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All major global economies reported growth in the final quarter of 2021 as generally looser COVID restrictions led to a rebound
in consumer spending, despite rising COVID infections in some countries late in the quarter.

SUMMARY

The UK economy expanded by 1.0% in the final quarter, bringing annual growth in 2021 to 7.5%. Recent business surveys suggest
business activity has regained momentum following disruption caused by the Omicron outbreak in December.

Scottish economic output rose above its pre-pandemic level for the first time in November, following a similar pattern as the rest of
the UK. Business activity also appears to have navigated the Omicron outbreak largely unscathed, expanding for an eleventh
consecutive month in January.
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Demand for workers remains strong, and businesses appear increasingly confident to hire permanent staff.

Businesses across most industry sectors continue to report recruitment difficulties, inflationary pressures (rising energy, staff
and raw materials costs), and some supply chain disruption. Around a quarter of exporters are exporting less than normal.

The biggest opportunities reported by businesses over the next year are around new markets, products and international
growth.
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Global GDP is likely to continue to recover in 2022 but at a slower pace than previously expected, reaching 4.4%.The recovery
has been adversely affected by the latest COVID-19 outbreak, along with continued supply disruptions and rising energy prices
which have led to higher than anticipated rates of inflation, most notably in the US, which is likely to negatively impact consumer
spending.
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The latest independent forecasts for Scotland predict GDP growth of around 4.8% in 2022.
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Global/UK

= All major economies grew in the final quarter of 2021 as In the UK, ongoing quarterly growth masked disruption caused by the
< consumer spending rebounded, despite rising COVID cases in Omicron variant in December. The economy grew 7.5% over 2021 as a
= some countries towards the end of the year. whole, led by a strong rebound in Spring when lockdown restrictions
) were lifted.
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https://www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/gdpfirstquarterlyestimateuk/latest
https://www.markiteconomics.com/Public/Home/PressRelease/e556a84dfa984e22a22a97fe81f197b8
https://data.oecd.org/gdp/quarterly-gdp.htm
https://www.markiteconomics.com/Public/Home/PressRelease/540578deb06a4f2399fced0d6c8269aa
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Scotland

Scotland’s GDP grew by 0.8% in November
as output rose above its pre-pandemic level
of February 2020 for the first time.

Monthly % Change in GDP
2021
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-1 Monthly Change (Oct-Nov 2021)
Scotland: +0 8%
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The latest labour market data for Scotland

Private sector business activity expanded for
an eleventh consecutive month in January,
although supply issues again appeared to
weigh on manufacturers.
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A downward trend in the proportion of
businesses reporting reduced turnover also
masks ongoing challenges in consumer-
facing sectors.

Estimated % of Scottish Businesses
Reporting Reduced Turnover
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Jan 10th - Jan 23rd, 2022
ALL BUSINESSES: 28.8%
Accommodation & Food: 59.2%
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EMPLOYMENT 74.1%

UNEMPLOYMENT 4.1%
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QCONONHC INACTIVITY 22.6%
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https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-48/
https://www.markiteconomics.com/Public/Home/PressRelease/9d2e2f8852fb47589fb0c72da6720c9f
https://www.markiteconomics.com/Public/Home/PressRelease/dfb389fcf6e5467889d635809b6d7087
https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-48/
https://www.gov.scot/publications/monthly-gdp-november-2021/
https://www.gov.scot/publications/labour-market-trends-february-2022/

Scotland

The cost of energy has rapidly become the most common concern
among Scottish businesses, with 1 in 5 even expecting to reduce
activity due to price increases.

SUMMARY

Most Common Concerns Among Businesses
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Current COVID
Measures

Cost of Energy Frice of Inputs

Staff _shortages continue to impact virtually all sectors, and
vacancies are proving increasingly difficult to fill.

% of Scottish Businesses Experiencing Worker Shortage
Jan 10th - Jan 23rd, 2022
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Consfruction
Accommodation & food

ALL BUSINESSES
Manufacturing
Arts & recreafion

Transport & storage

% of Businesses
Reporting Vacancies
More Diffiicult to Fill:
38.3%

Wholesale & retail
Prof & scientific

Information & communication
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Admin & support services

0% 10% 20% 30% 40% 50%

Insights & Economics

40% of businesses reported increased input prices in January,
but not all are passing increased costs on to customers - eroding
margins and potentially undermining future working capital.

Estimated % of Scottish Businesses
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Many businesses are responding to staff shortages by
increasing hours or recruiting temporary workers, but a
significant proportion have simply been unable to meet
demand.

Operational Impact, % of Scottish Businesses

75% Experiencing Worker Shortage
Jan 10th - Jan 23rd, 2022
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hours business
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https://fraserofallander.org/wp-content/uploads/2022/02/21945-Fraser-of-Allander-Q4-2021-Scottish-Business-Monitor-Report-FINAL.pdf
https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-48/
https://www.britishchambers.org.uk/news/2022/01/record-high-in-firms-reporting-difficulty-finding-staff-quarterly-recruitment-outlook
https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-48/
https://www.gov.scot/publications/bics-weighted-scotland-estimates-data-to-wave-48/

Feedback from Scottish Enterprise Customers
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Workforce

SE Business Trends Survey Findings

In January, 42% of responding businesses were confident in
Scotland’s economic outlook, with 12% not confident. The
remaining 46% were uncertain.

