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Overview 

This month’s economic brief provides an update on data that begins to show how the economy has 

been performing during the third quarter of the year.  During this period Scotland has moved to 

beyond level 0 restrictions but has also seen the further emergence of supply chain and staff 

shortages and a pick-up in inflationary pressures as the economy continues through this phase of 

the recovery. 

The latest data for July show Scotland’s GDP fell 0.2% over the month, following five consecutive 

months of growth in which we’ve seen a period of particularly strong growth in consumer facing 

services as restrictions have eased and businesses have reopened.  Services output continued to 

grow in July, though at a slower pace than the rapid growth seen following the initial easing of 

restrictions. However this was offset by further falls in manufacturing and construction sector output 

which have faced intensifying supply chain disruptions and cost pressures, although manufacturing 

output remains above pre-pandemic levels. 

This in part reflects global factors as demand has gathered pace leading to pressure on the 

availability and cost of materials alongside notably longer supplier delivery times as supply chains 

and logistics continue to adjust.  It also reflects labour supply shortages, and in particular the 

shortage of hauliers, which has intensified as the economy has reopened and demand has 

continued to recover.  In turn these have led to a pick-up in inflationary pressures with signals of 

higher input prices being partly passed through to consumers. However, base effects continue to 

strongly influence the data also. 

At an aggregate level, the labour market has continued to strengthen during the third quarter, 

supported by the furlough scheme. The unemployment rate remained low at 4.3% in May to July 

and more recent data for August show the number of payrolled employees has continued to rise 

while there has been further falls in the claimant count. While both indicators remain weaker than 

their pre-pandemic levels, demand for both permanent and temporary staff continued to increase in 

August with labour and skills shortages emerging in sectors including haulage, construction, 

tourism, hospitality and food and drink. These are, in part, temporary imbalances as the economy 

continues to re-open, adjust and recover from the unprecedented impacts on economic activity over 

the past 18 months. However, in some cases there are longer-standing recruitment challenges in 

sectors, which alongside the impact of EU exit on migration and labour supply, ultimately present 

longer term challenges. 

The closure of the furlough scheme at the end of September represents an additional element of 

uncertainty to the labour market outlook. The scheme has provided critical support in retaining jobs 

and incomes since the start of the pandemic and in January was supporting almost 400,000 jobs in 

Scotland. This has fallen to 116,500 jobs at the end of July as the economy has reopened and the 

latest forecasts from the Scottish Fiscal Commission expect the closure of the scheme to partly 

contribute to a rise in unemployment to 5.3% in the final quarter of the year.  

Taken together, supply chain and recruitment bottlenecks are to be expected at this stage of the 

recovery as the supply side of the economy catches up with the recovery in demand. While there 

will be fluctuations in the data and revisions should be expected, the Scottish economy is recovering 

and in July, GDP was 2.4% below its pre-pandemic level. Consumer facing services sectors remain 

furthest below and some continue to have the highest number of staff on furlough. The easing of 

restrictions in August, alongside further strengthening in Scottish consumer sentiment provides 

scope for optimism for further recovery in those sectors.  However, risks to the outlook remain, 

particularly as fiscal support starts to unwind.  
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Output 

Scotland’s GDP fell 0.2% in July and is now 2.4% below its pre-pandemic level.  

 Scotland’s GDP fell 0.2% in July (UK: +0.1%) with 0.4% growth in services output offset by falls 

in production (-3.0%) and construction (-0.4%) output.1,2 

 

 The fall in output in July follows five consecutive months of growth, which had been supported by 

a pick-up in manufacturing and construction output at the start of the year.  In recent months, this 

has more reflected the gradual easing of restrictions to level 0 in July which enabled further 

growth in the services sectors, particularly in parts which had been required to close/reduce 

capacity earlier in the year. 

 In the three months to July, Scotland’s GDP grew 3.4%, however, similar to the UK as a whole, 

the pace of growth has been on a downward trend since April. 

 In the services sector, consumer facing services such as accommodation and food (2.5%) and 

arts culture and recreation (2.8%) continued to grow in July though at a much more moderate 

pace than when restrictions were eased and businesses in the sector were initially permitted to 

reopen. 

