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Economic background  
It is five months since the last forecasts of the Scottish 

economy were published in the Fraser Economic 

Commentary. In that time, we have seen confirmation that 

Q2 growth was down 0.8% on Q1 2009, meaning that 

Scotland has now seen four quarters of consecutive 

negative growth. The rate of negative growth appears to 

have slowed, with Q1 2009 seeing a 2.5% quarterly 

reduction. Scottish GDP in Q2 was down 6.1% from its 

peak in Q2 2009.  

 

We noted in June’s forecast that growth prospects for 

Scotland would be significantly affected by the duration of 

the global downturn and the speed by which policy 

decisions feed through to restore confidence across the 

economic system. With continued low economic activity 

across Scotland and the UK, only in some figures for Q3 

2009 are we beginning to see some signs of economic 

recovery in some key markets for Scottish goods and 

services. As a result, since June most commentators have 

revised down their forecasts for growth in 2009, and we are 

no exception.  

 

Forecasts for growth in 2010 in Scotland’s major export 

markets remain broadly similar to those made earlier in this 

year, indicating a growing feeling that the worst of the 

downturn may be past. The most recent survey data on 

business confidence in Scotland, summarised elsewhere in 

this issue of the Fraser Economic Commentary, suggest 

that there are rising net balances in business confidence – 

not necessarily across all sectors of the Scottish economy 

– although there also concerns as to the pace at which the 

Scottish economy returns to growth. The Scottish 

Chambers’ Business Survey, for instance, reports that 

survey respondents in manufacturing, wholesale 

distribution and tourism were reporting rising confidence, 

while the declines in confidence seen earlier in 2009 in the 

important construction and retail sectors were lessening.  

 

While the speed of the return to growth in Scotland will be 

intimately tied to economic growth elsewhere, particularly 

in major trading partners, we remain uncertain as to the 

future pattern of growth in Scotland over the coming years. 

As with previous forecasts, we present three scenarios for 

growth for the three years from 2009. Our central scenario 

is the one which we feel is the most likely, but clearly 

apparent uncertainty in the macroeconomic environment, 

combined with often substantial revisions to GDP data 

between quarters, leads us to have a “high growth” and 

“low growth” alternative scenarios around this central 

scenario. In this article we report the new forecasts for 
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Scottish GDP growth as well as forecasts for the future for 

the Scottish labour market.  

 

Firstly, we examine some of the key economic policy 

developments since June’s forecasts, and likely 

developments over the coming months. 

 

The unprecedented monetary response of the UK 

authorities to the economic environment has continued. 

Interest rates were held at 0.5% by the MPC at their 

meeting in November, the eighth month this rate has 

remained unchanged. Interest rates have similarly been 

kept at historic low levels in the Eurozone and the US. In 

the UK, the Bank of England has extended its programme 

of “quantitative easing” (QE). In August, the Bank’s 

Monetary Policy Committee decided that the QE 

programme should be extended to £175 billion, and on the 

5
th

 of November, the MPC voted to increase the size of the 

QE programme by a further £25 billion, up to £200 billion in 

total. Between March and the 6
th

 of November, purchases 

of almost £174.9 billion have been made through this 

facility.  

 

An initial assessment of the impact of QE on the UK 

economy was made by Charles Bean (a member of the 

MPC) in October 2009 (Bean, 2009). He points to a 

number of data to show the impact of QE. Firstly, in his 

assessment, the spread on gilt yields (the difference 

between gilts and expected future Bank Rates) has 

reduced by around ¾ percentage points, while there have 

not been the same movements in the Eurozone, where no 

purchases of Government debt have occurred, or the US, 

where the Federal Reserves activities have purchased a 

smaller share of the government debt market. Secondly, 

corporate bond spreads have reduced, while equity prices 

have risen by almost half since March 2009. UK 

corporations have issued more than the annual average 

number of bonds with £60 billion issued, compared to an 

average of £40 billion. Bean notes that the aim of the policy 

is to get the annual rate of nominal spending back to 

around 5% or so, while over the last year nominal spending 

has fallen by almost 5%. His assessment concludes that 

“we will probably never know exactly how effective the 

policy of QE has been, for the simple reason that we can 

never know with precision what would have happened in its 

absence. My only confident prediction is that academic 

economists and their PhD students will be poring over the 

topic for decades to come” (Bean, 2009, p. 6). 

 

The Budget in April 2009 announced the extension of some 

of the packages introduced in November 2008’s Pre-

Budget Report (PBR), including the reduction in the rate of 

VAT. This commenced from 1
st
 December 2008, when VAT 

was reduced to 15% from 17.5%. This was announced as 

a temporary programme, and will be removed from 1
st
 of 

January 2010, when VAT will return to 17.5%. Capital 

expenditures have been brought forward at both UK and 

Scottish levels, with £3 billion brought forward in the UK 

2008 PBR. The Scottish Government’s budget for 2010-11, 

announced in September 2009, sought to balance the 

expected “squeeze” on public spending over the years from 

2011. Accelerated capital spending for 2010-11, include 

spending on the rail network across Scotland, the prisons 

system and school buildings. To preserve capital budgets 

in future years the Scottish Government announced its 

decision to cancel the proposed Glasgow Airport Rail Link 

(linking Glasgow Airport to Glasgow City Centre, through a 

new line between Paisley and the Airport). The proposed 

budget has now entered its committee stage, and will likely 

be debated early in 2010.  

