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Summary 

 The market consensus for UK 2021 growth has shifted up a notch 

 By contrast, UK politics have taken a turn for worse - though PM Johnson’s popularity and the 

GBP have so far shrugged off allegations of sleaze.   

 These have appeared just ahead of May 6 elections which includes a parliamentary ballot in 

Scotland 

 We expect choppy trading in EUR/GBP in the coming months and a move to 0.84 by year end 

Good news on the economy..   

The May 6 publication of the BoE’s Monetary Policy Review should add a little more flavour to 

forecasts regarding the outlook for UK growth this year.  Since England’s partial winding back of 

Covid restrictions on April 12, anecdotal evidence has been adding to market expectations that 

UK growth this year will outstrip previous forecasts.  While there is scope for optimism on the 

economic front, the pound is confronted by a round of headlines regarding sleaze in government 

circles.  To date, GBP has mostly shrugged these reports off, largely because the UK electorate is 

well aware of the PM’s less than squeaky clean reputation.  That said, the current accusations 

regarding ‘curtain-gate’ are unlikely to disperse as quickly as the PM would like.  This means that 

politics still has the capacity to knock confidence in the pound, just as the electorate prepares for 

the May 6 local English, Mayoral and Welsh and Scottish parliamentary elections  We continue to 

see choppy range trading for EUR/GBP in the weeks ahead, though we retain a forecast that the 

currency pair could still push to 0.84 by year end.  

The Bank’s Quarterly Policy Review, due alongside the policy meeting on May 6, is widely 

expected to bring brighter news on UK growth.  The minutes of the March MPC meeting pointed 

out that the March Budget contained a number of significant new policy announcements, 

including the extension of the job retention scheme and other measures to support the economy 

near–term that had not been reflected in the Bank’s February forecasts.  The Bank also referred to 

the release of monthly GDP data in January as being less weak than expected.  Since then the  

 

Figure 1: UK confidence improves  Figure 2: UK car registrations 
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3m/3m GDP data published for February was also less weak.  Consensus Economics is now 

suggesting that economists expect UK growth this year to be in the region of 5.4%, this compares 

with a previous forecast of 4.2%.  As this consensus suggests, there are a number of far more 

optimism projections in circulation in the market.   

…and on the vaccine front 

In addition to budget measures, the success of the UK’s vaccine roll-out is another factor that has 

supported optimism with respect to the UK’s economic outlook.  This factor combined with the 

partial rolling back of restrictions in various part of the Union in April has pushed the GfK measure 

of consumer confidence to its highest level since the first lockdown restrictions last year. Even 

before the re-opening of non-essential shops in England and Wales in April, the Office of National 

Statistics reported that retail sales levels rose above pre-pandemic levels in March, with the 

amount bought being 1.6% higher in March 2021 than in February 2020.  More recently, Google 

mobility data suggest that the easing of restriction has triggered a noticeable improvement in 

trends in places such as restaurants, cafes and shops.  Data from the CBI appear to concur. For the 

first time this year, retail sales volumes were viewed as good for the time of year and were 

expected to remain above normal levels in May after the re-opening of non-essential shops in 

Scotland and Northern Ireland.  In tandem with this news, there have also been signs of a 

recovery in the number of postings of job vacancies.  While this has triggered hope that the 

scarring of the labour market may be less bad than feared, the continuation of the furlough 

scheme will make such assessments difficult for some time.  Despite the strengthening in 

optimism about the outlook for the UK economy, GBP has appeared distinctly unimpressed.  In 

April, the pound has been the worst performing G10 currency.   

 

 

GDP’s rally during Q1 meant that there was a lot of good news in the price at the start of April.  It 

also meant that the market was vulnerable to profit-taking.  At the start of the month the 

government flagged that the pace of the UK’s vaccine rollout programme would slow.  There was 

also concerns linked to the Astra-Zeneca vaccine which may have weighed on the pound.  

Additionally, during April the vaccine programmes in various EU countries accelerated meaning 

the EUR has finally caught a drift from the vaccine trade.   

While the EUR performed well against both the GBP and the USD during April we don’t expect it 

to replicate the gains registered by the Anglo-Saxon currencies in Q1.  At the start of the year, 

Treasury yields were exerting a significant upward drag on gilt yields and the USD and GBP were 

responding to this.  Data today has confirmed that the Eurozone fell back into recession in Q1.  