 The fall in production sector output was partly driven by a sharp fall in electricity output (-9.9%) 

after unusually low levels of generation from wind and hydroelectric sources during the summer. 

However, manufacturing output fell for a third consecutive month (-2.4%), while output in the 

                                              
1 https://www.gov.scot/collections/economy-statistics/, and GDP monthly estimate, UK - Office for National Statistics 
(ons.gov.uk) 
2 Monthly GDP is a preliminary indicator, and is subject to revision. UK GDP was recently revised up in the GDP 
Quarterly National Accounts, meaning that UK GDP was around 1% below pre-pandemic levels in June and July. These 
revisions may not be reflected in results for Scotland until the next GDP Quarterly National Accounts for Scotland is 
published. Until then users should be cautious about making comparisons between different vintages of statistics. On a 
like for like basis, the most recent data show that Scotland has continued to broadly track the UK during the pandemic. 

https://www.gov.scot/collections/economy-statistics/
https://www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/gdpmonthlyestimateuk/july2021
https://www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/gdpmonthlyestimateuk/july2021
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construction sector fell by 0.4% (its fourth consecutive month of falling output), with both sectors 

facing supply chain challenges.   

 

 Scotland’s GDP is gradually returning to its pre-pandemic levels.  As at July, Scotland’s GDP 

was 2.4% below its pre-pandemic level in February 2020, having fallen 22.8% below in April 

2020. However there remain significant differences across sectors in the pace of recovery, which 

continues to partly reflect the restrictions that have been in place earlier in the year. 

 

 Output from some sectors across services and production are back above pre-pandemic levels.  

For example, professional, scientific and professional services (8.5%) and manufacturing (1.6%).  

However, consumer facing services sectors which have been most impacted by recent 

restrictions such as households as employers of domestic personnel (-25%), arts, culture and 

recreation (-25%) and accommodation and food services (-15%), remain amongst sectors 

furthest below pre-pandemic levels.  
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 Furthermore, the general stabilisation of activity in services sectors following the easing of 

restrictions, alongside ongoing supply disruptions in the production and construction sectors and 

general fluctuations in the monthly data, mean that some sectors are currently moving around 

their pre-pandemic levels of output (above and below) and may continue to do so while these 

issues continue to stabilise.  

Business Activity 

Business activity remains broadly stable following a strengthening in Q2 as the 

majority of lockdown restrictions are removed. 

Proportion of business trading 

 The phased easing of restrictions since April and the move to beyond level 0 restrictions in 

August (with some protective measures remaining place) has continued to enable stronger 

business activity in Scotland, particularly in consumer facing services.  

 In September, the share of businesses trading continued to edge upwards to 99.4%, its highest 

level since comparable estimates began in June 2020, having fallen to a low of 82% during 

lockdown in January.3  

 

 The difference in trading status between sectors which have been most directly impacted by 

restrictions in the first half of the year and those to a lesser extent, has very much narrowed in 

recent months. In August, 100% of business in accommodation and food services and 95% in 

arts culture and recreation were trading (up 65 and 44 percentage points respectively from April).  

For arts, culture and recreation, this remains slightly lower than in non-consumer facing services 

sectors (e.g. information and communication) and manufacturing and construction, which have 

                                              
3 BICS weighted Scotland estimates: data to wave 39 - gov.scot (www.gov.scot) 

https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-39/


 

6 
 

been less directly impacted by restrictions with generally over 97% of business trading over this 

period, reflecting the ability to continue operating through home working or adapting workplaces. 

Business output 

 The Purchasing Managers Index (PMI)4 business survey reported a slight pick-up in business 

activity growth in August (58.1), supported by further growth in new business and with services 

sector activity continuing to outpace manufacturing at this stage of the recovery.  

 

 On the supply side, input cost pressures (e.g. raw materials) have risen sharply over the past 

year, although to date this has only been partly passed on to sale prices. At the start of 

September, 26% of businesses reported above normal price increases in materials, goods or 

services bought by the business while 9% of businesses reported an above normal increase in 

the prices of goods or services sold by the business.5 

 However, there are large differences across sectors with 57% of construction businesses 

reporting an above normal increase in input costs compared to 38% in manufacturing, 32% in 

wholesale, retail and repair of vehicles, and 32% in accommodation and food service 

businesses. 

