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Agenda Item No. 8a  

To:  Joint Audit Committee 

Date:  17 March 2026 

By:  Chief Finance Officer 

Title: Treasury Management Quarter 3 2025/26 - Monitoring Report

  

 

Purpose of Report:  

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

for Treasury Management recommends that those charged with governance and 

scrutiny receive regular updates on treasury management activity. This report 

presents the performance from 1 April 2025 up to and including 31 December 2025. 

The Police and Crime Commissioner for Sussex - 2025/26 Treasury Management 

Strategy Statement can be found on the Police and Crime Commissioner’s website 

as follows;  

2025/26 Treasury Management Strategy Statement 
 

Terms of Reference: 

As set out in the Committee’s terms of reference, the Committee is responsible for: 

Financial arrangements 

10.  Ensuring that an effective system of scrutiny is in place in respect of 
 Treasury Management, strategy, policies and practices. 

 

Recommendations – the Joint Audit Committee is recommended to:  

• Review the Treasury Management Quarter 3 2025/26 - Monitoring Report  

1 April 2025 to 31 December 2025 and recommend for approval by the PCC. 
 

Executive Summary 

1 Background 

1.1 The CIPFA (Chartered Institute of Public Finance and Accountancy) Code of 

Practice for Treasury Management 2021 recommends that JAC Members be 

updated on treasury management activities at least quarterly. This report, 

therefore, ensures the Sussex PCC is implementing best practice in 

accordance with the Code.  

1.2 The report can be found in the Appendix. 

1.3 The Police and Crime Commissioner for Sussex - 2025/26 Treasury 

Management Strategy Statement can be found on the Police and Crime 

https://www.sussex-pcc.gov.uk/media/8799/sussex-pcc-tmss-2025-26-appendix-a.pdf
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Commissioner’s website as follows; 2025/26 Treasury Management Strategy 

Statement 

2 Risk Management Considerations 

2.1 Associated risks have been considered and adequate control measures 

implemented.  All Treasury Management activity during the year is carried 

out in accordance with the approved 2025/26 Treasury Management 

Strategy Statement which has the underlying aim of minimising risk to 

ensure the PCC’s principal sums are safeguarded.  Maximising income is 

considered secondary to this main aim. 

 

3 Performance Overview 

• £67.900m was deposited as of 31 December 2025.  

• Actual interest yield for the 9 months, April to December 2025, was £2.958m. 

• An average Investment Rate of Return of 4.395% was achieved for the 9 

months to 31 December against the average SONIA* of 4.103% and the 

average Bank of England (BoE) rate of 4.137% for the same period.   

* LIBOR has transitioned within the financial environment to SONIA.  LIBOR gives the cost of 

borrowing for a range of different periods (1 month, 3 months etc).  SONIA is a single rate that 

measures the cost of overnight borrowing.  For the purpose of this report, we calculate an 

average over the relevant period. 

• Interest rates are reducing in line with the BoE Base Rate which has 

decreased three times during the 9 months to 31 December, from 4.50% to 

4.25% on 8th May, unchanged at 4.25% on 19th June and another cut 

announced on 7th August, unchanged at 4.00% on 18th September and on 6th 

November, then a further cut to 3.75% on 18th December.  The Base Rate 

was maintained at 3.75% on 5th February 2026.  

• The market rates offered by counterparties have been reducing on the 

expectation of a cut to Bank of England base interest rates, which then did 

occur in May, in August and in December. In response to the reducing and 

subsequent stagnation of the interest rates during the 9 months to 31 

December and, following discussions with our treasury advisors MUFG 

Corporate Markets Treasury Limited (previously known as Link Group 

Limited), we have been utilising short, fixed term investments when rates 

are more favourable rather than depositing in lower-yielding Money Market 

Funds. 

• The last benchmark report was as of 31 December when the Weighted 

Average Rate of Return (WARoR) benchmark for other police bodies within 

our benchmarking group was 4.05% and the group was 4.10%. The PCC for 

Sussex was 4.28% at that date. 

• The Prudential Indicators are within approved limits. 

https://www.sussex-pcc.gov.uk/media/8799/sussex-pcc-tmss-2025-26-appendix-a.pdf
https://www.sussex-pcc.gov.uk/media/8799/sussex-pcc-tmss-2025-26-appendix-a.pdf
https://www.sussex-pcc.gov.uk/media/8799/sussex-pcc-tmss-2025-26-appendix-a.pdf
https://www.sussex-pcc.gov.uk/media/8799/sussex-pcc-tmss-2025-26-appendix-a.pdf
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4 Looking Forward 

4.1 The Bank of England kept its base rate unchanged at 3.75% at its February 

2026 meeting; consistent with futures markets having already priced in the 

change prior to the decision.  In May 2025, interest rates were lowered from 

4.5% to 4.25%, in August from 4.25% to 4.00% and in December from 

4.00% to 3.75%.  The next decision will be announced on Thursday 19 March 

2026. 

4.2 There may be a smaller scope for continued rate cuts in the near-to-medium 

term.  In the aftermath of the meeting in February 2026, market sentiment 

shifted with the next rate cut now fully priced in for the April meeting. 

However, markets remain reluctant to price in a second cut through the 

remainder of the year.  A more detailed interest rate forecast and economic 

outlook for the years ahead from MUFG Corporate Markets are set out in 

Appendix VI. This advice is used in assessing borrowing and investment 

decisions. 

4.3 Interest rates for both deposits and borrowing are reflecting expectations of 

additional decreases as the markets anticipate further reductions to the base 

rate. As a result, this will lead to reduced interest earnings on deposits. 

4.4 However, the effect on borrowing interest rates is often the opposite, with 

rates increasing in certain circumstances due to market factors such as 

increased government borrowing, which elevates gilt prices. The capital 

programme partially creates a borrowing requirement for the PCC over an 

extended cash flow period. Managing long-term cash may necessitate 

obtaining either long-term or short-term loans or utilising longer-term cash 

flow surpluses. The current recommendation from our treasury advisor is to 

delay long-term borrowing until interest rates fall. Generally, more 

advantageous rates are accessible for shorter-term borrowing, and short-

dated fixed loans between Local Authorities will also be considered. Typically, 

temporary borrowing rates are anticipated to decrease in line with reductions 

in the Bank Rate. The borrowing strategies of the PCC will be continuously 

monitored. 
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Appendix 

Treasury Management Performance 1 April 2025 to 31 December 

2025 (Quarter 3) 
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Appendix V PWLB certainty rates 
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1 Purpose of the Report 

1.1 The purpose of this report is to summarise the Treasury Management 

performance for the period 1st April to 31 December 2025. 

 

2 Background 

2.1 Treasury management is defined as: 
 

“The management of the PCC’s borrowing, investments and cash flows, its 

banking, money market and capital market transactions; the effective control 

of the risks associated with those activities; the pursuit of optimum 

performance consistent with those risks.” 

