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EXECUTIVE SUMMARY
Scotland’s GDP per capita including a geographic share of North Sea activity was £28,117 in
2012, compared to £24,600 for the UK as a whole. Scotland has performed well relative to
other similar countries since devolution, with GDP per person growing by an average of 1.4%
each year. In particular there has been a strong movement towards service industries and a
decline in other areas such as manufacturing and agriculture, forestry and fishing.
Over two thirds of all businesses in Scotland have no employees. The number of businesses
without employees has risen since devolution. Almost a fifth of private sector employment is in
businesses owned in the rest of the UK, and a further 16.5% are under overseas ownership.
Scotland’s manufacturing industry has higher levels of overseas ownership than other sectors.
Exports to the rest of the UK as a share of GDP have remained relatively stable since
devolution; however, exports to the rest of the world as a share of GDP have declined. This is
likely to be linked to the decline in the electronics industry in Scotland. The three top sectors in
relation to overseas exports in 2011 were food and drink, manufacture of refined petroleum and
chemical products and computer, electronic and optical product manufacturing.
Excluding oil and gas, the value of Scottish imports has been higher than the value of exports
every year since devolution. The inclusion of North Sea exports would have a positive impact
on Scotland’s balance of trade, swinging the balance towards a trade surplus.
Scotland currently has the highest employment rate of the four countries in the UK. The
employment rate has been driven by improvements in female employment, while the number of
men in employment has fallen since 2008. The largest sector of employment is in public
administration, education and health, accounting for 31% of employment.
Scotland still lags the UK in earnings with median earnings lower in Scotland. There has been a
significant reduction in both absolute and relative poverty since devolution but income inequality
has remained fairly stable. A higher proportion of the working age population hold higher
education qualifications than any other UK country.
Since devolution, Scotland has had a net fiscal deficit every year except 2000-2001. Including a
geographic share of North Sea revenues, Scotland’s net fiscal deficit tended to be slightly higher
than the UK in the earlier years of devolution. In more recent years Scotland’s net fiscal deficit
has been slightly lower than the UK. Future Scottish public finances will be significantly affected
by the future value of North Sea revenues and demographic change.
At present around 7% of Scottish tax revenues come from devolved taxes, although the
Scotland Act 2012 devolved a number of additional financial powers (e.g., landfill tax and stamp
duty land tax). In addition to these, Scotland has powers relating to the economy, e.g., in the
areas of economic development, education and training, regeneration and aspects of transport.
Powers in relation to fiscal, economic and monetary policy, benefits and social security,
employment legislation and trade agreements are reserved to the UK Parliament.
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AN OVERVIEW OF SCOTLAND’S ECONOMIC PERFORMANCE
GDP PER PERSON
Scotland’s economy has performed well relative to other developed countries since devolution.
GDP per person has grown by an average of 1.4% in real terms1 each year from 1999. This is
ahead of the rest of the UK, the rest of Europe and the OECD countries (shown in Table 1
below).
Table 1: Real growth in GDP per person
Economy
Scotland*
OECD
EU (27)
UK

Average growth annual rate
(1999-2012)
1.4%
1.3%
1.2%
1.2%

Source: Scottish Government 2013b, ONS and OECD
Notes: Onshore economy (excluding North Sea activities)

The latest Scottish National Accounts Project (SNAP) data (Scottish Government 2013b) show
GDP per person (in current prices2). Since devolution, GDP per person in Scotland grew by
62% to reach £23,932 in 2012, or by 71% to reach £28,117 if a geographic share of the North
Sea is included. These figures compare to an increase of 54% for the UK as a whole with GDP
per person rising to £24,600 in 2012.
Scotland’s growth in GDP per capita during the 14 years post-devolution (1999-2012) is less
than half the growth in GDP per person during the 14 years before devolution (1985-1998) at
3.0% per annum. Most of the relative decline in Scotland’s growth can be accounted for by the
onset of the financial crisis from 2007.
The Scottish Government compared Scotland’s growth in GDP per person with a selection of
comparable countries in Scotland’s Future (Scottish Government, 2013p). The analysis found
that GDP per person grew more slowly in Scotland during 1977-2007 compared to an average
of the comparable countries (not accounting for size). However, Scotland still grew more
quickly than most of the comparable countries cited for 1997-2007 (Table A.2 appended). If the
most recent time period is considered (1982-2012) Scotland’s GDP per person grew more
quickly than the average and by more than most of the comparable countries.

KEY DRIVERS OF GDP – SECTORS
Scotland’s economy has expanded significantly (in total by 23% in real terms) since devolution
and has also undergone significant structural change. Onshore mining and quarrying activities
(mostly supporting oil and gas extraction) grew by 63%, however these activities form a small
part of Scotland’s economy accounting for just 3% of GDP in 20093.
Figure 1 shows a strong movement towards services; business services and finance expanded
by 57% and accounted for one quarter of Scotland’s economy (25%) in 2009. Manufacturing
has declined by 2% in real terms since devolution and agriculture, forestry and fishing has fallen
1

After accounting for inflation.
No account is made for inflation.
3
Scottish Government Quarterly GDP estimates use a 2009 baseline which is shown in the above figure to reflect
the relative size of the different sectors in Scotland’s economy.
2
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by 36%. Overall, services have accounted for more than 90% of economic growth since
devolution.
Figure 1: Real onshore GDP growth by sector 1999-2012 (inside bubble) and sector size
(bubble size)
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NATIONAL INCOME
GDP measures the value of goods and services produced in Scotland but does not show who
benefits from these activities. The Scottish Government recently produced an experimental
estimate of Gross National Income measuring the ownership of activities and assets in Scotland
by residents and non-residents (Scottish Government, 2013n). The measure of Gross National
Income (GNI) also captures activities outside of Scotland generating income for Scottish
residents.
The experimental statistics show that the measure of onshore (excluding the North Sea) GNI is
around 2% lower than the measure of onshore GDP. The measure of GNI including the North
Sea is around 5% lower than the measure of GDP including the North Sea. Gross National
Income (GNI) is linked to GDP but provides a better measure of income retained by residents
from the production of goods and services.

