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Treasury Management Policy Statement, Treasury Management Strategy Statement and Annual Investment Strategy for 2024/25
[bookmark: _Toc115768658]Part 1: Treasury Investments 
[bookmark: _Toc115768659]Treasury Management Policy Statement

Treasury management within the Council is undertaken in accordance with the CIPFA Code of Practice for Treasury Management in the Public Services and statutory guidance issued by the Department for Levelling Up, Housing and Communities.
The Council defines treasury management as: 
“The management of the organisation’s borrowing, financial investments and cash flows, its banking, money market and capital market transactions; the effective control of the risks associated with those activities; and the pursuit of optimum performance consistent with those risks.”
The Council regards the successful identification, monitoring and control of risk to be the prime criteria by which the effectiveness of its treasury management activities will be measured. The analysis and reporting of treasury management activities will focus on their risk implications for the organisation, and any financial instruments entered to manage these risks.
The Council acknowledges that effective treasury management will provide support towards the achievement of its business and service objectives. It is therefore committed to the principles of achieving value for money in treasury management, and to employing suitable comprehensive performance measurement techniques, within the context of effective risk management.
The Treasury investment policy objective for this Council is the prudent investment of its treasury balances. The Council’s Treasury investment priorities are security of capital and liquidity of its investments so that funds are available for expenditure when needed. Both the Treasury Management Code and the statutory guidance require the Council to invest its treasury funds prudently, and to have regard to the security and liquidity of its investments before seeking the highest rate of return, or yield.
The Authority is currently debt free and its capital expenditure plans do not currently imply any need to borrow over the forecast period.  This strategy has been prepared assuming that it will not need to borrow, except for short term cash flow purposes for revenue and capital commitments.


The Authority invests its money for three broad purposes:
· because it has surplus cash as a result of its day-to-day activities, for example when income is received in advance of expenditure (known as treasury management investments);
· to support local public services by lending to or buying shares in other organisations (service investments); and,
· to earn investment income (known as commercial investments where this is the main purpose).
Treasury Management Strategy

The Council’s priority is the security and liquidity of its treasury investments in accordance with the priorities set out in the Treasury Code and the statutory guidance.  Whilst fundamentally risk averse, the Council accepts some modest degree of risk within the limits and counterparty restrictions set out in its Treasury Management and Investment Strategy and risk appetite statement.

The Chartered Institute of Public Finance and Accountancy’s ‘Treasury Management in the Public Services: Code of Practice’ (the CIPFA Code) requires the Council to approve a Treasury Management Strategy (TMS) before the start of each financial year.
[bookmark: _Treasury_Management_and]The Department for Levelling Up, Housing & Communities (DLUHC) also issues guidance on Local Authority Investments (the Guidance).  Paragraph 21 of the Guidance makes it clear that, except for the requirement to prioritise Security, Liquidity and Yield in that order of importance, treasury management investments are managed within the principles set out within the CIPFA Code.  

The Council’s Treasury Management Statement is underpinned by Treasury Management Practices (TMPs) which provide prescriptive information as to how the treasury management function should be carried out.

In accordance with the Guidance, the Council will be asked to approve a revised Treasury Management Strategy should the assumptions on which this report is based change significantly. Such circumstances may include, for example, a large, unexpected change in interest rates, or in the Council’s capital programme or in the level of its investment balances.






On 30 September 2023 the Council held £111.6m of investments as set out in table 1.
Table 1: Investment Portfolio Position
	Investments
	£m
	Return %*

	Short term Investments (cash, call accounts, deposits)
	43.0

	

	Money Market Funds
	28.6
	

	Total Liquid Investments
	71.6
	5.12

	External Pooled funds 
	40.0
	4.60

	Total Treasury Financial Investments 
	111.6
	3.94

	Carried Loss on Fair Value of External Funds
	(4.7)
	

	Current Value of Investments 
	106.9
	


*Returns are based on Q2 23-24. They are not representative of future returns.

CIPFA’s Prudential Code for Capital Finance in Local Authorities (“the Prudential Code”) states that, as a minimum, the Council must forecast its liability benchmark for the current and future 2 financial years. This is shown in table 2 below. The Liability Benchmark is effectively the Net Borrowing Requirement of a local authority plus a liquidity allowance. In its simplest form, it is calculated by deducting the amount of investable resources available on the balance sheet (reserves, cash flow balances) from the amount of outstanding external debt and then adding the minimum level of investments required to manage day-to-day cash flow.

The Code requires any substantial mismatches between actual loan debt outstanding and the liability benchmark to be explained. As the Council’s net Treasury position is debt free across the entire forecast period, the Council’s liability benchmark (and Capital Financing Requirement, “CFR”) is also nil or negative across the forecast period, indicating that there is no present need to borrow, and no further explanation is required.

From the projection in table 2 the Council has determined that its long-term investments in pooled funds are Treasury, not Commercial, investments. They are therefore managed under part 1 of this strategy.  The Council accepts that, should it cease to be debt free, this classification will be reviewed in line with the requirements of the Treasury Code.





Table 2: Liability Benchmark forecast to 31 March 2029 (Updated)
	
	Actual 2023 £m
	2024 £m
	2025
£m
	2026
£m
	2027
£m
	
2028
£m

	Capital Financing Requirement
	(1)
	(1)
	(1)
	(1)
	(1)
	(1)

	Less: Other debt liabilities
	0
	0
	0
	0
	0
	0

	Balance sheet resources
	
	
	
	
	
	

	· Usable Reserves
	107
	94
	108
	105
	105
	105

	· Working capital
	(2)
	(2)
	(7)
	(7)
	(7)
	(7)

	Treasury Investments
	104
	91
	97
	97
	97
	97

	Minimum Liquidity Allowance 
	(10)
	(10)
	(10)
	(10)
	(10)
	(10)

	(Liability)/ Investment Benchmark 
	94
	81
	87
	87
	87
	87

	


The above figures are based on resource projections and include assumptions about timing of transactions that may differ from actual delivery. 

An assumption that debt liabilities will increase slightly in 2024-25 due to the implementation of IFRS16 has been incorporated into these forecasts. The Council’s operational boundary and authorised debt ceilings are set out in tables 5 and 6 (page 15) and are set at a level that will accommodate possible short-term working capital requirements or any financial lease liabilities that will be recognised following the adoption of IFRS16 on 1 April 2024.  

