
 
 

 

 

 

MARKET MONITOR 

  Economic Research 

 

March 2021 

1 
 1 

 
  
 
 
 

 
The UK economy has avoided a contraction in the fourth quarter 2020 with a 1.0% 

quarterly growth, beating the market expectation of a 0.5% growth. Firms and individuals 

are now better adapted to the lockdown measures. Nevertheless, the economy 

contracted 9.9% in 2020, the largest drop on record. 

 

Vaccination is the key to economic recovery 

 
The third nationwide lockdown imposed since early January is more stringent than the 

one in November. These containment measures are expected to bring on another 

economic contraction (year-on-year) for the UK in the first quarter of 2021. The 

Purchasing Managers Index (PMI) for manufacturing has dropped from 57.5 in December 

to 54.1 in January, while the services sector PMI fell from 49.4 to 39.5, reflecting subdued 

economic activity amid the lockdown.  

 

Starting from the second quarter, the economy is expected to pick up, assuming the 

vaccination programme remains on track. As of 27th February, over 20 million UK citizens 

have received their first dose of vaccine, which meets the government target of 

vaccinating the riskiest group with the first dose. The UK government announced a four-

stage plan to ease the national lockdown, and aim to lift all social distancing measures by 

late-June. The corresponding implementing date of the phases depends on several 

criteria, including the vaccination progress, infection rate and virus mutant. The first 

phase of easing will start from 8th March. Schools can reopen, while two people are 

allowed to gather outdoor. 
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Vaccination progress dictates economic recovery   

Market Monitor – United Kingdom 

 With the vaccination 
programme 

remaining on track, 
we expect the UK 

economy to pick up 
from the second 

quarter. 
 

 The Bank of England 
is unlikely to impose 

negative interest rate 
as we expect inflation 

should bounce close 
to the 2% target by 

the third quarter.  
 

 Home purchasing 
demand is tapering as 

the housing stamp 
duty holiday is ending 

in March 2021. 
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The Bank of England (BoE) is also optimistic about vaccination progress, as it expects the 

government to fully withdraw all restrictions by end-September. This optimism led the 

BoE to keep its Bank Rate at 0.1% and the scale of quantitative easing unchanged at its 

February meeting. 

 

 

Negative interest rate is unlikely 

 
The BoE is keeping negative interest rates in its tool box, but has given no signal that it 

would implement them in the near term. Banks require at least six months to prepare for 

negative rate implementation. However, by the time banks could potentially be ready, 

which is the third quarter of this year at the earliest, the economy is expected to have 

picked up and inflation to be close to the BoE’s 2% target again. 

 

The housing market mini-boom loses steam 
 
Despite the economic drop-off, the housing market has been supported by a stamp duty 

holiday. The government temporarily raised the threshold for paying stamp duty to 

GBP500,000 during July 2020 to March 2021. As the stamp duty holiday came to an end, 

home buying demand started to taper off. The Nationwide House Price Index dropped 

0.3% monthly in January, the first time since July last year.  

 

In the coming months, housing price growth is expected to remain subdued, although a 

new preference for larger and more remote homes is expected to provide some support 

to the market. The end of the stamp duty holiday and the weakening of the labour market 

will weigh on housing prices. Given the cloudy housing market outlook, the government 

will launch a mortgage guarantee scheme, providing 95% mortgages for buyers 

purchasing houses selling at GBP600,000 or below. Also, the government is reported to 

announce extending the stamp duty holiday until end-June in its March Budget. 

 

Market sentiment supported by vaccination progress and reduced 
chance of negative rates 

 
The UK's fast vaccination progress helped improve market sentiment and created hope 

for a faster recovery in Britain than on the European continent. The UK ranks third in 

terms of the proportion of population vaccinated, behind only Israel and the UAE. As of 

27th February, around 30% of the UK population were vaccinated, compared with 7% in 

the EU. Despite the disappointing economic data and the dampened market sentiment 

by the volatility in the global bond market, the FTSE 100 Index increased 1.2% in February. 

 

Following the swift vaccination rollout there is greater market confidence about the UK's 

economic outlook. In addition, negative interest rates now look unlikely. These factors are 

supporting risk-on market sentiment and lowering demand for risk-averse assets such as 

bonds. The 10-year UK government bond yield has risen by 49.3 basis points.  
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In the foreign exchange market, dragged by the volatility in the global bond market, the 

US dollar index rose 0.3% over the same horizon. However, the pound has been 

supported by optimism about the UK’s vaccination progress and the economic outlook. 

The pound has appreciated 1.6% against the US dollar, while appreciated 2.2% against 

the euro.  

 

In the coming weeks, the UK's financial markets are expected to be supported by the 

vaccination progress if the UK stays on track in inoculating its mass population. Looking 

ahead, the financial markets, though enjoying an uptrend, are still subject to volatilities 

such as negative news concerning the vaccines, such as low efficacy rates towards new 

virus mutants. This could dampen market sentiment and drag down financial market 

performance. In the meantime, lingering talks about the financial service sector in the 

post-Brexit era could limit growth in the financial markets. 
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Disclaimers 

This document is prepared by The Bank of East Asia, Limited (“BEA”) for customer reference only. Other than disclosures 

relating to BEA, the content is based on information available to the public and reasonably believed to be reliable but has 

not been independently verified. Any projections and opinions contained herein are as of the date hereof and are 

expressed solely as general market commentary and do not constitute an offer of securities, nor a solicitation, 

suggestion, investment advice, or guaranteed return to make such an offer. The information, forecasts and opinions 

contained herein are as of the date hereof and are subject to change without prior notification, and should not be 

regarded as any investment product or market recommendations. This document has not been reviewed by the 

Securities and Futures Commission of Hong Kong, Hong Kong Monetary Authority or any regulatory authority in Hong 

Kong. 

BEA will update the published research as needed and as required by the law. In addition to certain reports published on 

a periodic basis, other reports may be published at irregular intervals as appropriate without prior notice. 

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or completeness of 

the information and stated returns contained in this document, and  no liability is accepted for any loss, arising, directly 

or indirectly, from any use of such information (whether due to infringements or contracts or other aspects). Investment 

involves risks. The price of investment products may go up or down. Past performance is not indicative of future 

performance. The investments mentioned in this document may not be suitable for all investors, and do not consider the 

specific investment objectives or experience, financial situation or other needs of each recipient. Therefore, investors 

should not make any investment decisions based on this document. Investors should make investment decisions based 

on their own investment objectives, investment experience, financial situation and specific needs; if necessary, they 

should seek independent professional advice before making any investment. 

The views and opinions in this document are not an official view of BEA. 

This document is the property of BEA and is protected by applicable relevant intellectual property laws. Without the 

prior written consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, 

published, broadcast, circulated, modified, or developed commercially, in electronic nor printed forms, nor through any 

media platforms that exist now or are developed later. 

For more information, please visit the website at https://www.hkbea.com/html/en/bea-about-bea-economic-

research.html. For any enquiries please direct contact to the Economic Research Department, Email: lerd@hkbea.com, 

Tel: (852) 3609-1504 or GPO Box 31, Hong Kong. 
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