recommendations are followed-up 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

6.    The Treasury Management Role of the Chief Finance Officer (Section 151 

Officer) 
 
The S151 Officer’s main functions with regards to treasury are to:  

 recommend clauses, treasury management policy/practices for approval, 
reviewing them regularly, and monitoring compliance; 

 submitting regular treasury management policy reports; 

 submitting budgets and budget variations; 

 receiving and reviewing management information reports; 

 reviewing the performance of the treasury management function; 

 ensuring the adequacy of treasury management resources and skills, and the 
effective division of responsibilities within the treasury management function; 

 ensuring the adequacy of internal audit, and liaise with external audit; and 
recommend the appointment of external service providers; 

 preparation of a capital strategy to include capital expenditure, capital 
financing, non-financial investments and treasury management, with a long 
term timeframe;  

 ensuring that the capital strategy is prudent, sustainable, affordable and 
prudent in the long term and provides value for money; 

 ensuring that due diligence has been carried out on all treasury and non-
financial investments and is in accordance with the risk appetite of the authority; 

 ensure that the authority has appropriate legal powers to undertake 
expenditure on non-financial assets and their financing; 

 ensuring the proportionality of all investments so that the authority does not 
undertake a level of investing which exposes the authority to an excessive level 
of risk compared to its financial resources; 

 ensuring that an adequate governance process is in place for the approval, 
monitoring and ongoing risk management of all non-financial investments and 
long term liabilities; 

 provision to members of a schedule of all non-treasury investments;  

 ensuring that members are adequately informed and understand the risk 
exposures taken on by the authority; 

 ensuring that the authority has adequate expertise, either in house or externally 
provided, to carry out the above; 

 creation of Treasury Management Practices which specifically deal with how 
non treasury investments will be carried out and managed, to include the 
following: 
 

o Risk management (TMP1 and schedules), including investment and 
risk management criteria for any material non-treasury investment 
portfolios; 
 

o Performance measurement and management (TMP2 and schedules), 
including methodology and criteria for assessing the performance and 
success of non-treasury investments;       

    
o Decision making, governance and organisation (TMP5 and schedules), 

including a statement of the governance requirements for decision 
making in relation to non-treasury investments; and arrangements to 
ensure that appropriate professional due diligence is carried out to 
support decision making; 

 

 



 

 

o Reporting and management information (TMP6 and schedules), 
including where and how often monitoring reports are taken; 
 

o Training and qualifications (TMP10 and schedules), including how the 
relevant knowledge and skills in relation to non-treasury investments 
will be arranged. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

7.1   Specified and Non-Specified Investments 
 
SPECIFIED INVESTMENTS: All such investments will be sterling denominated, with 
maturities up to maximum of 1 year, meeting the minimum ‘high’ quality criteria where 
applicable. 

 

  Minimum ‘High Credit’ 
Criteria 

1 Debt Management Agency Deposit 
Facility 

Government Secure 

2 Term deposits with credit rated 
banks and building societies with 
maturities up to one year  

 UK nationalised banks 

 UK part nationalised banks 

 Non-UK domiciled banks* 

Minimum Green colour rating – up to 
100 days 

3 Local Authorities with maturities up 
to one year  

High Security, although Local 
Authorities are not credit rated.  

4 Money Market Funds (CCLA) Minimum AAA rated by one of the 
rating agencies  

5 Business Reserve Accounts and 
Deposit Accounts with credit rated 
banks and building societies  

Minimum Green colour rating – up to 
100 days 

 

* A maximum of 20% of the total portfolio will be invested in non-UK domiciled banks 

operating in countries with a minimum sovereign rating of AA+. 

 

NON-SPECIFIED INVESTMENTS: These are any investments which do not meet the 
specified investment criteria.  A maximum of 90% will be held in aggregate in non-
specified investments.  

 

 Minimum Credit Criteria 

Term Deposits with credit rated deposit 
takers (UK banks and building societies). 

Minimum Orange or Blue colour rating 
–in excess of 1 year. 

Callable Deposits with credit rated deposit 
takers (UK banks and building societies) 
with maturities greater than one year.  

Minimum Orange or Blue colour rating 
–in excess of 1 year. 

Forward deals with credit rated deposit 
takers (UK banks and building societies)  

Minimum Orange or Blue colour rating 
–in excess of 1 year. 

