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After a record contraction last year, the UK economy is set to rebound in 2021 although 
it is shaping up to be a year of two halves. The recent deterioration in the public health 
situation and the associated tightening of COVID-19 restrictions are weighing on activity, 
albeit not to the same extent as during last spring’s lockdown; while the new post-Brexit 
arrangements - a deal was agreed with the EU just before the end of the transition period - 
have inevitably given rise to trade frictions. At the same time, the earlier than expected and 
relatively rapid vaccine roll-out holds out the prospect of a notable pick up in activity later 
this year, particularly in hard hit contact-intensive sectors. Assuming the current restrictions 
remain largely in place through March but are gradually lifted during the second quarter in 
line with the Government’s just announced four-step roadmap, we expect GDP to expand 
by 4.6% this year (a downward revision of almost a percentage point from our October 
forecast) and by 6.8% in 2022. Both fiscal and monetary policy are set to remain supportive, 
while some of the excess savings accumulated by households during the crisis are likely to 
unwind as caution recedes and opportunities to spend increase again. Along with reduced 
uncertainty, this boost to consumption should support investment, while rebounding global 
activity will help exports even as businesses trade on less favourable terms with the EU. 
The risks to the outlook are two-sided. Any setbacks in the inoculation programme and/or 
renewed waves/new variants of the virus could weigh on the economy. On the other hand, 
the vaccine-driven recovery over the second half of this year and into next could prove 
stronger than allowed for in our projections.

Light at the end of the tunnel  
for the economy



Economy rebounds as 
COVID-19 restrictions are lifted

Investment plans get the green light 
amid reduced uncertainty 

    strengthens 
to 87p

Source: Bank of Ireland, ONS, Bloomberg, HM Government, Bank of England, IHS Markit
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Exports benefit from global recovery 
but post-Brexit red tape

Pent up consumer demand & 
savings unlocked 
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Brexit & COVID-19 Policy Supports

Public health measures 
to contain virus

Accommodative 
fiscal policy
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Consumer

Consumer spending is set to rebound over the course of this 
year and next as widespread vaccination allows restrictions 
to be lifted and savings return to more normal levels.

Brighter outlook

Source: ONS & Bank of Ireland
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 Consumer Spending (annual % change, constant prices)

Spending under pressure

Retail sales ticked up last December when public health 
measures were eased but started 2021 on a weak note, 
dropping 8.2% in January as restrictions were tightened again.

 Retail Sales (annual % change, volume)
Source: ONS
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Labour market softens
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 Employment (annual % change, 3-month moving average)
Source: ONS
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0While the furlough scheme has helped dampen the impact of 
the pandemic, employment has fallen and the unemployment 
rate has increased, reaching 5.1% in Q4 2020.

0

Average earnings growth slowed sharply in the initial phase 
of the crisis but has rebounded recently, partly because of 
compositional effects (i.e. a reduction in lower paid jobs).

Earnings recover

Having hit a record high in Q2 2020, the household savings 
ratio fell in Q3 as the economy re-opened and spending 
resumed, though it remains above average.

Savings elevated

 Household Savings Ratio (%, seasonally adjusted)     Average 2007-2019
Source: ONS
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 Real Average Weekly Earnings Excluding Bonuses (annual % change, 3-month moving average)
Source: ONS

3

2

1

-1 162015 18 19 2017

0

0

Sentiment still subdued

Notwithstanding some improvement, consumer confidence is 
at a relatively low ebb as the virus and associated restrictions 
continue to take a toll.

 Consumer Confidence (net balance)
Source: GfK
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Investment is forecast to increase this year and strengthen 
further next year. Export growth is also on the cards, albeit 
there will be frictions related to the new trading arrangements 
with the EU.

Gradual recovery

Activity in the housing market recovered during the second half 
of 2020, though there may be some payback when the stamp 
duty holiday - which has been supporting demand – ends.

While firms remain cautious, investment intentions have 
improved, helped by reduced uncertainty and reflecting 
plans to invest in digital capability in order to sell online.

Housing market resilient

The IMF expects the world economy to expand in 2021 and 
2022, led by the US and China, and is projecting global GDP 
growth of 5.5% for this year and 4.2% for next year.

With much of the world in deep recession, exports put in a 
poor performance last year falling 16.7% on an annual basis 
amid weak external demand.

Intentions edge up

Brexit-related uncertainty and COVID-19 disruption weighed on 
capital spending in 2020, with business investment ending the 
year 10.3% below its pre-pandemic level.

