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GP visits keep GDP growing in October

Rory Macqueen

December 2021

“October saw growth supported by the continued normalisation of some consumer-facing services
sectors. By far the largest contribution came again from the health sector, with a further return to
face-to-face GP appointments and strong test-and-trace activity. Retail and travel agencies also
grew relatively rapidly, but hospitality fell back sharply after a strong September. Supply chain issues
may have been a factor in slower than expected October growth rate: something which will be
compounded by the emergence of the omicron variant, which will cause a rise in social distancing,
both mandated and voluntary, in December and early 2022. Its overall economic impact is likely to
be smaller than the first and second full lockdowns, but will delay the return of GDP to its pre-Covid
level.”

Rory Macqueen
Principal Economist, NIESR
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GDP grew only slightly in October, and growth was largely driven by the continuing
return to face-to-face NHS appointments. Supply chain problems are likely to have
been a factor in the lack of growth for manufacturing and the fall in construction

activity.

We forecast growth of 0.6 per cent in November, before significant concerns about
transmission of Covid-19 began to return, falling to 0.3 per cent in December.

Our overall forecast for the fourth quarter of 2021 is for growth of 1.0 per cent,
following 1.3 per cent in the third quarter. Omicron is expected to restrain growth in
the coming months but not to cause economic disruption anywhere near the scale of
2020, with households and businesses having adapted economic behaviour more with

each wave.

National Institute of Economic and Social Research
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Economic setting

The principal source of concern for the UK economy is now the omicron variant of Covid-19.
This could add further constraints to demand and supply, on top of the supply shortages which
became apparent during the autumn. ‘Plan B’ restrictions are likely to have a relatively small
macroeconomic impact but will affect consumer-facing services in December.

If the omicron variant is confirmed to pose problems for vaccine immunity it is likely to lead to
a significant degree of voluntary social distancing even if the government does not impose a
new lockdown. Either would affect the hospitality, transport and recreation sectors in
particular. If this persists, further support measures for businesses - such as furlough - will be
required to avoid widespread bankruptcies and/or redundancies.

The lockdown beginning in January 2021 had a far smaller effect on GDP than the first,
beginning in March 2020, partly due to different degrees of restrictions but also because
households and firms had adapted. Hence, there was a much greater set of systems for
homeworking, online ordering, takeaway services, click-and-collect and deliveries already in
place. This reduction in impact is only likely to have increased between then and any future
lockdown. Nonetheless, the combined impact on private and government sector finances is
likely to be greater than a no-lockdown scenario: this can be thought of as concentrating the
economic ‘pain’ in a shorter period of time rather than living with a permanently lower level of
output due to agents' reticence to return to pre-Covid activities.

Elsewhere, uncertainty about the true level of activity in the economy persists, with output-
based measures (on which our GDP Tracker is based) persisting in giving stronger readings than
those comprising the components of expenditure (consumption, investment, trade). NIESR’s
Autumn UK Economic Outlook, published last month, revised down our forecasts for growth
over the coming year, while revising up the outlook for inflation. We expect above-target
inflation to weigh on demand, offsetting much of the nominal wage gains experienced by those
in work. Following the cut to Universal Credit and announcement of an effective 2.5 per cent
rise in payroll taxes, fiscal policy is likely to provide a drag to growth at a time of constrained
real incomes and rising interest rates. Some optimism continues to be generated by the fact
that the furlough scheme seems to have come to an end without generating a large rise in
unemployment.

National Institute of Economic and Social Research niesr.ac.uk



http://niesr.ac.uk/publications/uk-economic-outlook-autumn-2021-recovery-stalling-not-soaring#.YYqdUWDP2Uk

Monthly GDP Tracker

December 2021

Figure 2.1 - UK daily Covid-19 statistics
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Source: Data.gov.uk. See coronavirus.data.gov.uk for further information.