                                              
4 IHS Markit, RBS Purchasing Managers Index, August 2021. https://rbsbusinesshub.com/articles/scottish-private-
sector-sees-further-rapid-growth-in-august  
5 BICS weighted Scotland estimates: data to wave 39 - gov.scot (www.gov.scot) 

https://rbsbusinesshub.com/articles/scottish-private-sector-sees-further-rapid-growth-in-august
https://rbsbusinesshub.com/articles/scottish-private-sector-sees-further-rapid-growth-in-august
https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-39/
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 In terms of business turnover in September, 30% of businesses reported having lower turnover 

than normal for the time of year, while 46% reported that turnover was not affected and 11% 

reported that it had increased.6  However, lower than normal turnover continues to be most 

widespread in the arts, entertainment and recreation services sector (54%) followed by the 

accommodation and food services sector (46%). 

 

 In line with the easing of restrictions there has been a downward trend in the estimated share of 

businesses reporting lower turnover. For example, since March the proportion of business 

reporting lower turnover has fallen from around 45% to 29%, while the proportion reporting a rise 

in turnover has increased from around 6% to 11%. However, trading conditions remain 

challenging alongside the specific challenges that different sectors are facing at their stage of 

recovery. 

                                              
6 BICS weighted Scotland estimates: data to wave 39 - gov.scot (www.gov.scot) 

https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-39/


 

8 
 

 Looking to the year ahead, the PMI business survey reported that business optimism has 

softened from recent months, however remains elevated overall, with strong expectations from 

businesses of further strengthening in business activity to come over the year.  The Flash UK 

PMI signalled that business activity continued to soften in September, particularly in the 

manufacturing sector amid ongoing severe supply chain disruption while input costs continued to 

rise.7 

Trade 

 International trade and supply chains have experienced significant challenges in 2021 arising 

from the impacts of the pandemic and the transition to the new trade agreement between the UK 

and EU which includes the introduction of new regulatory and administrative compliance checks 

on goods trade. 

 In the first quarter of 2021, the value of Scotland’s goods exports were £6.2 billion, down 15.2% 

compared to Q1 2020, while imports were £5.3 billion, down 3% over the same period.8 The fall 

in exports was mainly driven by a 36% fall in exports of oil and gas, with notable falls across 

other commodities including food (-20%) and beverages (-2.9%).  However, there was a 19% 

increase in exports of chemicals. 

 

 More recent monthly UK data for July9 signals that trade has strengthened from the falls at the 

start of the year, however total goods exports fell 2.6% over the month with an 11% fall in 

exports to the EU offsetting a 7% rise in exports to non-EU countries.  Furthermore, goods 

exports in 2021 so far (Jan – July) remain 11% below the equivalent period in 2018. In terms of 

                                              
7 IHS Markit/CIPS Flash UK Composite PMI (September): 5f645e668caa437dab9db76721130775 
(markiteconomics.com) 
8 UK regional trade in goods statistics: first quarter 2021 - GOV.UK (www.gov.uk) 
9 UK overseas trade in goods statistics: July 2021 - GOV.UK (www.gov.uk) 

https://www.markiteconomics.com/Public/Home/PressRelease/5f645e668caa437dab9db76721130775
https://www.markiteconomics.com/Public/Home/PressRelease/5f645e668caa437dab9db76721130775
https://www.gov.uk/government/statistics/uk-regional-trade-in-goods-statistics-first-quarter-2021
https://www.gov.uk/government/statistics/uk-overseas-trade-in-goods-statistics-july-2021
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key exporting sectors for Scotland, in July, total exports of Scotch whisky were up 3% over the 

month and in the first seven months of 2021 were the same as in the corresponding period in 

2018.  Exports of fish fell 5% in July and in the first seven months of 2021 were 11% down on 

same period in 2018. 

