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UK overview

• Negative global growth induced by a health scare. Worst global pandemic since 1918 ‘Spanish’ flu. UK 
one of the worst hit economies.

• UK faces double whammy with Brexit and Covid-19 likely interacting in 2021, but economically it will be 
hard to distinguish one effect from the other (apart from, perhaps, the occasional lorry in Kent!).

• Sharp cuts in interest rates and further monetary loosening - more is possible.

• Sharp rises in public sector debt as fiscal policy is loosened and growth slows.

• However, lower long-term bond yields and negative or inverted gilt yields…

• …make it easier for governments to finance deficits and for households and firms to recover.

• Tech, internet and health related sectors seem to be the winners. Travel and hospitality seem to be the 
losers. Future growth is key: driverless cars, carbon reduction technologies, digitalization

• Requires global openness to trade and ideas and people, less regulation, decentralization, innovation.



Covid-19 acts through several economic channels as shutdown ordered

Source: Bank of England, May MPR

Government induced 

shutdown: A demand and supply side 

hit but mainly the latter
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Global activity falls sharply…
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2.1   The global economy 
 

Global GDP fell sharply in 2020 Q2 as social distancing measures became more widespread… 
Global activity fell for a second consecutive quarter in 2020 Q2 (Table 2.A). Having fallen by 2.6% in Q1, Bank staff 

estimate that UK-weighted world GDP fell by around a further 9% in Q2. This is over four times larger than any 

quarterly fall recorded during the financial crisis. The severity of the contraction reflects social distancing measures 

being widespread across the UK’s major trading partners for a large part of the quarter. The restrictions on activity 

are apparent in the sharp fall in mobility indices, which capture changes in the number of people travelling 

(Chart 2.2). 

 

Table 2.A Global activity fell sharply in 2020 Q2 
GDP in selected countries and regions(a) 

 
 
Sources: Eikon from Refinitiv, IMF World Economic Outlook (WEO), National Bureau of Statistics of 
China, OECD, ONS and Bank calculations.  
 
(a) Figures in parentheses are shares in UK exports in 2018. 
(b) Figures for 2020 Q2 are Bank staff projections.  
(c) Estimates from 2010 Q4 onwards are from the National Bureau of Statistics of China. 
(d) See footnote (c) of Table 1.B. 
 

 Chart 2.2 Activity was restricted by lockdown measures 
Apple mobility indices(a) 

 
 
Sources: Apple Mobility Index, IMF WEO and Bank calculations. 
 
(a) Level of requests for directions in Apple Maps. Mobility is assumed to stay constant where 

data are missing. Seven-day moving averages. Data are not seasonally adjusted. 
(b) The PPP-weighted average of indices for France, Germany, Italy and Spain.   
(c) The PPP-weighted average of indices for Brazil, India, Indonesia, Mexico, Russia, Turkey and 

Saudi Arabia.  
 
…but an easing of lockdowns led to some recovery in the euro area, US and some emerging markets.  
Having fallen sharply in April, survey indicators of activity in the euro area, US and some emerging markets picked 

up in subsequent months (Chart 2.3) as lockdown measures were eased. Some employees returned to work, 

non-essential shops started to reopen and travel restrictions eased. Other measures of activity, such as industrial 

production and retail sales, have recovered somewhat since April. 

Chart 2.3 Survey measures of activity generally fell sharply in March and April before recovering in May and June  
Selected global purchasing managers’ indices 

 
Sources: Caixin, Eikon from Refinitiv, IHS Markit, IMF WEO, US Institute for Supply Management and Bank calculations. 
 
(a) US services data are for the non-manufacturing sector.   
(b) The services series is constructed using PMIs across three countries (Brazil, India and Russia). The manufacturing series is constructed using PMIs across seven countries (Brazil, India, Indonesia, Mexico, 

Russia, South Africa and Turkey). Series are weighted according to their shares in world GDP using IMF PPP weights.   
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…and  big turnaround has occurred because of the lockdown
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Source: TW calculation, using IMF data
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So, the extent of fiscal easing is much greater than in the 2008 / 9 crisis

Per cent of global GDP

Government debt Overall fiscal balance
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Government Debt and Deficits at the Global Level 

The steep contraction in output and 

ensuing fall in revenues, along with 

sizable discretionary support, have led to 

a surge in government debt and deficits 

(Annex Figure 2). Under the baseline 

scenario, global public debt is expected 

to reach an all-time high, exceeding 101 

percent of GDP in 2020–21—a surge of 

19 percentage points from a year ago 

(Annex Table 1). Meanwhile, the average 

overall fiscal deficit is expected to soar to 

14 percent of GDP in 2020, 10 

percentage points higher than last year. 

Beyond discretionary fiscal measures, 

automatic stabilizers from taxes and 

social protection are expected to help 

cushion the fall in household incomes 

during the recession, but also to 

contribute to one-third of the rise in 

deficits on average. In particular, 

government revenues are expected to fall 

more than output and projected to be 

2½ percentage points of GDP lower, on 

average, than in 2019, reflecting lower personal and corporate incomes and hard-hit private 

consumption. In addition, oil-exporting countries have suffered from a decline in oil revenue 

owing to low oil prices. The trajectory of debt and deficits is subject to high uncertainty and 

could drift up in an adverse scenario if activity disappoints from a resurgence in infections or if 

contingent liabilities from large liquidity support materialize when financing conditions tighten.3F

3 

Revenues could also fall more if deferred collections are not recovered in full. Public finances 

could deteriorate less than forecast if safe and effective vaccines become available later this year, 

restoring confidence and mitigating the downturn.  