INADEQUACY OF GDP IN MEASURING WELFARE
The strength of GDP is that it is a single figure and widely available. As such GDP is frequently
used by governments, development agencies and international organisations to measure
economic growth and development. Scotland Performs measures and reports on the progress
of government in Scotland, two of the framework’s seven purpose targets are based on GDP.
GDP has a number of limitations as an indicator of economic development, well-being or
welfare. For example, a country’s GDP per capita does not reveal anything about the
distribution of income among residents. This is discussed further in the SPICe briefing on What
is GDP?
5

Measures of GDP do not wholly account for externalities. For example, GDP does not fully
capture the value of natural resources consumed or pollution produced in the production of
goods and services. GDP as a single measure of economic development is therefore likely to
overstate the progress of an economy. The welfare of a nation cannot be shown from
measuring GDP alone, this is discussed further in the SPICe briefing on alternatives to GDP.
Indicators of well-being recently developed by the ONS show Scotland had proportionately more
people than any other country in the UK rating their anxiety as very low (0 to 1 out of 10) in
2012/13.
Scotland performs tracks 7 purpose targets, supported by 16 National Outcomes and 50
National Indicators. This is discussed further in the SPICe briefing on The National
Performance Framework and Scotland Performs.

POVERTY AND INEQUALITY
The Scottish Government’s report on Poverty and income inequality in Scotland: 2011-12 shows
at the start of devolution (1999-2000) there were around 1,050 thousand people (21% of the
population) in relative poverty Before Housing Costs (BHC) and 1,330 thousand people (27% of
the population) in absolute poverty BHC (Scottish Government, 2013o).
The latest data available shows a significant reduction in both absolute and relative poverty4. By
2011-2012 there were 710 thousand people (14% of the population) in relative poverty (BHC)
and 780 thousand people (15% of the population) in absolute poverty (BHC). The report
highlights that changes in income equality have been limited “In terms of income inequality, the
percentage of income received by the lowest 3 income deciles in 2011/12 was 14 per cent,
unchanged from 2010/11. This percentage has remained at between 13 and 14 per cent since
1998/99.”
The Gini index5 measures the extent to which the distribution of income among individuals or
households is different from a perfectly equal distribution. An index of zero represents perfect
equality and 100 represents perfect inequality. The latest Scottish Government data shows
Scotland’s Gini index has remained relatively stable since devolution at 33 in 1999-2000 and 32
in 2011-2012. This compares with a Gini index for the UK at 35 in 1999-2000 and 34 in 20112012.

4

Poverty and income inequality in Scotland: 2011-12 defines relative poverty as individuals living in households
whose equivalised income is below 60% of UK median income in the same year. This is a measure of whether
those in the lowest income households are keeping pace with the growth of incomes in the population as a whole.
Absolute poverty is defined as individuals living in households whose equivalised income is below 60% of the
(inflation adjusted) median income in 2010/11. This is a measure of whether those in the lowest income households
are seeing their incomes rise in real terms.
5
The OECD definition of the GINI index states the index measures the extent to which the distribution of income
among individuals or households within an economy deviates from a perfectly equal distribution. A Gini index of
zero represents perfect equality and 100, perfect inequality.
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THE BUSINESS BASE
In 2013 Scotland was home to approximately 160,000 registered enterprises, i.e. businesses
registered for VAT and/or PAYE. There are a further 183,000 unregistered enterprises giving a
total of 343,000 enterprises in Scotland.

COMPANIES BY SIZE
Figure 2: Number of ‘enterprises’
Over two thirds of all enterprises6 (over
240,000), are businesses with no
employees, whilst a quarter (nearly 95,000)
employ between 1 and 49 people (Scottish
Government 2013k).

Although a small proportion of all enterprises are large employers, (those with 250 or more
employees), these enterprises account for nearly half the private sector workforce (Scottish
Government 2013k).
Scotland is not unusual amongst the regions/countries of the UK in demonstrating a broadly
similar spread of companies by size at this level of aggregation (NOMIS 2014).
Figure 3: Change in numbers of
enterprises by size-band between 20007
and 2013
Including unregistered enterprises, the total
number of enterprises in Scotland has
increased since 2000 from 240,000 to
343,000. The largest increase has come in
the number of enterprises with zero
employees (particularly unregistered
enterprises).
(Scottish Government 2013k)

6
7

Including those that are unregistered
The year that this dataset begins
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COMPANY OWNERSHIP
Some 18.7% of Scottish private sector employment was in enterprises with ultimate ownership
in the rest of the UK whilst 16.5% of employment was in enterprises with ultimate ownership
outside the UK. The remaining 65% of employment was in Scottish-owned enterprises.
As shown in Figure 4, Scotland’s manufacturing industry has higher levels of overseas
ownership than other sectors (with 31% of employment ‘abroad-owned’ as measured, compared
6% for construction employment). Conversely construction has one of the highest rates of
Scottish ownership.
Figure 4: Share of employment by ownership, by industry sector, 2013

(Reproduced from Scottish Government 2013k)
As at March 2013, registered private sector enterprises with ultimate ownership outside
Scotland (either in the rest of the UK or overseas) accounted for


3.1% of all enterprises,



35.2% of employment and



58.1% of turnover.