The Liquidity allowance is set at £10m and is the minimum level of funds invested to maintain professional investor status under the relevant financial regulations.
[bookmark: _Risk_Appetite_Statement][bookmark: _Toc115768660]Risk Appetite Statement

Any investment made by the Council should be proportionate to its financial capacity – so that plausible losses can be absorbed in budgets or reserves without unmanageable detriment to local services.
As a debt free authority, the Council’s highest priority in its treasury management function is the security of those investments in accordance with the priorities set out in the CIPFA Treasury Code.  Whilst fundamentally risk averse the Council will however accept some modest degree of risk.
The Council mitigates Treasury investment risk by using counterparty limits based on the available resources to plausible losses and ensures that investments are diversified across high credit quality counterparties as set out in this strategy. 
When investing surplus cash, the Council will not necessarily limit itself to making deposits with the UK Government and local authorities but may invest in other bodies including certain unrated building societies and money market funds. The Council may also invest surplus funds through tradable instruments such as gilts, treasury bills, certificates of deposit, corporate bonds, and pooled funds. The duration of such investments will be carefully considered to limit that risk of them having to be sold (although they may be) prior to maturity, mitigating the risk of the capital sum being diminished through price movements.
For Commercial and Service investments, the Council uses a combination of factors that are set out in parts 2 and 3 of this document.
[bookmark: _Treasury_Investments][bookmark: _Toc115768661]Treasury Investments and Borrowing

In line with the Council’s Treasury Management Policy Statement, treasury management includes all the activities necessary for:
1. Cash management;
2. Liquidity planning and control; and,
3. Corporate finance, including medium and long term financing and investing.
The contribution that treasury investments make to the objectives of the Authority is to support effective treasury management activities.  Successfully identifying, monitoring and mitigating risk is the cornerstone of effective treasury management, although the Council acknowledges that effective treasury management also supports the achievement of business and service objectives.
The Authority typically receives its income in cash (e.g. from taxes and grants) before it pays for its expenditure in cash (e.g. through payroll and invoices). It also holds reserves for future expenditure and collects local taxes on behalf of other local authorities and central government. These activities lead to a cash surplus which is invested in accordance with the CIPFA Code. 

The stable long-term balance of treasury investments is expected to fluctuate between £109m and £99m during the 2023-24 financial year (table 2, above). 

The Council does not intend to borrow any monies, except for short term cash flow purposes for revenue and capital commitments.
[bookmark: _Toc115768662]
Investment Objective 
The Council’s objective when investing money is to comply with the principles stated in this strategy document, striking an appropriate balance between risk and return in line with the Council’s risk appetite statement.
[bookmark: _Toc115768663]
Counterparty limits
The Council may invest its surplus funds with any of the counterparties in table 3 below, subject to the cash limits (per counterparty) and time limits shown. 
The Authority’s available reserves available to cover investment losses are forecast to be £84m on 31st March 2024. 
From this figure the following sums are excluded as they would not be available to fund any loss:
· Forecast CIL balance	£5m
· Capital receipts reserve	£2m
The Authority’s expected available reserves to cover any default is therefore £77m.
The Counterparty and sector limits below are set such that no one default will incur a loss of either:
· 10% of the Council’s expected average investment balance, equivalent to £8m; or, 
· 15% of the Council’s available reserves as defined above, equivalent to £12m. 
Given the forecasts above, the general counterparty investment limit for 2024-25 remains at £7m. 
The Council’s investment with the CCLA property fund has a higher, separate limit of £15m, currently £10m is invested with this counterparty. Where this counterparty limits in tables 3 and 4 fall between financial years, any new limit will only apply once existing investments as at 1 April reach the end of their present deposit period. For external pooled funds, the limit applied will be that in force on the date of the investment. Should counterparty limits fall after this date, a balanced view will be taken by the s.151 officer as to when the investment above the new limit will be redeemed. 
A group of entities under the same ownership will be treated as a single organisation for counterparty limit purposes.
In addition to the limits set on individual counterparties in table 3 below, table 4 sets limits on any group of pooled funds under the same management.

Table 3: Approved Investment Counterparties
	Sector
	Time limit
	Counterparty limit
	Sector limit
	
Notes

	The UK Government
	50 years
	Unlimited
	n/a
	

	Local authorities & other government entities
	10 years
	£7m
	Unlimited
	

	Secured investments
	10 years
	£7m
	Unlimited
	1

	Banks (unsecured)
	13 months
	£3.5m
	Unlimited
	1,2

	Building societies (unsecured)
	13 months
	£3.5m
	£7m
	1

	Money market funds
	n/a
	£7m or 0.5% of fund value
	Unlimited
	1 3

	Strategic pooled funds (excluding LAPF)
	n/a
	£7m
	£50m
	5

	Strategic pooled funds (CCLA - LAPF)
	n/a
	£15m
	£15m
	5

	Real estate investment trusts (REITs)
	n/a
	£2m
	£4m
	5

	Other investments
	2 years
	£3.5m
	£7m
	1, 4



Notes:
1. Investments are subject to credit rating floors and/ or other criteria set out ‘Minimum credit ratings’ below.
2. The limits for the Council’s operational bank account are determined separately and set out in the relevant section below.
3. Individual limits will be 0.5% of fund value or £7m, whichever is the smaller.
4. Service and commercial investments will be subject to individual, separate risk assessment and are considered separately in this strategy. They are not covered by the Treasury limits in table 3.
5. No maximum investment period is set for pooled funds and REITs as they are intended to be for the long term. The limit on strategic pooled funds does not apply to Money Market Fund investments.
The Council sets limits on the totals to be invested in any one single entity, group of entities, or investment type. These are set out in table 4 and apply to all treasury investments.
Limits are also placed on fund managers, investments in brokers’ nominee accounts and foreign countries as below. Investments in pooled funds (including money market funds) and multilateral development banks do not count against the limit for any single foreign country, since the risk is diversified over many countries.

Table 4: Additional investment limits
	
	Cash limit

	Any group of pooled funds under the same management
	£20m per manager

	Negotiable instruments held in a broker’s nominee account
	£7m per broker (1)