Figure 2.2 - Google Mobility Indicators
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Source: Google, NIESR. Note: Baseline is median value for the day of the week Jan 3 - Feb 6 2020. Seven-day
rolling average.
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Figure 2.3 - Spending and hiring indicators.
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Source: ONS, BoE, Adzuna, MHCLG, NIESR.

High frequency indicators suggest that hiring remains close to record levels, with vacancies
partly due to labour shortages in certain sectors but also potentially thanks to the smaller
workforce post-Covid. Card spending has risen gradually since October but the construction
of new dwellings continues to decline relative to pre-Covid rates for the time of year.

Figure 3 - UK GDP growth (3 months on previous 3 months, per cent)
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News in latest ONS data

The monthly GDP data for October were weaker than we forecast in November, GDP growing
by just 0.1 per cent month-on-month instead of 0.4 per cent.

Figure 4 shows how our short-term forecasts for recent quarters have changed as new
information has become available.

Figure 4 - Evolution of the NIESR quarterly GDP forecast (3 months on previous 3 months,

per cent)
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Figure 5 shows a heat map of the data surprises across sectors in the monthly data, relative to
last month’s GDP Tracker, highlighting the sectors where the surprises are large relative to the
volatility of the output data. This month, there was again a positive surprise in government and
other services (which includes healthcare) and a negative surprise in extraction.

National Institute of Economic and Social Research niesr.ac.uk
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Figure 5 - Surprises in monthly data
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Note: Cells show forecast errors as a fraction of the standard deviation of errors for each series. Green cells are greater
than expected, red cells are less than expected.

Sectoral detail

The economy grew by 0.9 per cent in the three months to October compared with the previous
three months: slightly less than the 1.0 per cent growth forecast in our November Tracker
forecast. This was mainly driven by post-lockdown growth in the hospitality, arts and
recreation and administrative sectors. We now forecast output to grow by 1.0 per cent in the
fourth quarter of 2021.

Figure 6 - Contributions to quarterly GDP growth (percentage points)
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Services (80 per cent of GDP)

According to the latest ONS data, the services sector grew by 1.1 per cent in the three months
to October, nearly in line with the 1.2 per cent we forecast a month ago. This largely results
from growth in the arts and recreation, hospitality and admin sectors. Based on recent
developments we expect service sector activity to grow by 1.3 per cent in the fourth quarter
of 2021.

Figure 7 - ONS service sector growth (3 months on previous 3 months, per cent) compared with
swathe of business survey balances (standardised)
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Note: The shaded swathe shows the highest and lowest values each month of a range of business survey balances that have
been standardised so that they have the same mean and standard deviation as the quarterly growth of the ONS series.

Source: ONS, CBI, Markit, Bank of England Agents, EC, NIESR calculations.

The survey balances point to a pick up in the growth rate of activity in November, as shown by
the swathe of survey indicators in figure 7. The headline business activity balance in the IHS
Markit/CIPS UK services PMI registered 58.5 in November, down slightly from 59.1 in
October, though new business growth was the strongest since June. Internationally, the
JPMorgan Global Services Business Activity Index was unchanged in November at 55.6.

Production (14 per cent of GDP)

Production output grew by 0.5 per cent in the three months to October, slightly weaker than
the 0.7 per cent growth we forecast a month ago. The fastest growth was in mining and
quarrying, due to the reopening of oilfields following planned maintenance. We forecast that
production sector output will fall by 0.1 per cent in the fourth quarter of 2021, though output
in this sector is volatile and difficult to predict with accuracy on a quarterly basis.
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The production sector comprises manufacturing; mining and quarrying; electricity gas, steam
and air conditioning; water supply and sewerage; and oil and gas extraction. The largest of
these sectors is manufacturing, accounting for 10 per cent of GDP.