Fiscal Developments and Outlook by Country Income Groups 

Most advanced economies have enacted further rounds of fiscal support as activity contracted 

more than expected. Overall fiscal deficits are now projected to widen to 16½  percent of GDP 

on average this year, 13 percentage points higher than last year, and government debt is set to 

exceed 130 percent of GDP during 2020–21. The large liquidity support in some advanced 

economies (France, Germany, Italy, Japan, United Kingdom) creates fiscal risks in the event of 

substantial take-up and losses. Borrowing costs, nonetheless, are expected to remain low in 

advanced economies. In terms of fiscal support, the United States approved another package 

 

3 See the Scenario Box for a summary of alternative scenarios and their growth implications in the G20 economies.     

Source: IMF staff estimates.

Annex Figure 2. Change in Global Government Debt and 

Overall Fiscal Balance
(Percent of GDP)
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Monetary policy has also been loosened aggressively

7Sources: Bloomberg Finance L.P.; and IMF staff calculations.
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The volatile market conditions throughout February and March sparked a flight to safety 

and liquidity among investors. Government bond yields in Germany and the United States fell 

sharply, on net, reflecting both declines in term premiums and a lower expected path of 

monetary policy (Figure 1.2, panel 1). The market-implied probability of inflation falling below 1 

percent in any single year over the next five years spiked in Europe and in the United States on 

concerns about the economic impact of COVID-19 and the fall in oil prices (see Figure 1.2, 

panel 2).  

As central banks responded with decisive monetary policy easing, policy rates in several 

advanced economies came down close to zero (Figure 1.2, panel 3), and government bond yields 

are now expected to stay low for even longer. The stock of government bonds with yields of less 

than 1 percent (shown in light and dark blue in Figure 1.2, panel 4) doubled from about 40 

percent of bonds outstanding at the end of 2019 to about 80 percent in March. 

 

Figure 1.2. Advanced Economy Government Bond Markets: Lower for Even Longer 
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1. Advanced Economy Government Bond Yields 
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… as the inflation outlook deteriorated on expectations of sustained 

economic weakness. 

2. Probability of Inflation Below 1 Percent over Five-Year Period
(Percent)
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…pushing down yields on government bonds even lower. 

4. Advanced Economy Government Bonds 
(Percent of bonds outstanding, by yield) 

Sources: Bloomberg Finance L.P.; and IMF staff calculations. 
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• Because they were cut to such low 
levels in the last recession…

• …and have not been raised much 
since then…

• …in some countries / jurisdictions 
policy rates were still negative and 
are now even more so.

• Central banks have significantly 
eased monetary policy, have 
provided additional liquidity to 
banking systems and enhanced US 
dollar liquidity is available through 
swap lines.



With Quantitative Easing on a massive scale…

8Sources: Bloomberg Finance L.P; and IMF staff calculations. Note: G10 = Group of Ten; other G10 central banks = central banks of Canada, 
Sweden, Switzerland, and the United Kingdom. 
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Figure 5. Emerging Market Portfolio Flows 
(Billions of US dollars) 

the prospects of a speedy economic recovery. 

Market sentiment has been bolstered by the reopening 

of some economies and the easing of COVID-19–

related lockdown measures. In addition, investors 

apparently expect unprecedented monetary policy 

accommodation to continue to support the global 

economy for quite some time.  

Actions by central banks have boosted investor 

risk appetite. Policy rates in a number of countries 

have been cut further and investors expect interest 

rates to remain at very low levels for several years. 

Balance sheets of advanced economies’ monetary 

authorities have swelled following new rounds of asset 

purchases, liquidity support for the banking system, US 

dollar swap lines, and other facilities intended to sustain 

the flow of credit to the economy (Figure 6). Aggregate 

assets of the Group of Ten (G10) central banks have 

increased by about $6 trillion since mid-January, more 

than double the increase seen during the two years of 

the global financial crisis from December 2007, with 

the rise in assets accounting for almost 15 percent of 

G10 GDP. 

A number of emerging market central banks have 

embarked on unconventional policy measures for 

the first time. In some countries, these asset purchase 

programs were started to support monetary policy; in 

other countries, the motivation was to support market 

liquidity (Figure 7). These programs have included 

purchases of a range of assets, including government 

bonds, state-guaranteed bonds, corporate debt, and 

mortgage-backed securities. 

Fiscal and financial policy measures have also 

helped support investor sentiment. Governments 

around the world have provided large emergency 

lifelines to people and firms amounting to near $11 

trillion (as shown in the IMF’s Fiscal Monitor Database 

of Country Fiscal Measures in response to the COVID-

19 Pandemic).2 Financial authorities have also bolstered 

market confidence through a series of policies, 

 
Sources: Bloomberg Finance L.P; Institute of International 
Finance (IIF); and IMF staff calculations. 
Note: The figure is based on high frequency daily or weekly 
flows as reported by Bloomberg and the IIF. 

Figure 6. G10 Central Bank Assets 
(Trillions of US dollars) 

 
Sources: Bloomberg Finance L.P; and IMF staff calculations. 
Note: G10 = Group of Ten; other G10 central banks = central 
banks of Canada, Sweden, Switzerland, and the United 
Kingdom.  
Figure 7. Selected Emerging Market Central Bank 
Government Bond Purchases, March–June 2020 
(Percent of GDP) 

 
Sources: Bloomberg Finance L.P.; JP Morgan; and IMF staff 
calculations. 
Note: In some cases, central banks are purchasing other assets 
as well as government bonds. For India and Indonesia, the 
figure includes primary and secondary market purchases; for the 
Philippines this includes temporary and short-term funding for 
the government’s COVID-19 measures. 

 

2 The database of fiscal measures is available at http://www.imf.org/en/Topics/imf-and-covid19/Fiscal-Policies-Database-in-Response-to-COVID-19. 
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…global money supply growth is rising, fast…
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But weak consumer price inflation supports loose monetary policy…

Source: OECD

% increase in year
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expected to average around ½% in 
the next few months



…meaning that asset price misalignment is rising… 

• Asset prices increasingly 

unmoored from real 

economy

• Feeding wealth inequality at 

a time when income is 

constrained.