TRENDS IN MANUFACTURING
Whilst turnover in the manufacturing sector has risen since 1979, correcting this to constant
prices reveals fluctuations around the £40 billion mark, notwithstanding for example the
increases experienced by the electronics sector in the 1990s, and subsequent decline.
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Figure 5: Scottish Manufacturing 1979-2011: Total Turnover (current and constant 2011
prices)

Source: Scottish Government 2013l

LEVEL OF BUSINESS INVESTMENT
Gross capital formation measures the value of acquisitions of new or existing assets. It is the
standard definition in the national accounts to measure the value added that is invested rather
than consumed. ‘SNAP’ data from the Scottish Government provides estimates of gross capital
formation for the whole Scottish economy (including public sector investment). Whilst there has
been an increase from £13.9 billion in 1999 to £22.4 billion in 2012, GDP has also risen over
this period.
As is indicated below investment as a proportion of GDP rose slightly until 2007 before declining
during the recession. The latest Scottish figure of 17.6% is above the 2012 figure for the UK (of
14.8%), but below the figure for the EU (28) of 18.1%, the USA (19.0%), Japan (20.6%) and
Canada (24.7%) (Eurostat 2014 and Scottish Government 2013m).
Figure 6: Gross capital formation as proportion of GDP

Source: Scottish Government 2013b and Eurostat 2014
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GROWTH SECTORS
The Scottish Government has identified six growth sectors; food and drink, financial and
business services, life sciences, energy (including renewables), sustainable tourism and
creative industries (including digital). The Scottish Government (2012) sets out the rationale for
identifying growth sectors as follows:
“The Government Economic Strategy sets out a framework which establishes an
economic environment that provides an opportunity for all companies - large or small,
Scottish or international, new or old, or social enterprises - to be successful.
However, certain sectors offer particular opportunities for growth - in all or part of that
sector - due to existing comparative advantages or through the potential to capitalise on
Scotland's unique natural assets. These are sectors where Scotland typically has
distinctive capabilities and businesses with the potential to be internationally successful.”
The government collates data on these growth sectors from 2008 to 2013 – key highlights are
set out in Table 2 below.
Table 2: An overview of Scottish growth sectors
Enterprises

Scottish Economy Total
Food and Drink
Financial and Business Services
Life Sciences
Energy (including Renewables)
Sustainable Tourism (Tourism related
Industries)
Creative Industries (including Digital)
All growth sectors

2013
160,050
17,370
22,680
480
3,085
13,480
12,890
69,985

Turnover (£m) Employment
2011

13,136
1,950
66,208
6,221
4,999

2012
2,425,900
117,900 215,600
16,000
63,400
181,500
65,200
659,600

Change in
number of
enterprises
2008 to 2013
5,415

% change in
number of
enterprises
2008 to 2013
4%

315
2,445
40
1,925

-2%
12%
9%
166%

185
2,615
6,900

1%
25%
11%

Source: Scottish Government 2014

The growth sectors cover nearly 70,000 enterprises, and employment of 659,000. The growth
sectors vary in size with financial and business services the largest and life sciences the
smallest.
As shown in Figure 7, the growth sectors have experienced different rates of growth over the
period since 2008, with creative industries experiencing the greatest growth in numbers of
enterprises, whilst food and drink actually saw a slight decline.
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Figure 7: Change in numbers of enterprises in growth sectors 2008-2013

KEY CHALLENGES FOR BUSINESS
Views of Scottish businesses on the key challenges they face are assessed through a variety of
means. For example, the KPMG business instinct survey 2013 was based on responses from
90 Scottish companies during May 2013. Some of the findings included that:


There is cautious optimism in relation to prospects for increased turnover, profitability and
to a lesser extent workforce levels



Business faces some challenges under the headings of achieving sustainable growth in
the business and a lack of economic growth generally. Businesses were also concerned
about margin erosion and cost control/reduction. To a lesser extent business identified
the challenges of “talent management” (recruiting and retaining the right people) and
access to/raising finance (where businesses felt they were being made to “work harder”
with the “risk averse” banks)



“Government led initiatives to stimulate growth” and improvements in “hard infrastructure”
were identified as key factors affecting the Scottish business environment.



Finally the sectors of the future (likely to have the most positive impact on Scotland over
the next 10 years) included: Energy and utilities; Leisure and tourism; Food and drink;
Financial services; Pharmaceuticals and life sciences and Communications, media and
technology. Only 14% of businesses identified manufacturing as a sector of the future.

More recently the Scottish Chambers of Commerce released their business results survey for
the fourth quarter of 2013 (published January 2014). The survey reported “the most positive
signs of growth and business activity that we have seen for many years”. This included:


Manufacturing optimism at its highest level since 2006 and construction orders rising at
their fastest rate for seven years (driven by the private/commercial sector rather than the
public sector)



Retailers reporting the highest rise in sales since 2006, and confidence amongst hotels at
its highest point in a decade.



However cash flow remains weak, and employment trends are mixed across different
sectors.
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SCOTLAND AS A TRADING NATION
The importance of trade to the Scottish Government is highlighted in its 2011 Economic
Strategy: ‘Greater exposure to international trade promotes productivity and competition within
Scottish markets….businesses learn new ideas, adopt new technologies and seek out new
opportunities and in doing so, build their confidence, ambition and leadership aspirations.’
(Scottish Government, 2011). In the same document, the Government repeated its ambition to
increase the value of Scottish exports by 50% by 2017, with international export performance
appearing as one of the Scotland Performs national indicators.
From its early medieval trading links with Ireland, Scandinavia and the Baltic countries, through
to its central role in the British Empire’s various transatlantic trades, Scotland has enjoyed a rich
and varied trading history which continues to this day. This section looks at Scotland’s export
and import performance in recent years, summarising Global Connections Survey export data
and finishing with a look at North Sea oil and gas exports. Scottish import data is not as
extensively compiled as export figures; however it is possible to estimate a hypothetical Scottish
balance of trade based on analysis carried out by the Scottish Government over recent months.