 

In light of recent large increases in Government borrowing 

at UK level, and related pressures on government budgets 

over coming years, it is unlikely that UK and Scottish 

government expenditure from 2011 will drive economic 

activity and growth over the medium-term. It is likely that 

the next decade will see significant cuts in government 

spending at all levels, i.e. central and local government 

spending. For example, CPPR estimated an 8.5% 

reduction between 2009-10 budgets and the budget at the 

end of 2013-2014 (CPPR, 2009). Scotland’s growth 

prospects compared to the rest of the UK will to some 

extent depend upon not only the extent to which the private 

sector returns to positive growth, but the extent to which 

government spending is reduced. 

  

Key for future developments in the Scottish labour market 

will be the larger share of employment in public sector. 

Latest figures (James, 2009) show that public sector 

employment in Scotland in Q4 2008 was 23.0% of all in 

employment, while across the UK, 19.8% of total 

employment was in the public sector. The share of 

employment in the public sector in Scotland has remained 

relatively constant between Q4 1999 and the most recent 

data, while across the UK public sector employment was 

slightly higher than in Q4 1999 (19.2%). While these facts 

could insulate the Scottish labour market from the worst of 

the most recent downturn, the anticipated future changes in 

public expenditures may be expected to hit hardest those 

areas where, other things being equal, the public sector 

has a larger share of employment. 

 

Further complicating the position of forecasters in what are 

uncertain times, the Chief Economic Advisor notes in 

“State of the Economy” (August 2009), the large 

uncertainties in calculating GDP and GVA at the regional 

level have led to a number of significant revisions to the 

estimated figures. At the UK level, Q2 2008 growth was 

revised downwards in June 2009 meaning that quarterly 

GDP change turned negative in Q2 2008. We continue to 

present three scenarios for Scottish GVA changes, in part 

due to these significant alterations to GVA, and will 

continue to monitor our forecasts in light of any future 

revisions to GVA data for Scotland.  

 

The Scottish economy 
In the last quarter for which data are available (Q2 2009, 

published on 22
nd

 April 2008), the Gross Domestic Product 
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in Scotland fell by 0.8% from the previous quarter (Q1 

2009), which had fallen by 2.5% compared to Q4 2008 as 

noted in the introduction above. Scotland officially entered 

recession after the second consecutive quarterly decline in 

GDP in Q4 2008 and has now seen four quarters of 

negative GDP growth. The decline in GDP in Q2 2009 is 

significantly less than the decline in Q1, and less than that 

seen in Q3 and Q4 2008, leading some commentators to 

suggest that the decline in the size of the GDP decreases 

is a sign that the worst of the economic downturn is over. 

 

In Q2 2009, the decline in the service sector continued, 

with an overall decline of 0.4%, after falling 1.6% in Q1 

2009. Some 74.2% of Scottish activity is in this broad 

industrial grouping, and these sectors had contributed most 

to the recent growth of the Scottish economy. Within the 

service sector, there were large quarterly falls in Hotels and 

Catering (-3.3%), Communications (-2.9%), Other services 

(-1.2%) and Financial services (-1.0%). Retail and 

wholesale’s contribution to Scottish GDP also declined in 

Q2, down 0.4%. These falls were partially, but not wholly 

offset by a strong performance in Public admin, education 

and health, which grew by 0.2% in Q2, helped in part by a 

1.0% growth in Health and Social Work. Gains were seen 

in Real estate and business services (0.2%), which showed 

its first quarter on quarter growth since Q1 2008. Financial 

services was down 1.0% in the quarter, continuing its 

decline from a high reached in Q1 2007, and down 7.0% 

over the last four quarters compared to the preceding four 

quarters.  

 

Production sectors, responsible for 17.7% of Scottish GDP, 

declined 1.9% in Q2 and continued the decline that began 

in Q3 2008. The decline in the most recent quarter was 

less than that of Q1 2009 (-5.6%) and Q4 2008 (-3.8%). 

Within the production sectors, large falls were seen in 

Electricity, gas and water supply (-11.0%), while the Mining 

and Quarrying sector displayed its first positive quarterly 

growth since Q2 2007. There was a decline in 

Manufacturing (-0.2%) driven by a combination of 

significant reductions in the contribution to GDP from 

Refined petroleum products and nuclear fuel (-9.1%), 

Metals and Metal products (-8.5%) and Chemicals and 

man-made fibres (-4.2%), and positive growth in Food and 

Tobacco (4.8%) and Electrical and Instrument Engineering 

(5.8%). The Construction sector reported a fourth 

subsequent quarter of declining value added, falling by 

2.8% in Q2, reduced from a fall of 5.8% in Q1. The broad-

based sectoral nature of this recession thus continues, with 

a few notable exceptions. 

