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Arlingclose’s Outlook for the remainder of 2020/21  

 

 
 
The medium-term global economic outlook is weak. While the strict initial lockdown restrictions 

have eased, coronavirus has not been supressed and second waves have prompted more restrictive 

measures on a regional and national basis. This ebb and flow of restrictions on normal activity will 

continue for the foreseeable future, at least until an effective vaccine is produced and importantly, 

distributed. 

The global central bank and government responses have been significant and are in many cases on-

going, maintaining more stable financial, economic and social conditions than otherwise. This has 

supported a sizeable economic recovery in Q3. 

However, the scale of the economic shock to demand, on-going social distancing measures, regional 

lock downs and reduced fiscal support will mean that the subsequent pace of recovery is limited. 

Early signs of this are already evident in UK monthly GDP and PMI data, even before the latest 

restrictions. 

This situation will result in central banks maintaining low interest rates for the medium term. In 

the UK, Brexit is a further complication.  Bank Rate is therefore likely to remain at low levels for a 

very long time, with a distinct possibility of being cut to zero. Money markets have priced in a 

chance of negative Bank Rate. 

Longer-term yields will also remain depressed, anchored by low central bank policy rates, 

expectations for potentially even lower rates and insipid inflation expectations. There is a chance 

yields may follow a slightly different path in the medium term, depending on investor perceptions 

of growth and inflation, or if the UK leaves the EU without a deal.   

 

Arlingclose expects Bank Rate to remain at the current 0.10% level and additional monetary 

loosening in the future most likely through further financial asset purchases (QE).  While 

Arlingclose’s central case for Bank Rate is no change from the current level of 0.1%, further cuts to 

Bank Rate to zero or even into negative territory cannot be completely ruled out. 

 

Gilt yields are expected to remain very low in the medium term. Shorter-term gilt yields are 

currently negative and will remain around zero or below until either the Bank of England expressly 

rules out negative Bank Rate or growth/inflation prospects improve. 

 

Downside risks remain in the near term, as the government dials down its fiscal support measures, 

reacts to the risk of a further escalation in infection rates and the Brexit transition period comes 

to an end. 
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