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Overview

Scottish economic growth picked-up in the first quarter of 2025 following a weak end to 2024.
However businesses remain concerned about weakening demand and a further fall in consumer
sentiment in April highlights the risk that rising global economic uncertainty translates into weaker

domestic spending.

Scottish GDP grew 0.4% in the first quarter of 2025, picking up from 0.1% growth in the final quarter
of 2024. Growth over the quarter was driven by the Services and Production sectors which offset flat
growth in Construction. This pattern of stronger growth has also been seen at a UK level with growth

of 0.7% over the quarter.

In the near term, latest business survey data indicates a slight improvement in business activity into
the second quarter. The RBS Growth Tracker reported that business activity in May increased for
the first time in six months, albeit the pick-up was marginal and indicators of new business orders
remain slightly in negative territory. This reflects that while activity and output have improved,
weakening demand remains a key concern for business and the recent fall in consumer sentiment in

April to its lowest level in two years further underlines this risk.

The recent fall in sentiment likely reflects a range of domestic and global factors, which continue to
weigh negatively on consumer confidence regarding the economy and household finances. Labour
market indicators remain robust, however, with unemployment at 4.2%, although the fall in the
number of payrolled employees over the past year does indicate a degree of loosening over this
period. Weaker labour demand has also been indicated by business survey data in recent months,

however the most recent data indicates a broader stabilisation in that regard.

Furthermore earnings growth remained robust in May with PAYE earnings rising 5.3% in nominal
terms over the year. The pick up in inflation during the year to 3.5% in April has meant the pace of
real terms earnings growth has eased from last year, though remains positive. The increase in
trade tensions has generated increased uncertainty regarding the outlook for inflation with risks in
both directions, however expectations of more stable inflation coupled with the lower Bank Rate

should continue to help support consumer and business activity.

Looking ahead, the Scottish Fiscal Commission forecast Scottish economic growth to slow to 1.1%
in 2025, down from 1.2% in 2024, before rising to 1.8% in 2026 and 1.7% in 2027. This is a more
moderate outlook for growth than previously forecast in December, and reflects the recent pattern of
downward revisions to UK and global growth forecasts, as the economy adjusts to the sharp

increase in global economic trade uncertainty.



Data and Forecasts Summary

Outturn Data

Indicator Latest Data | Next Release Oct Nov Dec Jan Feb Mar Apr May | 6-month Graph
GDP (3-month rolling %) 0.4% 25 June 0.0 0.3 0.1 0.5 0.5 0.4 n/a n/a m
(March)

Unemployment (%) (F:tfoﬁpr) 17 July 3.6 3.8 3.8 3.7 4.2 4.3 4.2 n/a J\

Real Earnings (YoY %) (1-\:)3;/;)) 18 June 4.9 4.6 2.1 2.5 3.3 3.2 1.8 n/a \/—\

Inflation Rate (CPI YoY %) (‘Zs:ﬁ’) 18 June 23 | 26 | 25 | 30 | 28 | 26 | 35 | na N

BoE Base Rate (%) ‘:I\i:;/; 19 June 5.00 4.75 4.75 4.75 4.50 4.50 4.50 4.25 H

Consumer Sentiment (Index) -(1/-‘\‘p:r3|(|]/)o 25 June -5.1 -7.3 -2.1 -5.7 -5.7 -8.0 -14.3 n/a /\
Forecasts

Indicator Organsiation | Date of Forecast 2025 2026 2027 2028 3-year Graph

GDP (YoY %) SFC May 2025 1.1 1.8 1.7 1.6 /\

Unemployment (%) SFC May 2025 4.0 41 41 41 /

Nominal Average Earnings (YoY %) SFC May 2025 4.3 3.9 3.0 29 \

Inflation (4Q rate in Q4) BoE May 2025 3.3 21 1.8 n/a \




Output

The economy grew 0.4% in the first quarter of 2025, picking up from weak growth at
the end of 2024.

Scotland's economic output contracted by 0.2% in March however more broadly grew by 0.4% in
the first quarter of 2025 (UK: 0.7%), with the pace of growth increasing from 0.1% in the last
quarter of 2024 (UK: 0.1%)."