 

Labour market developments in Scotland to the end of 

August 2009 showed falling employment and increasing 

unemployment from what had been historic highs and lows 

respectively. Employment of those aged over 16 between 

June and August stood at 2,497 thousand, down 41,000 (or 

1.6%) on the same period one year previously. The 

employment rate for those of working age was down from 

74.4% to 74.0% in one quarter, and down from 76.0% in 

the same quarter one year previously. The number of 

people over the age of 16 who were unemployed rose by 

67,000 over the last year, approximately twice the rise 

reported in the last commentary for the year to April 2009, 

and now stands at 194 thousand. The number of those 

receiving unemployment-related benefits stood at 132,600 

in September 2009. The claimant count figure is up 49,000 

since September 2008. 

 

 

Final demand and recent trends 
The FAI forecasting model acknowledges the drivers of 

economic activity in the Scottish economy to be 

consumption, government spending, investment, tourism 

and exports (to the rest of the UK and the rest of the 

World). For all three scenarios considered the recent 

trends in each of these measures, as well as recent survey 

evidence, are discussed below.  

 

 

 Consumption 

 Data being developed on Scottish Household final 

consumption expenditure, release in 28
th

 October 

through the Scottish Government’s Scottish 

National Accounts Project (SNAP), show that Q2 

2009 saw the third consecutive decline in current 

price Scottish household expenditure, following on 

from the declines in Q4 2008 and Q1 2009. 

Nominal Scottish household spending was down 

0.21% in the quarter, and 3.4% lower than the 

same quarter one year before. The decline in Q1 

2009 was 2.34%, so there would appear to be 

evidence that the decline in household 

expenditure appears to be moderating. These 

data are not National Statistics, and so should be 

considered experimental, but do serve to give a 

potentially vital insight into trends in household 

spending – which is crucial for economic activity – 

at the Scottish level. 
 

 Figures from the Scottish Retail Consortium 

confirmed that like-for-like sales in September 

2009 were 1.5% higher than the same month one 

year earlier, and total sales were up 4.3%. These 

are nominal figures, so could indicate that 

households are protecting expenditures in the 

sectors covered by this survey, and making 

reductions in other areas. 
 

 On large-scale purchases, one of the most visible 

sectors recently has been the motor industry, 

which saw large reductions in out at the start of 

2009. Recent sales data from the Scottish Motor 

Trade Association (SMTA) reported that new car 

registrations in October 2009 were up 45% on 

new car registrations in October 2008. The SMTA 

explain this as being significantly aided by the UK 

Government’s car scrappage scheme which gives 
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car owners a £2,000 discount on a new car when 

they trade in a car more than ten years old which 

they have owned for over 12 months. Initially, 

£300 million was allocated to the scheme, which 

would run until February 2010 or until the funding 

is used up. In September, the UK Government 

extended the fund by £100 million, meaning that 

the fund would cover up to 400,000 vehicles.  
 

 One key issue will be the extent to which the VAT 

increase from January 2010 and the scrappage 

scheme, running out in February 2010, have been 

bringing car sales forward that would otherwise 

happen in that year. 
 

 The Halifax House Price Index reported (23
rd

 

October 2009) that Q3 2009 saw a 5.3% rise in 

house prices compared to Q2 2009, however 

prices are down 6.3% compared to the year 

previous. On their measure, average UK house 

prices have fallen 7.4% annually, meaning that 

Scottish house prices have been more resilient.  
 

 Government spending 
 Across the advanced economies, government 

spending has stepped in to provide a fiscal 

stimulus to economic activity in 2009 and 2010. 

The extent of these packages ranges from around 

2% of GDP in the UK to around 5.5% in the US, 

and includes a range of tax or spending initiatives. 

There is considerable uncertainty over the impact 

that the removal of these packages will have. 

 

 Further, but related to the above point, public 

finances across most developed countries are at 

levels which are typically seen as unsustainable 

over the long-run, requiring some reductions in 

spending over the coming years. The Institute of 

Fiscal Studies, for instance, have forecast 

average declines of 2.3% per year for the three 

years from 2011-12. Before that year however, 

which would be after the next Spending Review, 

public expenditures appear set to be reduced. In 

his May “State of the Economy” report, Scotland’s 

Chief Economic Advisor’s (May 2009) noted that 

spending controlled by the Scottish Government 

through the Departmental Expenditure Levels, 

which makes up the principal element of 

discretionary spending at the disposal of the 

Scottish Government, will grow by around 4.5% in 

2009-10, but decline by 1.7% in 2010-11. This will 

be, in part, due to the reallocation of capital 

spending from 2010-11 forward to 2009-10 as part 

of the Economic Recover Plan. 

