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The relatively quick vaccine rollout and associated easing of public health measures have 
contributed to an improvement in consumer and business confidence in the UK, as well 
as a pick-up in economic activity following a decline in the first quarter of this year. While 
concerns over the Delta variant of COVID-19 resulted in a four-week delay to the final phase 
of the Government’s re-opening roadmap, almost all restrictions have now been lifted. And 
so assuming there are no further ‘lockdowns’, we are forecasting very solid GDP growth 
of 6.8% this year (revised up from 6.2% in May) and 5.8% in 2022. A number of factors 
are expected to underpin the recovery from last year’s unprecedented downturn, inter 
alia, a reduction in uncertainty, some unwinding of the excess household savings built up 
during the crisis and a return to growth in the global economy. Measures announced in 
the March budget, including the extension of the furlough scheme and new incentives to 
boost investment, will also provide support; while monetary policy is expected to remain 
accommodative with interest rates at historic lows. There are risks to this outlook of course. 
The spread of the Delta variant could dampen the pace of activity (if it induces greater 
caution amongst consumers for example), and trade with the EU may face further disruption 
as the UK introduces new customs checks. Moreover, consumer price inflation has spiked 
recently; this is likely to prove temporary but could prompt a tightening of monetary policy 
if not. By the same token though, momentum in the economy could turn out to be stronger 
than we have allowed for in our forecasts.

Economy on a recovery path



Sources: Bank of Ireland, ONS, HM Government, Bank of England, Bloomberg , IHS Markit, GfK
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Consumer

Consumer spending is expected to register strong growth 
this year and next, supported by pent up demand and 
households deploying some of the excess savings they have 
built up.

Brighter picture

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

Spending rising

Retail sales rebounded strongly in Q2 2021 as shutters were 
raised again, increasing by 12.2% relative to the first quarter 
of the year and by 22.9% on an annual basis.

 Retail Sales (annual % change, volume)
Source: ONS
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The widespread vaccination programme and easing of public 
health restrictions have boosted consumer confidence which 
is now back to its pre-COVID level.
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Wage growth has firmed lately, though this partly reflects 
compositional effects arising from the pandemic (i.e. a 
decline in lower paid jobs) and base effects.

Earnings increasing

With economic activity improving, the unemployment rate 
has edged lower but may tick up temporarily when the 
furlough scheme – which has been supporting the labour 
market - ends in September.

Unemployment down

 Unemployment Rate (%, 3-month moving average)

 Household Savings Ratio (%, seasonally adjusted)   Average 2007-2019

Source: ONS
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Savings above normal

The savings ratio remained elevated in Q1 but with spending 
avenues opening up, some of the pot accumulated by 
households during the crisis is likely to be tapped in the 
period ahead. 
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Investment is forecast to expand robustly this year and in 
2022. Export growth is also on the cards, though Brexit after-
effects are expected to weigh on trade with the EU.

Recovery in prospect

Private sector housebuilding expanded in Q1 and house  
prices are rising strongly year-on-year, though with the stamp 
duty holiday coming to an end there may be some cooling 
ahead. 

Business investment intentions have improved notably of 
late though, buoyed by the re-opening of the economy and 
the new incentives announced by Chancellor Sunak in the 
March Budget.

Dwellings advancing

The IMF sees the global economy rebounding and has 
pencilled in GDP increases of 6.0% for this year and 4.9% for 
2022, albeit it says the risks to growth are to the downside.

Goods exports to the EU fell sharply at the start of the year, 
not least because of implementation difficulties related to 
the new post-Brexit trading arrangements, but have ticked 
up recently.

Intentions on the up

Having recovered some ground over the second half of 
2020, business capital spending weakened again in Q1 of 
this year with the annual rate of decline accelerating to 
16.9%. 

Business investment weak

Exports improving

Global upturn

 Investment   Exports (annual % change, constant prices)
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 Business Investment (annual % change, constant prices)
Source: ONS
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 Economic Policy Uncertainty Index
Source: Baker, Bloom & Davis
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Policy & Markets

Overall Activity

Annual consumer price inflation picked up to 2.5% in June, 
the highest rate in almost 3 years, with temporary supply 
bottlenecks and Brexit red tape adding to business costs.  

Price pressures

 CPI (annual % change)   BoE Target Rate (%)
Source: ONS & Bank of England
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The Bank of England remains very supportive keeping interest 
rates at a record low, though the market sees it taking the 
foot off the accelerator a little next year. 

Accommodative monetary policy

 Bank Rate (%)   Market Expectations
Source: Bank of England & Bloomberg

1.5

1.0

0.5

0.0

2021
Q4 Q1 Q2

While businesses and supply chains have been adjusting 
to the new UK-EU trading arrangements, sterling has been 
trading in a narrow range of 85p to 87p against the euro 
recently. 

Pound resilient

The resolution to Brexit, lifting of public health restrictions 
and support from fiscal and monetary policy have contributed 
to a reduction in uncertainty, boding well for the recovery. 

Uncertainty eases

While output declined by 1.6% quarter-on-quarter in Q1 
2021, economic activity picked up in Q2 and high frequency 
indicators such as the PMIs point to a strong start to Q3 as 
well.

Rebound underway

Positive outlook

Source: ONS & Bank of Ireland
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The economy is expected to put in a good performance this 
year and next, posting solid GDP growth as it emerges from 
a record-breaking downturn in 2020.

 GDP (quarterly % change, constant prices)
Source: ONS
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High frequency data point to increased economic activity 
as public health restrictions have been eased, though 
the workings of the NI Protocol continue to cause some 
disruption. 

Activity picking up
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Northern Ireland

Forecasts

2020 2021 (f) 2022 (f)
Personal Consumption -10.9% 6.0% 7.0%

Government Consumption -6.5% 9.0% 1.7%

Investment -8.8% 7.8% 6.0%

Exports -15.8% 4.0% 8.0%

Imports -17.8% 7.5% 7.0%

GDP -9.8% 6.8% 5.8%

Employment -0.8% -0.4% 0.7%

Unemployment Rate (Average) 4.5% 4.8% 4.8%

CPI 0.9% 1.8% 2.2%

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

BoE Meeting and 
Monetary Policy 

Report

5th

 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 30th July 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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