GDP Growth - rolling 3-month rate
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Growth in the first quarter of 2025 was driven by the services (0.5%) and production (0.3%)
sectors, with both growing faster than in the previous quarter, while construction sector output
remained flat (0%). Within the services sector, consumer facing services grew by 1.3% over the
quarter, reflecting stronger growth in Wholesale, Retail and Motor trades (1.8%), and
Accommodation and Food services (1.2%). More broadly, growth was also strongest in the
Professional, Scientific and Technical services (2.5%) and in the tech-driven Information and

Communication sector (1.3%).

Production sector growth was driven by strong growth in the Electricity and Gas supply sector
(7.8%) and, to a lesser extent, Water Supply & Waste Management (1.9%), offset by falling
Manufacturing output (-1.3%). Growth in electricity and gas supply was driven by an increase in

wind-powered electricity generation across the quarter.

1 Economy statistics - gov.scot (www.gov.scot) , GDP_monthly estimate, UK Statistical bulletins - Office for National
Statistics (ons.gov.uk)



https://www.gov.scot/collections/economy-statistics/#gdpmonthlyestimates
https://www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/gdpmonthlyestimateuk/previousReleases
https://www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/gdpmonthlyestimateuk/previousReleases

Scotland GDP Growth by sector - rolling 3-month rate
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Inflation

Increased energy and regulated prices pushed inflation up in April.

e The annual consumer price inflation rate rose from 2.6% in March to 3.5% in April.? The increase
was mainly driven by rising housing and household services prices (rising by 7.8%, up from 1.8%
in March), transport prices (3.3%, up from 1.2%) and recreation and culture (3.1%, up from
2.4%).3
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e There continues to be a difference in goods and services price inflation, with services prices

remaining more elevated and rising 5.4% over the year, its highest rate since August 2024, while

2 Due to a data error, ONS have announced that the April inflation rate was overstated by 0.1 percentage points. In line
with their revisions policy, this will not be revised, but new data will be taken on for the May figures.
3 Consumer price inflation, UK - Office for National Statistics



https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/latest

goods price inflation remains at a lower rate of 1.7% (its highest rate since January 2024), albeit
rising from 0.6% in March. Core inflation (excludes energy, food, alcohol and tobacco) rose to
3.8% (from 3.4%).

The Bank of England (BoE) forecast inflation to rise to 3.7% in September (3.5% on average
over the third quarter), reflecting the increase in energy and water bills, indexation of bills such
as broadband and phone charges and the impact of higher employer NICs. Thereafter, their

baseline projection is for inflation to gradually fall back to around 2% by the start of 2027.

The Bank’s Monetary Policy Committee reduced the Bank Rate from 4.5% to 4.25% in May,
reflecting the underlying progress in disinflation and the range of risks to inflation in both

directions.?

UK Inflation Rate and Bank Rate
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Business Conditions

Business activity returned to growth in May as business optimism strengthens.

Business Activity

The RBS Growth Tracker for May indicated that private sector business activity grew for the first
time in six months, albeit marginally. The Business Activity Index rose to 50.5, its highest rate

since November last year (a reading above 50 indicates growing activity).®

The improvement in activity was underpinned by a slower decline in new business orders (49.7)
than has been indicated so far his year while staffing levels rose marginally (50.2), suggesting

further stabilisation following a period of modest reductions.

4 Monetary Policy Report - May 2025 | Bank of England
5 NatWest UK Regional Growth Tracker — May 2025 | NatWest Group



https://www.bankofengland.co.uk/monetary-policy-report/2025/may-2025
https://www.natwestgroup.com/news-and-insights/news-room/press-releases/economic-analysis/2025/jun/natwest-uk-regional-growth-tracker-may-2025.html

e Business sentiment also strengthened in May, with the Business Optimism Index rising to 60.7,

its highest level since October 2024, indicating growing confidence among firms about future

conditions.
Scotland Business Activity
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Business Concerns

e The latest Business Insights and Conditions Survey (BICS) for June indicates a slight shift in
business concerns in recent months. Falling demand for goods and services returns to being the
most commonly cited main concern by businesses (17.3%, up from 14.7% in May), while
taxation as a main concern has fallen to 10.4%, down from its recent peak of 18% in April as the

increase in employer NICs was implemented.®

Main Business Concerns

—a— Taxation — Falling demand of goods and services

——|nflation of goods and services prices — —Energy prices
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Source: SG analysis of ONS BICS data