	Foreign countries
	£7m per country



1. The limit for nominee accounts does not apply to investments in Money Market Funds and their nominee companies
Counterparties
Government
Loans to, and bonds and bills issued or guaranteed by, national governments, regional and local authorities, and multilateral development banks. These investments are not subject to bail-in, and there is generally a lower risk of insolvency, although they are not zero risk. Investments with the UK Government are deemed to be zero credit risk due to its ability to create additional currency and therefore may be made in unlimited amounts for up to 50 years.
Secured investments
Investments secured on the borrower’s assets, which limits the potential losses in the event of insolvency. The amount and quality of the security will be a key factor in the investment decision. Covered bonds and reverse repurchase agreements with banks and building societies are exempt from bail-in. Where there is no investment specific credit rating, but the collateral upon which the investment is secured has a credit rating, the higher of the collateral credit rating and the counterparty credit rating will be used. The combined secured and unsecured investments with any one counterparty will not exceed the cash limit for secured investments.
Banks and building societies (unsecured) 
Accounts, deposits, certificates of deposit and senior unsecured bonds with banks and building societies, other than multilateral development banks. These investments are subject to the risk of credit loss via a bail-in should the regulator determine that the bank is failing or likely to fail. See below for arrangements relating to operational bank accounts.
Money market funds
Pooled funds that offer same-day or short notice liquidity and very low or no price volatility by investing in short-term money markets. They have the advantage over bank accounts of providing wide diversification of investment risks, coupled with the services of a professional fund manager in return for a small fee. Although no sector limit applies to money market funds, the Authority will take care to diversify its liquid investments over a variety of providers to ensure access to cash at all times. 
Strategic pooled funds 
Bond, equity, and property funds that offer enhanced returns over the longer term but are more volatile in the short term.  These allow the Authority to diversify into asset classes other than cash without the need to own and manage the underlying investments. Because these funds have no defined maturity date, but are available for withdrawal after a notice period, their performance and continued suitability in meeting the Authority’s investment objectives will be monitored regularly.
Where investments in pooled funds or other financial assets have prices or values that can vary according to fund performance and other factors, the investment limits in table 4 will operate to regulate the initial purchase cost (total initial investment) only.
Real estate investment trusts (REIT)
Shares in companies that invest mainly in real estate and pay the majority of their rental income to investors in a similar manner to pooled property funds. As with property funds, REITs offer enhanced returns over the longer term, but are more volatile especially as the share price reflects changing demand for the shares as well as changes in the value of the underlying properties. Investments in REIT shares cannot be withdrawn but can be sold on the stock market to another investor.
Operational bank accounts
The Authority may incur operational exposures, for example though current accounts, collection accounts and merchant acquiring services, to any UK bank with credit ratings no lower than BBB- and with assets greater than £25 billion. These are not classed as investments but are still subject to the risk of a bank bail-in, and balances will therefore be kept below £0.5m in total across all operational accounts. The Bank of England has stated that in the event of failure, banks with assets greater than £25bn are more likely to be bailed-in than made insolvent, increasing the chance of the authority maintaining operational continuity.
Other investments 
This category covers treasury investments not listed above, for example unsecured corporate bonds and company loans. Non-bank companies cannot be bailed-in but can become insolvent placing the Authority’s investment at risk. 
For corporate bonds, the limits referred to in table 3 will apply to the sum of bond principal (par value) and any premium or discount paid to acquire the bond in the secondary market. The limit will exclude the accrued interest element paid to secure a secondary bond as this is recoverable on maturity of the Bond.

Risk Assessment and Credit Ratings
Credit ratings are obtained and monitored by the Council’s treasury advisors, who will notify changes in the ratings as they occur.  Where an entity has its credit rating downgraded so that it fails to meet the approved investment criteria then:
· no new investments will be made.
· any existing investments that can be recalled or sold at no cost will be and,
· full consideration will be given to the recall or sale of all other existing investments with the affected counterparty.
If in the case of a decision to recall or sell an investment at a cost which is over the approved virement limits, the Council’s urgent action procedure in its Constitution would be invoked by officers.
Where a credit rating agency announces that a credit rating is on review for possible downgrade (also known as “rating watch negative” or “credit watch negative”) so that it may fall below the approved rating criteria, then only investments that can be withdrawn in a timely manner will be made with that organisation until the outcome of the review is announced.  This policy will not apply to negative outlooks, which indicate a long-term direction of travel rather than an imminent change of rating.
Minimum credit rating
Treasury investments in the sectors marked Note 1 in table 3 will only be made with entities whose lowest published long-term credit rating is no lower than A-. 
Where available, the credit rating relevant to the specific investment or class of investment is used, otherwise the counterparty credit rating is used. However, investment decisions are never made solely based on credit ratings, and all other relevant factors including external advice will be considered.
For entities without published credit ratings, investments may be made either (a) where external advice indicates the entity to be of similar credit quality; or (b) to a maximum of £1m per counterparty; or (c) are part of a diversified pool of investments e.g. a strategic investment in an external pooled fund. 
Other Information on the Security of Investments
The Council understands that credit ratings are good, but not perfect, predictors of investment default.  Full regard will therefore be given to other available information on the credit quality of the organisations in which it invests, including credit default swap prices, financial statements, information on potential government support and reports in the quality financial press.  No investments will be made with an organisation if there are substantive doubts about its credit quality, even though it may meet the credit rating criteria.
When deteriorating financial market conditions affect the creditworthiness of all organisations this is not generally reflected in credit ratings, but can be seen in other market measures.  In these circumstances, the Council will restrict its investments to those organisations of higher credit quality and reduce the maximum duration of its investments to maintain the required level of security.  The extent of these restrictions will be in line with prevailing financial market conditions, and advice from the Council’s Treasury advisor. If these restrictions mean that insufficient commercial organisations of high credit quality are available to invest the Council’s cash balances, then the surplus will be deposited with the UK Government, via the Debt Management Office or with other local authorities.  This may will cause investment returns to fall but will protect the principal sum invested.
Reputational aspects
The Council is aware that investment with certain counterparties, while considered secure from a purely financial perspective, may leave it open to criticism, valid or otherwise. This may affect its public reputation, and this risk will therefore be taken into account when making investment decisions. 
[bookmark: _Toc115768664]Business model for holding investments
The Council aims to achieve value from its internally managed treasury investments by a business model of collecting the contractual cash-flows and therefore, where other criteria are also met, these investments will continue to be accounted for at amortised cost.
[bookmark: _Toc115768665]Negative interest rates
In the event of negative interest rates, security will be measured as receiving the contractually agreed amount at maturity, even though this may be less than the amount originally invested.
[bookmark: _Toc115768666]Liquidity Management
The Council uses purpose-built cash flow forecasting software to determine the maximum period for which funds may prudently be committed.  The forecast is compiled on a prudent basis to minimise the risk of the Council being forced to borrow on unfavourable terms to meet its financial commitments. Limits on long-term investments are set by reference to the Council’s medium term financial plan and cash flow forecast.  To ensure adequate liquidity is maintained, ‘worst case’ estimates of cash flows are used when considering the Council’s medium term investment position.
[bookmark: _Toc115768667]Responsible Investing
Environmental, social, and governance (ESG) considerations are increasingly a factor in global investors’ decision making, but the framework for evaluating investment opportunities is still developing and therefore the Council’s ESG policy does not currently include ESG scoring or other real-times ESG criteria at an individual level. 
As a responsible investor, the Council is committed to considering environmental, social, and governance (ESG) issues, and has a particular interest in taking action against climate change and pursuing activities that have a positive social impact.  
The overriding priorities of treasury management must remain security, liquidity, and yield in that order. However, once these priorities are met preference will be given to placing investments with banks or institutions who have demonstrated a significant interest is sustainability by being a signatory to the UN Environment Finance Initiative’s (UNEFI) Principles for Responsible Banking/ Investment. This requirement will not extend to investments with the UK public sector.
Before a direct investment is made with an institution that is not a participant in the above initiative, approval will be sought from the section 151 or deputy section 151 officer setting out why no reasonable alternative at that particular time is available.  This ‘comply or explain’ approach recognises that, whilst ESG is a desirable objective for treasury investing, to comply with Statutory Guidance it must be ranked behind security, liquidity and yield.
[bookmark: _Toc58406019][bookmark: _Toc58828811][bookmark: _Toc58829221][bookmark: _Toc60818629][bookmark: _Toc60897562]Where the Council does not have direct control over the individual investments, (for example, for investments in money market or external pooled funds), the Council will seek to understand and evaluate the Ethical, Social and Governance policies of money market and external pooled funds when considering making an initial investment. This evaluation will include a review of any reports prepared by prospective fund managers under the UK Stewardship Code issued by the Financial Reporting Council and of the institution’s commitment to the UNEFI Principles for Responsible Investment.
[bookmark: _Toc115768668]Borrowing

