Annex 1

Arlingclose commentary on the External Contextfor Treasury Management activity — April 2023

Economic background: The war in Ukraine continued to keep global inflation above central bank
targets and the UK economicoutlook remained relatively weak with the chance of amild recession.
The economicbackdrop duringthe January to March period continued to be characterised by high
energy and commodity prices, high inflation, and the associated impact on household budgets and
spending.

Central Bank rhetoricand actions remained consistent with combattinginflation. The Bank of
England, US Federal Reserve, and European Central Bank all increased interest rates overthe period,
eveninthe face of potential economicslowdownsinthose regions.

Starting the financial year at 5.5%, the annual CPI measure of UK inflation rose strongly to hit 10.1%
inJulyand then 11.1% in October. Inflation remained high in subsequent months butappeared to be
past the peak, before unexpectedly rising again in February. Annual headline CPlregistered 10.4%in
February, upfrom 10.1% in January, with the largest upward contributions coming from food and
housing. RPIfollowed asimilar pattern during the year, hitting 14.2% in October. In February RPI
measured 13.8%, up from 13.4% in the previous month.

Followingthe decision by the UK government underRishiSunak and Jeremy Huntto reverse some of
the supportto household energy billsannounced under Liz Truss, further supportin the form of a
cap on what energy suppliers could charge household was announced in the March Budgetto run
from April until end June 2023. Before the announcement, typical household bills had been due to
rise to £3,000 a year from April.

The labour market remained tight albeit with some ongoing evidence of potential loosening at the
end of the period. The unemployment rate 3mth/year eased from 3.8% April-June to 3.6% in the
following quarter, before picking up again to 3.7% between October-December. The most recent
information forthe period December-February showed an unemployment rate of 3.7%.

The inactivity rate was 21.3% inthe December-February quarter, slightly down fromthe 21.4%in the
first quarter of the financial year. Nominal earnings were robust throughout the year, with earnings
growth in December-February at as 5.7% for both total pay (including bonuses)and 6.5% forregular
pay. Once adjusted forinflation, however, both measures were negative forthat period and have
been sothroughout most of the year.

Despite household budgets remaining under pressure, consumer confidence rose to -36 in March,
following readings of -38and -45 in the previous two months, and muchimproved compared to the
record-low of -49 in September. Quarterly GDP was soft through the year, registeringa0.1% gainin
the April-June period, before contracting by (an upwardly revised) -0.1% in the subsequent quarter.
For the October-December period was revised upwards to 0.1% (from 0.0%), illustrating aresilient
but weak economic picture. The annual growth rate in Q4 was 0.6%.

The Bank of England increased the official Bank Rate to 4.25% duringthe financial year. From 0.75%
in March 2022, the Monetary Policy Committee (MPC) pushed through rises atevery subsequent
meetingoverthe period, with recent hikes of 50bpsin Decemberand February and then 25bps in
March, taking Bank Rate to 4.25%. March’s rise was voted by a majority of 7-2, with two MPC
members preferring to maintain Bank Rate at 4.0%. The Committee noted thatinflationary pressures
remain elevated with growth strongerthan was expected inthe February Monetary Policy Report.
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The February vote was also 7-2 in favour of a hike, and again withtwo members preferringto keep
Bank Rate on hold.

Afterreaching9.1% in June, annual US inflation slowed for eight consecutive monthsto 6%in
February. The Federal Reserve continued raisinginterest rates over the period with consecutive
increases at each Federal Open Market Committee meetings, taking policy rates to a range of 4.75%-
5.00% at the March meeting.

From the record-high of 10.6% in October, Eurozone CPlinflation fell steadily to 6.9% in March 2023.
Energy pricesfell, but upward pressure came fromfood, alcohol, and tobacco. The European Central
Bank continued increasinginterest rates overthe period, pushing rates up by 0.50% in March, taking
the deposit facility rate to 3.0% and the mainrefinancingrate to 3.5%.

Financial markets: Uncertainty continued to be a key driver of financial market sentimentand bond
yields remained relatively volatile due to concerns over elevated inflation and higherinterest rates,
as well as the likelihood of the UK entering a recession and for how long the Bank of England would
continue totighten monetary policy. Towards the end of the period, fears around the health of the

banking system followingthe collapse of Silicon Valley Bank in the US and purchase of Credit Suisse
by UBS caused furthervolatility.

Overthe period the 5-year UK benchmarkgiltyield rose from 1.41% to peak at 4.70% in September
before endingthe financial yearat 3.36%. Over the same timeframe the 10-year giltyield rose from
1.61% to peakat 4.51% before falling back to 3.49%, while the 20-yearyield rose from 1.82% to
4.96% and then declinedto 3.82%. The Sterling Overnight Rate (SONIA) averaged 2.24% overthe
period.

Creditreview: Early inthe period, Moody’s affirmed the long-term rating of Guildford BC but revised
the outlook to negative. The agency also downgraded Warrington BCand Transport for London.

In July Fitch revised the outlook on Standard Chartered and Bank of Nova Scotia from negative to
stable andin the same month Moody’s revised the outlook on Bayerische Landesbank to positive. In
SeptemberS&P revised the outlook onthe Greater London Authority to stable from negativeand
Fitch revised the outlook on HSBC to stable from negative.

The following month Fitch revised the outlook on the UK sovereign to negative from stable. Moody’s
made the same revisiontothe UK sovereign, following swiftly after with asimilar move foranumber
of local authorities and UK banks including Barclays Bank, National Westminster Bank (and related
entities)and Santander.

Duringthe last few months of the reporting period there were only a handful of credit changes by
the rating agencies, thenin March the collapse of Silicon Valley Bank (SVB) in the US quickly spilled
overintoworries of a wider banking crisis as Credit Suisse encountered further problems and was
bought by UBS.

Credit Default Prices had been rising since the start of the period on the back of the invasion of
Ukraine, andin the UK rose furtherin September/Octoberat the time of the then-government’s
mini budget. Afterthis, CDS prices had been falling, but the fallout from SVB caused a spike on the
back of the heightened uncertainty. However, they had moderated somewhat by the end of the
period as fears of contagion subsided, but many are still above their pre-March levels reflecting that
some uncertainty remains.
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On the back of this, Arlingclose reduced its recommended maximum duration limit for unsecured
depositsforall UK and Non-UK banks/institutions on its counterparty listto 35 days as a
precautionary measure. No changes were made to the names onthe list.

As market volatility is expected toremain afeature, at leastinthe near termand, as ever, the
institutions and durations on the Authority’s counterparty list recommended by Arlingclose remains
under constantreview.

Local authorities remain under financial pressure, but Arlingclose continues to take a positive view of
the sector, consideringits credit strength to be high. Section 114 notices have beenissued by only a
handful of authorities with specificissues. While Arlingclose’s advice forlocal authorities oniits
counterparty list remains unchanged, adegree cautionis merited with certain authorities.
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