6 BICS weighted Scotland estimates: data to wave 132 - gov.scot



https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-132/

Overall, the share of businesses reporting inflation, energy prices and falling demand for goods
and services has remained relatively stable over the past year. The share of businesses
reporting no major concerns rose to 18.4% in June, up from 15.4% in May, indicating a recovery
in overall business sentiment following a dip in recent months and is consistent with the recent

improvement in business sentiment in the Growth Tracker.

Business Costs

The easing of some business concerns is partly reflected in cost expectations. BICS data
indicates the proportion of businesses considering price increases fell sharply from 40.3% in May
to 20.7% in June with a corresponding rise in the share of businesses reporting prices will stay
the same (59.7%).

Labour costs remained the most frequently mentioned driver of businesses considering raising
prices (40.6%) followed by raw material prices (18.2%). However the overall increase in the

share of businesses not considering raising prices indicates a greater degree of price stability.

Factors causing businesses to consider raising prices

—e—Labour costs =——Energy prices = =Raw material prices ==+ Finance costs
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The recent indications of increased stability in cost pressures are also reflected in the RBS
Growth Tracker data, showing that while input prices continued to rise in May, the pace at which

they rose slowed to 61.5, its lowest rate since December 2024.

Business Optimism

The RBS Growth Tracker reports that business expectations for the year ahead remain positive,
with optimism improving in June to 60.7, up from 58.2 in April, and marking its highest level since
October 2024.



¢ While this represents a continued upward trend, optimism remains below the levels observed
through much of 2024, suggesting that businesses are cautiously optimistic amid ongoing

economic uncertainty.

e Latest BICS data for May presents a more mixed picture. The share of businesses expecting
performance to improve over the next 12 months fell marginally to 31.0% (from 31.5% in April).
Similarly, the share of businesses expecting performance to decrease fell from 13.6% in April to
10.7%. Instead, the share of businesses reporting that they expect performance to stay the same
rose to 41.7%, from 39.1%. This suggests a greater degree of stability in the overall business

outlook, with fewer firms anticipating deteriorating conditions.

Business performance expectations for the next 12 months
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Labour Market

Unemployment rose to 4.2% in the three months to April, while earnings continued a
trend of positive real terms growth.

Employment, Unemployment, and Inactivity

e There remains underlying resilience in the labour market in the first half of the year with some

indications of loosening and stabilisation in recent months.

e The latest data (3-months to April) from the Labour Force Survey (LFS) shows that the
unemployment rate in Scotland rose 0.4 percentage points (p.p) over the quarter to 4.2%,
although is down 0.6 p.p when compared to the same time in 2024. Scotland’s employment rate

10



rose over the quarter by 0.9 p.p. and by 2.1 p.p over the year, to 75.0%. The inactivity rate fell by
1.3 p.p over the quarter and by 1.8 p.p over the year to 21.6%."8

Scotland's Labour Market
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e Wider labour market indicators suggest some loosening over the past year. Latest RTI data
shows that there were 2.44 million payrolled employees in Scotland in May, down by 0.3% (c.

7,800 employees) from April, and by 0.9% (c. 22,800 employees) annually.®

Payrolled Employees and Claimant Count in Scotland
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7 Labour market statistics - gov.scot (www.gov.scot)

8 The ONS notes that the Labour Force Survey (LFS) estimates have been affected by increased volatility, resulting
from smaller achieved sample sizes, meaning that estimates should be treated with caution, and are working towards an
online-first Transformed Labour Force Survey (TLFS), which is viewed as the long-term solution to the falling response
rate.

9 Earnings and employment from Pay As You Earn Real Time Information, seasonally adjusted - Office for National
Statistics

11


https://www.gov.scot/collections/labour-market-statistics/
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/realtimeinformationstatisticsreferencetableseasonallyadjusted
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/realtimeinformationstatisticsreferencetableseasonallyadjusted

However, Scotland’s claimant count unemployment rate has remained relatively stable at 3.5%
in May, unchanged from April and down by 0.1 p.p (c. 1,500 claimants) over the year to 106,947

claimants.0

Recruitment Activity

Business survey evidence suggests further stabilisation in recruitment activity, with fewer

businesses reporting changes in employment levels compared to recent months.

