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Economic outlook hinges 
on lockdown easing and 
rate of confirmed cases. 
 
Despite rising inflation and 
lockdown easing, the Bank 
of England is expected to 
keep the Bank rate 
unchanged due to the 
delta variant and the end 
of the furlough scheme. 
 
Home price growth 
expected to moderate 
following the scaling down 
of tax breaks and the end 
of the furlough scheme. 

 

 
  
 
 
 

 
UK economic recovery momentum fading 
   
The UK economy has improved with lockdown easing. GDP was up 3.6% in March-May 
from the previous 3-month period, the largest growth since November 2020. However, 
in month-on-month terms, growth slowed to 0.8% in May, down from April’s 2.0% and 
below the market expectation of 1.5%.  
 
Nevertheless, the labour market remains tight, thanks to the reopening of non-essential 
retailers and the hospitality sector. The number of payrolled employees jumped by 
356,000 monthly in June, the largest increase since records began. Wages (excluding 
bonuses) also saw a historically high growth of 6.6% in May.  
 
 
Economic growth hinges on whether impact of lockdown easing can 
offset that of the delta variant 
 
In the coming months, economic performance will greatly depend on the success of 
lockdown easing. The UK government has withdrawn all lockdown measures on 19th July. 
Mask wearing is now recommended but no longer required, while nightclubs have been 
allowed to reopen. This has been enabled by the country’s massive vaccination drive. As 
of 31st July, 69% of the UK population has been inoculated with at least one dose, while 
about 56% were fully vaccinated. Withdrawing all movement restrictions is expected to 
boost consumer spending and investment in the third quarter. 
 
Yet, the final stage of reopening came amid the rampant spread of the delta variant. This 
has clouded the economic outlook, as newly confirmed cases kept surging. The 7-day 
rolling average of new cases reached a new peak of over 47,000 in mid-July, the highest 
since mid-January, before dipping again towards the end of the month. If the ongoing 
pandemic cannot be kept under control in the near term, the government may need to 
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re-impose movement restrictions, which will derail economic recovery.  
 
 
Mixed views at Bank of England’s monetary policy committee 
 
The full reopening of the economy will also alter the stance of the Bank of England (BoE), 
as inflation may start to rise. The BoE has been stating that the current inflationary 
pressure is temporary. However, the recent spike in inflation, which reached 2.5% in June 
and exceeded the BoE’s expectation, has turned some interest rate policy makers more 
hawkish. The BoE’s governor Andrew Bailey indicated in mid-July that the BoE will assess 
whether the current inflationary pressure is transitory. Two more Mon etary Policy 
Committee (MPC) members considered that the BoE may need to end the monetary 
stimulus that was implemented earlier. 
 
That said, in view of the fact that economic recovery may be dragged down by the spread 
of the delta variant, some MPC members opted to maintain the current stimulus. The 
end of the furlough scheme at end-September adds a further downside risk. Jonathan 
Haskel, one of the BoE rate setters, said it is too early to tighten monetary policy.  
 
Thus, the BoE kept the Bank Rate at 0.10% at its August meeting, while holding the asset 
purchasing programme at £895 billion. At this meeting, the BoE also released its latest 
forecast for GDP and inflation. While the GDP growth projection in 2021 was unchanged 
at 7.25%, BoE expected that the inflation would rise to 4% during the year, up from 
previous projection of 2.5%. 
 
 
Housing market supported by policies and changing preferences 
 
The Nationwide housing price index dropped by 0.5% month-on-month in July, compared 
to the 0.7% increase in the previous month. It rose 10.5% year-on-year. The market was 
cooled, after a surge in activity in June, as the rush to move home before the tapering of 
the stamp duty holiday began to fade.  
 
In the coming months, the housing market will continue to be supported by a preference 
for more spacious properties and their limited supply. Nevertheless, housing price 
growth is expected to moderate in the second half of the year following the scaling back 
of the tax break and the end of the furlough scheme.  
 
 
Muted gains in financial markets as investors remain undecided about 
lockdown easing and virus spread 
 
In the stock market, the FTSE 100 Index dropped 0.1% between end-June and end-July.  
Although the lockdown measures have been eased, the market is concerned about the 
recent surge of infections. The worse-than-expected monthly economic growth also 
weighed on market sentiment.  
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In the bond market, the 10-year UK government bond yield dropped 15 basis points 
during end-June to end-July. Despite a surge in inflation, investors have become more risk 
averse in light of a rapid global surge of new delta variant cases. This fuelled demand for 
bonds and dragged down bond yields.  
  
In the foreign exchange market, the pound appreciated by 0.4% against the euro between 
end-June and end-July. The pound has benefitted from the lockdown easing and the fact 
that some BoE members have turned more hawkish. Meanwhile, as the US dollar turned 
weaker amid the US Federal Reserve’s dovish stance, the pound appreciated 0.5% against 
the US dollar.   
 
Looking ahead, the UK financial markets face a potential drag from the continual surge in 
Covid-19 cases and the end of furlough scheme. In the meantime, the stance of BoE policy 
makers will dictate the pound’s performance. The rate-hike course of the US Federal 
Reserve will also affect the pound’s outlook. 
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Disclaimer 

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, are expressed 
solely as general market commentary, and do not constitute an offer of securities, nor a solicitation, suggestion, investment 
advice, or guaranteed return. 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 the specific investment 
objectives or experience, financial situation, or other needs of each recipient are not considered. Therefore, you should not 
make any investment decisions based solely on this document. You should make investment decisions based on your own 
investment objectives, investment experience, financial situation, and specific needs; if necessary, you should seek 
independent professional advice before making any investment. 

The views and opinions in this document do not constitute the official views of BEA. 

This document is the property of BEA and is protected by 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 either electronic or printed forms, nor through any media platforms that 
exist now or are developed later. 

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department (email: lerd@hkbea.com, tel: (852) 
3609-1504, post: GPO Box 31, Hong Kong). 
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