[bookmark: _Toc27485388][bookmark: _Toc27646692][bookmark: _Toc27653516][bookmark: _Toc27983288][bookmark: _Toc29558767][bookmark: _Toc34034678][bookmark: _Toc34034789][bookmark: _Toc34035081][bookmark: _Toc34035169][bookmark: _Toc58406022][bookmark: _Toc58828814][bookmark: _Toc58829224][bookmark: _Toc60754357][bookmark: _Toc60818632][bookmark: _Toc60897565]The strategy recognises that the following are not prudent activities for the Council to undertake.
1. Borrowing to investment for the primary purpose of return
2. Making any investment or spending decision that will increase the Council’s capital financing requirement, and so may lead to new borrowing, unless directly and primarily related to the function of the Council and where any financial returns are either related to the financial viability of the project or otherwise incidental to the primary purpose
The Council is currently debt-free and has no borrowing other than that which might occur as part of routine working capital management.  There are no plans to borrow to finance new capital expenditure over the medium term but this remains an option if deemed to be prudent.
If it considers it necessary to borrow money, the Council’s chief objective will be to strike an appropriately low risk balance between securing low interest costs and achieving certainty of those costs over the period for which funds are required.  The flexibility to renegotiate loans should the Council’s long-term plans change is a secondary objective.
Short term internal borrowing (for schemes that pay back within the 5 year time frame of the capital programme) can be accommodated without incurring external interest charges, provided the resulting savings are recycled into reserves. 
Longer term pay back periods will have to accommodate both the external interest and a minimum revenue provision (MRP) in accordance with the Council’s MRP policy. 
Borrowing would add pressure on the revenue budget as MRP and interest would become payable. The capacity to make these payments would need to be identified in advance, namely the further efficiency savings generated by the investment in the assets.
[bookmark: _Toc115768669]Borrowing Sources
The Council may need to borrow money in the short term to cover unexpected cash flow shortages from the following approved sources:
· HM Treasury’s PWLB lending facility (formerly the Public Works Loan Board)
· UK Infrastructure Bank Ltd
· Any institution approved for investments
· Any other bank or building society authorised to operate in the UK
· UK public and private sector pension funds (except the West Sussex Pension Fund)
· UK Municipal Bonds Agency plc and other special purpose companies created to enable local authority bond issues
· Capital market bond investors, including via community municipal bonds
· Any other UK public sector body
In addition, capital finance may be raised by the following methods that are not borrowing, but may be classed as other debt liabilities:
· Leasing
· Hire purchase
· Sale and leaseback
· Similar asset based finance
The Council will, where possible, take advantage of any reduction in borrowing costs available from the Public Works Loan Board (PWLB) for authorities who provide information on their plans for long-term borrowing and associated capital spending. 
PWLB loans are no longer available to local authorities planning to buy investment assets primarily for yield; the Authority intends to avoid this activity in order to retain its potential access to PWLB loans.
[bookmark: _Toc115768670]Operational Boundary for External Debt
The operational boundary is based on the Authority’s estimate of most likely (i.e. prudent but not worst case) scenario for external debt. It links directly to the Authority’s estimates of capital expenditure, the capital financing requirement and cash flow requirements, and is a key management tool for in-year monitoring.  If these limits are breached in-year, this will trigger an exception report explaining the circumstances of the breach to Cabinet.
The limit for ‘other long term liabilities’ includes the Council’s best estimate of finance lease liabilities that may be recognised following adoption of IFRS16 on 1 April 2024.
Table 5: Operational boundary for external debt
	Operational Boundary
	2023-24 £m
	2024-25 £m
	2025-26 £m
	2026-27 £m
	2027-28
£m

	Borrowing
	10
	10
	10
	10
	10

	Other long-term liabilities
	2
	3
	3
	3
	3

	Total Debt
	12
	13
	13
	13
	13



[bookmark: _Toc115768671]Authorised Limit for External Debt
The authorised limit is the affordable borrowing limit determined in compliance with the Local Government Act 2003. It is the maximum amount of debt that the Authority can legally owe.  
The authorised limit provides headroom over and above the operational boundary for unusual cash movements.
Table 6: Authorised limit for external debt
	Authorised Limit
	2023-24 £m
	2024-25
£m
	2025-26 £m
	2026-27 £m
	2027-28
£m

	Borrowing
	20
	20
	20
	20
	20

	Other long-term liabilities
	5
	5
	5
	5
	5

	Total Debt
	25
	25
	25
	25
	25



[bookmark: _Commercial_Investments][bookmark: _Loan_Commitments_and][bookmark: _Toc115768672]
Treasury Management Indicators

[bookmark: _Toc115768673]Prudential indicator for the Liability Benchmark
This strategy incorporates the Liability benchmark – shown at table 2 as a Performance indicator relevant to the Council.
Whilst the Council is debt-free, this indicator is of relatively lesser value.  However, if the Council does take out borrowing, any substantial mismatches between actual loan debt outstanding and the liability benchmark will be explained. 
Any years where actual loans are less than the benchmark indicate a future borrowing requirement; any years where actual loans outstanding exceed the benchmark represent an overborrowed position, which will result in excess cash requiring investment (unless any currently unknown future borrowing plans increase the benchmark loan debt requirement). 
[bookmark: _Toc115768674]Security and credit risk
Table 7: Security risk indicators
	Measure
	Target

	Portfolio Average Credit Rating (time weighted)

	Minimum “A” rating

	Proportion Exposed to Bail-in (%)
	Less than the average of other District Councils

	Fair Value of external funds
	
· Overall Fair value of external funds
Less
· Nominal value of funds invested
Plus
· reserves set aside to reduce risk

Is greater than zero.



Liquidity
Officers will continue to manage the Council’s treasury management investments ensuring that sufficient cash is available to accommodate known payments.  In the unlikely circumstance that a large, unexpected cash payment is required and the Council does not have sufficient liquidity immediately available, the Council will use its facility to borrow temporarily for cash management purposes.