 More recent business survey data for September also indicates improvement in trade activity 

from the start of the year with 60% of Scottish businesses reporting to be exporting as normal for 

the time of year (up from 42% at the start of February) while 23% were exporting less than 

normal (down from 38% at the start of February).10 

 

 However, supply chain bottlenecks have emerged as the global economy adjusts and 

rebalances from the impacts of restrictions during the pandemic, while for some sectors, the new 

trading relationship with the EU provide further challenges. 

 In August and September, 36% of exporters and 39% of importers reported facing changes in 

transportation costs while 13% of exporters and 16% of importers reported a lack of hauliers to 

transport goods or lack of logistics equipment.11 

 

 

 

 

 

 

                                              
10 BICS weighted Scotland estimates: data to wave 39 - gov.scot (www.gov.scot) 
11 BICS weighted Scotland estimates: data to wave 39 - gov.scot (www.gov.scot) 

https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-39/
https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-39/
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Labour Market 

The number of payrolled employees has risen while vacancies and staffing shortages 

continue to emerge as the furlough scheme closes at end of September.   

Official labour market statistics 

 The latest labour market statistics for May – July 2021 show Scotland’s employment rate was 

74.1% (up 0.5 percentage points over the year),12 the unemployment rate was 4.3% (down 0.6 

percentage points) and the inactivity rate was 22.5% (down 0.1 percentage points). 

 

 The headline labour market indicators compare well against historical trends, however only show 

a partial picture of the impacts of the pandemic on the labour market over the past 18 months.  

Wider labour market indicators provide further insight into both the challenges that have emerged 

in the labour market during the pandemic and the signs of improvement in recent months. 

Coronavirus Jobs Retention Scheme (CJRS)13 

 The CJRS has provided significant support to businesses and the labour market over the course 

of the pandemic.  The ending of the furlough scheme on 30 September introduces new 

uncertainty regarding the impact that this will have on businesses ability to retain staff that have 

been furloughed and the implications this could have for unemployment. 

 Latest outturn data showed that the furlough scheme continued to provide significant support to 

businesses and the labour market in recent months as restrictions eased, with the number of 

jobs supported by the scheme naturally falling as businesses resumed trading.  

                                              
12 https://www.gov.scot/collections/labour-market-statistics/  
13 Coronavirus Job Retention Scheme statistics: 9 September 2021 - GOV.UK (www.gov.uk) 

https://www.gov.scot/collections/labour-market-statistics/
https://www.gov.uk/government/statistics/coronavirus-job-retention-scheme-statistics-9-september-2021/coronavirus-job-retention-scheme-statistics-9-september-2021
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 At the end of July, 116,500 jobs in Scotland (1.6 million jobs across the UK as a whole) were 

furloughed, down from 141,500 at the end of June and from the recent peak of 393,400 in 

January. 

 

 At a sector level, consumer facing services such as accommodation and food (23,900) and 

wholesale and retail (15,700) continued to have the highest number of jobs on furlough at the 

end of July, however they have also had the largest falls as restrictions on the consumer facing 

services sector eased and businesses in the sector have resumed trading.14 

 

 

 

 

                                              
14 BICS weighted Scotland estimates: data to wave 39 - gov.scot (www.gov.scot) 

https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-39/
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PAYE payrolled employment and Claimant Count 

 Pay As You Earn (PAYE) Real Time Information data for August show that the number of 

payrolled employees in Scotland was 2.37 million, an increase of 2.5% (UK: 3.0%) compared 

with August 2020. 

 This is the highest number of payrolled employees in Scotland since March 2020, however 

remains 25,000 lower than its pre-pandemic level in February 2020.15 

 

 Alongside the rise in payrolled employees, Scotland’s Claimant Count (the number of claimants 

of Job Seekers Allowance and claimants of Universal Credit claiming principally for the reason of 

being unemployed) fell 3.5% in August to 167,300; a claimant count rate of 5.2%.  The claimant 

count continued its recent downward trend and has fallen 24.3% from its peak in August 2020, 

however, it remains 54,000 (24.3%) higher than its pre-pandemic level in February 2020.16  

 Combined, the claimant count and payroll data signal that the number of people that have been 

unemployed or employed with low income and/or low hours increased significantly during the 

pandemic. However, the movements back to pre-pandemic levels shows that progress in the 

labour market recovery has been made with support from the Job Retention Scheme. 