Property funds – in excess of one year* N/a – see comment below 

 

*The use of these instruments can be deemed capital expenditure, and as such will 

be an application (spending) of capital resources.   

 

 

 

 

 

 

 

 

 



 

 

7.2   Economic Background 

 
UK.  Brexit. 2019 was a year of upheaval on the political front as Theresa May resigned 
as Prime Minister to be replaced by Boris Johnson on a platform of the UK leaving the 
EU on 31 October 2019, with or without a deal.  However, MPs blocked leaving on that 
date and the EU agreed an extension to 31 January 2020. In late October, MPs approved 
an outline of a Brexit deal to enable the UK to leave the EU on 31 January.  The 
Conservative Government gained a large overall majority in the general election on 12 
December; this ensured that the UK left the EU on 31 January. However, there will still 
be much uncertainty as the detail of a comprehensive trade deal will need to be 
negotiated by the current end of the transition period in December 2020, which the Prime 
Minister has pledged he will not extend. This could prove to be an unrealistically short 
timetable for such major negotiations that leaves open three possibilities; a partial 
agreement on many areas of agreement and then continuing negotiations to deal with 
the residual areas, the need for the target date to be put back, probably two years, or, a 
no deal Brexit in December 2020.  

 
GDP growth took a big hit from both political and Brexit uncertainty during 2019; quarter 
three 2019 surprised on the upside by coming in at +0.4% q/q, +1.1% y/y.  However, the 
peak of Brexit uncertainty during the final quarter appears to have suppressed quarterly 
growth to probably around zero. The forward-looking surveys in January have indicated 
that there could be a significant recovery of growth now that much uncertainty has gone.  
Nevertheless, economic growth may only come in at about 1% in 2020, pending the 
outcome of negotiations on a trade deal.  Provided there is a satisfactory resolution of 
those negotiations, which are in both the EU’s and UK’s interest, then growth should 
strengthen further in 2021. 
 
At its 30 January meeting, the Monetary Policy Committee held Bank Rate unchanged 
at 0.75%.  The vote was again split 7-2, with two votes for a cut to 0.50%. The financial 
markets had been predicting a 50:50 chance of a rate cut at the time of the meeting. 
Admittedly, there had been plenty of downbeat UK economic news in December and 
January which showed that all the political uncertainty leading up to the general election, 
together with uncertainty over where Brexit would be going after the election, had 
depressed economic growth in quarter 4.  In addition, three members of the MPC had 
made speeches in January which were distinctly on the dovish side, flagging up their 
concerns over weak growth and low inflation; as there were two other members of the 
MPC who voted for a rate cut in November, five would be a majority at the January MPC 
meeting if those three followed through on their concerns 
 
However, that downbeat news was backward looking; more recent economic statistics 
and forward-looking business surveys, have all pointed in the direction of a robust 
bounce in economic activity and a recovery of confidence after the decisive result of the 
general election removed political and immediate Brexit uncertainty.  In addition, the 
September spending round increases in expenditure will start kicking in from April 2020, 
while the Budget in March is widely expected to include a substantial fiscal boost by 
further increases in expenditure, especially on infrastructure. The Bank of England cut 
its forecasts for growth from 1.2% to 0.8% for 2020, and from 1.8% to 1.4% for 2021.  
However, these forecasts could not include any allowance for the predicted fiscal boost 
in the March Budget. Overall, the MPC clearly decided to focus on the more recent 
forward-looking news than the earlier downbeat news.  
 
The quarterly Monetary Policy Report did, though, flag up that there was still a risk of a 

Bank Rate cut; "Policy may need to reinforce the expected recovery in UK GDP growth 

should the more positive signals from recent indicators of global and domestic activity 

not be sustained or should indicators of domestic prices remain relatively weak." 



 

 

Obviously, if trade negotiations with the EU failed to make satisfactory progress, this 

could dampen confidence and growth. On the other hand, there was also a warning in 

the other direction, that if growth were to pick up strongly, as suggested by recent 

business surveys, then "some modest tightening" of policy might be needed further 

ahead. It was therefore notable that the Bank had dropped its phrase that tightening 

would be "limited and gradual", a long-standing piece of forward guidance; this gives the 

MPC more room to raise Bank Rate more quickly if growth was to surge and, in turn, 

lead to a surge in inflation above the 2% target rate.  