Table 8: Liquidity risk indicators
	Measure
	Target

	Proportion of investments available within 7 days (%)

	Compare and explain against District Council average

	Proportion available within 100 days (%)

	Compare and explain against District Council average



[bookmark: _Toc115768675]Maturity Structure of Borrowing 
As the Council is debt free it currently holds no fixed long term borrowing for which a maturity profile exists.
[bookmark: _Toc115768676]Prudential limits for long term treasury management investments 
The purpose of this indicator is to control the Council’s exposure to the risk of incurring losses by seeking early repayment of its investments in response to adverse economic or market conditions or credit rating downgrades.  
Table 9 sets out the upper limit for each forward financial year period for the maturing of investments for periods longer than 364 days up to their final maturities beyond the end of the financial period.
Table 9: Limits on investment periods (£m)
	
	Maturing during
	

	
	2024-25
£m
	2025-26
£m
	2026-27
£m
	No fixed maturity
£m

	Limit on principal invested beyond year end
	20
	20
	20
	80


[bookmark: _Toc115768677]
Market and economic risk
The Council is exposed to risk in terms of its exposure to interest rate movements on its investments, although the effects on the Council of such movements are not considered to be material as most sums invested are at fixed interest rates for short periods.  
Of much more significance is the risk of property price movements and interest rate risk relating to the Council’s investment in external pooled funds.  

To measure the significance of these risks, the Council calculates the effect of a 1% change in interest rates and a 5% change in property prices on the Fair Value of the external funds when preparing its Statement of Accounts.   

It will compare these figures against the individual counterparty limits set out above in table 4, which are seen as representative of a measure of the maximum amount that the council is willing to risk.
 
A Treasury exception will be reported to Cabinet where the economic risk exceeds 50% the Council’s individual Counterparty limit (equivalent to £3.5m).
This indicator is calculated and reported annually as part of the Council’s statement of accounts.  Outside of this, an exception will be reported where it is clear there are significant changes to the risk, mainly because of changes to the composition of the investment portfolio or to variation in the fair value of the portfolio.  The position as at 31 March 2023 is set out in table 10.
Table 10: Exposure to economic risk (£m)
	
	1% change in Interest rates
	5% change in equity prices
	5% change in property prices
	TOTAL
£m

	CCLA Property Fund 
	-
	-
	(1.32)
	

	External Pooled Funds and Money markets
	(1.99)
	(0.20)
	(0.14)
	

	TOTAL
	(1.99)
	(0.20)
	(1.46)
	(3.65)


[bookmark: _Toc115768678]Other Items

There are several additional items that the Council is obliged by CIPFA or DLUHC to include in its Treasury Management Strategy.
[bookmark: _Toc115768679]Policy on Use of Financial Derivatives
The Council will only use standalone financial derivatives (such as swaps, forwards, futures and options) where they can be clearly demonstrated to reduce the overall level of the financial risks that the Council is exposed to. 
Local authorities have previously made use of financial derivatives embedded into loans and investments both to reduce interest rate risk (e.g. interest rate collars and forward deals) and to reduce costs or increase income at the expense of greater risk (e.g. LOBO loans and callable deposits).  The general power of competence in Section 1 of the Localism Act 2011 removes much of the uncertainty over local authorities’ use of standalone financial derivatives (i.e. those that are not embedded into a loan or investment). 
Additional risks presented, such as credit exposure to derivative counterparties, will be taken into account when determining the overall level of risk. Embedded derivatives, including those present in pooled funds and forward starting transactions, will not be subject to this policy, although the risks they present will be managed in line with the overall treasury risk management strategy.
Financial derivative transactions may be arranged with any organisation that meets the approved investment criteria assessed using the appropriate credit rating for derivative exposures. An allowance for credit risk calculated using the methodology in the Treasury Management Practices document will count against the counterparty credit limit and the relevant foreign country limit.
In line with the CIPFA Code, the Authority will seek external advice and will consider that advice before entering any financial derivatives to ensure that it fully understands the implications.
Markets in Financial Instruments Directive II 
The Authority has opted up to professional client status with providers of financial services, including advisers, banks, brokers and fund managers, allowing it access to a greater range of services but without the greater regulatory protections afforded to individuals and small companies. Given the size and range of the Authority’s treasury management activities, the Director of Corporate Services believes this to be appropriate. A list of counterparties who have accepted elective professional status of the Council is included in the Council’s treasury management practices.
[bookmark: _Toc115768680]Investment of Money Borrowed in Advance of Need 

Although not envisaged at this stage, the Council may, exceptionally, borrow to pre-fund future borrowing requirements, where this is expected to provide the best long term value for money.  Any borrowing in advance of need must comply with DLUHC Guidance.
Since amounts borrowed will be invested until spent, the Council is aware that it will be exposed to the risk of loss of the borrowed sums, and the risk that investment and borrowing interest rates may change in the intervening period.  These risks will be managed as part of the Council’s overall management of its treasury risks.
The total amount borrowed will not exceed the authorised borrowing limit as set out in table 6.  The maximum period between borrowing and expenditure is expected to be two years, although the Council is not required to link particular loans with particular items of expenditure.
[bookmark: _Toc115768681]Investment Training 

The Council will critically assess the existing skills available to ensure robust decision making and effective ongoing management and monitoring, commensurate with the Authority’s risk appetite and investing activities.
Member and officer training is essential to understanding roles, responsibilities, keep up to date with changes and to effectively plan, discharge and scrutinize Treasury activity.
The training needs of the officers involved on treasury management are identified through the annual performance and development appraisal process, and additionally when the responsibilities of individual members of staff change. Staff attend relevant training courses, seminars and conferences as needed.
Training will be provided to members when requested and at a minimum annually and as part of Member induction.
[bookmark: _Toc115768682]Investment Advisers
The Council’s treasury advisor is Arlingclose Limited and receives specific advice on investment, debt and capital finance issues. Responsibility for final decision making remains with the Council and its officers. 
The quality of this service is controlled and monitored against the contract by the Financial Services Divisional Manager.
[bookmark: _Toc115768683]Reporting
[bookmark: _Toc115768684]Treasury investments
The Council/Cabinet will receive as a minimum:
· An annual report on the strategy and plan to be pursued in the coming year and on the need to review the requirements for changes to be made to the Treasury Management Strategy Statement.
· A mid-year review.
· An annual report on the performance of the treasury management function, on the effects of decisions taken and the transactions executed in the past year, by 30th September in the next financial year, including any circumstances of non-compliance with the organisation’s treasury management policy statement and Treasury Management Practices.

The body responsible for scrutiny of treasury management policies and practices is the Corporate Governance and Audit Committee. Monitoring reports on Treasury performance and compliance with this strategy will be prepared and presented to this Committee as a minimum for the half year to September and the full year to March.
The Leader of the Council, the Cabinet Member for Corporate Services and the members of the Corporate Governance & Audit Committee receive monthly monitoring reports of the investments held. 
[bookmark: _Toc115768685]Other Options Considered
The CIPFA Code does not prescribe any particular treasury management strategy for local authorities to adopt. The Director of Corporate Services believes that the above strategy represents an appropriate balance between risk management and cost effectiveness.  Some alternative strategies, with their financial and risk management implications, are listed below.