 

 Investment 
 There are no figures available for investment in 

Scotland, but business investment figures are 

reported for the UK. UK figures for business 

investment in Q2 2009 were published in 

September. These reported that business 

investment fell 10.2% from Q1 2009, and was 

21.8% lower than Q2 in 2008, clearly illustrating 

the significant impacts on investment through the 

current economic downturn.  

 

 Total business investment in real terms across the 

UK was lower in Q2 2009 than in Q3 2006 across 

the majority of sectors where investment data is 

reported. 

 

 Scottish Engineering and Scottish Chambers both 

reported falling investments in Scotland, indicating 

some support for the link between investment at 

the Scottish and UK levels. Going forward, there 

appear to be low expectations of significant 

increases in investment over the short term, with 

only 16% expected to increase investments. 

 

 Tourism 
 Visit Scotland figures showed that in July and 

August hotels occupancy levels were higher than 

those in the same month in 2008, and while room 

occupancy in June was unchanged compared to 

June 2008, bed occupancy was higher, indicating 

that there was some signs that the forecasts of a 

good year for tourism were observed. The 

“staycations” forecast in June’s commentary – 

where overseas holidays were swapped in favour 

of domestic holidays by Scottish families during 

2009 – might be confirmed when later data 

becomes available, but there is some support for 

this from the limited evidence available so far.  

 

 An ongoing issue was the extent to which 

occupancy was sustained by discounting, and this 

will have implications for the contribution to GVA 

of the hotels and catering sector. 

 

 Q2 2009 (for the period April to June) figures for 

the hotels and catering sector revealed a drop of 

3.3%, but this is before any of the higher 

occupancy figures reported in the paragraph 

above. We would be interested in seeing how 

these higher occupancy figures translated into 

greater contributions to GVA in Q3, which will be 

available into the New Year. 

 

 It is likely that the Homecoming Scotland 

programme of events for during 2009 have 

protected some sectors in particular areas through 

the year, and partly been responsible for the 

increase in occupancy figures observed over the 

summer months. 

 

 Into the future, the nature of tourism offerings 

could be expected to be affected by the economic 
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downturn, although one would expect that this 

effect would not be homogenous across all 

categories of tourism. Niche tourism offerings, 

such as sport and adventure tourism, could 

continue to protect Scotland’s tourism offering 

compared to that of other regions, however, due 

to increased joblessness and possibility of 

unemployment it is likely that it will be well into 

2010 before tourism numbers and spending see 

increases.  

 

 Exports to the rest of the UK  
 While there is not separately identified evidence 

available on recent changes in exports from 

Scotland to the rest of the UK, this is the most 

important destination for Scottish goods after 

Scottish domestic consumption (which would 

include households, government (central and 

local), investment and tourism). The 2004 IO 

tables show that exports to the rest of the UK 

were worth more than double the value of exports 

to the rest of the world. This data is the most 

recent we are able to find comparing exports to 

the rest of the UK and exports to the rest of the 

World, but we would not expect that this ratio 

would have changed over years since it was 

published. Clearly, additional data would greatly 

help us to understand changes in demand in this 

important market for Scottish goods. 

 

 Forecasts for the UK, as alluded to in the 

introduction, have been revised down slightly 

since we forecast in June. The average of new 

(within the last three month) independent 

forecasts for the UK economy is -4.3% in 2009, 

with the same measure in 2010 forecast at 1.3%. 

There is considerable uncertainty over estimates 

for UK growth in 2010 apparent from the range of 

new independent forecasts between -0.5% and 

2.2%. 

 

 As noted elsewhere in this edition of the Fraser 

Economic Commentary, Scottish Chamber and 

CBI respondents reported trends in total rest of 

UK orders which were better than previous 

quarters Scottish Engineering survey respondents 

also reported an improvement in the trend in 

export demand. This could be consistent with a 

strengthening of the market for goods in the rest 

of the UK as we move into 2010.  

 

  Exports to the rest of the world  
 The most recent figures on total Scottish exports 

to the rest of the World reveal that in 2007 

Scotland exports totalled £20.6 billion, of which 

£13.6 billion came from exports of Scottish 

manufacturing. The largest single sector for 

exports to the rest of the world was the food and 

beverages sector, exporting £4.6 billion in 2007, 

and showing the ongoing importance of this sector 

for Scottish exports.   

 

 For data after 2007, we are reliant on the Index of 

Manufactured Exports, which tracks developments 

in this most important industry. Recent data from 

October 2009 suggest that manufactured exports 

from Scotland fell by 0.7% in real terms between 

Q1 and Q2 2009, down some 8.5% on the level 

one year previously. The greatest declines were in 

chemicals, coke, refined petroleum and nuclear 

fuel and wood, paper, publishing and printing 

(down 6.0% and 12.0% in the last quarter 

respectively). 

 

 In the year to Q2 2009, the biggest declines in 

export activity were reported in metal and non-

metal products sector and textiles, fur and leather 

(down 20.7% and 17.0% respectively). 