Manufacturing (10 per cent of GDP)

Within production, output in the manufacturing sector contracted by 0.1 per cent in the three
months to October, in line with the 0.1 per cent fall we forecast in November. A 10 per cent
fall from the manufacture of machinery and unclassified equipment was partially offset by a
rise of 9% in pharmaceuticals. Our forecast for the fourth quarter of 2021 is for manufacturing
to grow by 0.1 per cent.

The IHS Markit/CIPS UK manufacturing PMI rose to 58.1 in November from 57.8 in October:
a three-month high. The JPMorgan Global Manufacturing Output PMI was almost unchanged
at 54.2 in November.

Figure 8 - ONS manufacturing sector growth (3 months on previous 3 months, per cent)
compared with swathe of business survey balances (standardised)
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Note: The shaded swathe shows the highest and lowest values each month of a range of business survey balances that have
been standardised so that they have the same mean and standard deviation as the quarterly growth of the ONS series.
Source: ONS, CBI, Markit, Bank of England Agents, EC, NIESR calculations.
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Mining and quarrying (1 per cent of GDP)

Mining and quarrying is a small but erratic component of industrial production that can have
an influence on overall GDP growth. Output rose by 26 per cent in the three months to
October, slightly less than our November forecast of 28 per cent, thanks to reopening oilfields
after planned maintenance in the second quarter. We forecast growth of 0.1 per cent in the
fourth quarter of 2021.

Construction (6 per cent of GDP)

Output in the construction sector fell by 1.2 per cent in the three months to October, weaker
than the 0.4 per cent contraction we forecast a month ago; this was largely driven by a fall in
repair and maintenance and in new work. We expect construction output to fall by 0.6 per cent
in the fourth quarter of 2021.

The IHS Markit/CIPS construction PMI survey registered 55.5 in November, up from 54.6 in
October, the strongest reading since July.
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Note on data

The Office for National Statistics publishes three approaches to GDP at quarterly frequencies:
those based on output (which are used by NIESR’s GDP Tracker), expenditure and income.
There are generally small statistical discrepancies between them.

The output measure, consistent with monthly GDP estimates, diverged during 2020 from the
expenditure approach, as shown in Figure 9. While quarterly growth rates in 2021 have been
similar, the divergence in the first year of Covid-19 means that the pre-Covid level of GDP is
likely to be reached earlier if measured using the output-based approach than the expenditure-
based approach. This is in addition to any difference between measuring on a monthly or
quarterly basis.

Figure 9 - Different measurements of quarterly UK GDP during Covid-19
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Table 1 - Summary Table of GDP growth (2019=100)