2.2 The PCC operates a balanced revenue budget, which broadly means cash 

raised during the year will meet its cash expenditure.  Part of the treasury 

management operations ensure this cash flow is adequately planned, with 

surplus monies being invested in low-risk counterparties. The priority is to 

provide adequate security and liquidity before considering optimising 

investment return. 

2.3 The second main function of the treasury management activities is the 

funding of the PCC’s capital programme.  The capital programme creates in 

part a borrowing need of the PCC over a longer-term cash flow period. The 

management of longer-term cash may involve arranging long or short-term 

loans, or using longer term cash flow surpluses, and on occasion any debt 

previously drawn may be restructured to meet the PCC risk or cost 

objectives. 

2.4 This Quarter 3 report has been prepared in compliance with CIPFA’s Code of 

Practice on Treasury Management, and covers the following: 
 

• Economic update for the third quarter of the 2025/26 financial year. 

• Review of the 2025/26 Treasury Management Strategy Statement and 
Annual Investment Strategy. 

• The PCC’s capital expenditure, as set out in the 2025/26 - 2028/29 Capital 
Strategy and prudential indicators. 

• Review of the PCC’s investment portfolio for 2025/26. 

• Review of the PCC’s borrowing strategy for 2025/26. 
• Review of any debt rescheduling undertaken during 2025/26. 

• Review of compliance with Treasury and Prudential Limits for 2025/26. 

 

3 Treasury Management Strategy Update 

3.1 The Treasury Management Strategy Statement (TMSS) for 2025/26 was 

approved by the PCC on 31 March 2025 and is underpinned by adoption of 

the Chartered Institute of Public Finance and Accountancy’s (CIPFA) Code of 

Practice on Treasury Management (revised in December 2021).  

The Chartered Institute of Public Finance and Accountancy is currently 

consulting local authorities in respect of potential changes to the Codes.  At 

https://www.sussex-pcc.gov.uk/media/8799/sussex-pcc-tmss-2025-26-appendix-a.pdf
https://www.sussex-pcc.gov.uk/media/8799/sussex-pcc-tmss-2025-26-appendix-a.pdf
https://www.sussex-pcc.gov.uk/media/8800/capital-strategy-2025_29-appendix-b.pdf
https://www.sussex-pcc.gov.uk/media/8800/capital-strategy-2025_29-appendix-b.pdf
https://www.sussex-pcc.gov.uk/media/8799/sussex-pcc-tmss-2025-26-appendix-a.pdf
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this juncture, the focus seems to primarily be on the Non-Treasury 

investment aspects of local authority activity.  The PCC will provide an update 

on any material developments/changes in due course.  No revisions have 

been made to this strategy during the year to date.            

3.2 The primary requirements of the Code are as follows:  

• Creation and maintenance of a Treasury Management Policy Statement 
which sets out the policies and objectives of the PCC’s treasury 

management activities. 
• Creation and maintenance of Treasury Management Practices (TMP) which 

set out the way the PCC will seek to achieve those policies and objectives. 
• The PCC will receive reports on its treasury management policies, 

practices and activities, including, as a minimum, an annual strategy 

and plan in advance of the year, 3 quarterly reviews and an annual report 
after the end of the financial year. 

• The PCC nominates the Joint Audit Committee (JAC) to be responsible for 
ensuring effective scrutiny of the treasury management strategy, policies 

and activities. 
• The PCC nominates the Chief Finance Officer, through the Scheme of 

Delegation, as the responsible officer for implementing and monitoring 

treasury management policies and practices and for the execution and 
administration of treasury management decisions. 

 
3.3 The TMSS covers the specific activities proposed in relation to both borrowing 

and investments and ensures a wide range of advice is taken to maintain and 

preserve all principal sums, whilst obtaining a reasonable rate of return.  The 

primary objective of the investment strategy is to always maintain the 

security of investments. Credit ratings are one of the controls to achieve this. 

3.4 There are no policy changes to the TMSS. The details in this report update 

the position considering the updated economic position and budgetary 

changes already approved. 

 

4 Investment Performance 

4.1 Interest Receivable 

4.1.1 The PCC’s budgeted investment return for the 2025/26 year is 

£2.450m and actual interest received between April to December 2025 

is £2.958m. This is illustrated in Appendix IV. 

4.1.2 The PCC’s daily average investment portfolio of £89.314m for the nine-

month period to 31 December 2025 generated a gross investment 

return of 4.395%.  This exceeded the average Overnight SONIA 

benchmark of 4.103% by 0.292% and the average UK Bank Rate of 

4.137% by 0.258%.  This is illustrated in Appendix III. 

4.1.3 The PCC is a member of a local treasury management benchmarking 

analysis group with data collected by treasury advisors MUFG 

Corporate Markets Treasury Limited (previously known as Link Group 

https://www.sussex-pcc.gov.uk/media/5952/it-21-tm-annual-report-2020-21-final.pdf
https://www.sussex-pcc.gov.uk/media/8841/pcc-scheme-of-delegation-final.pdf
https://www.sussex-pcc.gov.uk/media/8841/pcc-scheme-of-delegation-final.pdf
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Limited) which includes data from 18 other Local Authorities and 17 

other police bodies.  The Q3 Benchmarking return on investment 

results for December 2025 indicates the WARoR performance for the 

PCC at 4.28% which was above the overall benchmarking group at 

4.10% and above the other police forces at 4.05% within that group.   

4.1.4 The PCC’s returns exceeded the Model Rate of Return by 0.30%.  

December 2025 benchmarking results on a Weighted Average Rate of 

Return (WARoR) basis were as follows: 

 

 

 

 

 

Performance Group WARoR  

The PCC for Sussex 4.28% 

Benchmarking Group 8 4.10% 

Police 4.05% 

Model for the PCC 3.98% 
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4.1.5 Extrapolation of the income forecast based on actual interest received 

in the nine months of the 2025/26 year, as compared with the original 

budget, is summarised in the table below and in Appendix IV: 
 

 

4.1.6    A revised calculation of the annual investment interest forecast, 

based on the information available as of 31 December 2025, was 

evaluated for internal management purposes. In December 2025, a 

recent update to the forecast was made to incorporate current interest 

rates and the latest cash flow projections, which will be monitored 

monthly for the remainder of the financial year. The forecast considers 

a gradual decline in interest rates and a reduction in portfolio size as 

we approach the end of the financial year, as shown in the table below. 

It considers the decisions made regarding borrowing, which, if 

substituted with internal borrowing, could reduce the amount of cash 

held. 