Table 11: Alternatives considered

	Alternative
	Impact on income and expenditure
	Impact on risk management

	Invest in a narrower range of counterparties and/or for shorter times
	Interest income will be lower
	Lower chance of losses from credit related defaults, but any such losses may be greater

	Invest in a wider range of counterparties and/or for longer times
	Interest income will be higher
	Increased risk of losses from credit related defaults, but any such losses may be smaller




Investment Strategy 2024-25
[bookmark: _Toc87966935][bookmark: _Toc115768686]Part 2 - Commercial Investments

The Council may invest in commercial opportunities with the intention of making a profit that will be spent on local public services.
To provide specific guidance on the enhanced scrutiny and assessment of risk required, the Council has approved an investment opportunities protocol.  All decisions to make commercial investments will comply with this protocol.
The Council will apply the policy and processes established by its investment opportunities protocol in deciding whether to make a commercial investment or not. This protocol, which includes the Land and Property Sub Category, provides specific guidance on the enhanced scrutiny required, including:
· Acquisitions or original build should be within the District Council’s area, or sufficiently close by to be easily managed;
· Preference will be given to acquisitions where they achieve a community or economic benefit and strengthen the local economy;
· The acquisition provides an acceptable rate of return for the additional risk taken on, and will not increase the Council’s ongoing revenue costs in the longer term; and,
· Where necessary, Specialist advisers are to be employed to provide advice and act for the Council.
To mitigate the impact of uncertainty the Council’s investment objective is to provide a spread of investments with varying degrees of risk, given that it is recognised that the inherent risk is generally reflected either in the price or the rate of return (i.e. the higher the risk, the higher the return and vice versa).
The consideration of any investment shall include a risk assessment that measures as objectively as possible the likelihood and severity of the impact should the risks identified be realised. This can provide comparison against the potential benefits (financial and otherwise) for which the investment is being considered in the first place, and form part of the decision making process.
Among the risk factors to be considered are:
· Acquisition Risk – the Council may incur abortive transaction costs (such as professional fees) without guarantee of securing the investment as the Council may be one of several bidders in a competitive market;
· Price & Cost Risk – Once acquired the value of the investment may fluctuate over time, which due to the nature of property investments, will likely reflect variations in supply and demand;
· Economic / Political Risk – the ability to retain or dispose of an investment may be inhibited by the economic and political environment at any point in time; and,
· Market Risk – the Council’s ability to influence the price, financial return or other benefits pertaining to the investment may be limited by the market in which it operates.
The value of the Council’s current commercial investment portfolio is disclosed in the Council’s statement of accounts and set out below using the latest valuation information available (31 March 2023). It is not possible to prepare a formal expectation of value in advance of the actual valuation exercise undertaken for to provide information for the Council’s annual accounts. Where any valuations are felt to be unrealistic or may have changed materially, this is noted in the table below.

Table 12: Property held for investment purposes 
	Property reference
	Actual
	31.3.2023 Actual

	
	Purchase cost
	Gains or (losses)
	Value in accounts

	
	£m
	£m
	£m

	IP001
	0.87
	0.38
	1.25

	IP002 
	0.87
	0.21
	1.08

	IP003 
	2.51
	2.76
	5.27

	IP004 
	1.61
	(0.38)
	1.23

	IP005 
	1.63
	0.15
	1.78

	IP006
	3.64
	(1.11)
	2.53

	LD264
	0.06
	0.01
	0.07

	TOTAL
	11.19
	2.02
	13.21


[bookmark: _Toc87966936][bookmark: _Toc115768687]Security

The Council defines security for investment properties as maintaining the fair value of the investment property portfolio above the purchase price paid.
The Council recognises that any form of property investment is not without risk since the value of any investment may rise or fall over time, especially where it is to be retained over many years.
A fair value assessment for all commercial investments held by the Council has been undertaken within the last 12 months. Of the seven properties owned by the Council for investment purposes, their total market value was assessed at £13.21m on 31 March 2023, significantly above the total initial purchase cost. 
Within this, two of the properties had a fair value that was below the initial purchase cost. Whilst it is possible that the fair value of these investment properties would not provide security against loss, this would only occur if the Council were compelled to sell these properties. Investment property is considered a long-term asset and the Council only invests once it is satisfied that the asset can be held over a period longer than 5 years and does not borrow to fund the purchase.
The Council is satisfied that the true market value of these properties provides adequate security for the investment of public funds. Should the 2023-24 year-end accounts preparation and audit process value these any properties materially below their purchase cost, then the Director of Corporate Services will assess if the risk is such that a report together with an updated investment strategy is necessary detailing the impact of the loss on the security of investments and any possible revenue consequences arising therefrom.
[bookmark: _Toc87966937][bookmark: _Toc115768688]Liquidity
Compared with other investment types, property is relatively difficult to sell and convert to cash at short notice, and dependent on which property sector it falls in, can take a considerable period to sell in certain market conditions such as those that currently exist. Because of this, the Council only invests in non-treasury assets where strategic forecasts indicate the asset can be held over an appropriate timeframe.  
The Council does not borrow to finance non-treasury investments and therefore has no need to generate cash to repay borrowing.  It recognises that unforeseen events can occur and maintains both a short term and medium term (five year) cashflow forecast which it expects will give the Council sufficient notice of any need to liquidate any non-treasury investments. 
The Council also holds significant cash and short-term investment balances at any one time.
[bookmark: _Toc89847709][bookmark: _Toc115768689]Proportionality – Commercial Investments

Income from commercial investments is expected to remain below 10% of the Council’s net revenue stream.
The Council currently builds the following sources of income from investments into its base budget as these sources of income have demonstrated an ability to provide a constant, predicable return over the medium term.  The figures are presented here are a proportion of net cost of net revenue stream as presented in the Council’s financial strategy

Table 13: Proportionality of Commercial Investments (£m)
	

	2022-23 
Actual
£m
	2023-24 
Forecast
£m
	2024-25
Forecast
£m
	2025-26
Forecast
£m
	2026-27
Forecast
£m
	2027-28
Forecast
£m

	Investment income* 
	0.89
	0.90
	0.87
	0.87
	0.87
	0.87

	Net revenue stream **
	22.2*
	13.3
	16.2
	17.4
	18.0
	18.4

	Proportion
	4.0%
	6.8%
	5.4%
	5.0%
	4.8%
	4.7%



Investment income is net of direct costs but before changes in fair value (i.e., net operating surplus.)
** The net revenue stream indicator for 2022-23 was based on net cost of services as the Council did not previously calculate this figure as part of its financial strategy. For 2023-24 and beyond this indicator is based on net revenue stream projections which are now prepared as part of the Council’s financial strategy.
[bookmark: _Toc87966938][bookmark: _Toc115768690]* Forecast commercial income levels for 2024-25 and future years are not available at the date of writing this strategy. The figures are based on best estimates assuming ‘no change’. 
Part 3 - Service Investments