• Weight of money from QE is 

not boosting real economy 

but leading to asset price 

inflation.

• No good will come of it.

• Undermines talk that we are 

all in it together and worse 

creates conditions for next 

financial crisis when politics 

could prevent central banks 

from acting.

GLOBAL FINANCIAL STABILITY UPDATE, JUNE 2020 
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Figure 11. Asset Price Misalignments, 2020:Q2 
(Percentile during 1990–2020) 

equity markets, bear market rallies have occurred 

before, during periods of significant economic 

pressure, often only to unwind subsequently. In 

corporate bond markets, spreads of investment-grade 

companies are currently relatively contained, contrary 

to the sharp widening experienced during previous 

significant economic shocks (Figure 10). 

In fact, market valuations appear stretched across 

many equity and corporate bond markets. 

According to IMF staff models, the difference between 

market prices and fundamental valuations is near 

historic highs across most major advanced economy 

equity and bond markets, though the reverse is true for 

stocks in some emerging market economies (Figure 

11).4  

A number of triggers could result in a repricing of 

risk assets, a development that could add financial 

stress on top of an already unprecedented 

economic recession. For example, the recession could 

be deeper and longer than currently anticipated by 

investors. There could be a second wave of the virus, 

and containment measures could be reinstated. Market 

expectations about the extent and length of central 

banks’ support to financial markets may turn out to be 

too optimistic, leading investors to reassess their 

appetite for, and pricing of, risk. A resurgence of trade 

tensions could sour market sentiment, putting the 

recovery at risk. Finally, a broadening of social unrest 

around the globe in response to rising economic 

inequality could lead to a reversal of investor sentiment. 

The pandemic could crystallize other financial 

vulnerabilities that have built up over the past 

decade.  

First, in advanced and emerging market 

economies alike, corporate and household debt 

burdens could become unmanageable for some 

 
Source: IMF staff calculations. 
Note: If data are not available for 1990, the earliest available data 
are used instead. 

Figure 12. Nonfinancial Private Sector Debt and 
Economic Growth Forecasts 

 
Sources: Bank for International Settlements; IMF, World 
Economic Outlook database; and IMF staff calculations.  
Note: Positive growth forecasts are not shown. Data labels use 
International Organization for Standardization (ISO) country 
codes. 

Figure 13. Number of Corporate Bond Defaults 

 
Sources: S&P Global; and IMF staff calculations. 

 

4The model-based estimates of fundamental valuations may not fully account for the unprecedented financial policy measures that have been taken in 
recent months, including central bank asset purchases and facilities intended to sustain the flow of credit to the economy, as well as credit guarantees that 
have been provided by some governments. More information on the models is available in the Online Annex to the October 2019 Global Financial 
Stability Report at: https://www.imf.org/~/media/Files/Publications/GFSR/2019/October/English/onlineannex11.ashx?la=en. 
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…partly driven by the prevalence of negative yielding bonds

12

• This will surely lead to 
problems at some point in the 
future

• Can inflation really stay low 
once this is over?

• What about pension fund 
returns, savers, insurance 
companies?

• Inequality will rise, as in 
2007/8, as those with access to 
capital once again benefit from 
the policy reaction, while those 
reliant on income will struggle. 
Plus la change?

Sources: Bloomberg Finance L.P.; and IMF staff calculations.
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The volatile market conditions throughout February and March sparked a flight to safety 

and liquidity among investors. Government bond yields in Germany and the United States fell 

sharply, on net, reflecting both declines in term premiums and a lower expected path of 

monetary policy (Figure 1.2, panel 1). The market-implied probability of inflation falling below 1 

percent in any single year over the next five years spiked in Europe and in the United States on 

concerns about the economic impact of COVID-19 and the fall in oil prices (see Figure 1.2, 

panel 2).  

As central banks responded with decisive monetary policy easing, policy rates in several 

advanced economies came down close to zero (Figure 1.2, panel 3), and government bond yields 

are now expected to stay low for even longer. The stock of government bonds with yields of less 

than 1 percent (shown in light and dark blue in Figure 1.2, panel 4) doubled from about 40 

percent of bonds outstanding at the end of 2019 to about 80 percent in March. 

 

Figure 1.2. Advanced Economy Government Bond Markets: Lower for Even Longer 
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1. Advanced Economy Government Bond Yields 
(Basis points)

… as the inflation outlook deteriorated on expectations of sustained 

economic weakness. 

2. Probability of Inflation Below 1 Percent over Five-Year Period
(Percent)
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3. Actual and Expected Policy Rates 
(Basis points) 

0

10

20

30

40

50

60

70

80

90

100

2010 11 12 13 14 15 16 17 18 19 20E 21E 22E

Negative
yield

Yield
of 0-1 percent

Yield of 1-2 
percent

Yield
of 2-3 percent

Yield above 3 
percent

Market
expectation

…pushing down yields on government bonds even lower. 

