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UK Regains Growth Momentum in Q2 2021

UK economy further improves in second quarter

With lockdown measures gradually lifted, the UK economy saw further improvement in
Q2 2021, with GDP growing at 4.8% quarter-on-quarter, compared to a 1.6% contraction
in the previous quarter. Household consumption rose by 7.3% during the quarter, mainly
reflecting the easing of Covid-19 restrictions. The largest contributions were from
spending on hotels and restaurants and on transport, areas which performed strongly
with the reopening of the economy. In the meantime, business investment increased by
2.4% in Q2 2021, improving from a 10.7% drop in previous quarter. On a year-on-year
basis, UK GDP grew 22.2% in Q2 2021.

Meanwhile, the consumer price index (CPI) was up 2.0% year-on-year in July, easing from
the 2.5% in the previous month. The core CPI also edged down from the 2.3% in June to
1.8% in July. The slower CPI growth in July was mainly attributable to the base effects
linked to the first easing of lockdown conditions last year.

Rapid spread of Delta variant poses uncertainty for recovery trajectory

Despite better performance in the second quarter and the withdrawal of most of
lockdown measures on 19* July, private sector growth slowed in July due to supply chain
bottlenecks and staff shortages amid another wave of Covid-19 infections. The services
PMI further dropped from 59.6 in July to 55.5 in August, while the manufacturing PMI
dropped from 60.4 to 60.3 over the same horizon. At the same time, consumer
confidence also edged down slightly to -8 in August from -7 in the previous month.

Looking ahead, although general market expectation is that the UK economy will
continue to recover over the coming quarters, the recent resurgence in Covid-19 cases
poses some uncertainty. As of 31 August, the 7-day average of new Covid-19 cases stood
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GDP grows 4.8% quarterly
in Q2 2021, improving
from a 1.6% contraction in
the previous quarter.

Resurgence in confirmed
Covid cases creates
uncertainty about ongoing
recovery in 2021.

Financial markets see
turbulence as representing
worries over central
bank’s tightening of
monetary stimulus and
spread of virus variant.
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at nearly 33,600, up from about 27,000 at the end of July. If the pandemic situation takes
another turn for the worse, the government may need to tighten social distancing
measures again to curb an outbreak, which could resultin a slowdown of business activity
and undermine consumer confidence.

Financial markets impacted by worries over virus variant and withdrawal
of monetary stimulus

The Bank of England (BoE) signalled a hawkish shift at its meeting in August in view of
persistent higher inflation, despite keeping the policy rate and asset purchase programme
unchanged. The central bank set out how and when it will engage in quantitative
tightening when it scales back its portfolio of assets. The BoE intends to cease reinvesting
maturing assets when the Bank Rate has risen to 0.5%. Active selling is expected to begin
when the Bank Rate reaches 1%, compared to 1.5% as set at the BoE’s meeting in June
2018.

In the meantime, financial market sentiment has also been negatively impacted by the
resurgence of Covid-19 cases with the spread of the Delta variant. The FTSE 100 Index
once recorded a 2.7% gain on 11" August when compared to end-July, when the national
reopening boosted market sentiment. Nonetheless, worries over virus variants and
monetary tightening eclipsed earlier gains later in August. As of 31°* August, the FTSE 100
index was 1.2% higher than the level at the end of July.

In the bond market, the 10-year UK government bond yield rise narrowed as investors
became more risk averse as Covid-19 cases resurged in the US and other major economies,
coupled with disappointing economic data out of China. Nonetheless, market participants
anticipate that the European Central Bank will accelerate the reduction in bond purchases
in view of rising inflation in Eurozone, resulting a rebound in the bond yields in the region
at the end of August. As of 31 August, the 10-year UK government bond yield stood at
0.714%, about 15 basis points higher than the level at the end of July.

In the foreign exchange market, the pound weakened against the US dollar and the euro,
mainly due to risk averse sentiment. As of 31 August, the pound had depreciated by
1.1% against the dollar and by 0.6% against the euro.

Looking forward, although the UK financial market is expected to be supported by the on-
going reopening of the economy, uncertainties from various sources may cloud the
market outlook. Apart from the virus variants, the future relationship between the
European Union and UK after Brexit will also result in turbulence in the UK financial
market, mainly due to the lack of a comprehensive agreement on financial services.
Besides, earlier and faster than expected tightening of monetary policies by the BoE and
US Federal Reserve may cause bond yields to rise further. The future direction of the
pound will be determined by the timing and pace of policy normalisation by the BoE and
by economic conditions in the UK.
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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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