Demand for staff 

 The return to work of furloughed staff and the rebound in payrolled employees reflects an 

increase in demand for staff and recruitment activity as restrictions have eased. 

                                              
15 Earnings and employment from Pay As You Earn Real Time Information, UK - Office for National Statistics 
(ons.gov.uk) 
16 https://www.gov.scot/collections/labour-market-statistics/ 

https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/bulletins/earningsandemploymentfrompayasyouearnrealtimeinformationuk/september2021
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/bulletins/earningsandemploymentfrompayasyouearnrealtimeinformationuk/september2021
https://www.gov.scot/collections/labour-market-statistics/
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 The latest Report on Jobs signals that permanent and temporary staff placements continued to 

grow strongly in August as businesses expanded their workforce in response to rising levels of 

demand.17 

 

 However, demand for staff also continued to grow strongly in August, with Job vacancies rising 

across Scotland for both permanent and temporary staff.  ONS Adzuna data shows online job 

vacancies in Scotland for the week to 17 September were 33% higher than in February 2020.18 

 The combination of relatively low unemployment (supported by the furlough scheme), coupled 

with the recent rapid strengthening in demand for staff and sharp decline in candidate availability 

has resulted in labour shortages affecting sectors including haulage, construction, tourism, 

hospitality and food & drink. 

 

                                              
17 IHS Markit: RBS Report on Jobs: a9f22232887d46f7afcde7c9f08e5306 (markiteconomics.com) 
18 Online job advert estimates - Office for National Statistics (ons.gov.uk) 

https://www.markiteconomics.com/Public/Home/PressRelease/a9f22232887d46f7afcde7c9f08e5306
https://www.ons.gov.uk/economy/economicoutputandproductivity/output/datasets/onlinejobadvertestimates
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 Latest BICS data into the start of September reported that 40% of businesses found vacancies 

were more difficult to fill than normal, while 26% found no difference and 1% reported vacancies 

were easier to fill.19 

Earnings 

 Mean PAYE monthly pay fell sharply at the start of the pandemic, however strengthened over the 

course of 2020 and rebounded back above its pre-pandemic level in July 2020. 

 Relatively robust earnings growth over this period in part reflects lower inflows of new 

employees, for which mean pay tends to be around 40% lower than for those continuously 

employed.20 Looking ahead, business survey data for August also shows that the increase in 

demand for staff has been reflected in upward pressures on rates of starting pay for both 

permanent and temporary staff positions.21 

 Following a slight easing in June, latest data for July shows mean pay per month in Scotland has 

increased by 1.3% to £2,499. On an annual basis earnings growth slowed to 6.3%, however 

remains elevated, which in part reflects the sharp fall in mean earnings in the early stages of the 

pandemic.  

 

 While mean earnings have rebounded on an annual basis, the rate of annual growth needs to be 

interpreted with caution.  Base effects, alongside compositional factors which reflect a fall in the 

number and proportion of lower-paid employee jobs, continue to influence the data. 

 

                                              
19 BICS weighted Scotland estimates: data to wave 39 - gov.scot (www.gov.scot) 
20 Earnings and employment from Pay As You Earn Real Time Information, UK - Office for National Statistics 

(ons.gov.uk) 
21 IHS Markit: RBS Report on Jobs: a9f22232887d46f7afcde7c9f08e5306 (markiteconomics.com)  

https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-39/
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/bulletins/earningsandemploymentfrompayasyouearnrealtimeinformationuk/september2021
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/bulletins/earningsandemploymentfrompayasyouearnrealtimeinformationuk/september2021
https://www.markiteconomics.com/Public/Home/PressRelease/a9f22232887d46f7afcde7c9f08e5306
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Consumption 

Consumer sentiment continues to strengthen, albeit marginally, in August.   

Consumer sentiment 

 In August, consumer sentiment in Scotland continued to strengthen with the Scottish Consumer 

Sentiment Indicator rising 0.1 points to 6.8, and is a notable improvement from the series low 

levels of sentiment in the second half of 2020.  

 The general improvement in sentiment is the result of several factors. Consumers on balance 

continue to respond that current circumstances regarding the economy and their household 

financial security are worse than they were in the previous year, however sentiment improved 

relative to July. 