4. Advanced Economy Government Bonds 
(Percent of bonds outstanding, by yield) 

Sources: Bloomberg Finance L.P.; and IMF staff calculations. 
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UK focus



Key details of UK forecast

Source: OBR
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The winners and losers

15
Source: OECD

US Canada France Germany Italy UK

Transport manufacturing -1.5 -1.4 -1.4 -5.5 -1.6 -1.5

Construction -1.8 -3.7 -2.8 -2.2 -2.1 -3.0

Retail and wholesale trade -8.1 -8.4 -8.2 -7.4 -9.0 -7.8

Hotels, restaurants and air travel -2.3 -2.1 -2.3 -1.3 -2.9 -2.6

Professional and real estate 

services
-9.2 -5.9 -8.6 -9.2 -7.6 -7.9

Other personal services -2.4 -1.8 -2.7 -3.5 -3.0 -3.6

Total -25.3 -23.2 -25.9 -29.2 -26.3 -26.4

Clothing & footwear -3.0 -3.9 -3.6 -4.6 -6.0 -5.0

Household equipment -4.2 -5.3 -4.8 -6.4 -6.2 -4.9
Transport expenditure -6.5 -10.9 -8.8 -9.3 -8.0 -8.8

Arts and recreation -7.1 -6.4 -6.2 -7.0 -4.9 -9.3

Hotels, restaurants and package 

holidays
-5.5 -5.3 -5.9 -6.3 -8.3 -7.0

Other personal services -2.1 -2.2 -2.5 -2.1 -2.4 -2.3

Total -28.4 -34.1 -31.8 -35.6 -35.7 -37.2

Per cent of GDP

Per cent of private consumption

• In terms of GDP: 
professional 
services and Retail 
trade are worst 
affected, then 
personal services 
and construction. 

• In terms of private 
consumption 
spending: arts and 
recreation, 
transport, hotels, 
restaurant, and 
holidays are worst 
hit.



UK GDP performance in historical perspective

16

Cumulat
ive drop 
23.3%

Cumulat
ive drop
8.5%
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UK government debt in historical perspective – not the worst ever

17
Source: Bank of England
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Unemployment is rising fast…

Source: ONS 18
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Figure 10: UK Claimant Count level has increased by 120.8% since March 2020

UK Claimant Count, seasonally adjusted, between January 2008 and August 2020

Source: Department for Work and Pensions

Between July 2020 and August 2020, the Claimant Count increased by 73,700 (2.8%) to 2.7 million (Figure 10). 
Since March 2020, the Claimant Count has increased by 120.8% or 1.5 million.
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Between July 2020 and August 2020, the Claimant Count increased by 73,700 (2.8%) to 2.7 million (Figure 10). 

Since March 2020, the Claimant Count has increased by 120.8% or 1.5 million.

We did not see 
this sort of rise 
during the 
Global 
Financial Crisis



…and is likely to reach over 10% but not perhaps this year…

Source: NIESR 19

Vacancies are falling, 
though signs of 
stabilisation, hours 
worked has dropped 
and redundancies 
are increasing



Number on furlough are falling but still 5.2m…

Source: Bank of England 20
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1.  

2.  

3.  

Figure 4: Of the more than 5 million people temporarily away from paid work in July 2020, more than 2.5 

million people were away for three months or more

Total number of people temporarily away from paid work, including their time away and amount of wage receiving if away for 

three months or more, seasonally adjusted, UK, Jan to July 2017 to Jan to July 2020 (1000s)

Source: Office for National Statistics – Labour Force Survey

Notes:

Time respondent has been temporarily away from paid work was asked to all in employment who were 
temporarily away from paid work in the reference period.

Amount of wage received was asked to all in employment who were temporarily away from paid work for 
three months or more in the reference period.

Estimates will not to sum to totals because of missing responses and limited constraining in the seasonal 
adjustment.
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Of the more 
than 5 million 
people 
temporarily 
away from paid 
work in July 
2020, more than 
2.5 million were 
away for three 
months or more 



Furlough impact om incomes partly explains why pay growth is falling…

Source: LFS, ONS 21
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10 . Earnings growth

Figure 12: Annual growth in employee total pay (including bonuses) is estimated to be negative 1.0%; 

this translates to a fall of 1.8% in real terms

Great Britain average weekly earnings annual growth rates, seasonally adjusted, January to March 2001 to May to July 2020

Source: Office for National Statistics – Monthly Wages and Salaries Survey
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Annual growth in 
employee total pay 
(including bonuses) is 
estimated to be 
negative 1.0%; this 
translates to a fall of 
1.8% in real terms 



…as price inflation drops to weakest in 5 years

Source: LFS, ONS 22
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Figure 1: CPIH 12-month inflation rate lowest since December 2015

CPIH, OOH component and CPI 12-month inflation rates for the last 10 years, UK, August 2010 to August 2020

Source: Office for National Statistics – Consumer price inflation

The Consumer Prices Index including owner occupiers' housing costs (CPIH) 12-month inflation rate was 0.5% in 
August 2020, down from 1.1% in July 2020.

The CPIH fell by 0.3% between July and August 2020, compared with a rise of 0.3% between the same two 

months of 2019.

The Consumer Prices Index (CPI) 12-month inflation rate was 0.2% in August 2020, down from 1.0% in July.

The CPI fell by 0.4% between July and August 2020, compared with a rise of 0.4% between the same two 
months of 2019.

Given that the owner occupiers' housing costs (OOH) component accounts for around 16% of the CPIH, it is the 
main driver for differences between the CPIH and CPI inflation rates.
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No surprise that consumer & Business confidence have been hit
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reopening and implementing Covid-related working practices, such as social distancing measures and remote 

working.  

 

Business investment is expected to remain weak in the near term, with some indicators of investment intentions at 

historical lows (Chart 2.26). The near-term path of business investment will reflect the lags involved in investment 

spending, such that the full impact of Covid-19 could take some time to materialise. The UK will move to new 

trading arrangements with the EU on 1 January 2021, so additional uncertainty around the nature of those changes 

could also weigh on business investment. 

 

As in other countries, UK exports and imports have been weak. 
Both exports and imports have been hit by Covid-19 restrictions. The weakness of global growth, along with 

disruption to global supply chains, is expected to have led to a fall in UK exports of around 20% in Q2 compared 

with 2019 Q4. Similarly, the weakness of UK domestic activity has also reduced the demand for imports, such that 

they are expected to have fallen by a similar amount. Travel restrictions in place in the UK and around the world 

have also significantly reduced the flow of tourists to and from the UK. The move to new trading arrangements 

between the UK and EU is expected to weigh on both import and export growth in 2021. 