Index of Services - Components Index of Production - Components
2019=100 GDP index Indexof Business Government  Distribution Transport Index of Electrieity Water Supply Index of Agriculture
Services servicesand  and other Hotels and Storage and Production | \p, oy facruring 87 Steamand - Min 10 Seweraeeand | Construction
finance services Restaurants Communications o Quarrying Waste
conditioning Manager
Latest weights 1000 796 136 61 7
339 217 133 108 102 15 6 3
Mar-20 924 922 98.0 88.0 849 93.0 934 93.1 99.9 79.7 998 936 952
Apr-20 75.0 768 88.7 72.9 521 788 74.1 69.1 903 76.9 923 546 83.0
May-20 77.] 782 88.7 732 594 798 787 754 89.5 792 927 597 836
Jun-20 843 84.8 916 771 793 862 875 853 947 85.6 982 73.0 852
Jul-20 90.9 912 932 874 93.1 90.1 926 917 1003 834 99.1 858 873
929 932 937 919 973 90.0 940 939 100.6 804 987 879 892
945 949 953 962 95.7 90.6 947 95.0 100.7 785 99.0 90.8 910
952 95.5 958 970 942 933 955 96.4 98.0 79.0 995 925 915
93.0 925 955 94.0 834 922 96.5 98.1 983 75.7 995 933 910
939 938 96.7 94.1 87.9 92.1 963 97.0 1010 779 1004 919 898
917 913 96.5 902 79.6 92.1 949 952 1025 75.1 1011 910 887
924 918 96.7 902 82.1 915 955 96.1 1028 72.0 1027 942 883
943 937 979 942 843 925 96.6 974 102.0 735 044 987 883
97.0 97.1 96.9 99.6 96.4 934 962 979 1034 624 1033 99.1 90.0
May-21 976 979 96.9 100.7 1002 935 97.1 98.0 109.6 644 103.1 976 911
Jun-21 99.0 99.7 98.1 104.0 102.6 936 96.5 979 1077 586 1043 98.0 924
Jul-21 988 99.5 975 1019 945 96.8 975 1043 69.9 105.6 96.8 924
Aug-21 99.0 99.6 976 103.1 103.6 95.1 9738 978 1026 825 105.1 96.1 917
Sep-21 99.5 1003 983 1052 103.1 94.6 974 977 1010 818 1047 973 913
Oct-21 99.6 1006 984 106.2 1028 9622 96.8 976 1010 77.7 1053 956 914
Nov-21 1002 1012 985 106.5 102.9 963 973 977 015 78.1 105.5 962 917
Dec-21 1005 015 988 106.9 103.0 96.5 976 98.1 1016 786 105.6 96.6 919
Percentage change,3 months on previous 3 months
Mar-20 25 26 07 37 -4.1 3.0 24 23 44 47 0.6 2.1 77
Apr-20 -110 -10.6 45 -39 209 92 103 -22 69 63 24 172 -12.1
May-20 187 -18.1 85 236 -34.9 -155 -17.0 206 83 75 47 299 -15.2
Jun-20 193 -183 99 237 335 -15.9 174 215 8.8 32 54 356 -16.0
Jul-20 5.7 57 47 9.7 26 54 28 38 -19 28 05 -114 82
Aug-20 9.7 89 11 95 373 58 13 14.0 57 58 39 18.7 0.0
Sep-20 177 16.5 49 234 499 10.6 17.1 221 9.9 02 48 412 6.2
Oct-20 2.0 116 4.1 199 239 70 9.8 13.0 52 -4.1 25 24.1 6.1
Nov-20 54 5.1 29 2.0 13 37 46 6.9 05 65 0.7 121 45
Dec-20 14 0.9 2.1 35 72 25 25 39 -14 40 09 50 18
Jan-21 -14 -2.]] 14 24 126 0.9 12 18 08 39 13 18 08
Feb-21 -7 2.1 12 44 8.7 0.1 0.0 04 3.1 35 2.1 02 24
Mar-21 -13 -18 11 3.7 73 0.5 05 -10 34 52 29 22 26
Apr-21 18 18 10 20 4.7 04 02 04 2.1 9.1 3. 57 -1
