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Recovery has come with rising prices 

UK GDP grew by 7.4% in 2021, after 
contracting by 9.7% in 2020. The recovery was 
driven largely by private and government 
consumption, with a negative contribution from 
net exports. Growth was 0.9% in Q3 and 1.3% 
in Q4, giving a large statistical “carryover” of 
nearly 2.7% for GDP for 2022. Inflation rose 
sharply from mid-2021 and continued to 
increase in early 2022 to 7% in March, pushed 
up mainly by higher prices for energy, fuels and 
other tradeable goods. 

     

Low growth momentum in 2022 and 2023 

The UK saw a spike in COVID-19 cases in early 
2022 as the Omicron variant took hold. New 
cases then fell back quickly, and all remaining 
restrictions were eliminated in late February 
and March. The UK then saw a steep increase in 
deaths in April, much higher than either the US 
or EU. No further lockdowns are assumed over 
the forecast period, though the virus remains a 
risk factor for the outlook, unless deaths 
subside rapidly. Survey data (PMIs) for services 
showed a clear boost in February from the end 
of COVID restrictions, and manufacturing PMIs 
have been buoyant. However, both weakened in 
March following the Russian invasion of 
Ukraine. Consumer confidence has declined 
steadily from the start of the year, and is now 

at levels last seen during the global financial 
crisis in 2008. Monthly GDP figures show the 
UK economy grew by 0.8% m-on-m in January, 
but stalled in February, expanding by just 0.1%.  

GDP is expected to grow only slowly during 
2022, with private consumption being 
negatively affected by higher inflation, 
weakening sentiment, and fiscal and monetary 
tightening. The Chancellor’s March Spring 
Statement carried through with planned rises to 
National Insurance rates, while not uprating 
welfare benefits to fully reflect higher inflation. 
Additional reliefs to households to cope with 
the higher cost of living were also limited. Gas 
supplies a higher share of total energy in the 
UK than in most EU countries, and higher 
energy prices will cut deeply into household 
incomes from April, and again in October, as 
the regulatory price caps on fuel bills increase. 
Higher taxes and prices will both reduce real 
household disposable income with stronger 
effects for those on lower incomes, although 
consumption will be supported to some extent 
by a projected fall in the household saving rate 
back to close to pre-pandemic levels.  

While slowing down substantially as compared 
to 2021, government consumption is still 
projected to contribute positively to growth in 
2022 and 2023. Business investment is 
forecast to see some pick-up in 2022, as firms 
make use of the temporary “super-deduction” 
which allows an offset of 130% of eligible 
spending and which is due to end by April 
2023. Nevertheless, the strength of this 
investment response is highly uncertain, given 
the worsening outlook, rising interest rates, and 
supply side constraints. Both imports and 
exports are projected to grow only slowly over 
the forecast horizon, with net exports making 
small negative net contributions to growth. GDP 
is expected to grow by 3.4% in 2022 and by 
1.6% in 2022. 
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During 2021, the UK economy clawed itself back from the 2020 slump induced by the pandemic, 
coming close to pre-pandemic output levels by end year. Looking ahead, growth is expected to be 
sluggish as high energy prices and tighter fiscal and monetary policy weigh on disposable 
incomes and private consumption. Inflation is set to remain high, as the economy grapples with a 
combination of supply side bottlenecks, high commodity prices and tight labour market.  
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The labour market has tightened 

The labour market is tight, with vacancies at 
high levels. The end of the pandemic furlough 
scheme in September 2021 did not noticeably 
increase unemployment, which fell to 3.8% in 
February 2022, the same as pre-pandemic. 
Participation rates and total employment are 
however around 1pp lower than pre-pandemic. 
The unemployment rate is projected to remain 
broadly stable over the forecast horizon. The 
Bank of England has raised the base rate four 
times since December to 1%, and markets 
expect further rises of around 125 basis points 
in 2022, given the low level of labour market 
slack, and inflation well above the 2% target 
level. Nominal wages are rising at around 5%, 
below inflation, but pay settlements and 
inflation expectations have been edging up 

Higher inflation is in store  

Consumer price inflation is forecast to increase 
further and peak in late 2022, mainly due to 
the increase in energy prices and (regulated) 
price caps. Inflation is then expected to fall 
back in 2023 as energy prices soften and price 
pressures for tradeable goods ease as 
bottlenecks loosen. Overall, prices are expected 
to increase by 7.0% in 2022 and by 3.6% in 
2023. 

