Scottish Chambers’
business survey

Strathclyde University’s Fraser of Allander Institute in
collaboration with the Scottish Chambers’ of Commerce
conducts the quarterly Chambers’ Business Survey. In the
present survey, which was conducted in March, almost 500
firms responded to the questionnaire.

Recent past and next three months

For a further quarter declining trends in business confi-
dence were features for all sectors except construction. The
decline in business confidence was more evident in all
sectors.

The outturn in orders and sales was weak in all sectors
except construction, and weaker than anticipated in
manufacturing and wholesale distribution.

Steeper declining trends in orders and sales were reported
in manufacturing; in contrast the declining trends in new
orders in construction were reversed. Trends in sales in
wholesale fell, whilst the decline in sales in retail remained
unchanged from the previous quarter. In tourism the first
quarter trend in total demand was the weakest for several
years, reflecting the impact of international events on
overseas and business demand.

Manufacturing respondents continue to remain more
cautious as to the trends in orders and sales over the next
three months and continue to predict marginally easing
trends in orders and sales. Likewise a net of retail respond-
ents expect the current easing of sales to continue largely
unchanged through the second quarter of 2003. In tourism
Scottish and rest of UK demand is expected to rise, but
overseas and business demand to remain depressed.

Concerns as to interest rates and inflation continue to
remain very low, however, concerns as to the levels of
orders/sales and competition were higher in manufacturing
and retail, whilst wholesale respondents were more
concerned as to business rates.

Expectations of price increases over the next three months
eased in manufacturing, and remained more broadly based
in both wholesale and retail. In tourism the current dis-
counting of prices/roomrates is more broadly based than
had been anticipated, and more broadly based than in
previous first quarters.

For a further quarter there was little evidence of increased

pay pressures. Average pay increases in the first quarter
ranged from 2.96% in manufacturing to 4.7% in retail and
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to 5.0% in tourism. As yet it is uncertain as to whether the
increased National Insurance costs will impact on the level
of pay increases.

For a further quarter declining trends in employment were
reported in all sectors except construction; nevertheless
60% or more of those recruiting in manufacturing, construc-
tion, and retail distribution reported recruitmentdifficulties.
Recruitment difficulties were more widespread in tourism
where more than 80% of tourism respondents reported
recruitment problems.

Expectations for the next twelve months
Manufacturing respondents anticipate more modestly rising
trends in turnover and more weakly rising trends in profit-
ability over the next twelve months.

In the service sector the expectations as to increased
pressures on margins over the next year remain. Retail
respondents continue to expect declining turnover over the
year and anticipate declining trends in profitability.

Strathclyde University’s Fraser of Allander Institute in
collaboration with the Scottish Chambers’ of Commerce
conducts the quarterly Chambers’ Business Survey. In the
present survey, which was conducted in March, almost 500
firms responded to the questionnaire.

Manufacturing

Optimism
For a further quarter the net decline in business confidence
deepened.

Orders and Sales

For the fifth successive quarter the outturn in orders was
weaker than anticipated, and the trend in demand from all
areas weakened.

Pressures to raise prices were more evident than in the
previous quarter, with concerns as to pay settlements and
raw material costs higher than in previous quarters.

Finance

For a further quarter the downward trend in the rate of cash
flow continued and deepened. Expectations as to rising
trends in turnover and profitability over the year weakened
slightly in the first quarter.

For a further quarter the levels of orders, competition and
exchange rates remained the main concerns for manufac-
turers.

Investment
Less than 40% reported changing investment plans, but the
downward trend eased. Investment in the current quarter



was mainlyauthorised towards reducing labour [48%],
replacing equipment [47%] and increasing efficiency [28%].

Employment

The decline in employment continued and deepened at a
net decrease of 11%. This declining trend is again expected
to continue through the next quarter.

The percentage of firms seeking to recruit remained
unchanged at 50%. 34% reported increasing pay by an
average of 2.96%, compared to an average of 3.89% in the
previous quarter.

Table 1: Manufacturing - key results

Percentages

Up Level Down
Business Optimism 19.4 419 38.7
Trends in actual orders
Total new orders 23.4 36.9 39.7
Scottish orders 141 49.5 36.4
Rest of UK orders 15.3 48.8 35.9
Export orders [40.2% = N/A] 10.3 30.5 19.0
Trends in expected orders
Total new orders 224 48.4 291
Scottish orders 15.0 57.5 275
Rest of UK orders 16.2 56.5 27.3
Export orders [40.4 = N/A] 111 35.3 13.2
Av Capacity used 741
Invest in plant/equip. 18.3 62.0 19.7
Cash flow past 3 months 19.7 44.8 35.5
Turnover next 12 months 39.6 331 27.3
Profitability next 12 months 35.8 32.7 315
Price change next 3 months 23.0 59.6 17.4
Pressures to raise prices from
Pay settlements 36.6
Raw material costs 59.9
Finance costs 9.8
Other overheads 44.5
Transport costs 421
Employment trends
Total actual employment 12.2 64.5 23.3
Total expected next 3 months 11.5 67.6 20.9
Average pay increase 2.98
Percent recruiting staff 50.1
Recruitment difficulties 59.8

Vol.28 No.2, pp.18-22.