 Furthermore, looking ahead to the next 12 months, respondents still expect the economy and 

their household finances to improve over the coming year (relative to the current situation), 

though the level of optimisim slightly weakened over the month.22 

 

 Lastly, in terms of attitude to spending money currently, sentiment has strengthened significantly 

over the past year, consistent with the improvements in the economy and household finances 

indicators.  Latest data for August showed sentiment on this declined slightly over the month with 

the indicator returning to negative territory, signalling that respondents confidence about  

spending money decreased over the month.  

 Sentiment indicators continue to be highly sensitive to the rapidly moving developments on the 

pandemic and the unprecedented economic impacts that we have seen.  As such, they will be a 

                                              
22 https://www.gov.scot/collections/economy-statistics/#scottishconsumersentimentindicator(scsi) Due to the pandemic, 
data was not collected in the last two weeks of March 2020 and in April and May 2020. 

https://www.gov.scot/collections/economy-statistics/#scottishconsumersentimentindicator(scsi)
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key indicator in understanding the level to which a recovery in consumer sentiment feeds through 

to changes in consumption over the course of the year. 

Retail sales 

 In August, retail sales in Great Britain fell 0.9% on July, however were up 0.3% in the three 

months to August (compared with the previous three months) and are 4.6% higher than their pre-

pandemic level.23 

 Over the month, food store sales fell 1.2% with some evidence to suggest that easing of 

restrictions on the hospitality sector had an impact on sales with people increasing their spend in 

restaurants and bars. Similarly, non-food sales fell 1.0% driven by falls in department stores 

sales and other stores such as for sports equipment and computers. 

 

 On a monthly basis, the proportion of retail sales online increased slightly to 27.7% in August, 

though has remained broadly stable since June. While the share of retail sales online has fallen 

back from earlier in the year, it remains substantially higher than in February 2020 prior to the 

pandemic (19.7%). 

Household Savings and Consumer Credit 

 At an aggregate level, household disposable income in Scotland continued to rise into the first 

quarter of 2021 with incomes supported by the furlough scheme while household expenditure fell 

reflecting the lockdown restrictions in place over the period.  This has not been the case across 

all parts of the economy, with lower income households facing more significant financial 

challenges. At an aggregate level, the savings ratio rose in the first quarter of 2021 to 20%, 

though remained lower than the peak at the start of the pandemic.  

                                              
23 Retail sales, Great Britain - Office for National Statistics (ons.gov.uk) 

https://www.ons.gov.uk/businessindustryandtrade/retailindustry/bulletins/retailsales/august2021
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 More recent Bank of England data for August provide insight into how UK household savings 

have changed over the period that restrictions have eased. At an aggregate level, net flows from 

UK households into deposit-like accounts increased to £9.1 billion in August. This continues to 

remain relatively high compared to pre-pandemic levels when the average net inflow in the year 

to February 2020 was £4.7 billion.  However, it has fallen from periods of more elevated inflows 

over the past seventeen months during which the average inflow has been £13 billion.24  

 

 Alongside this, growth in consumer credit remains relatively weak. In August, consumers 

borrowed £0.4 billion in credit, split between credit card debt and ‘other’ forms of consumer credit 

(such as card dealership finance and personal loans). This level of borrowing remains 

significantly lower than the pre-pandemic monthly average of £1.2 billion in the two years to 

February 2020. 

                                              
24 Money and Credit - August 2021 | Bank of England 

https://www.bankofengland.co.uk/statistics/money-and-credit/2021/august-2021


 

18 
 

 

 Overall, the latest data shows the pace of household savings has slowed relative to the start of 

the year, however remains higher than pre-pandemic levels while growth in net borrowing 

remains subdued. Looking ahead, the extent and pace at which households subsequently spend 

accumulated savings and further increase borrowing remains uncertain. 

Interest rate and inflation  

 UK CPI inflation was 3.2% in August, up from 2.0% in July, while the inflation rate in the US was 

5.3% and 3.0% in the Eurozone. 