 

 As of October 2009, some recent experimental 

data published by the Scottish Government 

through SNAP the cash values of manufacturing 

exports from Scotland to the rest of the World 

showed that ROW exports totalled £3,470 million 

(in current prices). Engineering and allied 

industries was the largest share of these exports, 

worth almost 43% of total manufacturing exports. 

 

 The Global Connections survey provides evidence 

for the most important markets around the world 

for Scottish exports, and dates from 2007. The 

USA was the most common destination for 

Scottish exports, followed by France, the 

Netherlands, Germany and Ireland. The 

downturns in these countries discussed in the 

introduction, sets the background to some difficult 

trading conditions for Scottish exports over 2009. 

It is likely that the growth performance of these 

countries will drive the pace of recovery in 

Scottish aggregate, and manufacturing, export 

demand over the coming years. Longer term, the 

extent to which new markets can be found for 

Scottish goods will be vital for the return to growth 

of the Scottish manufacturing sector. 

 

 Recent IMF and OECD growth forecasts for these 

five key export markets in coming years are given 

in the table below. Readers should note that the 

IMF forecasts date from October 2009, while 

those for the OECD were published in June’s 

Economic Outlook (the next issue of which is due 

to be released before the end of 2009). 

 

 Several points can be noted from the above table 

for forecast growth rates for the export markets for 

Scottish goods. Firstly, US GDP growth is forecast
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Table 1:  Growth forecasts for top five export markets for ROW exports from Scotland, % year on year change, plus 

United Kingdom and Euro Area 

 

  2009 2010 

  IMF OECD IMF OECD 

1 United States -2.7 -2.8 1.5 0.9 

2 France -2.4 -3.0 0.9 0.2 

3 Germany -5.3 -6.1 0.3 0.2 

4 The Netherlands -4.2 -4.9 0.7 -0.4 

5 Ireland -7.5 -9.8 -2.5 -1.5 

      

- United Kingdom -4.4 -4.3 0.9 0.0 

- Euro Area -4.2 -4.8 0.3 0.0 

 

Sources: International Monetary Fund, Regional Economic Outlook: Europe, Securing Recovery, October 2009 and OECD Economic Outlook, 

June 2009 

 

 

Table 2:  Main forecasts of the Scottish economy (central scenario), 2009-2012 

 

 

 2009 2010 2011 2012 

Gross Value Added -5.0% 0.1% 1.0% 1.6% 

     

Manufacturing -11.3% 0.1% 2.8% 4.2% 

Construction -4.3% 0.2% 0.8% 1.3% 

Services -3.5% 0.1% 0.6% 1.0% 

 

 

Table 3:  Forecasts for aggregate GVA growth in the Scottish economy under three scenarios, 2009-2012 

 

 

 2009 2010 2011 2012 

High growth -4.9% 1.6% 1.8% 2.1% 

Central -5.0% 0.1% 1.1% 1.6% 

Low growth 

 

-5.2% -0.7% -0.1% 0.5% 

 

 

Table 4:  Forecasts of Scottish employment (jobs, 000s) and net employment change in central scenario, 2009-2012 

 

 

 2009 2010 2011 2012 

Total employment (000s) 2,258 2,228 2,248 2,280 

Net annual change (jobs) (130,776) (29,615) 20,292 31,467 

% annual change -5.5% -1.3% 1.0% 1.4% 

     

Agriculture (jobs, 000s) 29,370 29,518 30,183 31,221 

Annual change -3380 149 665 1038 

Manufacturing 226,949 219,504 226,069 236,272 

Annual change -31354 -7445 6565 10203 

Construction 123,274 114849 115788 117255 

Annual change -14476 -8425 940 1466 

Services 1878,185 1864291 1876413 1895173 

Annual change -81565 -13894 12123 18760 
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Table 5:  Forecast Scottish net jobs growth in three scenarios, 2009-2012 

 

Net job no’s 2009 2010 2011 2012 

High growth -126,915 -352 36,025 44,154 

Previous high forecast -62,827 -23,152 33,584 45,174 

Central scenario -130,776 -29,615 20,292 31,467 

Previous central forecast  -84,399 -51,451 11,301 26,824 

Low growth -134,864 -46,593 -3,409 6,788 

Previous low forecast -103,579 -66,894 -3,722 6,847 

 

 

 

 

Table 6:  Forecasts of Scottish unemployment, central scenario 2009-2012 

 

 2009 2010 2011 2012 

ILO unemployment (000s) 200,082 234,105 212,661 172,815 

Rate
1
 7.6% 9.2% 8.7% 7.7% 

Claimant count 136,821 160,087 145,423 118,175 

Rate
2
 4.9% 5.7% 5.2% 4.3% 

 

Notes: 
1 
= rate calculated as total ILO unemployed divided by total of economically active 16+ population. 

2
 = rate calculated as claimant count 

divided by sum of claimant count and total jobs. 