 

Fiscal policy is expected to support demand. 
The Government has increased spending materially to support the economy, via the Budget 2020 fiscal package 

and further policies announced in response to Covid-19 (see Box 3 of May Report). Since May, the Government has 

announced additional measures, including temporarily lowering VAT from 20% to 5% on restaurant dining, 

accommodation and attractions as well as incentives for firms to retain furloughed workers and hire new 

apprentices. The projections set out in this Report are conditioned on the OBR’s assessment of the Government’s 

current tax and spending plans (Section 1). 

 

Chart 2.25 Businesses expect to invest much less as a 
result of Covid-19, but have become slightly less 
pessimistic recently 
Businesses’ expected impact of Covid-19 on investment by  

DMP Survey date(a) 

 
 
Sources: DMP Survey and Bank calculations. 
 
(a)  Question: ‘Relative to what would have otherwise happened, what is your best estimate for 

the impact of the spread of coronavirus (Covid-19) on the capital expenditure of your business 
in 2020 Q2, 2020 Q3, 2020 Q4 and 2021 Q1?’. 

 
 

 Chart 2.26 Investment intentions have fallen sharply 
Indicators of investment intentions(a) 

 
 
Sources: Bank of England, BCC, CBI and Bank calculations. 
 
(a)  Differences from averages since 2000.  
(b)  Planned investment in plant and machinery over the following year relative to the previous 

year. Sectors within CBI (manufacturing, distribution, financial services and 
business/consumer/professional services) are weighted together using shares in real business 
investment. 

(c)  Based on reported changes to planned investment in plant and machinery over the past three 
months. Weighted average of the manufacturing and services sectors based on shares in real 
business investment. 

(d)  Planned expenditure on tangible non-financial assets over the following 12 months. 
 

   

Consumer confidence
Firms investment intentions
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Chart 2.23 Responses to an ONS survey suggest 
continued caution about social consumption 
Confidence in visiting cinemas and indoor restaurants(a) 

 
 
Sources: ONS and Bank calculations. 
 
(a)  Questions: ‘At this time, how comfortable or uncomfortable would you be going to the 

cinema/eating indoors at a restaurant?’. Responses of ‘Not applicable’, ‘Don’t know’ and 
‘Prefer not to say’ are not included, so proportions will not sum to 100. Based on survey 
responses from 15 to 19 July. 

 

 Chart 2.24 Consumer confidence has picked up slightly in 
recent months, but remains very subdued 
Consumer confidence(a) 

 
 
Sources: GfK (research carried out on behalf of the European Commission) and Bank calculations.  
 
(a)  Difference from average since 1997. Based on the average of five survey balances: general 

macroeconomic situation over the past 12 months and expectations for the next 12 months, 
personal financial situation over the past 12 months and expectations for the next 12 months, 
and major purchases at present. 

 
 

Housing market activity fell significantly in April, when the market was effectively closed… 
Housing transactions fell significantly as a result of Covid-19, as restrictions on housing market activity prevented a 

large number of house purchases that would otherwise have taken place. In April, just over 40,000 transactions 

were completed, compared with close to 100,000 per month at the start of 2020. There were not enough 

transactions in April and May for the ONS to produce reliable house price statistics, so the publication of the data 

was temporarily suspended. 

 

…but the reopening of the market has led to a recovery in activity in recent months. 
Since restrictions were eased, activity in the housing market has picked up. RICS new buyer enquiries increased 

substantially in May and June, recovering from record lows in April. The temporary increase in the threshold at 

which homebuyers start paying Stamp Duty is also expected to boost the number of transactions. House prices fell 

in Q2 according to the Nationwide and Halifax data, but other indicators suggest some signs of a pickup since then: 

Rightmove data suggest that asking prices in Great Britain increased by 2.4% between March and July. 

 

Businesses expect their revenues to be lower as a result of Covid-19… 
Most businesses expect Covid-19 to have a large and persistent negative impact on their sales. Many were not able 

to operate at their normal level of capacity, or at all, while social distancing measures were in place. For those that 

were able to open, in many cases demand was much weaker than usual. Respondents to the DMP Survey expected 

sales to be 30% lower in Q2 as a result of Covid-19 and to still be 8% lower at the start of 2021. 

 

…and are facing significant uncertainty. 
Businesses have been reporting higher uncertainty since March, although there is some evidence that it has fallen 

back a little since its April peak. Three quarters of DMP Survey respondents reported that overall uncertainty was 

high or very high in July, compared with around 40% before Covid-19 restrictions were introduced. Firms’ 

uncertainty around their year-ahead sales expectations has followed a similar pattern. 

 
Lower sales and higher uncertainty are both expected to have contributed to a fall in investment. 
In 2020 Q2, business investment is expected to have been 35% lower than at the end of 2019, as weaker sales 

reduce corporate cash flows and higher uncertainty increases the incentive to postpone investment projects  

(see Section 4 of the November 2019 Report for more detail on the impact of uncertainty on investment). That is 

consistent with the results from the DMP Survey, where businesses reported that they would spend 33% less on 

investment than they otherwise would have in Q2 (Chart 2.25). Intelligence from the Bank’s Agents also suggests 

that firms have cut investment significantly, with some reports of investment spending being redirected towards 



Yet the economy started to recover in Q3 as the lockdown was eased…
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this year than last, and to rise by 13 per cent in 2021 but 

not return to its 2019 level until 2023.

The recovery is likely to be highly uneven. Just as the 

medical impact of Covid-19 has not been blind to 

ethnic and socioeconomic differences, nor has the 

economic impact. Households which can afford to are 

saving more. For a signif cant proportion of workers, 

disproportionately those in the top half of the income 

Section 2. Main-case forecast scenario in detail

The economic outlook is extremely uncertain and depends 

critically on the effectiveness of policies to manage the 

economy while keeping down the Covid-19 infection 

rate.  In this section we describe our main-case forecast 

scenario and our assessment of the substantial economic 

risks around it. A different assessment of the risks to GDP 

growth and inf ation is provided by the Warwick Business 

School Forecasting System described in Box C.