2025/26 Interest Forecast 
Actuals 

Apr-Dec 

Forecast 

Jan-Mar 
Total 

Average portfolio £m 89.314 76.731 86.211 

Average rate of return %      4.395%      4.144%      4.340% 

Net Interest receivable £m 2.958 0.784 3.742 

 

4.1.7 The Bank of England bank base interest rate was held at 4.50% which 

then dropped to 4.25% from 8th May, a further drop to 4.00% from 7th 

August, then reduced to 3.75% in December, during the period of this 

Movement from original investment income 

budget  
£m 

Original Budget  2.450 

Higher average investment portfolio than budget by 

£24.961m 

0.998 

Higher rate of return than budget estimate by 0.255% 0.293 

Net Interest receivable forecast  3.741 
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report. The base interest rate was unchanged at 3.75% in February 

2026.  

4.1.8 However, the market rates offered by counterparties did reduce on the 

expectation of a cut to interest rates, which then did occur in May, 

August 2025 and December. In response to the reducing interest rates 

during the 9 months to 31 December and, following discussions with 

MUFG Corporate Markets Treasury Limited (previously known as Link 

Group Limited), our treasury advisors, we have been utilising short, 

fixed term investments when rates are more favourable rather than 

deposit through lower yielding Money Market Funds. The Treasury 

Management Team in consultation with the Chief Finance Officer 

evaluates each potential investment on a case-by-case basis. 

 

 

 

 

4.2 Investment Portfolio Activity 2025/2026 

4.2.1 In accordance with the Code and the TMSS for 2025/26, the PCC gives 

priority to the security of capital followed by liquidity, and then to 

obtain an appropriate level of return which is consistent with the PCC’s 

risk appetite.   

4.2.2 The PCC held £67.900m of investments as of 31 December 2025 

(£62.600m on 31 December 2024). 

4.2.3 The increase in the average investment portfolio on 31 December 2025 

reflects timing of receipt of government grants and precepts from local 

authorities, along with timing of capital and revenue expenditure in 

year. 

4.2.4 During the 9 months to 31 December 2025, the PCC has operated 

seven Sterling Money Market Funds, where funds can be deposited and 

withdrawn without notice.  We have also invested in five different panel 

banks where planning indicated money could be invested for a longer 

period. We have also deposited funds with seven other UK Local 

Authorities which attract higher returns. 

4.2.5 The following table illustrates the portfolio movement during the year.  

Appendix II gives a full list of Investments held on 31 December 2025. 

Investment 
2024/25 2025/26 2025/26 2025/26 

31-Mar-25 Purchased Redeemed 31-Dec-25 
£m £m £m £m 

UK Banks – Fixed Deposits 1.000 50.000 (34.000) 17.000 

Non-UK Banks – Fixed 

Deposits 
0.000 10.000 (2.000) 8.000 

Local Authority 35.000 40.000 (45.000) 30.000 
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UK Banks – Call Accounts 0.000 0.000 0.000 0.000 

Money Market Funds 16.400 402.700 (406.200) 12.900 

TOTAL 52.400 502.700 (487.200) 67.900 

 

 

4.3 Liquidity 

4.3.1 The maximum period for investments with UK Banks of medium quality 

(Fitch long term rating of A or equivalent) was set at 365 days within 

the TMSS for 2025/26.  During the 9 months to December 2025 there 

were no long-term investments placed for fixed term deposits 

requiring specific approval by the PCC. 

 

 

 

 

 

4.3.2 The maturity profile of the PCC’s investments is shown in the following 

table: 

Deposits with financial 

institutions 

2024/25 2025/26 

31-Mar-25 31-Dec-25 

  £m £m 
Instant Access Call Accounts 0.000 0.000 

Less than 1 month 16.400 26.900 

1 month to 3 months 21.000 27.000 

3 months to 6 months 15.000 14.000 

6 months to 9 months 0.000 0.000 

9 months to 12 months 0.000 0.000 

TOTAL 52.400 67.900 

 

 

4.4 Credit Risk 

4.4.1 Analysis of the PCC’s investment portfolio by long term credit rating is 

shown in the following table: 

Deposits with financial 

institutions 

2024/25 2025/26 

31-Mar-25 31-Dec-25 

£m £m 

AAA rated counterparties (i) 16.400 12.900 

AA+ rated counterparties 0.000 0.000 

AA rated counterparties 0.000 0.000 

AA- rated counterparties (ii) 0.000 12.000 

A+ rated counterparties (iii) 1.000 13.000 
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A- rated counterparties (iv) 0.000 0.000 

Non-rated Local authorities (v) 35.000 30.000 

TOTAL 52.400 67.900 

 
(i) AAA: Money Market Funds 
(ii) AA-: Lloyds Bank and First Abu Dhabi Bank 
(iii) A+: National Bank of Kuwait 
(iv) A-: Sumitomo Mitsui Banking Corp Eur Ltd 
(v) Local Authorities:  Section 6 of the Local Government Act 2003 relates to local authorities’ 

powers to borrow. A lender does not need to inquire as part of its due diligence whether 
a council has the power to take out the loan and, if it turns out that the authority did not 
have power to do so, the lender will still be able to recover. 

 

 

 

 

 

 

 

4.5 Borrowing 

4.5.1 The capital programme creates in part a borrowing need of the PCC 

over a longer-term cash flow period. The management of longer-term 

cash may involve arranging long or short-term loans or using longer 

term cash flow surpluses. Lower interest rates will result in lower costs 

on borrowing to fund the programme which is welcome as internal 

borrowing has been utilised to date to avoid locking into long term 

borrowing rates. 

4.5.2 The PCC’s capital financing requirement (CFR) as of 31 December 2025 

is £37.432m.  The CFR denotes the PCC’s underlying need to borrow 

for capital purposes.  If the CFR is positive the PCC may borrow from 

the PWLB or the market (external borrowing) or from internal balances 

on a temporary basis (internal borrowing). 

4.5.3 A 20-year loan of £14.271m was taken in 2021/22, and it is anticipated 

that £6.995m of new long-term loans will be taken later in this financial 

year to support the capital financing programme.  However, the PCC 

will use existing balances (we will call this internal borrowing) to fund 

this capital requirement until such time as a loan is needed to finance 

the debt. Utilising internal resources instead of borrowing by the PCC 

remains the most cost-effective method for financing capital 

expenditures. This also lowers overall treasury risk in the short term 

by reducing both external debt and temporary investments. 

4.5.4 All daily cash flow shortages are funded by withdrawals from instant 

access accounts and Money Market Funds held by the PCC. 
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4.5.5 The long-term borrowing portfolio and requirements continues to be 

reviewed in consultation with treasury management advisors (MUFG 

Corporate Markets previously known as LINK Asset Services).  Whilst 

there are several claims that competitive alternative borrowing 

sources to the PWLB are available, the PWLB remains the preferred 

source of external long-term borrowing given the transparency and 

control that its facilities continue to provide. 

4.5.6 Trends and variations in PWLB certainty rates are illustrated in 

Appendix V.  