The Council may choose to make loans or provide guarantees to local enterprises, local charities and other entities as part of a wider strategy for local economic growth and to support its Corporate Priorities.
‘Investments for service purposes’ (or service investments) are taken or held primarily and directly for the delivery of public services (including housing, regeneration and local infrastructure) or in support of joint working with others to deliver such services.   The Council has also determined that loans made to employees under the Council’s employment terms and conditions also falls within this category of investment.
They are distinct from treasury investments in that:
· They are not principally made to manage the Council’s short term and surplus cash balances;

· They may or may not involve financial returns; however, primary purposes of these investments are their contribution to the Council’s corporate objectives and statutory responsibilities.
Service investments are non-specified investments, and this requires the council to determine:
· procedures for determining which categories of investments may be prudently used

· which categories of investments have been defined as suitable for use;
· the upper limits for the maximum amounts, both individually and cumulatively, that may be held in each identified category, and the overall amount held in non-specified investments, including confirmation that investments made have remained within those limits.
[bookmark: _Toc115768691]Governance and suitability

All service investments must demonstrate a clear contribution towards the Council’s strategic objectives or delivery of statutory responsibilities.
Governance arrangements for any new investments will be subject to the processes set out in the Council’s constitution, including any delegation arrangements provided in that document.  
Any fundamentally new or additional significant service investment outside those specified as approved investment vehicles below will be required to have direct Council approval. Any such approval will require the Council’s s.151 to:
· confirm (after seeking advice from the Council’s Monitor Officer) the legality of the proposed investment and the nature of the transaction, and that all authorities to proceed have been obtained;

· satisfy themselves that the documentation is adequate both to deliver the organisation’s objectives and protect the organisation’s interests;

· ensure that relevant due diligence has taken place;

· ensure that counterparties are judged satisfactory in the context of the organisation’s creditworthiness policies and that limits have not been exceeded; and,
· be content that the terms of any transactions have been fully checked against the market and have been found to be competitive, or that there are sufficient and valid reasons for the Council to depart from market competitive rates.
Outside of this, the section 151 officer has delegated authority to implement this investment strategy, subject to the following overarching responsibilities:
· the total exposure is limited to the funding approved for this purpose in advance by the Council’s Cabinet;
.
· appropriate due diligence is carried out on service investment proposals in accordance with the risk appetite of the authority and the requirements of Statutory Codes and Regulations;

· the total investment is proportionate to the Council’s available financial resources (see ‘proportionality - service investments’, below); and,

· proportionate and adequate governance process is in place for the approval, monitoring, and ongoing risk management of the investment.
[bookmark: _Toc115768692]Approved Service Investments
1. Company and Entity Loans.   Loans to external companies, other entities (charities, voluntary associations etc) and non-incorporated entities will only be made for Capital purposes and not to support any revenue expenditure of the borrower.  No loan will be made to any entity or organisation who does not make a significant contribution to the local economy.

2. Loans to local individuals. These will only be made to current residents of the district and must relate to the furtherance of Council priorities and objectives, or the proper discharge of the Council’s functions.  For soft loans secured by a charge against the property asset, the Council’s loan and the mainstream lender’s loan will not, as a combined sum, exceed 95% of the property value.

3. Loans to employees.  There will only be made to individuals who have a current employment contract with the District Council and for purposes agreed by management.

4. Loan Commitments and Guarantees: The Authority may provide guarantees in very limited circumstances. In the exceptional circumstance that the Council provides a financial guarantee, this will be in accordance with the Council’s constitution.
The most likely guarantee provided by the Council is for pension liabilities associated with TUPE and other transfers of staff from public to private sector where staff have remained within the Local Government Pension Scheme (LGPS). These guarantees are not financial guarantees linked to an underlying debt instrument and, as such, they are not deemed to be a service investment.
[bookmark: _Toc115768693]Risk Management
[bookmark: _Toc114728933][bookmark: _Toc114729271][bookmark: _Toc114729331][bookmark: _Toc115768467][bookmark: _Toc115768694]Any particular investment will carry its own risks, and therefore this strategy determines individual limits on service investment categories based on potential risk.  
For any investment, there is always the risk that the original investment may not be repaid.  In this respect service investments, by their nature, are not the same as Treasury investments, and therefore the objective isn’t to prioritise security above all other considerations or even to the same extent as for Treasury investments. A balanced view will be taken that considered the overall public good against the risk of loss of public funds.
[bookmark: _Toc115768695]Proportionality – Service investments

This investment strategy determines limits for each category of approved service investment and sets an overall ceiling for service investment as required by the Regulations.
The Council’s Financial strategy sets out the extent to which the overall Council budget is supported by income from non-Treasury investments.  Apart from this, the Council’s revenue budget is also exposed to the risk of impairment losses from service investments.
The Council only includes debt taken on formal loan terms in the figures below. It excludes monies owed as part of its normal operational activities, for example trade debtors, monies owed for other operational purposes, such as Council Tax and Business rates arrears, and monies owned under leasing agreements.
The percentage limits set below are based on a proportion of the Council’s average net revenue stream, estimated at £17.05m over the next five years in the Council’s financial strategy.
Table 14: Loans for service purposes – annual limits to 2027-28

	Category
	2022-23
Actual
Income 
%
	2023-24 to
2027-28
Income 
%
	Income
Limit p.a

£’000
	Upper lending Limit TOTAL
£’000

	Company and Entity Loans
	NIL
	<1
	145
	1,000

	Loans to local individuals
	<1
	<1
	145
	1,000

	Loans to employees
	<1
	<1
	75
	500

	Financial Guarantees
	N/A
	N/A
	N/A
	See below

	Overall
	
	
	365
	2,500



It is not possible to determine a limit for any financial guarantees in advance however no guarantee will be entered into without explicit consideration of the requirements of the Prudential Code and approval by both the s.151 officer and that required by the Council’s constitution.
[bookmark: _Toc115768696][bookmark: _Toc87966941]Part 4 - Non-Specified Investments 

The Guidance defines non-specified investments as any non-treasury investment that does not meet the following criteria:
· denominated in pound sterling,
· due to be repaid within 12 months of arrangement,
· not defined as capital expenditure by legislation, and
· invested with one of:
· the UK Government,
· a UK local authority, parish council or community council, or
· a body or investment scheme of “high credit quality”.
The Council’s only qualifying non-specified investments are those listed above under service and commercial investments.  The Council has already proportionality limits for these investments at Tables 13 and 14.
If the need arises to make a further non-specified investment, the investment will comply with limits both individually and cumulatively in Table 15, below. 
Table 15: Non-Specified Investment Limits
	Limits (excluding Treasury Investments)
	Cash limit (£m)