As for inflation itself, CPI has been hovering around the Bank of England’s target of 2% 

during 2019, but fell again in both October and November to a three-year low of 1.5% 

and then even further to 1.3% in December. It is likely to remain close to or under 2% 

over the next two years and so, it does not pose any immediate concern to the MPC at 

the current time. However, if there was a hard or no deal Brexit, inflation could rise 

towards 4%, primarily because of imported inflation on the back of a weakening pound. 

 

With regard to the labour market, growth in numbers employed has been quite resilient 

through 2019 until the three months to September, where it fell by 58,000.  However, 

there was an encouraging pick up again in the three months to October to growth of 

24,000 and then a stunning increase of 208,000 in the three months to November. The 

unemployment rate held steady at a 44-year low of 3.8% on the Independent Labour 

Organisation measure.  Wage inflation has been steadily falling from a high point of 3.9% 

in July to 3.4% in November (3-month average regular pay, excluding bonuses).  This 

meant that in real terms, (i.e. wage rates higher than CPI inflation), earnings grew by 

about 2.1%. As the UK economy is very much services sector driven, an increase in 

household spending power is likely to feed through into providing some support to the 

overall rate of economic growth in the coming months. The other message from the fall 

in wage growth is that employers are beginning to find it easier to hire suitable staff, 

indicating that supply pressure in the labour market is easing. 

Coronavirus. The recent Coronavirus outbreak could cause disruption to the economies 

of affected nations.  The Chinese economy is now very much bigger than it was at the 

time of the SARS outbreak in 2003 and far more integrated into world supply chains.  

However, a temporary dip in Chinese growth could lead to a catch up of lost production 

in following quarters with minimal net overall effect over a period of a year.  However, no 

one knows quite how big an impact this virus will have around the world; hopefully, the 

efforts of the WHO and the Chinese authorities will ensure that the current level of 

infection does not multiply greatly. 

WORLD GROWTH.  Until recent years, world growth has been boosted by increasing 
globalisation i.e. countries specialising in producing goods and commodities in which 
they have an economic advantage and which they then trade with the rest of the world.  
This has boosted worldwide productivity and growth, and, by lowering costs, has also 
depressed inflation. However, the rise of China as an economic superpower over the 
last thirty years, which now accounts for nearly 20% of total world GDP, has unbalanced 
the world economy. The Chinese government has targeted achieving major world 
positions in specific key sectors and products, especially high tech areas and production 
of rare earth minerals used in high tech products.  It is achieving this by massive financial 
support, (i.e. subsidies), to state owned firms, government directions to other firms, 
technology theft, restrictions on market access by foreign firms and informal targets for 
the domestic market share of Chinese producers in the selected sectors. This is 
regarded as being unfair competition that is putting western firms at an unfair 
disadvantage or even putting some out of business. It is also regarded with suspicion on 
the political front, as China is an authoritarian country that is not averse to using 



 

 

economic and military power for political advantage. The current trade war between the 
US and China therefore needs to be seen against that backdrop.  It is, therefore, likely 
that we are heading into a period where there will be a reversal of world globalisation 
and a decoupling of western countries from dependence on China to supply products.  
This is likely to produce a backdrop in the coming years of weak global growth and so 
weak inflation.  Central banks are, therefore, likely to come under more pressure to 
support growth by looser monetary policy measures and this will militate against 
central banks increasing interest rates.  
 

The trade war between the US and China is a major concern to financial markets due 

to the synchronised general weakening of growth in the major economies of the world, 

compounded by fears that there could even be a recession looming up in the US, though 

this is probably overblown. These concerns resulted in government bond yields in the 

developed world falling significantly during 2019. If there were a major worldwide 

downturn in growth, central banks in most of the major economies will have limited 

ammunition available, in terms of monetary policy measures, when rates are already 

very low in most countries, (apart from the US).  There are also concerns about how 

much distortion of financial markets has already occurred with the current levels of 

quantitative easing purchases of debt by central banks and the use of negative central 

bank rates in some countries.  