 

 

 

 

 

 

 

 

5 Prudential Indicators 

5.1 The PCC’s Capital Expenditure Plans 

5.1.1 The following table shows the latest budget for capital expenditure and 

the adjustments approved since the original capital budget 2025/26 

was agreed by the PCC in February 2025.   

Capital Expenditure Budget 

Original 

Budget  

£m 

Approved 

Adjustments 

& Slippages 

£m 

Revised 

Budget  

£m 

COO : Digital, Data and 

Technology 

4.444 (0.889) 3.555 

COO : Estates and Facilities 3.467 (0.575) 2.892 

COO : Estates Strategy 9.707 (7.033) 2.674 

COO : Transport Services 7.824 0.637 8.461 

CFS : Cost of Change 1.944 0.473 2.417 

Specialist Crime 0.000 0.021 0.021 

Operations & Protective Security 0.652 0.590 1.242 

Corporate Services 0.000 0.143 0.143 

Local Policing (Sussex) 0.000 0.015 0.015 

Total Planned Spend 28.038 (6.618) 21.420 

 

The above adjustments include approved slippage brought forward from 

2024/25. 

https://www.sussex-pcc.gov.uk/media/8615/4-sussex-pcc-council-tax-and-budget-report-2025-26-final-10022025-002.pdf
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5.2 Planned Financing of Capital Expenditure 2025/26 

5.2.1 The table below illustrates updated planned financing of the capital 

expenditure plans for 2025/26.  

  

Original 

Budget    

£m 

Estimated 

Adjustments 

£m 

Revised 

Estimate 

£m 

Total Planned Spend 28.038 (6.618) 21.420 

Financed by:       

Home Office Capital Grant 0.000 0.000 0.000 

Other Grants and Income 0.000 0.000 0.000 

Reserve  5.842 (4.382) 1.460 

Capital Receipts 8.850 (8.850) 0.000 

Revenue Funding 9.191 (0.300) 8.891 

In-year Revenue Funding 0.000 1.673 1.673 

Approved Borrowing 4.155 0.000 4.155 

Additional Borrowing - Slippage 0.000 2.841 2.841 

Resources C/Fwrd Capital 

Receipt 

0.000 2.400 2.400 

Total Financing 28.038 (6.618) 21.420 

*Any borrowing is subject to PCC CFO approval  

 

5.2.2 The following table shows the CFR, which indicates the underlying 

external need to incur borrowing for a capital purpose.  It also shows 

the expected debt position over the period, which is termed the 

Operational Boundary.  

 

 

2025/26 

Budget     

£m 

2025/26 

Amendments 

£m 

2025/26 

Estimate       

31 December 

£m 

Prudential Indicator – Capital Financing Requirement 

Total CFR 33.566 3.866 37.432 

Net movement in CFR (0.138) (1.801) (1.939) 
    

Prudential Indicator – External Debt / the Operational Boundary 

Long Term Borrowing 0.000 0.000 0.000 

Long Term PFI Liability 8.529 9.372 17.901 

Long Term Finance Lease Liability 0.396 0.000 0.396 

IFRS 16 - Leases impact 0.926 0.892 1.818 

Long Term External Borrowing 21.995 (6.398) 15.597 
Long Term Internal Borrowing 1.720 0.000 1.720 

Total debt 31 March 33.566 3.866 37.432 

15% External Debt allowance 5.035 0.579 5.615 

Operational Borrowing Limit 38.601 4.445 43.046 
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5.2.3 2025/26 performance is on target against the original Prudential 

Indicator forecasts for the Capital Financing Requirement, External 

Debt and Operational Boundary as set out in the authorised TMSS.  
 

 
 

5.3 Limits to Borrowing Activity 

5.3.1 The first key control over the treasury activity is a prudential indicator 

to ensure that over the medium term, net borrowing (borrowings less 

investments) will only be for a capital purpose.  Gross external 

borrowing should not, except in the short term, exceed the total of 

CFR in the preceding year plus the estimates of any additional CFR for 

2025/26 and next two financial years.  This allows some flexibility for 

limited early borrowing for future years.  The PCC has approved a 

policy for borrowing in advance of need which will be adhered to if this 

proves prudent.   

* Includes on balance sheet PFI schemes and finance leases 

5.3.2 In the case of the PCC for Sussex, current gross debt does not exceed 

the CFR.  Current gross debt relates to a long term PWLB loan in 

addition to long term liabilities for PFI contract repayment and a long-

term finance lease. 

5.3.3 The Chief Finance Officer confirms the PCC is not borrowing for 

revenue purposes. 

5.3.4 A further prudential indicator controls the overall level of borrowing.  

This is the Authorised Limit which represents the limit beyond which 

borrowing is prohibited and needs to be set and revised by the PCC.  

It reflects the level of borrowing which, while not desired, could be 

afforded in the short term, but is not sustainable in the longer term.  

It is the expected maximum borrowing need with some headroom for 

unexpected movements. This is the statutory limit determined under 

section 3 (1) of the Local Government Act 2003.                                          

 

2025/26 

Budget       

£m 

2025/26 

Amendments 

£m 

2025/26 

Estimate           

31 December         

£m 
Long Term PFI Liability 8.529 9.372 17.901 

Finance Lease  0.396 0.000 0.396 

IFRS 16 Lease Estimate 

  

0.926 0.892 1.818 
Recent Long Term External 

Borrowing PWLB 
21.995 (6.398) 15.597 

Internal Borrowing 1.720 0.000 1.720 

Gross Debt 33.566 3.866 37.432 

CFR*  33.566 3.866 37.432 
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5.3.5 The Chief Finance Officer reports that no difficulties are envisaged for 

the current or future years in complying with this prudential indicator. 

5.3.6 A listing of Prudential Indicators can be found at Appendix I. 

 

6 Economic Update 

6.1 A review of economic performance to date and outlook can be found at 

Appendix VI. 

 

 

 

 

7 Regulatory Updates 

7.1 Changes in risk appetite  

7.1.1 The 2021 CIPFA Codes and guidance notes place significant 

importance on risk management.  Where an organisation changes its 

risk appetite e.g., for moving surplus cash into or out of certain types 

of investment funds or other types of investment instruments, this 

change in risk appetite and policy should be brought to the attention 

of the PCC and Joint Audit Committee members in treasury 

management update reports.  