EXPORTS
The Scottish Government produces two surveys used to measure Scotland’s export
performance - the Global Connections Survey (GCS) and the Index of Manufactured Exports
(IME). These allow Scottish policymakers access to relatively comprehensive sources of
regional export data compared to other parts of the UK.
Global Connections Survey (GCS)
The GCS covers all sectors of the economy, the exception being North Sea oil and gas activity,
and has been published each year since 2004 (data for 2002 is the earliest available). In 2011
total exports from Scotland, including both international and those to the rest of the UK (RUK),
amounted to £69.4bn. The vast majority - worth £45.5bn, or 66% of total exports - were goods
and services exported to other parts of the UK. Of the remaining £23.9bn – Scotland’s
‘international’ exports – the USA was Scotland’s top export destination, followed by the
Netherlands, France and Germany. The EU taken as a whole accounted for approximately
£11bn of Scotland’s exports in 2011 (46% of total ‘international’ trade or 16% of all exports).
Figure 8: Value of goods and services sold outside Scotland (not inflation adjusted)
80
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40

0
'02

'03

'04

'05

'06

'07

'08

'09

'10

'11

Source: Scottish Government (2013a), Global Connections Survey 2011
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Figure 8 (above) breaks GCS data down by destination of exports for each year since 2002.
Exports to the rest of the UK have grown in value by around 60% between 2002 and 2011
(although figures have been not adjusted for inflation) whilst international exports increased by
23% (again, in cash terms).
Looking at the value of exports as a percentage of Scottish GDP partly strips out the effects of
inflation and allows us to compare performance over time. RUK exports as a percentage of
GDP have remained relatively stable over the past thirteen years, actually rising slightly from
34% in 1999 to 38% in 2012. Exports to the rest of the world declined dramatically between
1999 and 2006, then stabilised at around 16 or 17% between 2008 and 2012.
Figure 9: Value of exports to Rest of UK and Rest of World as % of GDP
45%
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20%
15%

Rest of UK

10%

Rest of world

5%
0%
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Source: Scottish Government (2013b): SNAP Quarterly National Accounts (experimental)

Unsurprisingly, different markets import different types of goods and services from Scotland.
The top three exporting industries to international markets in 2011 were food and drink (£4.2bn of which around £3.5bn was whisky), manufacturing of refined petroleum and chemical products
(£3.7bn) and computer, electronic and optical product manufacturing (£1.4bn). The top three
exporting industries to the rest of the UK market were financial and insurance services (£10bn),
wholesale and retail trade activity (£5bn) and utilities (£4.8bn).
Table 3: Scottish exports by sector 2011
International exports (2011)

Rest of UK exports (2011)

Industry (and rank)

Value Industry (and rank)

Value

1. Food and beverages

£4.2bn

1. Financial and insurance services

£10.0bn

2. Petroleum and chemical products

£3.7bn

2. Wholesale and retail trade

£5.0bn

3. Computer, electronic and optical products

£1.4bn

3. Utilities

£4.8bn

4. Financial and insurance services

£1.4bn

4. Food and beverages

£3.5bn

5. Business services (legal, accounting, etc)

£1.4bn

5. Business services (legal, accounting, etc)

£2.4bn

Source: Scottish Government, Global Connections Survey 2011 (2013a)
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Comparable countries and their trading partners
The following table looks at three similarly-sized European countries - Ireland, Norway and
Denmark - and shows the percentage of total imports and exports in 2010 between these
countries and their most significant trading partners. It is not always the case that a country’s
largest export market is its immediate land-border neighbour; for example, Ireland’s largest
market is the USA, and Norway’s is the UK (although this will be in the form of oil and gas piped
directly from Norwegian fields).
Table 4: Imports/exports (% of total) between comparable countries and trading partners
Ireland
Norway
Denmark
Rank Imports
Exports
Imports
Exports
Imports
Exports
UK (38%)
USA (23%)
Swed. (22%) UK (33%)
Ger. (21%)
Ger. (17%)
1
USA (13.0%) UK (15%)
Ger. (19%)
Nether.(15%) Swed. (13%) Swed. (13%)
2
Ger. (8%)
Belg. (15%)
China (13%)
Ger. (14%)
China (7%)
UK (8%)
3
Nether. (6%)
Ger. (7%)
Den. (10%)
Sweden (9%) Nether. (7%)
USA (6%)
4
China (4%)
Fran. (5%)
UK (9%)
Fran. (8%)
UK (6%)
Norw. (6%)
5
Source: SPICe analysis of Eurostat trade statistics, European Commission (2012)

Exports as a % of GDP
The economic development organisation, the Scottish Council for Development and Industry
(SCDI) , agrees with the Scottish Government that ‘Scotland's total export activity (if exports to
the rest of the UK are included) is similar to other small, open economies, such as Denmark and
Sweden, at around half of GDP, although significantly lower than Ireland's’ (see Table 5 below).
However, simply looking at international exports, Scotland’s value of exports as a % of GDP is
considerably lower than that seen in most other similarly sized nations (Denmark, Norway,
Ireland, etc.).
Table 5: Contribution of exports to GDP
Exports as a % of GDP
2011
Average over
period 20022011
Ireland
Netherlands
Scotland (RUK & ROW)
Austria
Denmark
Switzerland
Sweden
Iceland
Germany
Norway
Finland
Euro Area
Canada
New Zealand
United Kingdom
France
Scotland (ROW)
Japan
United States

104.90%
83.00%
55.90%
57.30%
53.40%
51.20%
50.00%
59.30%
50.20%
41.50%
40.70%
44.00%
31.10%
29.80%
32.50%
27.00%
19.30%
15.20%
14.00%

87.80%
72.10%
54.90%
54.10%
50.00%
49.50%
48.90%
43.70%
43.50%
42.70%
41.90%
39.40%
34.70%
29.00%
28.40%
26.20%
19.10%
14.60%
11.50%