 

 

 

Table 7:  ILO unemployment rate and claimant count rate measures of unemployment under each of the three forecast 

scenarios 

 

 2009 2010 2011 2012 

ILO unemployment rate 

High growth 7.2% 7.6% 6.5% 5.0% 

Central 7.6% 9.2% 8.7% 7.7% 

Low growth 8.2% 10.5% 11.0% 11.0% 

     

Claimant count rate 

High growth 4.5% 4.6% 3.7% 2.8% 

Central 4.9% 5.8% 5.2% 4.2% 

Low growth 5.3% 6.7% 6.8% 6.5% 

 

 

 to be stronger in 2009 than 2008 at 1.5%, 

however other key export markets remain weak. 

The fifth largest export market in 2007 was 

Ireland, which is forecast to see a contraction in 

GDP of 2.5% in 2010, lessening any prospect that 

demand from that country could support a growth 

in demand for Scottish goods and services. 

 

 The IMF World Economic Outlook predicts world 

aggregate output will decline by 1.1% in 2010, 

and 2010 is predicted to see stronger growth, with 

world output increasing by 3.1%. These figures 

have been revised upwards since the previous 

World Economic Outlook of July 2009, indicating 

some softening of the most bleak forecasts for the 

world economy. Interestingly, the UK is one of the 

few advanced economies identified by the IMF as  

having its growth forecast for 2009 revised downward 

between July and October 2008. At the same time, UK 

growth in 2010 was revised up between these 

publications. 

 

 The pattern of growth forecasted for 2010 is that 

the strongest growth will be seen in emerging and 

developing countries, such as China (9.0% 

forecast for 2010), India (6.3%) and the “ASEAN-

5” countries of Indonesia, Malaysia, Philippines, 

Thailand and Vietnam. If exports are to drive the 

Scottish recovery then finding new markets in 

these countries could be important for a quicker 

return to a growth trajectory.
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The forecasts: Background 
As with the most recent forecasts published in the last four 

Economic Commentaries, we have again three alternative 

scenarios for growth, employment and unemployment in 

the Scottish economy: we label the scenario that we feel is 

most likely “central”, with “high growth” and “low growth” as 

two respectively upper and lower growth alternatives. We 

contend that these three scenarios capture the range of 

outcomes that are possible, given that there are 

considerable uncertainties surrounding any specific single 

or point estimates to the “central” forecast. The significant 

revisions to GDP growth forecasts discussed above and 

seen particularly over the last year, suggest that a 

scenarios approach is sensible in the current uncertain 

economic climate – when first estimates of growth may be 

revised significantly some quarters into the future. While 

not presently explicit probabilities for each of these 

outcomes, we forecast that the “central” scenario is that 

which is most likely, while the “high growth” and “low 

growth” scenarios reveal the range of possible outcomes 

for the Scottish economy foreseen for future developments 

from November 2009 through 2010 to 2012. 

 

 
The forecasts: Detail 
In the three scenarios considered, the following features 

are assumed to influence the factors of demand, and 

economic activity, across the Scottish economy: 

 

Household  
In the central scenario, we forecast a significant reduction 

in household expenditure in 2009, slowly recovering 

through 2010, but still slightly down on 2009 levels, 

although returning to increasing expenditure from 2011 and 

into 2012. In the low scenario, household expenditure is 

damaged through lower consumer confidence and 

persistent unemployment. Spending falls in 2009, 2010 and 

(slightly) in 2011 in this scenario. In the high scenario, 

consumer confidence rebounds faster than expected in our 

central scenario, returning to positive growth (albeit, 

gingerly) in 2010 before returning to trend increases in 

expenditure through 2011 and 2012. This scenario could 

be consistent with lower than currently expected increases 

in joblessness, and recovery of consumer confidence, 

supported by access to, and demand for, household credit 

facilities.  

 

Government  
In the central scenario we forecast an increase in 

government spending through 2009, with a reduced 

increase in spending in 2010. From 2011 we forecast 

increasingly large annual reductions in aggregate 

spending, which are reduced by 2.0% in 2012. In the high 

(low) scenario, government spending also falls from 2011, 

but by smaller (higher) amounts, in part supported by 

assumed economic activity keeping taxation income higher 

(lower) than is assumed in the central case. 

 

Exports 
In the central scenario we forecast a slow return to growth 

in world trade in 2009, with a return to positive growth (as 

predicted by the IMF in October 2009) in 2010 and 

continuing through 2011 and 2012. This is reflected in a 

forecast demand for exports to the rest of the world from 

Scotland. Such a response could be indicative of Scottish 

exports securing markets in developing economies, which 

are forecast to see high levels of economic growth over the 

coming years, while more developed countries are 

predicted to see slower increases in growth. Recent 

changes in growth forecasts are discussed in the section 

above. In the high and low growth scenarios, this return to 

positive growth in exports takes less and more time 

respectively. Exports to the rest of UK follow a similar 

pattern in the central case, returning to positive growth in 

2010. In the low scenario we forecast a small increase in 

export demand from the rest of the UK in 2010. 