7.1.2 We confirm there has been no change to risk appetite during this year. 

7.2 Investment guidance 

 

Authorised limit for external 

debt 

2025/26 

Original 

Indicator 

£m 

2025/26 

Amendments 

£m 

2025/26 Revised 

Estimate            

31 December    

£m 

Original PWLB Borrowing 0.000 0.000 0.000 

PFI long term liability 8.529 9.372 17.901 

Finance lease liability 0.395 0.000 0.395 

IFRS 16 Lease Liability (Estimated) 0.926 0.892 1.818 
Recent Long Term External 

Borrowing 

 Borrowing 

21.995 (6.398) 15.597 

Internal Borrowing 1.720 0.000 1.720 

Additional external debt (15% 

External Debt allowance) 

 

5.035 0.580 5.615 

Additional contingency 15.000 0.000 15.000 

Total 53.600 4.446 58.046 
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7.2.1 The Ministry of Housing, Communities and Local Government 

investment guidance issued in 2018 forms the structure of the Sussex 

PCC’s policy. The key intention of the Guidance is to maintain the 

current requirement for local authorities to invest prudently, and that 

priority is given to security and liquidity before yield. The guidance 

focused particularly on non-financial asset investments (capital 

spend).  Therefore, non-financial assets have been excluded from our 

TMSS, any changes in this area of investment guidance did not require 

any changes to our TMSS which deals solely with treasury type 

investments. 

7.2.2 The effective definition of a short-term investment as being repayable 

‘within 12 months’ in the 2010 investment guidance, has been 

removed from the 2018 guidance.  A long-term investment is therefore 

now one for in excess of 365 days. 

7.3 Minimum Revenue Provision (MRP) Guidance 

7.3.1 The Ministry of Housing, Communities and Local Government MRP 

guidance (2018) focuses particularly on expenditure on purchasing 

non-financial asset investments.  As non-financial assets have been 

excluded from our TMSS any changes in this area of MRP guidance did 

not require any changes to this report.  

7.3.2 There are also changes to guidance on retrospective changes to MRP 

policy, but this does not currently affect the PCC. 

 

 

 

 

 

 

 

8 Conclusions 

8.1 The PCC has complied with relevant statutory and regulatory stipulations, 

which require the PCC to identify and where possible quantify the levels of 

risk associated with its treasury management activities. 

8.2 During the nine months to 31 December 2025 the PCC complied with 

legislative and regulatory requirements.   

8.3 The Chief Finance Officer confirms compliance with the approved TMSS for 

2025/26 and that a prudent investment approach has been followed with 

priority given to security and liquidity of amounts invested over actual yield 

achieved. 
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8.4 The Chief Finance Officer requests that the Joint Audit Committee review the 

Treasury Management Q3 report for the nine months to 31 December 2025 

and recommend for approval by the PCC. 

 

 

Iain McCulloch FCPFA 

CHIEF FINANCE OFFICER 

Contact: Iain McCulloch, Chief Finance Officer 

Tel No: 01273 481582 

E-mail: Iain.McCulloch@sussex-pcc.gov.uk 



APPENDIX I 

Prudential Indicators Forecast as of 31 December 2025 

Tax Base Base: 

BUDGET 

December-

2025    

Estimate 

Compliance to 

31-December-2025 

Impact of Capital Plans on Council 

Tax 

2025/26 2025/26 
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2025/26 

Impact on Council Tax (Band D 
Equivalent) in £ 

£265.910 £265.910 Yes or no change 

Financial  BUDGET  Estimate  
  2025/26 £m 2025/26 £m   

Capital Expenditure (excluding leasing 

and PFI) 
28.038 21.420 Yes  

Capital Financing Requirement (Inc. PFI / 

Leases) 

33.566 37.432 Yes  

Authorised Borrowing Limit  53.601 58.046 Yes 

Operational Boundary 38.601 43.046 Yes 

Net Borrowing 1.995 (4.403) Yes Note 1 

Financing costs 6.000 6.000 Yes forecast costs 

Net revenue Stream  (449.911) (449.911)   

Financing costs / Net revenue Stream 1.33% 1.33%   

Closing Liabilities as at 31 March  BUDGET Estimate   

  2025/26 £m 2025/26 £m   
Long Term Borrowing - Fixed Rate 

(PWLB) 

0.000 0 Yes  

Long Term PFI Liability – PFI 8.529 17.901 Yes  

Long Term Finance Lease Liability - 

Brighton East 
0.396 0.396 Yes  

Long Term External Borrowing 21.995 15.597 Yes 
IFRS 16 Leases Estimate 0.926 1.818 Yes 
Long Term Internal Borrowing 1.720 1.720 Yes 

Total Long Term Debt 33.566 37.432 Yes  

15% x External Debt (Total Long term 

borrowing) 

5.035 5.615 Yes  

Operational borrowing limit 38.601 43.046 Yes  

£15m additional 15.000 15.000 Yes  

Authorised borrowing limit 53.601 58.046 Yes  

Investments (20.000) (20.000) Yes  

Maximum investments at longer than 1 

year 

(5.000) (5.000) Yes, no investments >1yr 

Maximum % investment longer than 1 

year 

25% 25% Yes, no investments >1yr 

Borrowing (actual external borrowing) 21.995 15.597 Yes  

Investments (20.000) (20.000) Yes portfolio av. 

£82.211m mth 6mth 3 

 

Net Borrowing 1.995 (4.403) 
 

 

Treasury Management      

Compliance with CIPFA Code of Practice YES YES   

Debt Maturity: 15-20 Years 90% 89% Yes 

Debt Maturity: 10-15 Years  0% 0%  

Debt Maturity: 1-5 Years 10% 11% Yes 

Actual Debt at Fixed Rate as % Net 

Borrowing 
-1683% 850% 

 
Yes Note1 

Actual Debt at Variable Rate as % Net 

Borrowing 

-421% 213% 
 

Yes 

Maximum % Borrowing at Fixed Rates 100% 100% Yes, 100% Fixed (PWLB) 

Maximum % Borrowing at Variable Rates 25% 25% Yes, no variable loans 

held Maximum % Investments at Fixed Rates 100% 100% Yes, can’t exceed this limit 

Maximum % Investments at Variable 

Rates 

100% 100% Yes 
Maximum Principal Invested > 365 days 25% 25% Yes, no investments >1yr 

 

Note 1: the variance of 850% is driven by the negative Net borrowing (£4,403m) caused by having an estimated 

cash equivalent of (£20.000m) vs actual borrowing of £15.597m), therefore (£37.432m)/(£4.403m)=850% 
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APPENDIX II 

Investment Portfolio as at 31 December 2025 

 

Counterparty Credit Ratings Investments as at 

   31-December-25 

   £m 

Banks incorporated in UK    

National Bank of Kuwait - Deal expiring 03/02/26 A+ 4.000 

National Bank of Kuwait - Deal expiring 03/03/26 A+ 5.000 

National Bank of Kuwait - Deal expiring 02/04/26 A+ 3.000 

National Bank of Kuwait - Deal expiring 01/05/26 A+ 1.000 

Lloyds Bank - Deal expiring 06/01/26 AA- 4.000 

Total Banks incorporated in UK   17.000 

Non-UK Banks    

First Abu Dhabi Bank - Deal expiring 04/02/26 AA- 8.000 

Total Non-UK Banks   8.000 

Local Authorities   

Plymouth City Council - Deal expiring 28/05/26 Non-rated LAs 10.000 

Surrey County Council - Deal expiring 30/01/26 Non-rated LAs 10.000 

West Dunbartonshire Council - Deal expiring 10/03/26 Non-rated LAs 10.000 

Local Authorities   30.000 

Money Market Funds    

Aberdeen AAA 2.900 

Aviva AAA 10.000 

Total Money Market Funds   12.900 

Total Investments   67.900 
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APPENDIX III 

