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Global equity markets fell in April and May due to interest rate hikes, the ongoing Russia-Ukraine war

and coronavirus disease (COVID-19) lockdowns in China. From 1 January to 30 May 2022, the MSCI
World Index was down 18% to 2,651, wiping out all the gains made in 2021. However, as the world
emerges from COVID-19 lockdowns and as restrictions continue to be relaxed, we can expect

continuous recovery because the pandemic did not lead to an acute financial crisis, and hence did not
destroy wealth in society.
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The economy of the United Kingdom (UK)
is likely to continue outperforming that
of the eurozone and the US this year
Although the United States (US) posted negative 1.4% real gross
domestic product (GDP) growth in the first quarter, the nominal GDP
growth of 6.4% is not alarming since it is still above the 73-year average
of 6.1%. Although the war in Ukraine and China’s COVID-19 situation
have led to sharp increases in energy and raw material prices, supply
chains are returning to normal as the pandemic stabilises, and people
who felt unsafe going to work are coming back to the labour market.
Inflation will start to come down in the second half of the year, driving
away the fear of recession.
The UK’s GDP has grown at 0.8% since the fourth quarter of 2019,
double that of the eurozone. The UK’s GDP growth was 0.8% in the first
quarter of this year, compared with the US GDP’s decline of –1.4%. The
UK’s GDP fell 0.1% in March due to a large drop in vehicle sales, but that
should not repeat when the supply chain is back to normal.
The high consumer price index growth of 9% in April led to a knee-jerk
reaction in the financial market, with both UK equities and the pound sold
heavily. However, we think that this negative reaction was overblown. The
pound has come down to a level close to the low after the Brexit referendum
in 2016, and further weakness is unwarranted. Since December 2021, the
Bank of England has hiked rate four times to 1% and has started to sell
government bonds from its balance sheet. The reaction from the UK central
bank to combat inflation is proactive and should be well received by the
market over time.

3

Birmingham, Manchester and
Leeds property prices growth
outperform London
An improved government financing situation due to
more tax receipt in the first quarter gives the UK
government more room to conduct expansive fiscal
policies that will drive growth in coming months.
The treasury will reduce fuel tax by 5 pence per litre
(from £0.5795 to £0.5295), raise the threshold of
national insurance by £3,000 to £12,570 and cut
income tax by 1% (in 2024). Excess household
savings of £175 billion amassed during the
pandemic will be released to help consumption.
We expect the UK’s GDP to grow by 3.5% for an
entire year, considering factors including inflation.
According to the Office for National Statistics, the
UK had 1.5 million job vacancies in April, 500,000
more than the pre-pandemic level, making this the
first time on record that job vacancies have
exceeded the unemployed population. In addition,
wage rises (including bonuses) of 7% in the first

quarter of 2022 did not lag inflation growth.
Inflation expectations and historically low interest
rates still support the UK housing market. However,
because of the high living standard in London and
people’s desire for more spacious houses in which
to work from home, house hunters have started to
move out from London to west, mid-west and
southern England. Average house prices in
Manchester, Leeds and Birmingham rose 9.6%,
9.3% and 8.5% respectively in the past year,
compared to the 3.6% increase in London.
Traditional investors from the Middle East and
Southeast Asia are looking for more optimal rental
yields in the current rising interest rate environment,
which point to increased demand for apartments in
Birmingham, Manchester and Leeds, where rental
yields range from 7% to 10%.
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Last but not least, with the drastic increase in building material
prices inflating the asking prices of newly built homes, investors are
turning to pre-owned houses and apartments for better value for
money. According to the UK Land Registry, the building cost of
newly built homes went up 25.4% while that of pre-owned homes
only rose 8.6% in the year leading up to November 2021.
Pre-owned homes, especially apartments, are normally located in
communities with well-developed transport, education and
recreational facilities, and hence are particularly attractive for
newcomers to the UK. We remain bullish on the pre-owned home
market in the UK.

Source: 1) Yahoo Finance 2) UK Office for National Statistics
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