 

7.3    Interest Rate Forecasts 

 
The interest rate forecasts provided by Link Asset Services in paragraph 3.3 are 
predicated on an assumption of an agreement being reached on Brexit between 
the UK and the EU.  On this basis, while GDP growth is likely to be subdued in 2019 
and 2020 due to all the uncertainties around Brexit depressing consumer and business 
confidence, an agreement on the detailed terms of a trade deal is likely to lead to a boost 
to the rate of growth in subsequent years.  This could, in turn, increase inflationary 
pressures in the economy and so cause the Bank of England to resume a series of gentle 
increases in Bank Rate.  Just how fast, and how far, those increases will occur and rise 
to, will be data dependent. The forecasts in this report assume a modest recovery in the 
rate and timing of stronger growth and in the corresponding response by the Bank in 
raising rates. 

 

 In the event of an orderly non-agreement exit in December 2020, it is likely 
that the Bank of England would take action to cut Bank Rate from 0.75% in 
order to help economic growth deal with the adverse effects of this situation. 
This is also likely to cause short to medium term gilt yields to fall.  
 

 If there were a disorderly Brexit, then any cut in Bank Rate would be likely to 
last for a longer period and also depress short and medium gilt yields 
correspondingly. Quantitative easing could also be restarted by the Bank of 
England. It is also possible that the government could act to protect economic 
growth by implementing fiscal stimulus.  

 

        The balance of risks to the UK 

 The overall balance of risks to economic growth in the UK is probably relatively 
even due to the weight of all the uncertainties over post-Brexit trade 
arrangements and the impact of an expansionary government spending policy 
(as expected in the Budget on 11th March). 
 

 The balance of risks to increases or decreases in Bank Rate and shorter term 
PWLB rates are also broadly even.  



 

 

One risk that is both an upside and downside risk, is that all central banks are now 

working in very different economic conditions than before the 2008 financial crash as  

there has been a major increase in consumer and other debt due to the exceptionally 

low levels of borrowing rates that have prevailed since 2008. This means that the 

neutral rate of interest in an economy, (i.e. the rate that is neither expansionary nor 

deflationary), is difficult to determine definitively in this new environment, although 

central banks have made statements that they expect it to be much lower than before 

2008. Central banks could therefore either over or under do increases in central 

interest rates. 

 

Downside risks to current forecasts for UK gilt yields and PWLB rates currently 

include:  

  

 Post Brexit trade negotiations – if it were to cause significant economic 
disruption and a major downturn in the rate of growth. 

 Bank of England takes action too quickly, or too far, over the next three years 
to raise Bank Rate and causes UK economic growth, and increases in inflation, 
to be weaker than we currently anticipate.  

 A resurgence of the Eurozone sovereign debt crisis. In 2018, Italy was a 
major concern due to having a populist coalition government, which made a lot 
of anti-austerity and anti-EU noise.  However, in September 2019, there was a 
major change in the coalition governing Italy which has brought to power a 
much more EU friendly government; this has eased the pressure on Italian 
bonds. Only time will tell whether this new coalition based on an unlikely 
alliance of two very different parties will endure.  

 Weak capitalisation of some European banks, particularly Italian banks. 

 German minority government. In the German general election of September 
2017, Angela Merkel’s CDU party was left in a vulnerable minority position 
dependent on the fractious support of the SPD party, as a result of the rise in 
popularity of the anti-immigration AfD party. The CDU has done badly in recent 
state elections but the SPD has done particularly badly and this has raised a 
major question mark over continuing to support the CDU. Angela Merkel has 
stepped down from being the CDU party leader but she intends to remain as 
Chancellor until 2021. 

 Other minority EU governments. Austria, Finland, Sweden, Spain, Portugal, 
Netherlands and Belgium also have vulnerable minority governments 
dependent on coalitions which could prove fragile.  

 Austria, the Czech Republic, Poland and Hungary now form a strongly anti-
immigration bloc within the EU.  There has also been rising anti-immigration 
sentiment in Germany and France. 

 In October 2019, the IMF issued a report on the World Economic Outlook which 
flagged up a synchronised slowdown in world growth.  However, it also flagged 
up that there was potential for a rerun of the 2008 financial crisis, but his 
time centred on the huge debt binge accumulated by corporations during the 
decade of low interest rates.  This now means that there are corporates who 
would be unable to cover basic interest costs on some $19trn of corporate 
debt in major western economies, if world growth was to dip further than just 
a minor cooling.  This debt is mainly held by the shadow banking sector i.e. 
pension funds, insurers, hedge funds, asset managers etc., who, when there 
is $15trn of corporate and government debt now yielding negative interest 
rates, have been searching for higher returns in riskier assets. Much of this 
debt is only marginally above investment grade so any rating downgrade could 
force some holders into a fire sale, which would then depress prices further and 
so set off a spiral down. The IMF’s answer is to suggest imposing higher capital 



 

 

charges on lending to corporates and for central banks to regulate the 
investment operations of the shadow banking sector. In October 2019, the 
deputy Governor of the Bank of England also flagged up the dangers of banks 
and the shadow banking sector lending to corporates, especially highly 
leveraged corporates, which had risen back up to near pre-2008 levels.     