Ongoing challenges associated with COVID-19 and Brexit are.
cited as the most common reason for uncertainty.

However, when asked about their own performance in the next 6
months, businesses are more positive with the majority.
expecting turnover, employment, exporting and profitability all to
increase.

Drivers of future growth are expected to be increasing demand.
for products and services, new businesses opportunities (e.g.

£ 0 = entering new markets) and launching products or services.
E = ugJ « Conversely, the biggest challenges over the same period are
& g = expected to be around recruiting staff, cost pressures, including.
Omi rising energy prices, and supply chain disruptions.

Brexit

« Some businesses continue to face challenges with
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exporting customs paperwork, in particular the amount of time*
taken to process forms.

Businesses also continue to report export delays at ports if there
are any discrepancies in paperwork.
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Staff shortages are one of the most consistent and important
challenges currently facing businesses. Many businesses
across all sectors are having recruitment difficulties as activity
returns to normal.

A key cause of recruitment challenges cited by businesses is the
lower availability of EU nationals that has significantly reduced
the pool of potential staff.

Businesses are also struggling to find multilingual staff —
particularly those with a specific skill set e.g. languages and
financial services skills.

Low availability of staff means many businesses are resorting to
‘poaching’ workers from other employers. And some businesses
are offering financial incentives (e.g. ‘golden hellos’, bonuses,
etc) to attract and retain staff.

Staff shortages and recruitment challenges are putting upward
pressure on wages. However, some businesses are struggling to
pay higher wages, and are seeking to renegotiate contracts with
customers to raise prices to offset rising labour costs.

Businesses also expect April's increase in the national living
wage and national insurance tax rise to be a further challenge
to wage costs.

Some businesses report that lack of staff is impacting on their
ability to operate at full capacity.

Scottish Enterprise



https://venngage.net/pl/qwuuklPDHvk
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Workplace

A hybrid working model continues to be offered by
businesses which allows a combination of home working
and office working.

Many businesses are renovating and improving their
workplaces to encourage workers back in. Others are
developing collaborative working spaces to boost
innovation and productivity.

Energy prices, supply costs and supply chains

Businesses are experiencing or bracing themselves for
higher costs from rising raw materials and energy prices.

However, many are not yet seeing the full impact of rising
energy prices as they have fixed contracts in place.

Supply chain issues (delays and costs) are ongoing —
particularly for goods/materials that are imported from
China — due to the lack of global containers, increased
shipping costs and port duties (one company reported the
cost of a container has risen from a norm of $1,800 to
$22,000).

Most businesses expect delays in getting supplies to
continue, and this may impact on timescales for some
projects and contracts.

Insights & Economics

Some small businesses report that they struggling to compete with
large businesses for raw materials (e.g. glass and cardboard), as
suppliers are tending to prioritise larger business customers.

Some businesses are having to re-negotiate contracts with clients
due to higher input and raw material costs.

Rising costs of production and upward pressure on wages are both
having a negative impact on working capital for some businesses.

Some businesses report that they still not running at full capacity
due to ongoing supply chain problems.

Sectors

Many oil & gas supply chain businesses are looking to diversify into
offshore wind and the development of heat pumps.

Life sciences businesses have generally performed very well during
the pandemic, and have increased investment (e.g. additional
warehouse space, manufacturing facilities etc). Some have, though,
struggled to find staff.

Fuel is the biggest cost for tour operators, and some report that this
has risen by one third in a year.

Construction businesses report delays in processing planning
applications, due to council planning departments’ staff shortages,
and this could result in delays to building projects.

Scottish Enterprise




Economic Forecasts

Global Forecasts

The latest IMF forecast suggests global GDP is likely to continue
to recover in 2022, but at a slower pace than previously
expected, reaching 4.4%.

SUMMARY

Global economic recovery has been adversely affected by the
Omicron variant, with many major economies reintroducing
further restrictions. Continued supply disruptions and rising
energy prices have also led to higher than anticipated inflation,
which is likely to negatively impact consumer spending.
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KPMG GDP Growth Forecasts, January 2022 (%)
10 2021 m2022
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IMF GDP Growth Forecasts, January 2022 (%)
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Scottish Forecasts

KPMG is forecasting economic growth of 4.8% in Scotland over 2022

compared to 3.8% for the UK, reflecting recovery from more stringent
restrictions north of the border.

Growth is expected to gradually slow over the next few years as a result
of both demand and supply side pressures. Elevated inflation, rising
taxes and borrowing costs are likely to squeeze households’ purchasing
power, while ongoing supply chain issues and a tight labour market may
act as constraints on growth. Growth is expected to pick up across all
UK regions after March 2022.
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https://assets.kpmg/content/dam/kpmg/uk/pdf/2021/12/regional-economic-outlook-january-2022.pdf
https://www.imf.org/en/Publications/WEO/Issues/2022/01/25/world-economic-outlook-update-january-2022