Investment Rate of Return  

Gross Investment Return as compared with the benchmark (O/N SONIA) and the 

Bank of England base rate 

 

The rate of return is expected to fluctuate for the last 3 months to March 2026 due 

to Bank of England policy to control inflation. 
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APPENDIX IV 

Investment Income Budget Performance 

  2025/26 

  

BUDGET 
PORTFOLIO 

RATE OF 
RETURN 

BUDGET 
INTEREST 

  £m % £m 

Investment Portfolio  61.250 4.000% 2.450 

INVESTMENT INCOME BUDGET  61.250  2.450 

     

     
INTEREST SURPLUS/(DEFICIT) COMPARED WITH BUDGET 
ASSUMPTIONS   

     

  2025/26 to December 2025 

  £m % £m 

£Actual Average Portfolio (excluding PFI reserve)   89.314   

Actual Average Investment Return Rate    4.395% 2.958 

     

     

  2025/26 

MOVEMENT FROM ORIGINAL BUDGET  FORECAST 
PORTFOLIO 

 FORECAST 
INTEREST 

  £m % £m 
(a) Average investment portfolio > than assumed in original 
budget 24.961 4.000% 0.999 

(b) Rate of return > than assumed in original budget  86.211 0.340% 0.293 

INTEREST SURPLUS/(DEFICIT)    1.292 

     

     

  2025/26 

  

FORECAST 
PORTFOLIO 

RATE OF 
RETURN 

FORECAST 
INTEREST 

  £m % £m 

Average Investment Portfolio FORECAST  86.211 4.340% 3.742 

ANNUAL INVESTMENT INCOME FORECAST   86.211  3.742 
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    APPENDIX V 

PWLB certainty rates as of 31 December 2025 

The graph and table below show the movement in PWLB certainty rates for the first 

six months of the year to date as provided by the PCC’s treasury advisor, MUFG 

Corporate Markets Treasury Limited: 

HIGH/LOW/AVERAGE PWLB RATES FOR 01.04.25 – 31.12.25 

 
 

The following table illustrates the general trends in interest rates:  

PWLB RATES FOR 01.04.25 – 31.12.25 

 

1 Year 5 Year 10 Year 25 Year 50 Year

01/04/2025 4.82% 4.94% 5.38% 5.95% 5.63%

31/12/2025 4.37% 4.78% 5.34% 5.95% 5.71%

Low 4.36% 4.62% 5.17% 5.78% 5.46%

Low date 04/08/2025 02/05/2025 02/05/2025 04/04/2025 04/04/2025

High 4.84% 4.99% 5.62% 6.41% 6.14%

High date 02/04/2025 21/05/2025 03/09/2025 03/09/2025 03/09/2025

Average 4.52% 4.81% 5.38% 6.08% 5.82%

Spread 0.48% 0.37% 0.45% 0.63% 0.68%
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APPENDIX VI 

Economic Update  

• The third quarter of 2025/26 saw:  

- A -0.1% m/m change in real GDP in October, leaving the economy no bigger 

than at the start of April. 

- The 3myy rate of average earnings growth excluding bonuses fell to 4.6% 
in October, having been as high as 5.5% earlier in the financial year. 

- CPI inflation fell sharply from 3.6% to 3.2% in November, with core CPI 
inflation easing to 3.2%. 

- The Bank of England cut interest rates from 4.00% to 3.75% in December, 
after holding in November. 

- The 10-year gilt yield fluctuated between 4.4% and 4.7%, ending the 

quarter at 4.5%. 

• From a GDP perspective, the financial year got off to a bumpy start with the 

0.3% m/m fall in real GDP in April as front-running of US tariffs in Q1 (when 
GDP grew 0.7% on the quarter) weighed on activity. Despite the underlying 
reasons for the drop, it was still the first fall since October 2024 and the largest 

fall since October 2023. However, the economy surprised to the upside in May 
and June so that quarterly growth ended up 0.3% q/q (subsequently revised 

down to 0.2% q/q). Nonetheless, the 0.0% m/m change in real GDP in July, 
followed by a 0.1% m/m increase in August and a 0.1% decrease in September 
will have caused some concern (0.1% q/q).  October’s disappointing -0.1% 

m/m change in real GDP suggests that growth slowed to around 1.4% in 2025 
as a whole. 

• Sticking with future economic sentiment, the composite Purchasing Manager 
Index (PMI) for the UK rose from 51.2 in November to 52.1 in December, 
suggesting the economy may be benefitting somewhat from pre-Budget 

uncertainty fading. This may also reflect a diminishing drag from weak overseas 
demand. While the services PMI rose from 51.3 to 52.1, the improvement in 

the manufacturing output balance from 50.3 to 51.8 was larger. Indeed, the 
manufacturing sector has been more exposed to the recent weakness of 

external demand and has lagged the services sector since the end of last year. 

• Turning to retail sales volumes, and the 1.5% year-on-year rise in September, 
accelerating from a 0.7% increase in August, marked the highest gain since 

April. Nonetheless, the 0.1% m/m fall in retail sales volumes in November built 
on the 0.9% m/m drop in October, suggesting the longer-lasting effects of weak 

employment and slowing wage growth are impacting. Moreover, the decline in 
the GfK measure of consumer confidence from -17 in October to -19 in 
November suggests that consumers are not that optimistic at present.   

 

• Prior to the November Budget, the public finances position looked weak.  The 
£20.2 billion borrowed in September was slightly above the £20.1 billion 

forecast by the OBR.  For the year to date, the £99.8 billion borrowed is the 
second highest for the April to September period since records began in 1993, 
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surpassed only by borrowing during the COVID-19 pandemic.  The main drivers 
of the increased borrowing were higher debt interest costs, rising government 

running costs, and increased inflation-linked benefit payments, which 
outweighed the rise in tax and National Insurance contributions.   

 

• Following the 26 November Budget, the Office for Budget Responsibility (OBR) 

calculated the net tightening in fiscal policy as £11.7bn (0.3% of GDP) in 
2029/30, smaller than the consensus forecast of £25bn. It did downgrade 
productivity growth by 0.3%, from 1.3% to 1.0%, but a lot of that influence 

was offset by upgrades to its near-term wage and inflation forecasts. 
Accordingly, the OBR judged the Chancellor was going to achieve her objectives 

with £4.2bn to spare. The Chancellor then chose to expand that headroom to 
£21.7bn, up from £9.9bn previously.  