Online vacancies data for April shows that there were c. 42,325 newly advertised jobs online in
Scotland, down 10.9% from March and down 9.5% over the year from April 2024. In the UK as a

whole, online job adverts fell 15.7% over the year.""

Textkernel New Online Adverts
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Most recently, BICS data show the share of businesses expecting employee numbers to remain
unchanged rose to 65.6% in June, up from 63.4% in May. The share of businesses expecting
employee numbers to increase fell from 20.4% to 17.2%, similarly businesses reporting that they

expect a decrease in the number of employees also fell moderately from 11.5% to 10.8%.

These trends suggest some loosening with hiring intentions having softened slightly. Additionally
fewer businesses are planning to reduce headcount, indicating a more stable employment

outlook.

10 Nomis - Official Census and Labour Market Statistics
11 Textkernel new online job adverts - Office for National Statistics

12


https://www.nomisweb.co.uk/
https://www.ons.gov.uk/economy/economicoutputandproductivity/output/datasets/textkernelnewonlinejobadverts

Business expectations for number of employees
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e Wider business survey data further indicates stabilisation with the Growth Tracker business
survey showing that, on balance, Scottish businesses reported marginal job creation in May,

following four months of reducing headcount.
Earnings

e Labour earnings have continued a trend of positive real terms growth, albeit at a slower pace
than in 2024 with the recent easing of real earnings growth partly reflecting the pick-up in

inflation.

Scotland PAYE Median Earnings Annual Growth
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e Nominal median monthly PAYE pay in Scotland was £2,542 in May, and grew by 5.3% on an
annual basis, with the pace of growth unchanged from April. The pace of nominal growth is
slightly lower than the average annual rate in 2024, however has been more stable over the past

year following the volatility in recent years. Real terms comparisons are only possible up to April,

13



where lower nominal earnings growth and rising inflation resulted in annual real-terms median

earnings growth falling to 1.8%, down from 3.2% in March.'?

Looking ahead, earnings growth is expected to further moderate. The Bank of England Decision
Maker’'s Panel (DMP) reported annual UK wage growth of 4.7% in the 3-months to May and

anticipated year-ahead wage growth of 3.7%."3

Consumer Activity

The Scottish Consumer Sentiment Indicator fell in April to its lowest level in two years.

Consumer Sentiment

The Scottish Consumer Sentiment Indicator reflects how people feel the economy is performing,
how secure they feel about their household finances and how relaxed they feel about spending

money.

Consumer sentiment further weakened in April, following a period of declining sentiment in the
first quarter of the year and the latter part of 2024. In April, the Scottish Consumer Sentiment
Indicator fell by 6.4 points to -14.3, its lowest net balance since April 2023."4

Scottish Consumer Sentiment Indicator

When the indicator is above (below) zero, consumer sentiment is on balance positive (negative).
30 When the indicator is rising (falling), consumer sentiment is improving (weakening).
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This fall in consumer sentiment was driven by a fall in all five sub-indicators of sentiment
regarding current and future economic performance and household financial security, and

attitudes to spending. Sentiment regarding the performance of the economy has weakened to a

12 Earnings and employment from Pay as You Earn Real Time Information, seasonally adjusted - Office for National
Statistics (ons.gov.uk)

13 Monthly Decision Maker Panel data - May 2025 | Bank of England
14 Economy statistics - gov.scot (www.gov.scot)
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https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/realtimeinformationstatisticsreferencetableseasonallyadjusted
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/realtimeinformationstatisticsreferencetableseasonallyadjusted
https://beta.bankofengland.co.uk/decision-maker-panel/2025/may-2025
https://www.gov.scot/collections/economy-statistics/#scottishconsumersentimentindicator(scsi)

greater extent than sentiment on personal household finances and spending, narrowing the gap

in sentiment between these sub-indicators seen in recent years.

e The current economic performance and household finances indicators saw the largest falls,
month on month, dropping by 8 points to -10.8 and 7.4 points to -15 respectively. The attitudes to
spending indicator remains the most negative, falling 6.3 points to -28.1. Expectations indicators
also fell and remain negative, although the decrease in sentiment was smaller than for the other

indicators.