Construction

Optimism

The rising trend in business confidence continued, but at
slightly lower rates, as once again the trends in total and
private sectors orders were stronger than anticipated.

Orders

Over 50% of respondents reported rising trends in total
orders, and the net trends were the strongest for more than
three years. Once again, respondents are cautious as to
whether these strongly rising trends will continue, and
anticipate more modest increases in demand in the second
quarter.

A strong upward trend in private sector orders was re-
ported, but for a further quarter respondents are cautious
as to whether this upward trend will continue.

Over 45% reported rising trends in the level of work in
progress, and a net of firms expect the rising trends to
continue.

The percentage citing the low level of demand as the factor
most likely to restrict activity in the next quarter fell from
70% at the end of 2002 to 52%, the lowest figure for six
quarters.

Investment

Changes to investment were slightly less broadly based than
in previous quarters, affecting 32% of respondents, and the
rising trend in investment in plant/equipment strengthened.
Of those investing in the first quarter 52% directed
investment towards the replacement of equipment,

24% towards increasing efficiency and 7% towards increas-
ing capacity.

Employment

Once again the rise in employment was stronger than
anticipated, and a stronger rise is expected through the
first quarter. 31% increased pay by an average of 3.81%
compared to 5.31% in the previous quarter, and 63%
sought to recruit staff in the first quarter, again mainly
skilled manual staffs.



Table 2: Construction - key results

Percentages

Up Level Down
Business Optimism 20.4 65.3 14.3
Trends in actual orders
Total new orders 51.0 24.5 24.5
Central Government orders 18.5 55.6 25.9
Other Public Sector orders 15.2 48.5 36.4
Private orders 44.9 38.8 16.3
Trends in expected orders
Total new orders 271 521 20.8
Central Government orders 111 63.0 25.9
Other Public Sector orders 15.2 54.5 30.3
Private orders 26.5 49.0 24.5
Trends in work in progress
Actual 46.8 29.8 23.4
Expected 34.8 52.2 13.0
Capacity used 87.74
Invest in plant/equip. 24.4 68.3 7.3
Employment trends
Total actual employment 28.6 61.2 10.2
Total expected next 3 months 20.4 73.5 6.1
Average pay increase 3.81
Percent recruiting staff 63.3
Recruitment difficulties 68.8

Wholesale distribution

Optimism

Changes in business confidence were again broadly based,
and a stronger downward trend was reported.

Sales

The outturn in sales was far weaker than anticipated and a
further deterioration in sales trends is forecast. Concerns
as to competition eased further, but remained the factor
thought most likely to limit activity in the next quarter.

Expectations of increasing prices in the next quarter
remained at the highest level for four years. Transport
costs, raw material costs and other overheads were again
the most widely cited pressures on prices.
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Investment
Changes in investment plans were reported by 31%, and a
slight rising trend in investment intentions was reported.

Finance

The declining cash flow trend continued and deepened.
Expectations as to the trends in turnover and profitability
suggest increasing pressures on margins. The expectations
for the year in terms of turnover and profitability are bleak.
A net of 8% expect turnover to fall over the net year, and a
net of 26% expect profitability to decline over the next year.

Employment

Changes to employment levels were limited, affecting 28%.
The outturn in employment was worse than anticipated and
rising trends in temporary staffs were reported. 28%
reported increasing pay by an average of 3.2% compared to
an average increase of 4.4% in the previous quarter.

Table 3: Wholesale distribution - key results

Percentages

Up Level Down
Business Optimism 10.3 38.5 513
Trend in actual sales 25.6 33.3 41.0
Trend in expected sales 15.4 43.6 41.0
Investment plans 17.9 69.2 12.8
Cash flow past 3 months 12.8 59.0 28.2
Turnover next 12 months 28.2 35.9 35.9
Profitability next 12 months 25.6 231 513
Price change next 3 months 59.0 38.5 2.6
Pressures to raise prices from
Pay settlements 29.7
Raw material costs 541
Finance costs 216
Other overheads 541
Transport costs 56.8
Employment trends
Total actual employment 2.6 79.5 17.9
Expected next 3 months 13.2 73.7 13.2
Average pay increase 3.21
Percent recruiting staff 231
Recruitment difficulties 50.0

Retail distribution

Optimism

Changes in business confidence were broadly based, and
reported by 64%; the decline in business confidence
continued and deepened.



Sales

The declining trends in sales continued, although the rate
was little changed from the previous quarter. The outturn
was better than anticipated. Little change to the sales
trends is forecast for the second quarter.