• Moreover, the Chancellor also chose to raise spending by a net £11.3bn in 
2029/30. To pay for that and the increase in her headroom, she raised taxes 
by £26.1bn in 2029/30.  The biggest revenue-raisers were the freeze in income 

tax thresholds from 2028/29 (+£7.8bn) and the rise in NICs on salary-sacrifice 
pension contributions (+£4.8bn). The increase in council tax for properties 

worth more than £2.0m will generate £0.4bn.  

• After the Budget, public net sector borrowing of £11.7bn in November was 
comfortably below last November’s figure of £13.6bn and was the lowest 

November borrowing figure since 2021, mainly due to tax receipts being £5.4bn 
higher, largely because of the hike in employer NICs in April 2025. Cumulative 

borrowing in the first eight months of 2025/26 was still £10bn above last year’s 
total. However, lower inflation and a disposal of assets ahead of the Budget 
should mean borrowing in 2025/26 comes in below last year’s total.  

 

• The weakening in the jobs market looked clear in the spring. May’s 109,000 
m/m fall in the PAYE measure of employment was the largest decline (barring 

the pandemic) since the data began and the seventh in as many months. The 
monthly change was revised lower in five of the previous seven months too, 

with April’s 33,000 fall revised down to a 55,000 drop. More recently, the 
38,000 fall in payroll employment in November was the tenth monthly decline 
in the past 13 months, causing the annual growth rate to slow further, from -

0.5% to -0.6%. The number of job vacancies in the three months to November 
2025 stood at 729,000 (the peak was 1.3 million in spring 2022) but the less 

reliable Labour Force Survey data showed that employment fell by 16,000 in 
the three months to October, with the unemployment rate rising further, from 
5.0% to 5.1%.  All this suggests the labour market continues to loosen, albeit 

at a slow pace.  

 

• A looser labour market is driving softer wage pressures. The 3myy growth rate 

of average earnings including bonuses eased from 4.9% in September to 4.7% 
in October. And excluding bonuses, the 3myy rate slowed from 4.7% to 4.6%. 
Regular private sector pay growth continued to slow from 4.2% to 3.9%. That 

left it broadly on track to meet the Bank’s end of December prediction of 3.5%.  

• CPI inflation fell sharply in November, easing from 3.6% in October to 3.2%. 

This was the third consecutive softer-than-expected inflation outturn and 
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suggests that disinflation is well underway. There was a widespread easing in 
price pressures with inflation slowing in 10 of the 12 main categories. Core 

inflation fell from 3.4% to 3.2% and services inflation dipped from 4.5% to 
4.4%. However, a great deal will depend on the adjustments to regulated and 
indexed prices scheduled for next April. Capital Economics forecast CPI inflation 

to drop from 3.2% in March to 2.0% in April, thereby leaving inflation on track 
to settle at the 2.0% target, or below, by the end of 2026. 

• An ever-present issue throughout recent months has been the pressure being 
exerted on medium and longer dated gilt yields. The yield on the 10-year gilt 
moved sideways in the second quarter of 2025, rising from 4.4% in early April 

to a high of c4.8%, before ending June at 4.50%,  

• More recently, the yield on the 10-year gilt rose from 4.46% to 4.60% in early 

July as rolled-back spending cuts and uncertainty over Chancellor Reeves’ 
future raised fiscal concerns. Although the spike proved short lived, it 
highlighted the UK’s fragile fiscal position. In an era of high debt, high interest 

rates and low GDP growth, the markets are now more sensitive to fiscal risks 
than before the pandemic. During August, long-dated gilts underwent a 

particularly pronounced sell-off, climbing 22 basis points and reaching a 27-
year high of 5.6% by the end of the month. While yields have since eased back, 
the market sell-off was driven by investor concerns over growing supply-

demand imbalances, stemming from unease over the lack of fiscal consolidation 
and reduced demand from traditional long-dated bond purchasers like pension 

funds. For 10-year gilts, by late September, sticky inflation, resilient activity 
data and a hawkish Bank of England kept yields elevated over 4.70% although, 
subsequently, gilt yields fell back after the Budget, supported by a tighter fiscal 

plan, fewer tax hikes required following a smaller‑than‑expected downgrade to 

the OBR’s fiscal forecast, and a favourable shift in bond issuance away from 

long-dated debt. Gilt yields hovered around 4.5% at the end of the quarter.  

• The FTSE 100 fell sharply following the “Liberation Day” tariff announcement, 

dropping by more than 10% in the first week of April - from 8,634 on 1 April to 
7,702 on 7 April. However, the de-escalation of the trade war coupled with 
strong corporate earnings led to a rapid rebound starting in late April. As a 

result, the FTSE 100 ended June at 8,761, around 2% higher than its value at 
the end of March and more than 7% above its level at the start of 2025. Since 

then, the FTSE 100 has enjoyed a further significant jump in value. The stock 
market hit new record highs above 9,900 in Mid-November, driven by a global 

rebound on hopes of a US government‑shutdown resolution, expectations of a 

December rate-cut, and strong corporate earnings. Despite some jitters around 
Budget time, the FTSE 100 closed Q4 at 9,931, 5% higher than at the end of 

September and 22% higher since the start of 2025.  

MPC meetings: 8 May, 19 June, 7 August, 18 September, 6 November, 18 

December 2025 

• There were six Monetary Policy Committee (MPC) meetings held between April 
and December. In May, the Committee cut Bank Rate from 4.50% to 4.25%, 
while in June policy was left unchanged. In June’s vote, three MPC members 

(Dhingra, Ramsden and Taylor) voted for an immediate cut to 4.00%, citing 
loosening labour market conditions. The other six members were more 

cautious, as they highlighted the need to monitor for “signs of weak demand”, 
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“supply-side constraints” and higher “inflation expectations”, mainly from rising 
food prices. By repeating the well-used phrase “gradual and careful”, the MPC 

continued to suggest that rates would be reduced further.  

• In August, a further rate cut was implemented.  However, a 5-4 split vote for a rate 
cut to 4% laid bare the different views within the Monetary Policy Committee, with 

the accompanying commentary noting the decision was “finely balanced” and 
reiterating that future rate cuts would be undertaken “gradually and carefully”.  

Ultimately, Governor Bailey was the casting vote for a rate cut but with the CPI 
measure of inflation expected to reach at least 4% later this year, the MPC was 
wary of making any further rate cuts until inflation begins its slow downwards 

trajectory back towards 2%. 

• With wages still rising by just below 5%, it was no surprise that the September 

meeting saw the MPC vote 7-2 for keeping rates at 4% (Dhingra and Taylor voted 
for a further 25bps reduction).  Moreover, the Bank also took the opportunity to 
announce that they would only shrink its balance sheet by £70bn over the next 12 

months, rather than £100bn. The repetition of the phrase that “a gradual and 
careful” approach to rate cuts is appropriate suggested the Bank still thought 

interest rates will fall further. 

