
 

 

        Appendix 1 

Treasury Management Update 

Quarter Ended 30
th

 September 2014 

The CIPFA (Chartered Institute of Public Finance and Accountancy) Code of Practice for Treasury 

Management recommends that members be updated on treasury management activities regularly (TMSS, 

annual and midyear reports). This report therefore ensures this Council is implementing best practice in 

accordance with the Code. 

1. Economic Background 

• After strong UK GDP quarterly growth of 0.7%, 0.8% and 0.7% in quarters 2, 3 and 4 respectively in 

2013, (2013 annual rate 2.7%), and 0.7% in Q1 and 0.9% in Q2 2014 (annual rate 3.2% in Q2), it 

appears very likely that strong growth will continue through 2014 and into 2015 as forward surveys 

for the services and construction sectors are very encouraging and business investment is also 

strongly recovering.  The manufacturing sector has also been encouraging though the latest figures 

indicate a weakening in the future trend rate of growth.  However, for this recovery to become more 

balanced and sustainable in the longer term, the recovery needs to move away from dependence on 

consumer expenditure and the housing market to exporting, and particularly of manufactured goods, 

both of which need to substantially improve on their recent lacklustre performance.   

• This overall strong growth has resulted in unemployment falling much faster through the initial 

threshold of 7%, set by the Monetary Policy Committee (MPC) last August, before it said it would 

consider any increases in Bank Rate.  The MPC has, therefore, subsequently broadened its forward 

guidance by adopting five qualitative principles and looking at a much wider range of about eighteen 

indicators in order to form a view on how much slack there is in the economy and how quickly slack 

is being used up. The MPC is particularly concerned about the current squeeze on the disposable 

incomes of consumers. They expect wage inflation to rise back above the level of inflation, in order 

to ensure that the recovery will be sustainable. There also needs to be a major improvement in 

labour productivity, which has languished at dismal levels since 2008, to support increases in pay 

rates.  Most economic forecasters are expecting growth to peak in 2014 and then to ease off a little, 

though still remaining strong, in 2015 and 2016.  Unemployment is therefore expected to keep on its 

downward trend and this is likely to eventually feed through into a return to significant increases in 

pay rates at some point during the next three years.  However, just how much those future increases 

in pay rates will counteract the depressive effect of increases in Bank Rate on consumer confidence, 

the rate of growth in consumer expenditure and the buoyancy of the housing market, are areas that 

will need to be kept under regular review. 

• Also encouraging has been the sharp fall in inflation (CPI), reaching 1.5% in July, the lowest rate since 

2009.  Forward indications are that inflation is likely to fall further in 2014 to possibly 1%.  The return 

to strong growth has also helped lower forecasts for the increase in Government debt by £73bn over 

the next five years, as announced in the Autumn Statement, and by an additional £24bn, as 

announced in the March 2014 Budget - which also forecast a return to a significant budget surplus, 

(of £5bn), in 2018-19.  However, monthly public sector deficit figures have disappointed so far this 

year. 



 

 

• In September, the U.S. Federal Reserve continued with its monthly $10bn reductions in asset 

purchases, which started in December 2014. Asset purchases have now fallen from $85bn to $15bn 

and are expected to stop in October 2014, providing strong economic growth continues.  First 

quarter GDP figures were depressed by exceptionally bad winter weather, but quarter 2 rebounded 

strongly to 4.6%. 

• The Eurozone is facing an increasing threat from deflation.  In September, the inflation rate fell 

further, to reach 0.3%.  However, this is an average for all EZ countries and includes some countries 

with negative rates of inflation.  Accordingly, the ECB did take some rather limited action in June and 

September to loosen monetary policy in order to promote growth. 

2. Interest Rate Forecast 

The Council’s treasury advisor, Capita Asset Services, has provided the following forecast: 

 

Capita Asset Services undertook a review of its interest rate forecasts in mid-August, after the Bank 

of England’s Inflation Report. By the beginning of September, a further rise in geopolitical concerns, 

principally over Ukraine but also over the Middle East, had caused a further flight into safe havens 

like gilts, which has depressed PWLB rates further.  However, there is much volatility in rates as news 

ebbs and flows in negative or positive ways.  

This latest forecast includes a move in the timing of the first increase in Bank Rate from quarter 3 of 

2015 to quarter 1 of 2015 as a result of the building momentum of strong GDP growth over the last 

eighteen months. Confidence has also substantially increased that strong growth will continue into 

2015 and 2016.  However, the Governor of the Bank of England, Mark Carney, has repeatedly stated 

that increases in Bank Rate will be slow and gradual as the MPC is concerned about the impact of 

increases on many heavily indebted consumers, especially when disposable income is currently being 

squeezed by wage inflation running significantly under the rate of CPI inflation.   