Business investment weak

Exports struggling

Global economy to rebound

 Investment   Exports (annual % change, constant prices)
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 Business Investment (annual % change, constant prices)
Source: ONS
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 Investment Intentions Next 12 Months (score)
Source: Bank of England
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 Private Sector Investment in Dwellings (annual % change, constant prices)
Source: ONS
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 Economic Policy Uncertainty Index
Source: Baker, Bloom & Davis

0

600

400

200

162015 18 19 20 2117

Policy & Markets

Overall Activity

Annual consumer price inflation was subdued in 2020 but 
is likely to pick up this year as energy prices rise, the VAT cut 
ends and post-Brexit red tape adds to business costs.

Higher inflation

 CPI (annual % change)   BoE Target Rate (%)
Source: ONS & Bank of England
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The Bank of England has kept interest rates low at 0.1% (going 
negative is also an option) and last November expanded its 
quantitative easing programme by a further £150 billion.

BoE ups QE

 Bank Rate (%)   Market Expectations
Source: Bank of England & Bloomberg
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The pound has gained some ground since the trade deal was 
agreed with the EU at the end of last year, strengthening to 
around 87p against the euro.

Sterling on the front foot

Government supports are continuing but may become more 
targeted as the economy re-opens (further details are to be set 
out in the upcoming Budget).

Fiscal policy supportive

Economic activity has oscillated over the past year as 
the country has gone in and out of ‘lockdown’, with GDP 
contracting by 9.9% in 2020 as a whole.

GDP seesawing 

Recovery to firm

Source: ONS & Bank of Ireland
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2021 has started on a soft note but with a no-deal Brexit avoided 
and the vaccine roll-out progressing rapidly, GDP is forecast to 
expand this year and next.

 GDP (quarterly % change, constant prices)
Source: ONS
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While the vaccine roll-out will allow restrictions to be eased 
and support economic recovery this year - after a sharp fall 
in activity in 2020 - the new trading arrangements resulting 
from the NI Protocol are causing some short-term disruption.

COVID-19 & Brexit
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Forecasts

2020 2021 (f) 2022 (f)
Personal Consumption -11.0% 4.5% 7.8%

Government Consumption -5.7% 3.2% 4.5%

Investment -8.7% 4.0% 5.4%

Exports -16.7% 5.5% 9.0%

Imports -18.1% 7.0% 8.8%

GDP -9.9% 4.6% 6.8%

Employment -0.5% -1.8% 0.7%

Unemployment Rate (Average) 4.5% 6.0% 5.7%

CPI 0.9% 1.8% 2.0%

Annual % change unless otherwise stated; personal consumption, government consumption, investment, exports, imports and GDP are in constant prices

Budget 2021

3rd

 Northern Ireland Composite Purchasing Managers’ Index   Expansion-Contraction Threshold
Source: Ulster Bank & IHS Markit
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Disclaimer
This document has been prepared by the Economic Research Unit at The Governor and Company of the Bank of Ireland (“BOI”) for information purposes only and 
BOI is not soliciting any action based upon it. BOI believes the information contained herein to be accurate but does not warrant its accuracy nor accepts or assumes 
any responsibility or liability for such information other than any responsibility it may owe to any party under the European Union (Markets in Financial Instruments) 
Regulations 2017 as may be amended from time to time, and under the Financial Conduct Authority rules (where the client is resident in the UK), for any loss or damage 
caused by any act or omission taken as a result of the information contained in this document. Any decision made by a party after reading this document shall be on the 
basis of its own research and not be influenced or based on any view or opinion expressed by BOI either in this document or otherwise. This document does not address 
all risks and cannot be relied on for any investment contract or decision. A party should obtain independent professional advice before making any investment decision. 
Expressions of opinion contained in this document reflect current opinion as at February 26th 2021 and is based on information available to BOI before that date. This 
document is the property of BOI and its contents may not be reproduced, either in whole or in part, without the express written consent of a suitably authorised member 
of BOI. The Governor and Company of the Bank of Ireland is regulated by the Central Bank of Ireland. In the UK, The Governor and Company of the Bank of Ireland is 
authorised by the Central Bank of Ireland and the Prudential Regulation Authority and subject to limited regulation by the Financial Conduct Authority and the Prudential 
Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation Authority and regulation by the Financial Conduct 
Authority are available from us on request. The Governor and Company of the Bank of Ireland is incorporated in Ireland with limited liability. Registered Office 40 Mespil 
Road, Dublin 4, Ireland. Registered Number C1.
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