• At the 6 November meeting, Governor Bailey was once again the deciding vote, 
keeping Bank Rate at 4% but hinting strongly that a further rate cut was imminent 

if data supported such a move.  By 18 December, with November CPI inflation 
having fallen to 3.2%, and with Q2 GDP revised down from 0.3% q/q to only 0.2% 

q/q, and Q3 GDP stalling at 0.1%, the MPC voted by 5-4 to cut rates further to 
3.75%.  However, Governor Bailey made it clear that any further reductions would 
require strong supporting data, and the pace of any further decreases would be 

slow compared to recent months.  The markets expect Bank Rate to next be cut in 
April.   
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2. Interest rate forecasts 

 
The Sussex PCC has appointed MUFG Corporate Markets Treasury Limited 
(previously known as Link Group Limited) as its treasury advisors and part of their 

service is to assist the Authority to formulate a view on interest rates. The PWLB 
rate forecasts below are based on the Certainty Rate (the standard rate minus 20 

bps) which has been accessible to most authorities since 1 November 2012. 
 

MUFG Corporate Markets provided the following forecasts and commentary on 22 

December 2025.  These are forecasts for Bank Rate, average earnings and PWLB 
certainty rates, gilt yields plus 80 bps.   

 

 
 

 

• Our last interest rate forecast update was undertaken on 11 August.  Since 
then, a combination of tepid growth (0.2% q/q GDP for Q2 and 0.1% q/q GDP 

for Q3), falling inflation (currently CPI is 3.2%), and a November Budget that 
will place more pressure on the majority of households’ income, has provided 
an opportunity for the Bank of England’s Monetary Policy Committee to further 

reduce Bank Rate from 4% to 3.75% on 18 December. 

• Surprisingly, to most market commentators, the recent steep fall in CPI 
inflation in one month from 3.6% to 3.2% did not persuade most “dissenters” 
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from the November vote (Lombardelli, Greene, Mann and Pill) to switch to the 
rate-cutting side of the Committee.  Instead, it was left to Bank Governor, 

Andrew Bailey, to use his deciding vote to force a rate cut through by the 

slimmest of margins, 5-4. 

• Given the wafer-thin majority for a rate cut it was not unexpected to hear that 
although rates would continue on a “gradual downward path”, suggesting a 
further rate cut or cuts in the offing, MPC members want to assess incoming 

evidence on labour market activity and wage growth.  Indeed, with annual wage 
growth still over 4.5%, the MPC reiterated that the case for further rate cuts 
would be “a closer call”, and Governor Bailey observed there is “limited space 

as Bank Rate approaches a neutral level”.  

• Accordingly, the MUFG Corporate Markets forecast has been revised to price in 
a rate cut in Q2 2026 to 3.5%, likely to take place in the wake of a significant 
fall in the CPI inflation reading from 3% in March to 2% in April (as forecast by 

Capital Economics), followed by a short lull through the summer whilst more 

data is garnered, and then a further rate cut to 3.25% in Q4. 

• As in August, nonetheless, threats to that central scenario abound.  What if 
wage increases remain stubbornly high?  There are, after all, several sectors of 
the domestic economy, including social care provision and the 

building/construction industries, where staff shortages remain severe.  
Moreover, by May 2026, following the local elections, we will have a better 
handle on whether or not the Starmer/Reeves team is going to see out the 

current Parliament or whether they face a Leadership challenge from within 
their own party  If so, how will gilt markets react to these variables…and will 

there be additional geo-political factors to also bake in, particularly the Fed’s 
monetary policy decisions in 2026 and the ongoing battle to lower rates whilst 

inflation remains close to 3%.    

• Accordingly, our updated central forecast is made with several hefty caveats.  
We are confident, as we have been for some time, that our forecast for Bank 

Rate and the 5-year PWLB Certainty Rate is robust, and we have marginally 
brought forward the timing of the next rate cut(s).  But for the 10-, 25- and 
50-years part of the curve, the level of gilt issuance, and the timing of its 

placement, will be integral to achieving a benign trading environment.  That is 
not a “given”, and additionally, the inflation outlook and political factors 

domestically and, crucially, in the US, are also likely to hold sway.  Matters 
should be clearer by June in the UK, but the US mid-term elections are 

scheduled for November. 

• Our revised PWLB rate forecasts are based on the Certainty Rate (the standard 
rate minus 20 bps) which has been accessible to most authorities since 1 

November 2012.  Please note, the lower Housing Revenue Account (HRA) PWLB 
rate started on 15 June 2023 for those authorities with an HRA (standard rate 
minus 60 bps) and is set to prevail until at least the end of March 2026.  

Hopefully, there will be a further extension to this discounted rate announced 

in January. 

• Money market yield forecasts are based on expected average earnings by local 
authorities for 3 to 12 months. 
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Gilt yields and PWLB rates 

The overall longer-run trend is for gilt yields and PWLB rates to fall back over the 

timeline of our forecasts, but the risks to our forecasts are generally to the upsides.  

Our target borrowing rates are set two years forward (as we expect rates to fall 

back) and the current PWLB (certainty) borrowing rates are set out below: - 

PWLB 

borrowing 

Current 

borrowing 

rates as at 

22.12.25 

p.m. 

Target 

borrowing 

rate now (end 

of Q4 2027) 

Target 

borrowing rate 

previous (end of 

Q4 2027) 

  % % % 

5 years 4.81 4.10 4.20 

10 years 5.39 4.70 4.70 

25 years 6.01 5.30 5.30 

50 years 5.78 5.10 5.10 

 
Borrowing advice: Our long-term (beyond 10 years) forecast for the neutral level 

of Bank Rate remains at 3.5%.  As all PWLB certainty rates are still above this 

level, borrowing strategies will need to be reviewed in that context.  Overall, better 

value can be obtained at the shorter end of the curve (<5 years PWLB 

maturity/<10 years PWLB EIP) and short-dated fixed LA to LA monies should also 

be considered. Temporary borrowing rates will, generally, fall in line with Bank 

Rate cuts. 

Our suggested budgeted earnings rates for investments up to about three 

months’ duration in each financial year are set out below.   

 

 



 

32 

 

Average earnings in 

each year 
Now Previously 

  % % 

2025/26 (residual) 3.80 3.90 

2026/27 3.40 3.60 

2027/28 3.30 3.30 

2028/29 3.30 3.50 

2029/30 3.50 3.50 

Years 6-10 3.50 3.50 

Years 10+ 3.50 3.50 

We will continue to monitor economic and market developments as they unfold. 

Typically, we formally review our forecasts following the quarterly release of the 

Bank of England’s Monetary Policy Report but will consider our position on an ad-

hoc basis as required.  

Our interest rate forecast for Bank Rate is in steps of 25 bps, whereas PWLB 

forecasts have been rounded to the nearest 10 bps and are central forecasts within 

bands of + / - 25 bps. Naturally, we continue to monitor events and will update 

our forecasts as and when appropriate. 

 

 