Summary
Our main-case forecast scenario is for GDP growth in 

2020 of minus 10 per cent. This includes a reduction of 

close to 20 per cent in the second quarter followed by 

increases of 8 per cent in each of Q3 and Q4 as activity 

builds following the easing of the lockdown (f gure 4).  

Four-quarter GDP growth in 2020Q4 is –6 per cent. GDP 

then grows by 6 per cent in 2021. This is based on there 

not being a resurgence in Covid-19 or a reintroduction of 

lockdown measures.

NIESR’s July GDP tracker, using bottom-up analysis 

of sub-component trends and survey evidence, gives an 

initial outlook for the third quarter of growth of about 

8–10 per cent.  Social distancing is likely to remain a 

reality, voluntarily if not otherwise; a signif cant degree 

of the reduction in consumption would have occurred 

whether or not the government mandated the closure of 

many consumer-facing businesses. The combined effect 

of reduced household incomes for some and increased 

caution among others is forecast to drag on domestic 

demand for some time. In our main-case forecast scenario 

we expect household consumption to be 15 per cent lower 

 2016 2017 2018 2019 2020 2021 2022 2023 2024

GDP 1.9 1.9 1.3 1.5 –10.1 6.1 2.5 2.0 1.5
Per capita GDP 1.1 1.3 0.7 0.9 –10.6 5.5 2.0 1.5 1.0
CPI Inflation 0.7 2.7 2.4 1.8 0.7 1.9 2.1 2.2 2.1
RPIX Inflation 1.9 3.8 3.3 2.5 1.1 2.5 3.0 2.9 2.8
RPDI 0.4 1.3 2.4 1.2 –2.4 4.7 0.8 1.8 1.9
Unemployment, % 4.9 4.4 4.1 3.8 6.0 6.7 5.9 5.3 4.9
Bank Rate, % 0.4 0.3 0.6 0.8 0.2 0.1 0.1 0.3 0.6
Long Rates, % 1.3 1.2 1.4 0.9 0.3 0.5 1.0 1.3 1.6
Effective exchange rate –9.9 –5.5 1.9 –0.3 0.0 –0.6 0.3 0.4 0.4
Current account as % of GDP –5.2 –3.5 –3.9 –4.0 –2.2 –3.9 –3.6 –3.7 –3.9
Net borrowing as % of GDP 2.8 2.7 1.8 2.4 17.1 5.9 3.7 3.2 2.9
Net debt as % of GDP 83.1 83.2 81.0 82.3 102.8 105.0 104.8 103.8 98.3

Table 1. Summary of the main-case forecast scenario percentage change unless otherwise stated

Figure 4. 2020 aggregates: quarterly profile s

Source: NiGEM database and NIESR forecast.
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• The UK economy started to recover in 
May and in July output was up 6.6% 
after 8.7% in June, as the lockdown 
was eased.

• But the recovery will be long and 
difficult. Expect a ’U’ shaped rather 
than a ‘V’.

• The UK economy will not regain its 
pre-pandemic peak reached in Q4 
2019 until the second half of 2023.

• It usually takes an economy around 3 
to six years to regain its precrisis level. 

Source: UK NIESR
24



Businesses are reopening…

Source: Source: Office for National Statistics – Business Impact of Coronavirus (COVID-19) Survey 25
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1.  

2.  

3.  

4.  

Figure 1: Across all industries, 96% of responding businesses reported they were currently trading

Percentage of businesses, current trading status, broken down by industry, UK, 10 August to 23 August 2020

Source: Office for National Statistics – Business Impact of Coronavirus (COVID-19) Survey

Notes:

Final results, Wave 12 of the Office for National Statistics (ONS) Business Impact of Coronavirus (COVID-
19) Survey (BICS) (n = 5,318).

Bars may not sum to 100% because of rounding, percentages less than 1% being removed for disclosure 

purposes, and those permanently ceased trading being removed.

Other services and Mining and quarrying have been removed for disclosure purposes, but their totals are 

included in “All Industries”.

Businesses were asked for their current trading status and so responses will be from the point of 
completion of the questionnaire (24 August to 6 September 2020).

Across all industries, of responding businesses:
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Across all industries, of responding businesses:

4% on average 
will not reopen, 
but the impact 
is greater for 
arts etc and 
hospitality.



But 36% of the workforce were working remotely…

Source: Source: Office for National Statistics – Business Impact of Coronavirus (COVID-19) Survey 26
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1.  

2.  

3.  

4.  

5.  

Figure 6: Of businesses not permanently stopped trading, 36% of the workforce were working remotely 

instead of at their normal place of work

Working arrangements, businesses who have not permanently stopped trading, broken down by industry, apportioned by 

workforce, UK, 10 August to 23 August 2020

Source: Office for National Statistics – Business Impact of Coronavirus (COVID-19) Survey

Notes:

Final results, Wave 12 of the Office for National Statistics (ONS) Business Impact of Coronavirus (COVID-
19) Survey (BICS); businesses that have not permanently stopped trading.

Bars may not sum to 100% because of rounding, percentages less than 1% being removed for disclosure 
purposes, those off sick or in self-isolation due to coronavirus (COVID-19), permanently made redundant or 

‘other’ being removed, and the proportions are apportioned by employment size.

These figures represent the proportion of responses to each question from businesses, apportioned using 
the employment recorded for each Reporting Unit on the Inter-Departmental Business Register (IDBR).

The apportionment of workforce methodology used for these data does not involve grossing for UK-wide 
estimation.

