
Appendix D 

Economic Background and Borrowing Update 

 

Economic Background 

The third quarter of 2023/24 saw:  

- A 0.3% m/m decline in real GDP in October, potentially partly due to 
unseasonably wet weather, but also due to the ongoing drag from higher 
interest rates.  Growth for the second quarter, ending 30th September, was 
revised downwards to -0.1% and growth on an annual basis was also revised 
downwards, to 0.3%;  

- A sharp fall in wage growth, with the headline 3myy rate declining from 8.0% 
in September to 7.2% in October, although the ONS “experimental” rate of 
unemployment has remained low at 4.2%; 

- CPI inflation continuing on its downward trajectory, from 8.7% in April to 4.6% 
in October, then again to 3.9% in November; 

- Core CPI inflation decreasing from April and May’s 31 years’ high of 7.1% to 
5.1% in November, the lowest rate since January 2022; 

- The Bank of England holding rates at 5.25% in November and December; 

- A steady fall in 10-year gilt yields as investors revised their interest rate 
expectations lower. 

The revision of GDP data in Q2 to a 0.1% q/q fall may mean the mildest of mild 
recessions has begun. Indeed, real GDP in October fell 0.3% m/m which does suggest 
that the economy may stagnate again in Q3. The weakness in October may partly be 
due to the unseasonably wet weather. That said, as the weakness was broad based 
it may also be the case that the ongoing drag from higher interest rates is more than 
offsetting any boost from the rise in real wages. 
 
Higher interest rates have filtered through the financial channels and weakened the 
housing market but, overall, it remains surprisingly resilient with only marginal falls 
showing year on year on the Halifax (-1%) and Nationwide (-1.8%) indices.  However, 
the full weakness in real consumer spending and real business investment has yet to 
come as currently it is estimated that around two thirds to a half of the impact of higher 
interest rates on household interest payments has yet to be felt.  
 
Overall, we expect real GDP growth to remain subdued throughout 2024 as the drag 
from higher interest rates is protracted but a fading of the cost-of-living crisis and 
interest rate cuts in the second half of 2024 will support a recovery in GDP growth in 
2025. 
 
The labour market remains tight by historical standards, but the sharp fall in wage 
growth seen in October will reinforce the growing belief in markets that interest rates 
will be cut mid-2024. Wage growth eased in October much faster than the consensus 
expected. Total earnings fell by 1.6% m/m, which meant the headline 3myy rate eased 
from 8.0% in September to 7.2% in October. This news will be welcomed by the Bank 



of England. Indeed, the timelier three-month annualised rate of average earnings 
growth fell from +2.4% to -1.2%. Excluding bonuses, it fell from 5.3% to 2.0%. 
Furthermore, one of the Bank’s key barometers of inflation persistence, regular private 
sector pay growth, dropped from 7.9% 3myy to 7.3%, which leaves it comfortably on 
track to fall to 7.2% by December, as predicted by the Bank in November.  
 
CPI inflation fell from 6.7% in September to 4.6% in October, and then again to 3.9% 
in November. Both these falls were bigger than expected and there are clear signs of 
easing in domestic inflationary pressures. The fall in core CPI inflation from 5.7% to 
5.1% in November was bigger than expected (consensus forecast 5.6%). That’s the 
lowest rate since January 2022. Some of the decline in core inflation was due to the 
global influence of core goods inflation, which slowed from 4.3% to 3.3%. But some 
of it was due to services inflation falling from 6.6% to 6.3%. The Bank views the latter 
as a key barometer of the persistence of inflation and it came in further below the 
Bank’s forecast of 6.9% in its November Monetary Policy Report. This will give the 
Bank more confidence that services inflation is now on a firmly downward path. 
 

A summary overview of the future path of Bank Rate 

The Bank of England sprung no surprises with its December monetary policy 
committee (MPC) meeting, leaving interest rates at 5.25% for the third time in a row 
and pushing back against the prospect of near-term interest rate cuts.  
 
Revised economic forecasts saw growth expectations trimmed for the second half of 
this year and next, while inflation projections were inched fractionally higher. 
Governor Bailey said the bank would keep monetary policy restrictive for long 
enough to "squeeze inflation" out of the system but it would be careful not to 
maintain that strategy for too long. However, in keeping with the September decision, 
the statement also noted that it was "much too early" to be thinking about rate cuts. 
 
Borrowing  

It is a statutory duty for the Council to determine and keep under review the 
“Affordable Borrowing Limits”. The Council’s approved Treasury and Prudential 
Indicators (affordability limits) are included in the approved Treasury Management 
Strategy. A list of the approved limits is shown in Appendix B. The Prudential 
Indicators were not breached during the second quarter of 2023/24 and have not 
been previously breached. The schedule at Appendix C details the Prudential 
Borrowing approved and utilised to date. 
 
No new external borrowing was undertaken in the third quarter of 2023/24. 
 
The Council has not undertaken any new borrowing for a number of years, and has 
been utilising cash balances to internally “borrow” for prudential borrowing schemes. 
This has enabled the Council to benefit from increased interest costs compared to 
the returns that could be generated on the cash balances. This approach has been 
effective during a period where the Council has held significant cash balances.  
 
PWLB rates dropped significantly in November and December from earlier increases 
between April and October. The table below shows the high/low/average PWLB 
rates for the third quarter. 



 

1 Year 5 Year 10 Year 25 Year 50 Year

Low 4.65% 4.13% 4.20% 4.58% 4.27%

Date 06/04/2023 27/12/2023 06/04/2023 06/04/2023 05/04/2023

High 6.36% 5.93% 5.53% 5.96% 5.74%

Date 06/07/2023 07/07/2023 23/10/2023 23/10/2023 23/10/2023

Average 5.60% 5.09% 5.03% 5.35% 5.08%

Spread 1.71% 1.80% 1.33% 1.38% 1.47%