Figure 3:  GDP y/y OECD  Figure 4: share of vaccinated people (1 dose 

WHO) 
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While optimism about the outlook for growth and inflation in the Eurozone during H2 may have 

some impact in supporting Bund yields going forward, the environment has changed and the 

heavy selling of Treasuries in Q1 has dwindled.  In addition, German manufacturing PMI data have 

been strong for some months suggesting that some optimism with respect to the outlook for 

growth in the Eurozone has had time to be baked into the price of the EUR.   In the coming 

months we see the BoE as being more likely to be perceived as less dovish than the ECB.  Since 

the BoE’s bond buying is ahead relative to its year-end target, our BoE watcher Stefan Koopman is 

forecasting that the pace of purchases could be slowed from June and that this could be signalled 

on May 6.  Although the Bank will likely be keen to avoid the term ‘tapering’, this could be 

interpreted as a GBP positive factor.   

Politics is looking less pretty      

While some support for the pound may come from economic factors, politics could again be a 

thorn in the side of GBP investors.  So far, PM Johnson appears to have been able to shrug off the 

impact of ‘curtain-gate’.  Johnson has survived many unappealing revelations and accusations 

about his character to date.  These range from plagiarism as a young journalist, to womanising, to 

reporting untruths on his Brexit campaign bus.  All of these were in the public domain before 

Johnson won the December 2019 general election.  Tory voters appear to have chosen to see the 

PM as a roguish character and someone who is not adverse to taking risks.  Certainly the bets that 

Johnson made last year in placing large orders for vaccines has fuelled this year’s rapid roll-out 

and buoyed confidence in the PM.  According to Johnson’s YouGov approval rating, this has 

recently recovered to 46% from just 34% towards the end of last year.  While the public’s 

tolerance of Johnson’s past behaviours would appear to lessen the risks that the current scandal 

results in resignation, the PM is now facing at least three investigations into his behaviour.  

Specifically, there are suspicions about whether or not the refurbishment of the PM’s Downing St 

flat was originally paid for by a Tory party donation.  This raises the question about what a donor 

may have received in return.  While the results of all of the inquiries may never be published, the 

Electoral Commission investigation has the power to refer the case for criminal prosecution if it 

concludes that a donation was deliberately not declared.  In these circumstances, it is highly 

unlikely that the pound would remain unmoved.   

 

Figure 5: 10 year yields  Figure 6: Eurozone manufacturing PMIs 

 

 

 

Source: Macrobond   Source: Macrobond, 

   

While the PM and his allies are trying to turn the focus of the press and the electorate back to the 

country’s affairs, Johnson may not be able to escape quickly.  On May 26, his former close ally 

Cummins is due to appear before parliament’s joint Health and Science committee inquiry into 

the government’s Covid response.  Given the accusations contained in Cummins’ recent blog 

regarding the PM, it is clear that he has a lot to say. 
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In addition to various local elections in England on May 6, a key by-election will be fought in 

Hartlepool.  The 2019 General Election showed that voting Tory is no longer a badge of shame for 

Northern blue collar workers.  Given the sleaze accusations surrounding Johnson, a success for the 

Tories here would be seen as a significant victory.  The Scottish parliamentary elections, however, 

could bring greater concerns for the government.   

Recent opinions polls have raised the possibility that Sturgeon’s SNP party may not be able to 

claim an overall majority in Scotland’s May 6 election.  While the SNP is not the only party in 

favour of Scottish independence, Sturgeon’s commitment to the movement may be diluted if she 

fails to improve on her 2016 election performance.  A strong majority for the SNP raises the 

possibility of an independence referendum even it is takes place without the consent of the 

Westminster government.  However, since opinions polls are no longer strongly in favour of a 

‘yes’ vote, the risks to GBP from fears of a break up in the union have died down.  The issue of 

Scottish independence will remain a key item on the UK political horizon, but for now we are not 

forecasting any significant threat to the value of the pound.  Looking ahead, the EUR also faces 

potential political hurdles in the shape of Germany’s September election and next year’s 

Presidential election in France.  On balance we are expecting choppy trading in the coming 

months with EUR/GBP likely edging lower to the 0.84 area by the end of the year.  
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