May-21 39 43 0.6 73 s 13 L1 17 28 -110 22 10
Jun-21 55 65 03 108 216 16 10 18 44 -16.0 08 3.
Jul-21 4.1 5.1 03 88 159 15 07 07 43 72 08 35
Aug-21 27 35 05 57 9.7 14 04 0.0 0.1 53 14 26
Sep-21 13 16 05 27 3.1 13 08 03 -4.0 263 15 07
Oct-21 09 L1 0.6 18 16 L5 06 0.1 53 255 07 05
Nov-21 0.9 Ll 0.7 2.1 02 14 0.1 0.1 35 2.6 0.1 0.6 08
Dec-21 10 13 08 23 0.0 17 0.1 0.1 -12 0.1 03 06 02
Percentage change, month on same month in previous year
Mar-20 75 73 -15 -112 -15.1 63 8.7 -89 62 322 0.1 68 3.
Apr-20 248 228 -10.8 265 -48.0 214 253 -30.1 9.1 248 -8.1 -45.7 -10.7
May-20 228 216 -10.9 264 -40.7 2200 215 247 -115 2202 83 -40.6 -119
Jun-20 -158 -152 8.1 230 209 142 -12.1 146 73 5.0 33 -26.6 23
Jul-20 94 9.1 7.1 2.6 72 108 73 8.6 02 -1L1 -14 144 142
Aug-20 73 712 -70 8.6 26 -10.0 -5.1 55 22 38 -19 25 -159
Sep-20 58 56 5.1 44 46 -10.1 49 47 03 -182 08 93 -17.1
0ct-20 52 52 5.0 37 56 74 46 -43 65 -4 03 63 175
Nov-20 7.0 17 43 73 -16.3 74 28 -14 73 -39 03 62 -16.9
Dec-20 62 -6.7 36 75 2.0 7.6 26 25 28 8.1 13 72 -13.9
Jan-21 8.7 94 -12.0 213 7.0 39 45 11 -8 08 82 144
Feb-21 17 8.7 -7 -18.6 76 33 -4.0 3.1 -15.2 34 42 -124
Mar-21 2.1] 16 70 0.7 05 34 46 21 18 46 54 72
Apr-21 293 264 366 85.0 185 298 417 145 -18.9 119 815 8.4
May-21 26.6 252 376 68.7 172 234 300 225 -18.7 112 635 9.0
Jun-21 174 176 349 294 8.6 103 48 3.7 315 62 342 85
Jul21 87 9.1 46 92 9.5 49 45 63 4.0 -162 6.6 238 58
Aug-21 6.6 6.9 42 22 6.5 57 4.0 42 20 26 65 9.3 28
Sep-21 53 57 3.1 9.4 7.7 44 29 28 03 42 58 72 03
Oct-21 4.6 53 27 9.5 9.1 3.1 14 12 3.1 -16 58 34 0.1
Nov-21 78 9.4 31 133 234 45 08 04 33 32 6.0 3.1 07
Dec-21 7. 82 22 136 17.1 48 13 L1 05 08 5] 5] 23
Percentage change, month on previous month
17 83 23 -39 -15.9 -6.1] 55 70 02 6.1 05 48 5.6
-188 -16.7 95 172 -38.6 -153 207 258 9.6 35 75 -417 28
28 18 0.0 04 14.0 13 62 9.1 09 3.0 04 9.3 07
93 84 33 53 335 8.0 1.2 3.1 58 8.1 59 223 19
78 75 17 134 174 45 58 75 59 26 0.9 175 25
22 22 05 5.1 45 0.1 15 24 03 36 04 24 22
17 18 17 4.7 -16 0.7 0.7 12 0.1 24 03 33 20
07 06 05 08 -16 3.0 08 15 27 06 05 19 05
23 -3.1] 03 -3 -115 -12 10 18 03 42 0.0 09 05
10 14 13 0.1 54 0.1 02 -1l 27 29 09 -15 -13
23 27 02 4.1 94 0.0 -15 -19 15 36 0.7 -10 -12
08 05 02 0.0 3.1 07 0.6 09 03 4.1 16 35 05
2.1 2.1 12 44 27 L1 12 14 08 21 17 48 0.0
29 36 -10 57 44 10 04 05 14 -15.1 -11 04 19
0.6 08 0.0 L1 39 0.1 09 0.1 32 02 -15 12
14 18 12 33 24 0.1 0.6 0.1 9.0 12 0.4 14
02 02 0.6 02 07 10 03 04 193 12 -12 0.0
02 0.1 0.1 -1 17 06 10 03 18.0 0.5 0.7 08
05 0.7 0.7 20 0.5 0.5 04 0.1 08 04 12 0.4
0.1 03 0.1 10 03 17 0.6 0.1 50 06 -17 0.1
0.6 0.6 0.1 03 0.1 0.1 05 0.1 05 0. 0.6 03
03 03 03 04 0.1 02 03 04 0.6 0. 04 02