 

Tourism 
Tourism is assumed to recover from challenging conditions 

through 2008 and 2009 in our central case, by 2010, 

seeing some sustained growth in 2011 and 2012. Under 

the High scenario, significant growth is seen in aggregate 

tourism spending in 2010, perhaps reflecting faster than 

anticipated recoveries in growth in markets important for 

Scottish tourism, and the habits formed by Scottish 

households through increased domestic holidays in 2009. 

 

Investment and stocks 
As discussed above, 2009 has seen significant reductions 

in investment demands as the economic environment has 

worsened. Most commentators expect the recovery in 

investment to be partly driven by the supply of credit, but 

also the demand for credit from companies, which will be 

explicitly linked with returning business confidence. A 

number of Scottish Engineering and Scottish Chamber 

survey respondents anticipated increasing profitability over 

the next twelve months, hinting that there is some optimism 

for increasing investment. We forecast that aggregate 

investment levels in 2010 will remain lower than 2009, 

albeit only slightly, and begin to increase from 2011. Our 

high scenario sees investment increasing from 2009 levels 

in 2010, although the increase is forecast to be small. 

 

Results 
 
Gross Value Added 
The forecast GVA for Scotland in 2009 under all three 

scenarios is negative. We forecast all three scenarios out 

to 2012, by which time GVA growth in all scenarios is 

forecast to be positive, although the time path of changes 

is faster in the High growth scenario, and lower in the Low 

growth scenario. Scotland is forecast to return to positive 

growth in 2010 in both the Central (0.1%) and High growth 

(+1.7%) scenario, but the Low growth scenario sees 

negative growth in 2011 (-0.7 and -0.1).
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Figure 1:  GVA growth 2008 and forecasts to 2012, Scotland and the UK 

 

 

 
 

 

 

 

 

 

Figure 2: Forecasts of GVA growth in manufacturing, 2009-2012 
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These scenarios are presented in Figure 1, alongside (for 

comparison) the average of new forecasts (i.e. those made 

in the last three months to November 2009) for the UK as a 

whole. Forecasts for the UK in 2011 and 2012 were 

collected by HM Treasury in October 2009, and these are 

also shown in Figure 1. The average of independent 

forecasts for the UK in each of 2011 and 2012 remain 

unchanged from those reported in June 2009’s 

Commentary. 

 

We are forecasting that the Scottish economy will perform 

less strongly than the UK in 2009 in all three scenarios, 

while less well (0.7%) than the average of independent 

forecasts for the UK in 2010 (1.2%) in our Central scenario. 

As with previous experience of recessions (discussed in 

detail in June 2009’s Fraser Economic Commentary, and 

for the reasons given above), we anticipate the Central 

scenario will see a slower return to growth in Scotland than 

the UK as a whole, with all scenarios forecasting lower 

growth in Scotland than the average of independent 

forecasts for the UK in 2011 and 2012. 

 

Under the Central scenario, GVA growth returns to positive 

annual growth in 2010 (+0.1%) and 2011 (+1.0%). In 2012, 

Scottish growth is forecast to be 1.6%. Our central scenario 

for 2009, and the forecast for the sectors under this 

scenario are given in Table 2. Table 3 shows the GVA 

forecasts under each of the three scenarios. Under the Low 

growth scenario, negative growth is also seen in 2009, 

2010 and 2011, with the Scottish economy not returning to 

positive growth in this scenario until 2012.  

 

We also present forecasts for GVA change in Scotland at 

broad industry levels for manufacturing and services, as 

well as the construction sector, under each of the three 

scenarios – Central, High growth and Low growth. Figure 2 

shows the GVA change in Manufacturing under each of 

these three scenarios, while Figure 3 shows the GVA 

change in Services. Figure 4 shows the change in 

forecasted GVA annually in the construction sector 

between 2009 and 2012. 

 

Across the aggregate manufacturing sector (shown in 

Figure 2), a recovering from negative GVA growth in 2009 

occurs in 2010 in the Central scenario, although there is a 

small positive GVA growth forecast for 2010 under the High 

growth scenario. In 2011 and 2012, all three scenarios 

forecast positive GVA growth in the manufacturing sector, 

with growth ranging from 2.1 to 5.1% in 2012. Key to the 

speed of this recovery will be the growth of external 

demand for products, which have been revised upwards 

since June’s commentary due to the revisions for growth, 

and demand for imports, in key Scottish manufacturing 

export markets seen since June’s commentary.  

 
Employment 
Our forecasts for employment for each of the three 

scenarios are given in Table 4, along with the net 

aggregate employment change over the year. The 

employment figures relate to jobs, not FTEs, and are 

calibrated on the Employers’ Quarterly Survey Series, as 

given in Table 6.06 of the Economic and Labour Market 

Review, published by National Statistics. This gave total 

jobs in Scotland over the year 2008, as 2,387,500. As we 

have previously forecast, we anticipate in our Central 

scenario that total employment in Scotland will fall in 

aggregate in both 2009 and 2010. 