¢ The negative net balances indicate that, compared to a year ago, households increasingly feel
the economy is performing worse and their household finances are less secure, with

expectations that this will continue in the next 12 months.

Scottish Consumer Sentiment Indicator
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e This fall is in line with consumer sentiment at a UK level, with the GfK indicator falling by 4
points to -23, driven by falling sentiment on economy-related measures, and attributed by GfK to

tariff concerns and household cost increases (including utilities, council tax and stamp duty).'®
Spending and Cost of Living

e At a GB level, retail sales rose in both volume (1.8%) and value terms (1.6%) over the 3-months

to April and have risen 2.6% and 2.8% respectively on an annual basis.'®

15 UK Consumer confidence down four points in April to -23 - NIQ
16 Retail sales, Great Britain - Office for National Statistics

15


https://nielseniq.com/global/en/news-center/2025/uk-consumer-confidence-down-four-points-in-april-to-23/
https://www.ons.gov.uk/businessindustryandtrade/retailindustry/bulletins/retailsales/april2025

GB Retail Sales
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More stable inflation expectations and reductions in interest rates are providing improving
conditions for consumption, though the full benefits continue to feed through gradually, and cost

of living challenges and weaker sentiment are continuing to impact households.

As the gradual easing of monetary policy feeds through into economic activity, latest Bank of
England data for April shows that the effective interest rate on the total stock of mortgages (new
and existing) has risen marginally, from 3.84% in March to 3.86% in April, with the effective
interest rate on new mortgages remaining largely stable at 4.49%, from 4.5%. In May, an
average 2-year 75% loan-to-value mortgage offered a rate of 4.19%, down from 4.42% in April,
suggesting the gradual pass-through of lower interest rates on the economy is resulting in lower

mortgage costs for some households.

Bank Rate and Mortgage Effective Interest Rates
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Economic Outlook

The outlook for Scottish GDP growth has been revised down in line with latest

forecasts for the UK as a whole.

¢ The economic outlook has been notably impacted by the recent developments in global trade
tensions and increased economic uncertainty which is expected to weigh on economic activity

and sentiment.

¢ In May the Scottish Fiscal Commission (SFC) forecast Scottish GDP growth to slow to 1.1% in
2025, down from 1.2% in 2024, before rising to 1.8% in 2026 and 1.7% in 2027. This is a more
moderate outlook for growth than previously forecast in December, reflecting a similar pattern of
downward revisions to UK and global growth forecasts and now is broadly in line with the OBR

forecast for the UK.17

Scotland GDP and Forecast

m Qutturn  ©SFC Forecast May 2025
10%

o Il_-m@@w@w

-2%

4%

Annual growth rate

-6%
-8%
-10%
-12%

-14%
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

e Similarly, the latest HMT average of new independent UK forecasts shows that UK GDP growth
is expected to moderate slightly to 1% in 2025 before strengthening to 1.1% in 2026 while

inflation is expected to moderate next year following the short term rise during this year.'®

17 Scotland’s Economic and Fiscal Forecasts — May 2025 | Scottish Fiscal Commission
18 Forecasts for the UK economy - GOV.UK

17


https://fiscalcommission.scot/publications/scotlands-economic-and-fiscal-forecasts-may-2025/
https://www.gov.uk/government/collections/data-forecasts

UK GDP and Inflation Forecasts (May 2025)
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e This is set against a challenging backdrop in which the global economy is forecast to slow this
year. Most recently in June, the OECD forecast global growth to slow from 3.3% in 2024 to 2.9%
in 2025 and 2026."9

e Overall, the downward revisions to the growth outlook reflects the downside risks from the sharp
increase in tariffs and trade uncertainty more broadly, alongside the weakness in business and
consumer confidence. The risks to the inflation outlook remain two-sided, which together

presents a challenging economic landscape to navigate over the coming year.
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https://www.oecd.org/en/publications/oecd-economic-outlook-volume-2025-issue-1_83363382-en.html
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