National Institute of Economic and Social Research niesr.ac.uk




Monthly GDP Tracker

December 2021

Health warning

The NIESR GDP Tracker provides a rolling monthly forecast for GDP growth. Our first estimate
of growth for any particular quarter starts in the first month of that quarter and is then updated
each month until the first official release in the second month of the following quarter. So, for
example, our first estimate of growth in the first quarter of 2020 is published in January and
will then be updated four times (in February, March, April and May) before the ONS publishes
its first estimate for the first quarter of 2020 in May 2020. In other words, we publish four
estimates of GDP for any particular quarter before the official release and change them as new
evidence becomes available.

NIESR’s short-term predictions of monthly GDP growth are based on bottom-up analysis of
recent trends in the monthly sub-components of GDP. These predictions are constructed by
aggregating statistical model forecasts of ten sub-components of GDP. The statistical models
that have been developed make use of past trends in the data as well as survey evidence to
build short-term predictions of the sub-components of monthly GDP. These provide a
statistically-based guide to current trends based on the latest available data. Each month these
predictions are updated as new ONS data and new surveys become available.

It is important to stress that the timelier NIESR guide to quarterly GDP growth is less reliable
than the subsequent ONS data releases as its data content is lower, particularly for estimates
of the current quarter which in some months will be based only on forecasts rather than hard
data. To mitigate this issue, NIESR provides a guide to average errors based on past
performance. NIESR also provides clear guidance on how the latest news has caused its
estimates of GDP growth in the current and preceding quarter to change and thereby quantify
how the short-term outlook is being affected by recent data releases.

As the bottom-up methodology for producing estimates of GDP growth for the current and
preceding quarters is still relatively new, we do not yet have a long track record of estimates
produced by this approach. To check how our methodology would work in real time we went
back to late 2016 to produce judgement-free forecasts of GDP growth in future months based
on the monthly data series available for the components in November 2016 (this was the
earliest vintage then available on the ONS website) and in each subsequent three months.
These are shown in Table 2, which has been updated to include estimates since we started
producing the GDP Tracker in July 2018. We calculate the forecast quarter-on-quarter growth
rates for the current quarter and compare these to the ONS first estimates of quarterly growth.
The average absolute error for the quarters considered was 0.22 percentage points. The largest
error was for 2020Q2 when our GDP tracker in May pointed to growth of -22.8 per cent, 2.4
points lower than the ONS first estimate of GDP growth.

National Institute of Economic and Social Research niesr.ac.uk
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Table 2 - Forecast Error Analysis: Quarterly GDP growth (%)

Quarter ﬁ"s\'is gt':sst NIESR % IE\lrI:EoS:{m ONS latest
estimate | estimate | MOVt nowcast** ~ first

2016Q4 0.6 0.7 0.7 -0.1 0.1
2017Ql 0.3 0.6 0.6 -0.3 0.3
2017Q2 0.3 0.3 0.4 -0.1 0.0
2017Q3 0.4 0.3 0.4 0.0 -0.1
2017Q4 0.5 0.4 0.4 0.1 -0.1
2018Ql 0.1 0.0 0.5 -04 -0.1
2018Q2 0.4 0.5 0.0 0.4 0.1
2018Q3 0.6 0.6 0.5 0.1 0.0
2018Q4 0.2 0.2 0.4 -0.2 0.0
2019Ql 0.5 0.6 0.2 0.3 0.1
2019Q2 -0.2 -0.2 0.3 -0.5 0.0
2019Q3 0.3 0.4 0.2 0.1 0.1
2019Q4 0.0 0 0.2 -0.2 0.0
2020Ql -2.0 -2.1 0.2 -2.2 -0.1
2020Q2 -20.4 -20.4 -22.8 24 0.0
2020Q3 15.5 16.1 15.0 0.5 0.6
2020Q4 1.0 2.2 32
2021QlI -3.8
Average
absolute 0.22 0.08
error

Notes for Editors

For further information please contact the NIESR Press Office: press@niesr.ac.uk or Luca Pieri
on 020 7654 1954 / l.pieri@niesr.ac.uk
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