Two fifths of respondents expect to increase prices in the
current quarter. Pressures to raise prices are stronger than
in the previous quarter. For a further quarter concerns as to
the level of competition and business rates remain the
factors thought most likely to restrict sales.

Investment
Investment plans were again largely unchanged, and the
modest decline continued.

Finance

For a further quarter the downward cash flow trends
deepened. For a further quarter a net of respondents
anticipate declining trends in turnover over the next twelve
months, however, the anticipated decline in profitability has
eased.

Employment

The outturn in employment was as had been anticipated,
and a steeper decline in employment was reported. Recruit-
ment activity was at a lower level, and this may suggest
firms losing staff by non-replacement. 40% reported
seeking staff, and 21% increased pay by an average of
4.7% compared to an average increase of 3.57% in the
previous quarter.

Table 4: Retail distribution - key results

Percentages

Up Level Down
Business Optimism 15.2 36.2 48.6
Trend in actual sales 27.9 28.8 43.3
Trend in expected sales 27.5 324 40.2
Investment plans 15.4 66.3 18.3
Cash flow past 3 months 18.3 44.2 375
Turnover next 12 months 30.5 34.3 35.2
Profitability next 12 months 324 30.4 373
Price change next 3 months 40.0 55.2 4.8
Pressures to raise prices from
Pay settlements 371
Raw material costs 371
Finance costs 16.9
Other overheads 59.6
Transport costs 44.9
Employment trends
Total actual employment 8.7 69.9 214
Expected next 3 months 74 78.9 13.7
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Average pay increase 4.7
Percent recruiting staff 40.0
Recruitment difficulties 63.4
Tourism

Optimism

Once again the weakeningtrends business confidence
continued and deepened. The first quarter trends were
weaker than in previous years as international concerns
continue to affect confidence and demand.

Demand

The outturn in demand, although weak, was marginally
better than had been anticipated. Average capacity used in
the first quarter was weaker than for several years. The
forecast for the second quarter remains weak.

Declining trends in Scottish and rest of UK visitors were
reported, and demand from overseas remained very
depressed with little improvement anticipated for the
second quarter.

Investment

A modest rise in investment was reported, although for 82%
the main reason for authorising investment was to replace/
renew facilities or to improve facilities.

Finance

Turnover fell and costs rose. Widespread discounting of
room rates was again evident, and more broadly based
than had been predicted.

Employment

74% reported no change to overall employment levels and
the outturn, a broadly based decline, was as had been
expected.

Recruitment

Recruitment remained at high levels with 79% seeking to
recruit staff. 82% of those recruiting staff reported
difficulties in attracting suitable staffs, most notably skilled
staffs. 24% reported increasing pay by an average of
5.00%, the same as in the previous quarter.



Table 5: Tourism - key results

Business Optimism

Trends in demand/visitors
Total demand/ visitors
Demand from Scotland
Demand from Rest of UK
Demand from abroad
Business Trade

Trends in expected demand
Total demand/ visitors
Demand from Scotland
Demand from Rest of UK
Demand from abroad
Business Trade

Capacity used

Investment

Turnover past 3 months
Costs past 3 months
Average daily rate
Expected average daily rate

Employment trends
Total actual employment
Expected next 3 months
Average pay increase
Percent recruiting staff
Recruitment difficulties

Up

9.3

18.6
19.5
19.5

2.5
16.1

20.9
23.8
28.6

4.9
15.6

50.96

26.2
21.2
50.0
6.3
9.4

2.4
9.8
5.00
78.8
81.5

Percentages

Level Down

37.2 53.5
32.6 48.8
56.1 24.4
51.2 29.3
30.0 67.5
38.7 45.2
46.5 32.6
64.3 11.9
59.5 11.9
26.8 68.3
34.4 50.0
50.0 23.8
27.3 51.5
40.5 9.5
56.3 375
56.3 34.4
73.8 23.8
68.3 22.0

Cliff Lockyer/Eleanor Malloy
12 June 2003
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Scottish Affairs is the definitive forum for

comment and debate on Scottish politics,
society and current affairs. It is published in
book form every quarter and is independent
of political parties and pressure groups.
Each year, one of the issues focuses on a
particular theme. These have included:

Scotland, Quebec and Catalonia Gender
and National Identify Understanding
Constitutional Change (a complete
special issue)

The Northern Ireland Agreement
Social Inclusion

Annual Subscription (four issues):
£27.50 (individuals), £45 (institutions)

ublished by and further information (inn
cluding how to join our electronic mailing
list) from:

Unit for the Study of Government in Scotland
University of Edinburgh
Chisholm House High
School yards Edinburgh
EH1 1LZ

Tel: 0131 650 2456
Fax: 0131 650 6345
Email: Ladams@ed.ac.uk
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