Other services and Mining and quarrying have been removed for disclosure purposes, but their totals are 
included in “All Industries”.
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…due to the combination of higher unemployment and slower investment spending, 
long term growth may be weaker
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distribution, incomes have been largely unaffected 

while outgoings have been reduced by enforced social 

consumption closures, leading to large increases in bank 

deposits (£52 billion in M ay) and repayments (£4.6 

billion net in M ay). At the same time poorer households, 

who tend to have a higher marginal propensity to 

consume, have been hit harder and may also be during 

the recovery. StepChange, the debt advice charity, 

has suggested 4.6 million households risk taking on 

‘dangerous’ levels of debt as a result of the pandemic 

and HM  Treasury has increased funding for debt advice 

services to deal with a ‘f ood’ of new arrears cases.

Beyond this year, the recovery in the main-case forecast 

scenario is projected to be slow, with long lasting effects 

from the Covid-19 shock (f gure 5). On this basis, the 

economy ends up 8 per cent smaller in 2025 than it 

would have been following a continuation of the post-

Global Financial Crisis rate of growth, itself materially 

slower than before 2008.

The scale of damage to the productive capacity of the 

economy may only become apparent in the longer 

term but some signs are already visible. Thousands of 

redundancies have been announced at several large and 

high-prof le employers, including many linked to retail 

and travel. Businesses have also taken on loans to get 

through a cash-f ow def cit estimated by the Bank of 

England at £140 billion. Only around a third of f rms 

have been holding liquidity buffers equivalent to over 

three months’ turnover, while in M arch UK banks’ 

lending to corporates increased to around thirty times 

the average monthly lending rate in 2019.  Government-

backed loans since M arch totalled over £40 billion 

by July. M uch of this new debt is underwritten by 

government and issued on favourable terms but 

repayments could weigh on corporate balance sheets 

over coming years. 

The claimant count rose by 1.4 million between M arch 

and June and vacancies are recovering slowly from 

their lockdown lows. While the CJRS has sheltered the 

UK from the full effects of the pandemic, we expect its 

winding down and withdrawal to lead to a ‘second wave’ 

of redundancies this year as f rms are either unable to 

survive or reduce their staff ng requirements. Our main-

case forecast is for unemployment to rise to 6 per cent 

in Q3 and 10 per cent in Q4 (f gure 6), remaining above 

its pre-Covid-19 level throughout the forecast period, 

though initially at least we would expect worklessness 

to be higher than measured unemployment.

In our central forecast CPI inf ation falls to –0.1 per cent 

in Q3 but then recovers to average 2 per cent in 2021.  

The CPI inf ation fan chart in f gure 7 is constructed 

with the possibility of a second wave in mind, consistent 

with the GDP fan chart in f gure 1. Our main case 

scenario includes a brief period of def ation later this 

year followed by a swift recovery next year. Tenreyro 

(2020) has suggested that pandemics throughout 

Figure 6. 2020 unemployment rate quarterly profile

Source: NiGEM database and NIESR forecast.
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Figure 5. UK growth trends and forecast

Source: NiGEM database and NIESR forecast.
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• With lower productivity and 
high levels of unemployment, 
it is likely that long term or 
trend growth has been 
permanently damaged, just 
like it was after the 2008 
financial crisis.

Cumulative lost output by 2024 is 

estimated at around £430bn.

Source: UK NIESR



Even though money supply growth is rising fast…
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Saved from: 

https:/ / www.bankofengland.co.uk/ boeapps/ database/ ShowChart.asp?html.
x=yes&Datefrom=01/ Jan/ 2011&Dateto=&frequency=&SeriesCodes=RPMB56Q,

RPMB62Q&UsingCodes=Y&VPD=Y&VFD=N&label1=Money&label2=Lending&label3=&label4=&label5=&tabular=N&axis=Per%20cent%20changes%20on%20a%20year%20earlier&stacked=N&bar=N

…note that lending 
is not rising 
alongside it.. are 
banks not lending 
or consumers not 
borrowing?

Source: Bank of England



Households are repaying debt and raising their savings rate
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Growth rates:      
Credit cards -10.6
Other -0.3
Total – 3.3

Saved from: 

https:/ / www.bankofengland.co.uk/ boeapps/ database/ ShowChart.asp?html.
x=yes&Datefrom=01/ Jan/ 2011&Dateto=&frequency=DD&SeriesCodes=LPMVVUZ,LPMB4TQ,

LPMB4TC&UsingCodes=Y&VPD=Y&VFD=N&label1=Credit%20cards&label2=Other%20loans%20and%20advances&label3=Total&label4=&label5=&tabular=N&axis=Per%20cent%20changes%20on%20a%20year%20earlier&stacked=N&bar=N

Source: Bank of England



Too much complacency on the impact of Brexit on the economy?

Source: Deloitte CFO survey, June/July 2020
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• Plus the UK seem to have 
an economy more 
exposed to the negative 
effects of the Coronavirus 
– large leisure, hotels and 
hospitality sectors...and 
locked down later
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Long run effect on UK productivity of trading with EU on Free Trade Area (FTA) terms

Effect on the level of UK GDP over the long term (assumed as 15 years). Will equal £80bn over that period at today’s 
prices.