 

In the Central scenario, employment is forecast to decline 

by 130,776 in 2009 and by 29,615 jobs in 2010. Job 

numbers begin to increase in 2011 and 2012. Total jobs in 

2012 are forecast to be around 109,000 lower than the jobs 

total for 2008 (a year when historic highs and lows 

respectively for the employment rate and unemployment 

rate were seen in Scotland). The Low growth scenario 

forecasts that around 103,500 jobs are lost in 2009, and a 

further 67,000 in 2010. In that scenario, total jobs lost 

between 2009 and 2012 are 167,000, while in the High 

growth scenario, the recovery in 2011 and 2012 sees job 

numbers recover towards their previously measured 

historical highs, and job numbers in 2012 are around 7,000 

lower than their level in 2008. In all scenarios, total job 

numbers decline in 2009 and 2010. 

 

Table 5 shows the net annual growth in jobs in each of the 

three scenarios, and how these have changed since our 

last forecast. 

 

Looking at the sectoral breakdown for these employment 

changes, in all scenarios the Services sector sees the 

largest decline in job numbers in both 2009 and 2010. 

Overall, the number of service sector jobs are forecast to 

fall by 81,565 in 2009 and a further decline of 13,894 in 

2010. Financial services is forecast to be especially badly 

affected, losing almost 14,849 jobs in 2009 and 11616 jobs 

in 2010, but large job losses in 2009 are also forecast in 

real estate and business services, retail and wholesale, 

and hotels and catering sectors.  

 

The construction sector is forecast to lose around 14,476 

jobs in 2009, and a further 8,425 in 2010, and see a slow 

recovery through 2011 and 2012. As with the aggregate 

jobs total, the total jobs in construction in 2012 remain 

below levels of 2008. In the High growth scenario, job 

losses in construction are smaller in 2009, and fall by over 

14,000 while recovering to job growth of over 2000 in 2012. 

As mentioned earlier in this section, the construction sector 

has tended to see both quicker, and earlier, declines than 

the rest of the economy, and in previous upswings would 

be likely to see increased activity ahead of much of the 

economy. The slower than previous growth in the private 

housing sector may contribute to the upswing increase 

being less than in following previous recessions in 

Scotland. 

 

Manufacturing jobs fall in 2009 by over 31,000 in the 

Central scenario, with a range from 32,232 to 30,433 in the 

Low and High growth scenarios respectively. Within this 
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Figure 3: Forecasts of GVA growth in services, 2009-2012 

 
 

 
 

 

 

 

 

 

 

 

Figure 4:  Forecasts of GVA growth in construction, 2009-2012 
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broad sector, the most heavily hit sectors in 2009 will 

be those which rely upon export markets for the 

destination of their output, and so falls in employment 

are forecast in metals and non-metal products (down 

3,829), mechanical engineering (down 3,098) and 

mining and quarrying (down 3,636). Key to the 

response in the labour market will be the extent to 

which labour hoarding occurs in the face of the 

recession, and evidence suggests that while there 

have been some increase in anecdotal labour 

hoarding, there has been growing unemployment on 

the most recent data. This might suggest that the 

impact on jobs could be more significant than was 

initially felt earlier this year. When positive GVA 

growth does reappear, perhaps through 2010 in our 

Central and High scenarios, it may be beyond 2012 

before we see the numbers in employment reaching 

the highs for employment seen in 2007. 

 

Unemployment 
We present our forecasts for unemployment for 2009-

2012 in Scotland, as measured by the ILO definition 

as well as those claiming unemployment benefit, in 

Table 6. The preferred measure of unemployment is 

the ILO definition, as given by the Labour Force 

Survey. This measure is preferred as it reveals the 

extent of labour which is unemployed and available 

for work, rather than that portion of the available 

Scottish labour force which is currently in receipt of 

unemployment benefit. 

 

The forecasts for unemployment in 2009 and through 

2010-2012 have been revised upwards from forecasts 

published in the last Fraser Economic Commentary, 

given the speed of the reduction in employment and 

increasing unemployment observed in the first quarter 

of 2009, and in line with our revision downwards of 

our central scenario forecasts for Scottish GVA in 

2009. Until the recent  economic downturn, the 

Scottish labour market had been outperforming that of 

the UK when measured by employment rate, and had 

seen historically high levels of employment and low 

levels of unemployment. Of crucial importance to 

realised levels of unemployment will be the extent to 

which people who lose employment switch into the 

unemployed, or move into labour inactivity, i.e. 

unemployed but not available for work. As of 

November 2009, and as reported in the Chief 

Economic Advisor’s report, the increase in the 

Scottish ILO unemployment rate in Scotland over the 

last year (2.7 percentage points) was greater than the 

increase in the UK as a whole (up 2.4 percentage 

points). 

 

Table 7 shows the ILO and claimant count measures 

of unemployment under each of the three scenarios of 

our forecasts. 

 

____________________ 
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