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Economic & Interest Rate Forecast (Sections 5.1 &7.1) 

Dec-11 Mar-12 Jun-12 Sep-12 Dec-12 Mar-13 Jun-13 Sep-13 Dec-13 Mar-14 Jun-14 Sep-14 Dec-14

Official Bank Rate

Upside risk     0.25     0.50     0.50     0.50     0.50     0.50     0.50     0.50 

Central case    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50    0.50 

Downside risk

1-yr LIBID

Upside risk     0.25     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50 

Central case    1.75    1.75    1.75    1.75    1.75    1.80    1.85    1.95    2.00    2.10    2.20    2.30    2.40 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 

5-yr gilt

Upside risk     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50 

Central case    1.25    1.30    1.35    1.40    1.50    1.60    1.70    1.80    2.00    2.10    2.30    2.40    2.50 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 

10-yr gilt

Upside risk     0.25     0.25     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50 

Central case    2.20    2.30    2.40    2.45    2.50    2.55    2.60    2.70    2.75    2.80    2.85    2.90    3.00 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 

20-yr gilt

Upside risk     0.25     0.25     0.25     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50 

Central case    3.00    3.05    3.05    3.10    3.20    3.25    3.30    3.35    3.40    3.45    3.50    3.60    3.75 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 

50-yr gilt

Upside risk     0.25     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50     0.50 

Central case    3.25    3.40    3.50    3.60    3.70    3.80    3.90    4.00    4.00    4.00    4.10    4.20    4.25 

Downside risk -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25  
 

• The UK's status as a safe haven remains for now and keeps Gilt yields supressed. 

• Conventional monetary policy has become largely redundant; the Bank of England 
and the US Federal Reserve have signalled their respective official interest rates will 
be on hold through to the end of 2012. We think that it could be 2016 before 
official interest rates rise. 

• The Bank of England’s Monetary Policy Committee has returned to unconventional 
monetary policy and embarked on a further round of Quantitative Easing. There will 
be more to come. 

 
Underlying Assumptions: 
 
• Stress in financial markets continued to build. Rates within Interbank markets 

(where banks fund the majority of their day to day operations) continue to climb. 
This dynamic was a feature of the banking crisis that occurred in 2008 and whilst the 
authorities have flooded the markets with liquidity still provides a key barometer of 
rising risk within markets.  
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• The MPC's decision to embark on a further £75 billion of QE – which the Minutes 
showed was unanimously supported – is likely to be expanded in the coming months 
as some members of the MPC had voted for £100bn of QE.  

• Inflation moderated back to 5% from what is considered to be its peak of 5.2% 
reached in October. The Bank of England expects domestic inflation to subside 
markedly in 2012 as the twin effects of the VAT increase and surge in oil prices fall 
out of the twelve month series.  

• Economic growth meanwhile remains largely illusive not helped by the considerable 
uncertainty and expansion of risks presented by the crisis in the Eurozone. Even if a 
credible and effective policy is implemented, the scale of the problems means that 
there is likely to be a prolonged period of subdued growth within the euro area. A 
failure to meet the challenges would almost certainly have significant implications for 
the global economy.  

• Recent data and surveys suggest that the UK economy has lost the admittedly fragile 
momentum since the summer. Business and consumer surveys point to continued 
weakness in coming months and the situation in the euro area is likely to further 
undermine confidence and lead to tighter credit conditions for households and firms. 

Against this uncertain backdrop the ability of the economy (government, companies and 
individual consumers) to accommodate an increase in the cost of money through higher 
interest rates – in the absence of a deterioration in the high credit standing that the UK 
enjoys – remains unlikely. In fact, we believe that it is highly unlikely. 