Source  OBR, March 2020
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Organisation Model Productivity assumption
Per cent

Effect

Felbermayr et al (2018) New quantitative trade model Constant returns to scale -1.8

IMF (2018) Computable general equilibrium Constant returns to scale -2

Mayer et al (2018) New quantitative trade model Constant returns to scale -2.4

UK in a Changing Europe (2019) New quantitative trade model Constant returns to scale -2.5

OECD (2016) NIGEM Dynamic productivity -2.7

IMF (2018) Computable general equilibrium Melitz-style increasing returns to scale -3.3

Netherlands CPB (2016) Computable general equilibrium Krugman-style increasing returns to scale -3.4

Bank of England (2019) Gravity modelling Dynamic productivity -3.5

NIESR (2018) Gravity modelling Dynamic productivity -3.8

Whitehall Study (2018) Computable general equilibrium Melitz-style increasing returns to scale -4.9

UK in a Changing Europe (2019) Gravity modelling Dynamic productivity -6.4

Netherlands CPB (2016) Computable general equilibrium Dynamic productivity -5.9

World Bank (2017) Gravity modelling Dynamic productivity -10

Average -4.0



Brexit still a concern…26/07/2020 Latest results from the Decision Maker Panel survey - 2020 Q1 | Bank of England

https://www.bankofengland.co.uk/agents-summary/2020/2020-q1/latest-results-from-the-decision-maker-panel-survey-2020-q1 7/7

Chart 6 Brexit and Covid-19 uncertainty (a)

(a) Results are based on the question in the footnote of Chart 4 and on the question ‘How much has the result of the EU referendum affected the level of

uncertainty affecting your business?’.

Methodology

The DMP consists of the Chief Financial Officers of small, medium and large UK businesses operating in a broad range of

industries.

We survey panel members to monitor developments in the UK economy and to track businesses’ views on them. This

work complements the intelligence gathered by our Agents.

This note is a summary of surveys conducted with DMP members up to March 2020. The March survey was in the field

between 6 and 20 March. In March, there were around 8,000 panel members and we got around 2,500 responses.

Further monthly data from the March survey for a limited number of DMP series will be published on 2 April 2020. Monthly

data for February were published on 5 March. Aggregate level data for all survey questions are published on a quarterly

basis. Data from the November to January surveys were released on 30 January.

The panel was set up in August 2016 by the Bank of England and with academics from Stanford University and the

University of Nottingham. It was designed to be representative of the population of UK businesses. All results are

weighted. See Bloom et al (2017) for more details.

The DMP receives funding from the Economic and Social Research Council.

Covid and Brexit uncertainty are top concerns for UK firms (a)
(a) Brexit outcome is 

based on the 
question: ‘How much 
has the result of the 
EU referendum 
affected the level of 
uncertainty affected 
your business?’.

(b) Covid uncertainty is 
higher than Brexit 
worries but Brexit 
remains second 
biggest issue for firms
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Source: Bank of England



…though the pound versus the euro is holding up remarkably well

• The pound has risen from 
a low of 1.06 versus the 
euro on 23 March to 1.12 
last week – so much for 
the fact that talks have 
stalled with the EU on a 
free trade deal (FTA).

• But markets seems 
convinced that something 
will be cobbled together 
before the end of the year

• This may be so, but it 
won’t be a comprehensive 
free trade deal.
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UK General election

Source: Bank of England



Nonetheless, UK 5 year economic forecasts show some sectors will still do well
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• The best performing sectors 
are: Professional scientific 
and technical, health, Admin 
and support, Health and 
social work, information and 
communications. Arts and 
entertainment but low 
employment

• The worst performing 
sectors are: manufacturing, 
utilities, finance and 
insurance

The period from 2020 to 2025: which sectors will lead the economy

GVA and employment changes, % y/y 2020-25 
Growth in output and employment % changes 2020-2025 average

Bottom left: worst performing

Top right: best performing

Source: OEF



It will take many years for the level of output to regain its pre Covid-19 high of Q4 2019

Source: UK NIESR
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• The UK economy will 
not regain its pre-
pandemic peak reached 
in Q4 2019 until the 
second half of 2023.

• It usually takes an 
economy around 3 to six 
years to regain its 
precrisis level. 



Some recommendations
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• Brexit is a done deal so will have to be seen an opportunity for those UK firms that find workarounds as new 
deals are done, plugging gaps and innovating for new markets.

• The good news is that the pace of technological process has not slowed and will continue to accelerate. UK 
needs to reap its benefits to grow out of debt rather than impose tax increases and spending cuts.

• Safety nets must be maintained as needed for low-income families, to access to unemployment benefits, to 
broader cash and in-kind

• Invest in people—in education, health, social protection, and in preventing the sharp increase in inequality this 
crisis could produce.

• Support low-carbon and climate-resilient growth, including through smart allocation of public spending; and take 
advantage of the digital transformation, whether through greater use of e-government platforms to enhance 
efficiency and transparency while cutting red tape, e-learning, or remote work.

• Long run requires sound management of money and finance required but short run can diverge. Asset prices 
remain overvalued and caution on overly expanding monetary base is required.



Conclusion: what next?

• The societal impact – a new ‘social contract’ to look after more vulnerable, social housing, care homes (a link to NHS inevitable?), 
essential workers eg are we really all in it together?

• What about Brexit? A hard landing looks likely. WTO terms likeliest outcome other than a limited deal on goods. UK will be hit next year.

• A political fall-out – how competent were leaders? Global power grabs by some; vested interests?

• The environmental – what about climate change after this dramatic improvements occurred in lockdown, rules on food production, green 
solutions etc to drive future growth. Carbon pricing?

• Innovation – there is more of it about during lockdown; firms are working smarter, getting new ideas out quicker, responding to 
opportunities, online deliveries etc, people are crucial, more home or out of office working?

• The power of information has never been more recognized – epidemiologists, data analysis, scientists. Belief in the expert is back (US an 
outlier here ?). Education, education, education and lifelong learning, raising skills and productivity. Technology bias.

• The UK will have to grow itself out of debt or suffer lower livings standards, perhaps from higher inflation. With budget constraints from 
an aging society and high debt, global openness, to ideas, technology, investment, skills, matter more than ever. Greater risks mean 
greater opportunity. But crisis rewards disruptors and those that seize the opportunity. Sound management of money and finance 
required in long run. Asset prices remain overvalued and caution on monetary expansion is required.

• Its not all negative, change brings opportunities to do things differently, to innovate to fix the old problems and move forward with 
optimism and renewed vigour with new solutions to new issues.
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