Source: Scottish Government’s Council of Economic Advisers (2013c)
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Manufactured goods exports
Index of Manufactured Exports (IME)
Figure 10 (below) shows that the total value of Scottish manufactured exports declined by 30%
between 1999 and 2012 in real terms. Writing in 2011 about IME trends over the previous
decade, Professor David Bell concluded that the performance of Scottish manufactured exports
has been ‘particularly troubling’ (Reform Scotland, 2011). Looking behind the headline trend
data the largest reductions have been in the ‘textiles and clothing’ and ‘engineering and allied’
sectors, where exports have more than halved in value since 2000. Some sectors have
managed to defy the general trend with the ‘food and drink’, ‘metals and metal products’ and
‘refined petroleum and chemicals’ sectors all growing significantly over the decade (by 51%,
23% and 117% respectively).
Figure 10: Chained Volume Index of Scottish Manufactured Exports (inflation-adjusted)
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TRADE BALANCE – SURPLUS OR DEFICIT?
Imports into Scotland are difficult to estimate, due to a lack of Scottish data, although for some
areas, such as tourism, spend data is available. Import estimates for 2010 to 2012 in Table 6
are based on previous years’ data, with final estimates derived as part of the process to balance
supply and demand in the economy (ie. what is left in the national accounts after other areas of
expenditure and demand are accounted for).
The following table, published in November 2013, illustrates that exports from Scotland to the
RUK were £47.7bn, equal to 38% of Scottish onshore GDP in 2011. In the same year it is
estimated that Scotland received imports from the rest of the UK amounting to £59.3 bn, equal
to 47% of Scottish onshore GDP. The 2009 Scottish Government Input-output tables show the
largest imports into Scotland (by value) were in the ‘financial services’ sector (7.2% of total
imports, almost all from rest of UK), followed by ‘oil and gas extraction’ (partly explained in the
following section), ‘computers, electronics and opticals’ (5.2%), ‘motor vehicles’ (4.2%) and
computer services (3.8%) (Scottish Government, 2013e).
The following table demonstrates that the total value of imports has been considerably higher
than the value of exports every year since 1998. There was, for example, a net trade deficit of
£11.4 bn in 2012 (excluding North Sea oil and gas exports).
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Table 6: Scotland’s net trade balance (excluding North Sea oil and Gas exports) £ million
Exports
Imports

1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012

Exports to the
Rest of the UK

Exports to the
Rest of the World

Imports from the
Rest of the UK

Imports from the
Rest of the World

Net Trade (including account
balancing adjustments)

25,145
25,570
28,221
28,005
28,357
30,514
32,815
34,476
36,559
40,257
44,031
42,739
45,384
47,773
47,733

18,263
19,020
20,583
18,647
16,475
16,033
15,661
15,271
15,731
17,160
19,077
19,178
20,258
21,542
20,935

-35,143
-36,627
-39,891
-40,046
-41,223
-43,541
-44,953
-47,483
-48,897
-54,898
-55,707
-54,765
-57,799
-59,268
-59,413

-14,594
-15,370
-17,787
-16,283
-14,108
-14,313
-15,464
-16,553
-17,510
-17,851
-20,172
-18,991
-19,805
-20,625
-20,667

-6,329
-7,407
-8,874
-9,677
-10,499
-11,307
-11,941
-14,289
-14,117
-15,332
-12,771
-11,839
-11,962
-10,578
-11,412

Source: Scottish Government (2013b)

North Sea oil and Scotland’s trade balance
Total sales from Scotland’s geographic share of the UK Continental Shelf (UKCS) were
estimated to be worth £26.8bn in 2012 (Scottish Government, 2013b). Scottish Government
statisticians and economists recently attempted to illustrate ‘the flows of crude oil, natural gas
liquids (NGLs), natural gas, and refined petroleum products through the Scottish economy,
including their import and export’ (Scottish Government, 2013f)). Referring to this work in his
most recent ‘State of the Economy’ update, the Scottish Government’s Chief Economic Adviser
provided an estimate of Scotland’s total exports in 2012 including a contribution from the North
Sea sector. The following table adds North Sea exports to Scottish onshore exports, increasing
the total value of exports by almost £19bn to a total of £87.4bn.
Table 7: Scotland’s exports including the North Sea (2012, £ million)
Scotland’s exports
Rest of UK
International
exports
exports
Onshore Scotland
47,700
20,900
Less
Exports of mining support to North Sea
5,700
(already as an export from onshore)
Plus
Exports of oil and gas
10,700
13,800
Scotland including the North Sea
52,700
34,700

Total
exports
68,700

24,400
87,400

Source: Scottish Government, State of the Economy (2013g)

Directly contrasting this estimate with the import figures in Table 6 in order to calculate a
hypothetical net trade balance, is not recommended. Such an exercise could involve a degree
of double-counting as UK regional accounts currently classify the UKCS as an extra-regio
territory. Therefore crude flowing to Grangemouth from the North Sea is already included in
Table 6 within the imports column. Furthermore, imports into the UKCS (for example oil
platforms, pipes, etc) from the rest of the UK or rest of the world, would in the case of
independence, be seen as imports into Scotland. Despite these caveats it is clear that the
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inclusion of North Sea exports would have a positive impact on Scottish balance of trade
figures, swinging the balance more towards a trade surplus.

THE SCOTTISH LABOUR MARKET
The following section summarises the data available on labour market participation as well as
providing a profile of the Scottish workforce. Scotland’s productivity performance is also
explained in relation to other parts of the UK and OECD countries.

PARTICIPATION
Employment
Scotland currently has the highest employment rate of the four countries in the UK: a rate of
72.7%, one of Scotland’s highest since 2008. Much of the recent increase has been driven by
improvements in female employment which has risen by twenty-seven thousand, or 2%, since
September-November 2008. The number of men in employment has reduced by over twenty
thousand (-2.0%) over the same period. Part-time employment in Scotland now accounts for
27% of all employment, the vast majority of which is carried out by women.
Table 8: headline employment and unemployment rates (Sep-Nov 2013)
Employment (% of 16-64
Unemployment (% of economically
population)
active)
Scotland
England
Wales
NI
UK average