 Geopolitical risks, for example in North Korea, but also in Europe and the 
Middle East, which could lead to increasing safe haven flows.  

 

Upside risks to current forecasts for UK gilt yields and PWLB rates 

  

 Brexit – if a comprehensive agreement on a trade deal was reached that 
removed all threats of economic and political disruption between the EU and 
the UK.  

 The Bank of England is too slow in its pace and strength of increases in Bank 
Rate and, therefore, allows inflationary pressures to build up too strongly within 
the UK economy, which then necessitates a later rapid series of increases in 
Bank Rate faster than we currently expect.  

 UK inflation, whether domestically generated or imported, returning to 
sustained significantly higher levels causing an increase in the inflation 
premium inherent to gilt yields.  

 
Interest Rate Forecasts 2020 – 2023 
 

 
 
 
 
 
 
 
 
 
 
 

Link Asset Services Interest Rate View

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

Bank Rate View 0.75 0.75 0.75 0.75 0.75 1.00 1.00 1.00 1.00 1.25 1.25 1.25 1.25

3 Month LIBID 0.70 0.70 0.80 0.80 0.90 1.00 1.00 1.10 1.20 1.30 1.30 1.30 1.30

6 Month LIBID 0.80 0.80 0.90 1.00 1.00 1.10 1.20 1.30 1.40 1.50 1.50 1.50 1.50

12 Month LIBID 0.90 0.90 1.00 1.10 1.20 1.30 1.40 1.50 1.60 1.70 1.70 1.70 1.70

5yr PWLB Rate 2.30 2.30 2.40 2.40 2.50 2.60 2.70 2.80 2.90 2.90 3.00 3.00 3.10

10yr PWLB Rate 2.50 2.50 2.60 2.60 2.70 2.80 2.90 3.00 3.10 3.10 3.20 3.20 3.30

25yr PWLB Rate 3.00 3.00 3.10 3.20 3.30 3.40 3.50 3.60 3.70 3.80 3.80 3.90 3.90

50yr PWLB Rate 2.90 2.90 3.00 3.10 3.20 3.30 3.40 3.50 3.60 3.70 3.70 3.80 3.80

Bank Rate

Link Asset Services 0.75% 0.75% 0.75% 0.75% 0.75% 1.00% 1.00% 1.00% 1.00% 1.25% 1.25% 1.25% 1.25%

Capital Economics 0.75% 0.75% 0.75% 0.75% 0.75% 1.00% 1.00% 1.00% - - - - -

5yr PWLB Rate

Link Asset Services 2.30% 2.30% 2.40% 2.40% 2.50% 2.60% 2.70% 2.80% 2.90% 2.90% 3.00% 3.00% 3.10%

Capital Economics 2.40% 2.50% 2.50% 2.60% 2.60% 2.80% 2.80% 2.90% - - - - -

10yr PWLB Rate

Link Asset Services 2.50% 2.50% 2.60% 2.60% 2.70% 2.80% 2.90% 3.00% 3.10% 3.10% 3.20% 3.20% 3.30%

Capital Economics 2.70% 2.70% 2.80% 2.80% 2.90% 3.00% 3.00% 3.10% - - - - -

25yr PWLB Rate

Link Asset Services 3.00% 3.00% 3.10% 3.20% 3.30% 3.40% 3.50% 3.60% 3.70% 3.80% 3.80% 3.90% 3.90%

Capital Economics 3.10% 3.10% 3.20% 3.20% 3.20% 3.30% 3.30% 3.40% - - - - -

50yr PWLB Rate

Link Asset Services 2.90% 2.90% 3.00% 3.10% 3.20% 3.30% 3.40% 3.50% 3.60% 3.70% 3.70% 3.80% 3.80%

Capital Economics 3.10% 3.10% 3.20% 3.20% 3.30% 3.40% 3.40% 3.50% - - - - -


