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MUFG CORPORATE MARKETS INTEREST RATE FORECAST 
 
Updating of our forecasts 22 December 2025 
 

 
 

• 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” 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 below are based on the Certainty Rate (the standard rate 
minus 20 bps) which has been accessible to most authorities since 1 November 2012.  Please 

Comparison of forecasts for Bank Rate today v. previous forecast

Bank Rate Mar-26 Jun-26 Sep-26 Dec-26 Mar-27 Jun-27 Sep-27 Dec-27 Mar-28 Jun-28 Sep-28 Dec-28 Mar-29

22.12.25 3.75 3.50 3.50 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25

11.08.25 3.75 3.75 3.50 3.50 3.50 3.50 3.25 3.25 3.25 3.25 3.25 - -

Change 0.00 -0.25 0.00 -0.25 -0.25 -0.25 0.00 0.00 0.00 0.00 0.00 - -
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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. 

• The MUFG Corporate Markets forecast for average earnings are averages i.e., rates offered 
by individual entities may differ significantly from these averages, reflecting their different 
needs for borrowing short-term cash at any one point in time. 

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.   

 

 

 

 

 

 

 

MUFG Corporate Markets Interest Rate View 22.12.25

Mar-26 Jun-26 Sep-26 Dec-26 Mar-27 Jun-27 Sep-27 Dec-27 Mar-28 Jun-28 Sep-28 Dec-28 Mar-29

BANK RATE 3.75 3.50 3.50 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25

  3 month ave earnings 3.80 3.50 3.50 3.30 3.30 3.30 3.30 3.30 3.30 3.30 3.30 3.30 3.30

  6 month ave earnings 3.80 3.50 3.50 3.40 3.30 3.30 3.30 3.40 3.40 3.40 3.40 3.40 3.40

12 month ave earnings 3.90 3.60 3.60 3.50 3.40 3.50 3.50 3.50 3.50 3.50 3.60 3.60 3.60

5 yr   PWLB 4.60 4.50 4.30 4.20 4.10 4.10 4.10 4.10 4.10 4.10 4.10 4.10 4.10

10 yr PWLB 5.20 5.00 4.90 4.80 4.80 4.70 4.70 4.70 4.70 4.60 4.60 4.60 4.70

25 yr PWLB 5.80 5.70 5.60 5.50 5.50 5.40 5.30 5.30 5.30 5.20 5.20 5.20 5.20

50 yr PWLB 5.60 5.50 5.40 5.30 5.30 5.20 5.10 5.10 5.10 5.00 5.10 5.00 5.00
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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. 

 
 
 

 
This report is intended for the use and assistance of customers of MUFG Corporate Markets.  It should not be regarded as a substitute for the  
exercise by the recipient of its own judgement.  MUFG Corporate Markets exists to provide its clients with advice primarily on borrowing and investment. 

We are not legal experts and we have not obtained legal advice in giving our opinions and interpretations in this paper.  Clients are advised to seek 
expert legal advice before taking action because of any advice given in this paper.  Whilst MUFG Corporate Markets makes every effort to ensure that 
all information provided by it is accurate and complete, it does not guarantee the correctness or the due receipt of such information and will not be held 

responsible for any errors therein or omissions arising there from.  Furthermore, MUFG Corporate Markets shall not be held liable in contract, tort or 
otherwise for any loss or damage (whether direct, or indirect or consequential) resulting from negligence, delay or failure on the part of MUFG Corporate 
Markets or its officers, employees or agents in procuring, presenting, communicating or otherwise providing information or advice whether sustained 

by MUFG Corporate Markets’ customer or any third party directly or indirectly making use of such information or advice, including but not limited to 
any loss or damage resulting as a consequence of inaccuracy or errors in such information or advice.  All information supplied by MUFG Corporate 
Markets should only be used as a factor to assist in the making of a business decision and should not be used as a sole basis for any decision. 

 
MUFG Corporate Markets is the trading name of MUFG Corporate Markets Treasury Limited, a division of MUFG Pension & Market Services.  MUFG 
Corporate Markets Treasury Limited, (registered in England and Wales No. 2652033), is authorised and regulated by the Financial Conduct Authority 

only for conducting advisory and arranging activities in the UK as part of its Treasury Management Service, FCA register number 150403. Registered 
office: Central Square, 29 Wellington Street, Leeds, LS1 4DL.  
 

For further information, visit https://eu.mpms.mufg.com/policies 
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