All

Men

Women

All

Men

Women

72.7
72.3
71.1
67.4
72.1

76.0
77.6
74.8
71.6
77.2

69.5
67.0
67.4
62.3
67.1

6.4
7.2
7.2
7.3
7.1

6.4
7.6
7.8
9.1
7.5

6.5
6.8
6.5
5.3
6.7

Source: ONS (2014a), Labour Force Survey: regional figures

According to the Scottish Government, Scotland’s employment rate in 2012, using the European
Union age definition (15-64), was 69.4% (Scottish Government, 2013h). This compared with an
average EU employment rate of 68.4%.
Unemployment
Table 8 (above) shows that unemployment in Scotland is currently lower than in any other
country of the UK. At 6.4%, the overall unemployment rate is down considerably from its peak in
2010/11. The following table shows that there are wide disparities in unemployment rates
between different age groups in Scotland. It is clear that the number and rate of unemployment
amongst young people (aged 16-24) is far higher than in any other age group. This trend is
broadly consistent with the UK’s generally, and much less dramatic than those seen in some
European countries such as Spain and Greece, where youth unemployment rates are above
50% of the economically active population within those age groups. Scotland’s youth
unemployment rate is currently lower than the EU average of 23%.
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Table 9: Unemployment in Scotland by age group – July 2012 to June 2013
Age group
Level
Rate (%)
16-24
25-34
35-49
50+

81,900
42,300
49,400
35,400

20.5
7.2
5.4
4.6

Source: Annual Population Survey (ONS 2013b)

LABOUR FORCE PROFILE
Employment by sector
The largest industrial sector of employment in Scotland is ‘public admin, education and health’,
providing 30% of all employment in 2012/13. Not all these people were employed in the public
sector. Other ONS/Scottish Government statistics show approximately 550,000 public sector
employees in Q3 2013, just under 23% of all employment in Scotland. The services sector taken
as a whole provides roughly three quarters of all employment in Scotland whereas the number
of people employed in manufacturing currently stands at 8.3% of total employment. This is a
dramatic reduction from thirty years ago when manufacturing accounted for 24% of Scotland’s
workforce (469,000 people in Q3 1982) (Scottish Office, 1994). The percentage of Scotland’s
workforce engaged in manufacturing is now below the UK average (9.7% of all employment).
Table 10: Employment in Scotland by broad industrial Jul 2012 to Jun 2013
Industry
Jul 2012-Jun 2013
Number
% of total
employed
employment
Agriculture and fishing
44,000
1.8
Energy and water
88,000
3.6
Manufacturing
203,700
8.3
Construction
168,700
6.8
Distribution, hotels and restaurants
475,600
19.3
Transport and communications
191,400
7.8
Banking, finance and insurance
379,600
15.4
Public admin. education and health
757,200
30.7
Other services
138,000
5.6
Total employment
2,446,200
100
Source: Annual Population Survey (ONS 2014b)

Earnings
The median gross annual salary in Scotland was £ 21,586 in 2013, and £ 21,905 for the UK as
a whole. There are considerable disparities in pay across gender, sector and region in Scotland.
For example, median gross annual pay for women was £17,258 in 2013, compared to £26,427
for men. Some of this difference can be explained by the fact that women are more likely to
work part-time than men; however looking at median full-time hourly earnings minus overtime,
there are still clear differences: £13.27 per hour for men and £12.26 for women. There are also
wide differences in pay by local authority: median gross annual pay in Edinburgh and Aberdeen
was around £8,000 higher than that in Eileen Siar and Dumfries and Galloway in 2013 (ONS,
2014c).
The top earning industry (by broad sector) is in ‘mining and quarrying’ (which includes Oil and
Gas), while the lowest earning industry is ‘accommodation and food services’ activity. Again
high levels of part-time employment helps explain some of the low pay levels in this sector
(roughly half of employees work part-time).
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Qualifications
There is a higher proportion of Scotland’s 16-64 population with degrees and HNC/HND level
qualifications than any other UK country. The Scottish workforce includes more than 800,000
university graduates (24% of all employees) an increase of 55% since 2004. Professors Peter
McGregor and Kim Swales of Strathclyde University in ‘Scotland’s Future: the economics of
constitutional change’ quoted recent research suggesting that ‘maintaining the high levels of
university enrolment in Scotland will increase the annual GDP by 6% in the long-run’ (from a
base year of 2006)8(McGregor and Swales, 2013).
Table 11: Percentage of 16-64 population with following qualifications (2012)
Scotland
England
Northern
Wales
Ireland
Degree or equivalent or above
24.4
26.1
19.8
21.5
HE below degree level
14.4
8.4
8.0
9.3
With trade apprenticeships
5.3
3.4
5.6
3.8
No qualifications
10.8
9.6
18.6
11.6

UK
average
25.6
8.9
3.7
10.0

Source: ONS (2014b) Annual Population Survey

At the other end of the qualifications spectrum, Scotland has a slightly higher than (UK) average
proportion of 16-64 population without any qualifications, 10.8% compared to a UK average of
10.0%. Since 2004 the number of working age people with no qualifications has decreased,
from 490,000 to 360,000 – a reduction of 27%.

PRODUCTIVITY
Productivity can be measured by dividing annual GDP by the total number of hours worked over
a year. ‘GDP per hour worked’ in Scotland, as presented by the Office for National Statistics,
was 97.4% of the UK average in 2012, significantly higher than the rate in either Wales (85.2%)
or Northern Ireland (82.8%). England’s GDP per hour worked was 101.5% of the UK average.
Of the nine regions in England, only London (131.2% of the UK average) and the South East
(107.7%) had higher productivity rates than Scotland. It is also worth bearing in mind that the
Scottish figure does not include North Sea oil and gas activities within its GDP calculation (ONS
2013).
According to the Scottish Government, ‘over the long-term, improvements in productivity
performance will increase the competitiveness of an economy and make the largest contribution
to increases in overall economic growth rates’. One of the Scottish Government’s ‘Scotland
Performs’ targets is ‘to rank in the top quartile for productivity against our key trading partners in
the OECD by 2017’. At the moment, Scotland is still in the third quartile - 17th out of 32 countries
- indeed Scotland’s relative position has remained broadly unchanged since 2008 (with the
exception of 2010):