A narrowing deficit, but a larger state 

The UK government provided substantial fiscal 
support during the pandemic, with the public 
deficit expanding to 12.8% of GDP in 2020 and 
8.3% in 2021. The deficit should fall rapidly in 
2022 to around 3.9% of GDP and 2.3% in 
2023, as higher taxes and slower public 
spending growth take effect. However, both 
spending and tax revenue are expected to 
remain at high levels compared to the last 
decade, with tax receipts at close to 40% of 
GDP. 

Risks are tilted to the downside 

The UK has been hit by compounded shocks, 
including COVID-19, Brexit, and the impact of 
the Russian invasion of Ukraine. The response 
of consumers to falling real incomes in a highly 
uncertain environment may be to reduce 
consumption more than expected, while the 
response of private investment to existing and 
possible new policy measures - already hinted 
at in the Chancellor’s Spring statement -  could 
surprise on the upside or downside. A 
deterioration in the domestic COVID-19 
situation remains a risk. Finally, supply 
constraints could prove longer lasting than 
assumed, increasing inflationary pressures, and 
heightening risks of a wage-price spiral. 

 
 

           
 
 

bn GBP Curr. prices % GDP 02-17 2018 2019 2020 2021 2022 2023

2317.1 100.0 1.7 1.7 1.7 -9.3 7.4 3.4 1.6

1424.4 61.5 1.8 2.4 1.3 -10.6 6.2 4.8 2.0

511.3 22.1 1.8 0.4 4.2 -5.9 14.3 3.6 1.4

395.8 17.1 2.0 -0.1 0.5 -9.5 5.9 3.0 2.2

625.4 27.0 2.9 2.8 3.4 -13.0 -1.3 5.3 1.2

654.5 28.2 3.2 3.1 2.9 -15.8 3.8 5.8 2.3

2305.1 99.5 1.6 1.5 2.5 -10.1 8.5 3.5 1.6

1.9 1.6 1.7 -9.6 8.0 4.3 1.9

0.0 -0.4 -0.1 -0.6 0.8 -0.4 0.0

-0.2 -0.1 0.1 1.0 -1.4 -0.2 -0.4

0.9 1.2 1.1 -0.5 -0.8 0.9 1.0

Unemployment rate (a) 6.0 4.1 3.8 4.5 4.5 4.0 4.0

2.9 2.5 4.2 2.2 5.4 4.5 3.0

2.1 2.1 3.6 12.1 -2.7 2.0 2.4

8.1 4.8 4.6 14.0 10.4 3.9 4.4

2.1 2.0 2.0 5.1 0.3 3.8 2.6

2.1 2.3 1.7 1.0 2.5 7.0 3.6

0.7 0.8 1.1 -2.3 1.3 -8.6 -0.2

-5.9 -6.5 -6.1 -6.0 -6.7 -8.6 -8.8

-3.4 -3.9 -2.7 -2.5 -2.6 -4.6 -4.9

-4.9 -2.2 -2.4 -13.1 -8.3 -3.9 -2.3

: : : : : : :

62.7 84.5 83.8 102.5 102.8 100.2 98.4

Structural budget balance (d)

General government gross debt (c)

 (a) as % of total labour force. (b) gross saving divided by adjusted gross disposable income.  (c) as a % of GDP. (d) as a % of potential GDP. (e)  CPIH is consumer 

price index which includes costs of owner-occupied housing

General government balance (c)

Employment

Compensation of employees / head

Unit labour costs whole economy

Saving rate of households (b)

GDP deflator

Trade balance (goods) (c)

Current-account balance (c)

Consumer price index (CPIH) (e)

Terms of trade goods

Contribution to GDP growth: Domestic demand

Inventories

Net exports

GNI (GDP deflator)

Table II.33.1:

Main features of country forecast - UNITED KINGDOM

2021 Annual percentage change

GDP

Private Consumption

Public Consumption

Gross fixed capital formation

Exports (goods and services)

Imports (goods and services)