3. Annual Investment Strategy 

The Treasury Management Strategy Statement (TMSS) for 2014/15, which includes the Annual 

Investment Strategy, was approved by the Council on 05/03/2014.  It sets out the Council’s 

investment priorities as being: 

• Security of capital; 

• Liquidity; and 

Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16 Jun-16 Sep-16 Dec-16 Mar-17 Jun-17

Bank rate 0.50% 0.75% 0.75% 1.00% 1.00% 1.25% 1.25% 1.50% 1.75% 2.00% 2.00%

5yr PWLB rate 2.70% 2.80% 2.90% 3.00% 3.00% 3.10% 3.20% 3.30% 3.40% 3.50% 3.50%

10yr PWLB rate 3.50% 3.60% 3.70% 3.80% 3.90% 4.00% 4.10% 4.10% 4.20% 4.30% 4.30%

25yr PWLB rate 4.10% 4.20% 4.30% 4.40% 4.50% 4.60% 4.70% 4.80% 4.80% 4.90% 4.90%

50yr PWLB rate 4.10% 4.20% 4.30% 4.40% 4.50% 4.60% 4.70% 4.80% 4.80% 4.90% 4.90%



 

 

• Yield. 

The Council will also aim to achieve the optimum return (yield) on investments commensurate with 

proper levels of security and liquidity.  In the current economic climate it is considered appropriate to 

keep investments short term to cover cash flow needs, but also to seek out value available in periods 

up to 12 months with highly credit rated financial institutions, using our suggested creditworthiness 

approach including sovereign credit rating and Credit Default Swap (CDS) overlay information. 

Investment rates available in the market have been broadly stable during the quarter and have 

continued at historically low levels as a result of the ultra-low Bank Rate and other extraordinary 

measures such as the Funding for Lending Scheme.  These funds were available on a temporary basis, 

and the level of funds available was mainly dependent on the timing of precept payments, receipt of 

grants and progress on the Capital Programme. The Council holds £19m core cash balances for 

investment purposes (i.e. funds available for more than one year). 

Investment performance for quarter ended 30
th

 September 2014   

Benchmark Benchmark Return Council Performance 
Investment Interest 

Earned 

7 day  0.35% 0.65% £143k 

 

As illustrated, the Council outperformed the benchmark by 30 bps.  The Council’s budgeted 

investment return for 2014/15 is £264K, and performance for the year is projected to be £22k above 

budget. 

4. New Borrowing 

The 25 year PWLB target (certainty) rate for new long term borrowing for the quarter fell from 4.40% 

to 4.0% in mid-August.  No borrowing was undertaken during the quarter. 

PWLB certainty rates, quarter ended 30
th

 September 2014 

(Please note that the graph below is unable to show separate lines for 25 and 50 year rates as those 

rates were almost identical) 

  1 Year 5 Year 10 Year 25 Year 50 Year 

Low 1.28% 2.48% 3.16% 3.74% 3.72% 

Date 08/09/2014 28/08/2014 28/08/2014 01/09/2014 29/08/2014 

High 1.49% 2.87% 3.66% 4.24% 4.20% 

Date 16/07/2014 03/07/2014 03/07/2014 04/07/2014 07/07/2014 

Average 1.40% 2.66% 3.39% 3.98% 3.96% 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

Borrowing in advance of need   

This Council has not borrowed in advance of need during the quarter ended 30th September 2014 

and has not borrowed in advance in all of 2014/15.   

5. Debt Rescheduling 

No debt rescheduling has been undertaken in the quarter ended 30 September 2014. 

6. Compliance with Treasury and Prudential Limits 

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 TMSS.  

During the financial year to date the Council has operated within the treasury and prudential 

indicators set out in the Council’s Treasury Management Strategy Statement and in compliance with 

the Council's Treasury Management Practices.  The prudential and treasury Indicators are shown in 

Appendix 1. 

 

 

 

 



 

 

APPENDIX 1: Prudential and Treasury Indicators as at 

30
th

 September 2014 

Treasury Indicators 
2014/15 Budget 

£’000 

Quarter 2 Actual 

£’000 

Authorised limit for external debt 113,500 113,500 

Operational boundary for external debt 108,000 108,000 

   

Maturity structure of fixed rate borrowing  -  

upper and lower limits 
  

Under 12 months 1,971 1,971 

12 months to 2 years 3,070 3,070 

2 years to 5 years 6,592 6,592 

5 years to 10 years 12,467 12,467 

10 years and above 69,753 69,753 

   

 

Prudential Indicators 
2014/15 Budget 

£’000 

Quarter 2 Actual 

£’000 

Capital expenditure  15,758 2,664 

Capital Financing Requirement (CFR)  98,233 94,062 

   

 

 

 

 

 