8

Original paper: http://strathprints.strath.ac.uk/45885/
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Figure 11: Productivity comparison between Scotland and OECD countries
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Source: Scotland Performs (Scottish Government, 2013i)

Some key drivers of productivity have been highlighted by Professors Peter McGregor and Kim
Swales of Strathclyde University:




Technical change: mainly through corporate investment in new technologies and
adoption of new processes;
Investment in human capital: for example formal educational qualifications as well as
effective on-the-job training;
Public investment in ‘appropriate infrastructure’: transport, communications and energy
transmission and distribution networks. (McGregor and Swales, 2013)

During a recent presentation at the David Hume Institute in Edinburgh, Professor Nick Crafts of
Warwick University emphasised the importance of the first of these drivers, believing that the
uptake of new technologies (‘diffusion’) ‘matters more for productivity performance than original
invention and deserves more attention from policymakers’. He cited the example of the
wholesale and retail sector which does little in the way of original research and development but
is a top user and adopter of new technologies and supply chain processes. Professor Crafts
demonstrated that this sector (often overlooked by policymakers) contributed more than any
other sector to productivity growth in the UK over the past decade (Crafts, 2013)
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PUBLIC FINANCES
PUBLIC SECTOR EXPENDITURE
Public sector expenditure in Scotland was approximately £12,150 per person, compared to
around £10,950 across the whole of the UK in 2011-12.
Around 60% of public sector expenditure in Scotland is devolved spending. The areas of health
and education account for the majority of devolved spending, while the majority of reserved
spending goes towards social protection (welfare payments and unemployment benefits), as
illustrated in Figure 12 below.
Figure 12 – Devolved and reserved public expenditure in Scotland, 2011-12

Source: Scottish Government 2013r

The scale of devolved public sector expenditure in Scotland is determined by the level of the
block grant provided annually by the UK Government, any Barnett consequentials received over
the course of the year and revenues raised through devolved taxation.

PUBLIC SECTOR REVENUES
The average revenue raised per person, assuming a geographic share of North Sea revenues,
was approximately £10,750 compared to around £9,050 across the UK as a whole in 2011-12.
Almost 70% of revenue, assuming a geographic share of North Sea revenues, comes from four
taxes in Scotland; income tax, VAT, national insurance contributions and North Sea revenue,
as shown in Figure 13 below:
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Figure 13 – Scottish public sector revenues by source of taxation in 2011-12
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Source: Scottish Government 2013q

At present the only devolved taxes are council tax and non-domestic rates, accounting for 6.9%
of revenues, assuming a geographic share of North Sea revenues.

NET FISCAL BALANCE
A country’s net fiscal balance is the difference between total public sector expenditure and
revenues in that country. A negative fiscal balance may be planned (e.g., to stimulate the
economy) or unplanned (e.g., as a result of revenues being lower than expected). Under the
current constitutional settlement, a negative fiscal balance for the UK as a whole is funded by
the UK Government through borrowing.
Estimates of Scotland’s net fiscal balance as a percentage of GDP since devolution are shown
in Figure 14 below, with comparator information for the UK provided. This information is also
presented in Table A.1 in the Annex. Since devolution, Scotland has had a net fiscal deficit
every year except in 2000-2001. The net fiscal position deteriorated after the financial crisis,
with both Scotland and the UK showing a fiscal deficit greater that 10% of GDP in 2009-10.
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Figure 14 - Estimated net fiscal balance as a % of GDP, Scotland and the UK

Source: Scottish Government 2013r
Note that the most recent figures are for 2011-12, but figures for 2012-13 are due to be published in March 2014.

The figure above illustrates the extent to which North Sea revenues have contributed towards
Scotland’s net fiscal balance over the period since devolution. When North Sea revenues are
excluded, or a population share in included, Scotland’s net fiscal balance is consistently below
the UK’s. Including a geographic share of North Sea revenues, Scotland’s net fiscal deficit
tended to be slightly higher than the UK in the earlier years of devolution. In more recent years
Scotland’s net fiscal deficit has been slightly lower than the UK.

FUTURE PUBLIC FINANCE ISSUES
Scottish public finances will be significantly affected by a number of key issues including the
future value of North Sea revenues and demographic change.

North Sea revenues
The volatility and finite nature of oil and gas production raises public finance challenges. UK tax
receipts from oil and gas activities on the UKCS peaked in 1984-85 at £27.9bn (in today’s
money) and fell dramatically during the late 1980s, remaining relatively low throughout the
1990s. Since 2000-01 revenues have generally remained well above the £5bn mark, rising to
over £10bn during four of the last ten years. In total, over the past four decades, revenue from
the UK Continental Shelf (UKCS) has contributed over £300bn to the UK Treasury (in today’s
money). This includes Petroleum Revenue Tax (PRT), Ring Fenced Corporation Tax (RFCT)
and the Supplementary Charge (SC) revenue, as well as the Gas Levy (abolished in 1996) and
Royalties (abolished 2001).
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There have been a number of attempts to put a value on future oil and gas revenues. The
Scottish Government produced a paper last year setting out six possible scenarios for UKCS
revenue for each year between 2012/13 and 2017/18. Two of these (scenarios 2 and 4) have
been used as the basis of Scottish Government estimates of Scotland’s financial position in
2016/17, the year of proposed Scottish independence, within its White Paper ‘Scotland’s Future’
(see page 75 for example):

Source: Scottish Government (2013j)

There has been some debate surrounding these figures9 due to significant differences between
them and those produced by the UK’s Office for Budget Responsibility (OBR) in their Economic
and Fiscal Outlooks. For example, recent OBR forecasts published to accompany the UK
Autumn Statement in December 2013 estimate total oil and gas revenues of £3.5 bn in 2016/17
(OBR, 2013), around 50% less than the Scottish Government Scenario 2 projection. Professor
Alex Kemp, in his contribution to ‘Scotland’s Future: the economics of constitutional change (ed.
Goudie) explains that the OBR’s forecasts of ‘substantial decline’ emanate from ‘ a combination
of falling market prices for both oil and gas, and continuous declines in oil and gas production. The
production data are based on projections made by DECC. It should be noted that the DECC
projections ‘applied very significant negative contingencies to the aggregate figures’ supplied by the
industry and reflecting their plans. The net effect is that the OBR tax estimates are very pessimistic’
(Kemp, 2013).