	Total medium and long-term investments
	20

	Total investments without credit ratings or rated below A- 
	20

	Total non-specified investments 
	30


For clarity, in accordance with paragraph 21 of the DLUHC Guidance these limits do NOT apply to Treasury Investments (which include external investments in pooled funds)

Appendix A

Arlingclose’ s Economic Outlook for the remainder of 2023-24 (based on 19th December 2023 interest rate forecast)
Officer’s commentary: Although the most recent forecast available, the economic landscape remains volatile, so this outlook is likely to be out of date by the time this strategy comes into force. Officers will continue to evaluate economic updates as they are published.
Underlying assumptions: 

· UK inflation and wage growth remain elevated but have eased over the past two months fuelling rate cuts expectations. Near-term rate cuts remain unlikely, although downside risks will increase as the UK economy likely slides into recession. 
· The MPC’s message remains unchanged as the Committee seeks to maintain tighter financial conditions. Monetary policy will remain tight as inflation is expected to moderate to target slowly, although some wage and inflation measures are below the Bank’s last forecasts.
· Despite some deterioration in activity data, the UK economy remains resilient in the face of tighter monetary policy. Recent data has been soft but mixed; the timelier PMI figures suggest that the services sector is recovering from a weak Q3. Tighter policy will however bear down on domestic and external activity as interest rates bite. 
· Employment demand is easing. Anecdotal evidence suggests slowing recruitment and pay growth, and we expect unemployment to rise further. As unemployment rises and interest rates remain high, consumer sentiment will deteriorate. Household and business spending will therefore be weak. 
· Inflation will fall over the next 12 months. The path to the target will not be smooth, with higher energy prices and base effects interrupting the downtrend at times. The MPC’s attention will remain on underlying inflation measures and wage data. We believe policy rates will remain at the peak for another 10 months, or until the MPC is comfortable the risk of further ‘second-round’ effects have diminished. 
· Maintaining monetary policy in restrictive territory for so long, when the economy is already struggling, will require significant loosening in the future to boost activity. 
· Global bond yields will remain volatile. Markets are currently running with expectations of near-term US rate cuts, fuelled somewhat unexpectedly by US policymakers themselves. Term premia and bond yields have experienced a marked decline. It would not be a surprise to see a reversal if data points do not support the narrative, but the current 10-year yield appears broadly reflective of a lower medium- term level for Bank Rate. 
· There is a heightened risk of fiscal policy and/or geo-political events causing substantial volatility in yields.

Forecast: 
· The MPC held Bank Rate at 5.25% in November. We believe this is the peak for Bank Rate.
· The MPC will cut rates in the medium term to stimulate the UK economy but will be reluctant to do so until it is sure there will be no lingering second-round effects. We see rate cuts from Q3 2024 to a low of around 3% by early-mid 2026.
· The immediate risks around Bank Rate have become more balanced, due to the weakening UK economy and dampening effects on inflation. This shifts to the downside in the short term as the economy weakens.
· Long-term gilt yields are now substantially lower. Arlingclose expects yields to be flat from here over the short-term reflecting medium term Bank rate forecasts. Periodic volatility is likely. 

[image: ]


Economic background: The impact on the UK from higher interest rates and inflation, a weakening economic outlook, an uncertain political climate due to an upcoming general election, together with war in Ukraine and the Middle East, will be major influences on the Authority’s treasury management strategy for 2024-25.
The Bank of England (BoE) increased Bank Rate to 5.25% in August 2023, before maintaining this level when it last met in September and then again in December. Members of the BoE’s Monetary Policy Committee voted 6-3 in favour of keeping Bank Rate at 5.25%. The three dissenters wanted to increase rates by another 0.25%.

In the third quarter of 2023, the UK's GDP growth modestly outperformed expectations, registering a 0.5% increase which slightly exceeded projections in the November Monetary Policy Report. This period of growth, however, was not uniformly mirrored across other advanced economies. The euro area's economic expansion trailed behind that of the United States, highlighting a variance in regional economic dynamics. While global GDP growth is anticipated to decelerate to 0.4% in Q4, the U.S. economy notably expanded by 1.3% in Q3. However, indicators suggest a potential slowdown in the U.S. economy is on the horizon. In contrast, the euro area experienced a slight contraction in Q3 but is expected to achieve a level of stabilisation in Q4. 

Looking ahead, there are concerns about persistent domestically generated inflationary pressures in advanced economies, which could maintain inflation above central bank targets. Additionally, developments in the Middle East pose a risk of escalating energy prices and other traded goods, potentially reigniting inflation and affecting inflation expectations.

In Q3 of 2023, the UK's GDP exhibited stagnation. This outcome was in line with the forecasts presented in the November Monetary Policy Report and marked a notable shift from the positive growth experienced in the first half of the year. During the same quarter, the economy faced weakened domestic demand, evidenced by a 0.4% decrease in household consumption and significant reductions in business and housing investment, which declined by 4.2% and 1.3% respectively.

The UK labour market in late 2023 showed signs of loosening, a situation made more complicated by increased uncertainties around official labour market activity data from the Office for National Statistics (ONS). The ONS was expected to release updated Labour Force Survey (LFS) estimates in January 2024, accounting for higher net migration since 2021. Employment growth had slowed down as indicated by the HMRC PAYE Real Time Information measure, aligning with the projections of the November Monetary Policy Report. Contacts from the Bank’s Agents and surveys like the REC/KPMG Report on Jobs suggested a relative reduction in labour demand compared to supply over the past year, along with a continued easing in recruitment difficulties.

CPI inflation dropped significantly from 6.7% in September to 4.6% in October, slightly below the forecast in the November Report. This decline was attributed to decreases in energy, food, and core goods price inflation, while services price inflation remained high. The reduction in the Ofgem energy price cap significantly lowered household energy bills. Core goods price inflation was projected to continue falling, reflecting easing global goods price inflation. However, services price inflation remained above overall CPI inflation at 6.6% in October, primarily influenced by components not typically indicative of long-term inflation trends. CPI inflation was expected to spike temporarily in January 2024 due to base effects but then decline closer to 4% in February.




















32

image1.png
et bec _WarTd_Jnii Sepdi becTi Wards T Sepds Decds Wt Junde Sy
[officalBan Rate

(Upside rsk ooo| ooof o5 0| oso| osol osol oso osof o7s| o7s| 100 1.9
[central Case- 525\ 525 55| 55| 500 75| 425\ 400 375 350 3.5 3.00| 3.00
[bownside rsc ool ooo| oas| 0ol -os| -voo| -t00] v.oo| -voo| -too] -1o] -v.oo| -1.00]