 

 UK inflation has risen sharply as the economy has reopened in recent months reflecting in part a 

global rise in input cost pressures (raw materials) which are in part being passed through to 

consumer goods, base effects from price falls at the start of the pandemic (e.g. in energy), and 

an increase in business activity and demand as restrictions have eased.  
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 The increase in August in part reflects price rises in restaurants and hotels, recreation and 

culture, and food and non-alcoholic beverages. However, the ONS set out that base effects are a 

key driver of the inflation rate increase within these goods and services. For example, in August 

2020 there were restaurant and café price discounts resulting from the government's Eat Out to 

Help Out scheme and, to a lesser extent, reductions in Value Added Tax (VAT).25 

 In August, the Bank of England forecast UK inflation to rise to 4% in Q4 2021 before falling back 

to the 2% target rate in late 2023 and consider the above target levels of inflation to be temporary 

as a result of the economy rebalancing. At their September meeting, the Monetary Policy 

Committee (MPC) made no change to monetary policy, maintaining the Bank Rate at 0.1% and 

the current programme of Quantitative Easing. However, the rise in gas prices and the sustained 

elevation of other cost pressures mean inflation could remain above 4% slightly longer than 

forecast in August.26 

 In terms of producer price inflation, input price inflation was 11.0% in August while output price 

inflation was 5.9%; both having increased compared to July and at their highest rates since 

2011.27 

 

GDP growth outlook 

Economic forecasts for 2021 have increased over the year reflecting progress made 

on recovery, however monthly UK forecasts have eased slightly in the third quarter. 

 GDP growth forecasts for Scotland point to a rebound in growth over 2021 with GDP returning to 

its pre-pandemic level in the first half of 2022. 

                                              
25 Consumer price inflation, UK - Office for National Statistics 
26 Bank Rate maintained at 0.1% - September 2021 | Bank of England  
27 Producer price inflation, UK - Office for National Statistics (ons.gov.uk) 

https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/august2021
https://www.bankofengland.co.uk/monetary-policy-summary-and-minutes/2021/september-2021
https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/producerpriceinflation/august2021
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 The most recent forecast from the Fraser of Allander Institute in September is for Scotland’s 

GDP to grow 6.5% in 2021 and 4.8% in 2022, and return to pre-pandemic levels in April 2022.  

This is an upward revision from their forecast in June, reflecting in part the pick-up in growth over 

the second quarter of the year.28 

 This is broadly in line with the Scottish Fiscal Commission (SFC) forecast from August which 

projects growth of 6.7% in 2021 before moderating to 4% in 2022, with GDP returning to pre-

pandemic levels in the second quarter of the year.29 

 There are downside risks to the short term economic outlook however, reflecting the supply 

chain disruptions that have emerged and a pick-up in inflationary pressures, alongside 

uncertainty in the labour market outlook as the furlough scheme ends.  

 The SFC forecast Scotland’s unemployment rate to peak at 5.4% in Q4 2021, reflecting that 

some people may be made redundant at the end of the furlough scheme, while people who had 

stopped looking for work may re-join the labour market and move from inactivity to 

unemployment.  However, unemployment is then expected to gradually fall back to 4.4% at the 

start of 2023. 

 At a UK level, in August, the Bank of England forecast UK GDP growth of 7.25% in 2021 and 6% 

in 2022, with unemployment forecast to fall in 2021 to 4.75%.30  The average of new 

independent forecasts (published monthly by HMT) in September forecast UK GDP growth of 

6.8% in 2021.  This has eased slightly from July, and potentially reflects early indications that the 

pace of recovery has moderated into the third quarter.31 
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29 Scotland’s Economic and Fiscal Forecasts – August 2021 | Scottish Fiscal Commission 
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 At a global level, in September the OECD forecast global GDP to increase 5.7% in 2021 and 

4.5% in 2022.32 Similarly, in July the IMF projected global growth of 6% in 2021, moderating to 

4.9% in 2022.33 

 However, the pace of recovery remains notably different across countries, alongside the extent 

of supply chain and inflationary pressures.  The OECD set out that while these pressures should 

fade gradually, there are risks that they could persist for longer, while the underlying risks  to the 

global recovery, of slow vaccine rollout and the spread of new virus mutations, remain. 
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