
ANNEX 1 – Economic Context & Regulatory Changes

UK Consumer Price Inflation (CPIH) fell to 1.7% year/year in August 2019 from 2.0% in July, 
weaker than the consensus forecast of 1.9% and below the Bank of England’s target. The 
most recent labour market data for the three months to July 2019 showed the unemployment 
rate edged back down to 3.8% while the employment rate remained at 76.1%, the joint 
highest since records began in 1971. Nominal annual wage growth measured by the 3-
month average excluding bonuses was 3.8% and 4.0% including bonuses.  Adjusting for 
inflation, real wages were up 1.9% excluding bonuses and 2.1% including.

The Quarterly National Accounts for Q2 GDP confirmed the UK economy contracted by 0.2% 
following the 0.5% gain in Q1 which was distorted by stockpiling ahead of Brexit. Only the 
services sector registered an increase in growth, a very modest 0.1%, with both production 
and construction falling and the former registering its largest drop since Q4 2012.  Business 
investment fell by 0.4% (revised from -0.5% in the first estimate) as uncertainties impacted 
on business planning and decision-making.

Tensions continued between the US and China with no trade agreement in sight and both 
countries imposing further tariffs on each other’s goods. The US Federal Reserve cut its 
target Federal Funds rates by 0.25% in September to a range of 1.75% - 2%, a pre-emptive 
move to maintain economic growth amid escalating concerns over the trade war and a 
weaker economic environment leading to more pronounced global slowdown. The euro area 
Purchasing Manager Indices (PMIs) pointed to a deepening slowdown in the Eurozone.  
These elevated concerns have caused key government yield curves to invert, something 
seen by many commentators as a predictor of a global recession. Market expectations are 
for further interest rate cuts from the Fed and in September the European Central Bank 
reduced its deposit rate to -0.5% and announced the recommencement of quantitative 
easing from 1st November.

The Bank of England maintained Bank Rate at 0.75% and in its August Inflation Report noted 
the deterioration in global activity and sentiment and confirmed that monetary policy 
decisions related to Brexit could be in either direction.

After rallying early in 2019, financial markets have been adopting a more risk-off approach 
in the following period as equities saw greater volatility and bonds rallied (prices up, yields 
down) in a flight to quality and anticipation of more monetary stimulus from central banks.  
The Dow Jones, FTSE 100 and FTSE 250 are broadly back at the same levels seen in 
March/April.

On Wednesday 9th October, in a move that caught the sector by surprise, the PWLB 
increased the margin applied to loan rates by 100 basis points; the new margin above gilts 
is now 180 basis points for certainty rate loans. This shift in policy has been implemented by 
HM Treasury and is explained by an increase in the use of PWLB loans at some authorities 
in recent months as the cost of borrowing has fallen to record lows. The impact of this 1% 
jump in all PWLB interest rates and will make alternatives more attractive, such as longer 
term local authority to local authority and any offer from the UK Municipal Bonds Agency. 
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