Demographic change
Like many other countries, Scotland is likely to face significant pressure on public finances as a
result of demographic change. The combination of people living longer and lower birth rates
means that the number of people aged 66 and older is expected to increase, while the number
of people aged 65 and below is expected to decrease. This means that the number of
pensioners per 100 working population will increase over time, as shown in Figure 15 below:

9

See for example: http://www.heraldscotland.com/politics/referendum-news/brown-attacks-bogus-snp-claims-onfuture-oil-revenue.23147486
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Figure 15 – Projected pensioners per 100 working age population (2012-based principal
projection)

Source: General Register Office for Scotland 2013

As highlighted by the Institute for Fiscal Studies (IFS):
“Changing demographics have implications for how economic output will grow, how tax
revenues will evolve in future, and how demand for public spending will change… As a
result, demographic changes are a key driver of the future path of public revenues and
spending, and thus borrowing and debt. “(IFS 2013)
However, another factor to take into account in this area is the lower life expectancy at birth in
Scotland, relative to some other developed countries. Table 12 shows the life expectancy at
birth in Scotland and the UK for someone born in 2012.
Table 12 – Life expectancy at birth (2012-based)
Male
Scotland
76.8
UK
79.0

Female
80.8
82.7

Source: Office for National Statistics (2013)
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DEVOLVED POWERS
The nature of the devolved settlement means that there are some areas where the Scottish
Parliament has powers to make laws (devolved matters) and other areas where powers are
reserved to the UK Parliament (reserved matters). The following table outlines some of the key
areas relevant to the economy which are devolved and reserved:
Table 13: Devolved and reserved matters
Devolved matters
Education and training
Economic development
Regeneration
Aspects of transport
Some financial powers

Reserved matters
Fiscal, economic and monetary policy
Benefits and social security
Employment legislation
Trade agreements
Consumer rights

The table highlights that the Scottish Parliament has some financial powers. These are outlined
in more detail below.

DEVOLVED FINANCIAL POWERS
The financial powers that have come into effect since devolution and are due to come into effect
as a result of the Scotland Act 2012 are outlined in Table 14.
Table 14 - Timeline of financial powers coming into effect through the Scotland Act 1998
and the Scotland Act 2012
Timeline

Change to financial powers

From 1999

The Scottish Variable Rate is introduced. This gives the Scottish Parliament the
power to vary the basic rate of income tax by plus or minus three pence in the
pound.

May 2012
April 2013
April 2015

Limited borrowing powers of up to £500 million to cover temporary shortfalls of
cash or for providing a working balance.
The Scottish Parliament has the power to introduce new ‘devolved taxes’
New capital borrowing powers for specific projects subject to HM Treasury
consent.
Scottish Landfill tax and Land and Buildings Transaction Tax will be introduced
in Scotland, replacing the UK taxes of Landfill Tax and Stamp Duty Land Tax.
Extended borrowing powers to fund capital expenditure, up to £200 million in
any one year with a cumulative limit of £500 million. This is accompanied by the
introduction of a cash reserve to help manage deviations between forecast and
actual tax receipts.

April 2016

Full capital borrowing powers of up to 10% of the Scottish capital budget each
year, subject to a limit of £2.2 billion, come into force.
The Scottish rate of income tax will be introduced. This means that the rate of
income tax applying in Scotland will be reduced by 10 pence in the pound at all
rates, with the new rate to be determined by the Scottish Parliament annually.

Although just 6.9% of Scottish tax revenues came from devolved taxes in 2011-12, the
additional financial powers that will be brought about by the Scotland Act 2012 will increase this
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percentage. When these powers come into effect, it is estimated that 16% of Scottish tax
revenues will come from devolved taxation, as shown in Figure 16:
Figure 16 – Percentage of tax revenues that are devolved and reserved
Scotland Act
2012
Currently
8%
Devolved
7%

Reserved
85%

Source: Scottish Government 2013s
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ANNEX 1 – SUPPLEMENTARY TABLES
Table A.1: Estimated net fiscal balance as a % of GDP, Scotland and the UK
Year

Scotland

UK

Excluding North
Sea revenue

Including per
capita share of
North Sea revenue

Including
geographic share
of North Sea
revenue

1999-00

-4.3%

-4.0%

-1.3%

1.6%

2000-01

-1.8%

-1.3%

2.5%

4.1%

2001-02

-6.4%

-5.7%

-0.8%

-0.1%

2002-03

-9.9%

-9.2%

-3.9%

-2.4%

2003-04

-10.4%

-9.9%

-5.5%

-2.9%

2004-05

-10.3%

-9.7%

-4.8%

-3.4%

2005-06

-10.3%

-9.3%

-1.9%

-3.0%

2006-07

-10.1%

-9.3%

-2.6%

-2.4%

2007-08

-9.7%

-9.0%

-2.9%

-2.6%

2008-09

-13.4%

-12.1%

-2.6%

-6.9%

2009-10

-18.1%

-17.2%

-10.7%

-11.2%

2010-11

-16.5%

-15.6%

-8.1%

-9.5%

2011-12

-14.6%

-13.5%

-5.0%

-7.9%

Source: Scottish Government 2013q

Table A.2: Real growth in GDP per capita (1977 to 2007)
Country
Growth
Ireland
4.4%
Luxembourg
3.5%
Finland
2.6%
Portugal
2.5%
Scotland*
2.5%
Iceland
2.4%
Austria
2.2%
Norway (mainland)
2.1%
Sweden
1.9%
Denmark
1.9%
Average of comparable countries
2.6%
Source: Scottish Government
Notes: *Excluding the North Sea
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