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UK:  On track for recovery 
• UK continued to report strong set of economic data  

• High vaccination rate reduced the risk of prolonged lockdown and economic malaise 

• BOE likely to stay pat for remainder of 2021 

Background 

The stabilisation of the pandemic in the UK and its quick vaccination rate 
have allowed the UK government to keep up with its phase-by-phase 
reopening plan thus far. Now at stage three of the reopening plan, the 
approval of stage four could see lifting of restrictions on nightclubs, 
performances as well as social events such as weddings. The labour 
market revival gathered pace, which bodes well for the consumption 
outlook. However, the recent emergence of a new Covid variant risks 
delaying the reopening plan.  

Positive development in labour market 

The jobless rate fell to 4.8% in March, after peaking at 5.1% in December 
at the height of the pandemic. Notably, the 3-month average job gains, 
turned positive for the first time since March last year as hiring finally 
outpaced layoff. Vacancies are trending higher albeit still below the pre-
pandemic level (656.7k vs above-800k pre-pandemic).  

The firmer consumer and business confidence should continue to support 
the recovery in the services sector. The 9.0% m/m surge in retail sales in 
April reflects consumers’ eagerness to spend for post-quarantine lives. 
While sales rose across most categories of brick-and-mortar stores, online 
sales were holding up relatively well too, as the release of pent-up 
demand were broad-based. However, we expect retail sales growth to 
ease in the coming months as consumers shift towards more experienced-
based spending such as in the entertainment, accommodation, food dining 
and beverages (pubs). 

Overall, there is still room for the services sector to grow. After the initial 
lockdown last year, the services index jumped back to the near pre-
pandemic level, before sliding in October during the third Covid wave, and 
this was before the advent of the vaccines.  

Manufacturing activity supported by overseas’ demand 

On the manufacturing front, output has grown the past two months 
(+2.1% m/m in March), against a backdrop of the global manufacturing 
resurgence. Forward indicators implied at higher future output. New 
exports orders are expected to be supported by overseas’ demand, 
namely from the EU, US and China. However, rampant raw materials 
inflation risks biting into businesses’ bottom lines. The recent PMI survey 
also suggests that smaller firms enjoyed less robust expansion/sales. To 
mitigate this, firms have largely ramped up purchasing activity to weather 
through higher prices; that are likely to last for the remainder of the year.  

Figure 1: More room to grow 

 
Source: Bloomberg 

 
 
 
 
Figure 2:  Job growth turned positive in March 

 
 
Source: Bloomberg 
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Monetary Policy Outlook 

Our base scenario is for the BOE to maintain policy throughout 2021 – 
base rate at 0.1% and QE at £895b. The BOE had been consistently 
cautious over its outlook assessment and may likely remain so, in view of 
the emerging Covid variant. The job market is not yet up to full speed and 
remained supported by the job retention scheme (to expire in September 
this year); consumers have continued to deleverage their balance sheets 
instead of borrowing. The mortgages lending data may still likely be 
distorted throughout 2Q.  

The record high net mortgages borrowing (£11.5b) in March reflects the 
rush to buy properties over expectations that a government’s stamp duty 
exemption would not be extended beyond March (the measure was then 
extended to June this year). Like most central banks, the BOE also sees the 
surging inflation as being transitory, as it expects CPI inflation to hit above 
2% towards end-2021, before easing back to around 2% after that.  

FX Outlook 

We see some strength in GBP alongside EUR for now, as the Covid 
epicentre is in Asia. After the surge in the first quarter, we expect GBP to 
retain its bullishness all the way to the third quarter, before trending 
down towards the end of 2021, barring from any negative development 
in the UK’s pandemic situation. 

The threat of a new wave remains very real. The upside is that, with 
nearly 58% of the UK population already receiving at least one jab, not to 
mention that inoculated individuals tend to experience milder Covid 
symptoms, the risk of a strained healthcare system was much lower 
compared to last fall. This could also mean that the likelihood of a 
prolonged lockdown (should there be any) is lower and may only delay, 
not stifle economic recovery. 

Figure 3: New infections rose recently 
 

 
Source: Bloomberg 
 

 
Figure 4: Forecasts 
 

 Indicative 2Q21 3Q21 4Q21 

GBP/USD 1.4163 1.43 1.44 1.42 

GBP/MYR 5.8385 5.91 5.98 5.82 

GBP/SGD 1.8743 1.89 1.89 1.86 

Source: HLBB Global Markets Research 
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DISCLAIMER 

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of 
any particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an 
offer or solicitation with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis 
or a part of any contract or commitment whatsoever. 
 
The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be 
reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or 
suitability of the data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the 
opinion of HLBB or any of the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without 
notice and the opinions do not necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update 
this report or to otherwise notify a reader or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast 
or estimate set forth herein, changes or subsequently becomes inaccurate.  
 
HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by 
reason of negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising 
out of, contained in or derived from or omission from the reports or matter.  
 
Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group. 
These entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other 
activities for their own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their 
own account or for the account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with 
its business activities, may possess or acquire material information about the financial instruments. Such activities and information may 
involve or have an effect on the financial instruments. HLB Group have no obligation to disclose such information about the financial 
instruments or their activities.  
 
The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts 
made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this 
report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be 
construed as a representation that the matters referred to therein will occur.  Any projections or forecasts mentioned in this report may not be 
achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of 
complete and accurate information. No assurance can be given that any opinion described herein would yield favorable investment results. 
Recipients who are not market professional or institutional investor customer of HLBB should seek the advice of their independent financial 
advisor prior to taking any investment decision based on the recommendations in this report.  
 
HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB 
endorses, recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your 
own risk. HLBB does not accept responsibility whatsoever for any such material, nor for consequences of its use. 
 
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is 
for the use of the addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in 
whole, for any purpose, without the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or 
regulation in certain countries. Persons into whose possession this report may come are required to inform themselves about and to observe 
such restrictions. By accepting this report, a recipient hereof agrees to be bound by the foregoing limitations. 
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