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Background 
Since the last forecast of the Scottish economy the situa
tion in both the global and the uk economies has deterio
rated (see World and UK sections). We now expect that the 
economic slowdown in Scotland may be deeper and slightly 
longer than we first anticipated. The relative importance of 
exports and inward investment (primarily from the US) to 
the Scottish economy suggests that a prolonged downturn 
in the US will slow the Scottish economy further. 

The main stimuli to the Scottish economy should come from 
consumption and general government expenditure in 2001 
and 2002. We do, however, expect a slight weakening of 
consumption in 2001 and perhaps even in 2002. We 
anticipate a sharp weakening of investment expenditure in 
2001. It is likely that there will be a significant fall in 
exports to the UK. In 2001 exports to the rest of the world 
are probably going to slow down by considerably more than 
exports to the rest of the UK. 

The forecast in detail 
GDP 
We have revised down our forecasts for the Scottish 
economy from those in our May 2001 Commentary. GDP 
growth in 2000 was only 1.5% but we are forecasting that 
this year GDP growth will be 0.9% and rising to 1.4% in 
2002. This implies that Scotland will have GDP growth that 
is below long-term trend growth for three years. The GDP 
growth forecasts are given in Table 1. 

Table 1: Forecasts of the Scottish economy, 2001-2002 

2001 2002 

GDP 
Agriculture 
Manufacturing 
Manufacturing (ex. Electronics) 
Construction 
Services 

0.9% 
-1.9% 
-1.9% 
-1.5% 
4.6% 
1.7% 

1.4% 
-1.6% 
-0.2% 
-0.4% 

3.9% 
1.8% 

Source: Fraser of Allander Institute 

Clearly the strongest forecast growth is in the construction 
sector in both 2001 and 2002. Service sector growth is 
slightly muted relative to the long-run trend. Manufacturing 
performance is forecast to be worse in 2001 but to improve 
in 2002. Agriculture is forecast to decline in 2001 and 
2002 following two years of growth. 
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Output 
The short- term s t rong growth in construct ion is at t r ibuted to 

the expansion of investment and government spend ing tha t 

is already underway part icular ly in the educat ion and health 

sectors (al though there are s igni f icant contr ibut ions f rom 

water, t ranspor t and housing). The recent outbreaks of Foot 

and Mouth Disease (FMD) have caused agricul ture signif i

cant problems but it has also af fected the meat supply, 

l ivestock t ranspor ta t ion , food and tour ism sectors. It is the 

lat ter of these tha t has suf fered the most. The effects are, 

a t the moment , d i f f icu l t to quant i fy but the worst af fected 

regions are Dumfr ies and Galloway and Scott ish Borders. 

Elsewhere the d isrupt ion has been relatively min imal . 

Services are forecast to grow at 1.7% and 1.8% in 2 0 0 1 

and 2 0 0 2 . The impact of FMD on the tour ist industry is 

forecast to cause negative growth in both years whi le 

f inanc ia l services, real estate and business services and 

public services are expected to contr ibute signif icant ly to 

service sector growth. In 2 0 0 2 we also ant ic ipate tha t 

t ranspor t and communica t ions services wil l contr ibute 

signif icant ly to serv ice sector growth. Growth in the retail 

sector is forecast to be slightly down due to the drop in 

consumpt ion. 

Electronics are very impor tant to manufac tu r ing in Scot land 

and the recent global economic downturn and the severe 

weaken ing in demand for electronics products has caused 

th is sector considerable problems. The excess supply of 

some products has led to closures and rat ional isat ion of 

manufac tur ing capaci ty in Scot land. We cannot assume 

that the recent round of job losses will be the last and th is 

sector may face fu r ther cuts. We do expect a sl ight improve

ment in 2 0 0 2 but recovery in electronics may not be seen 

unti l 2 0 0 3 or 2 0 0 4 . During 2 0 0 1 we forecast tha t most 

manufac tur ing sectors will have a relatively poor per form

ance but that 2 0 0 2 may see a s igni f icant improvement. 

Employment 
We forecast tha t employment will fal l to 2 ,109 ,100 in 2 0 0 1 

f rom 2 ,115 ,000 in 2 0 0 0 . The fo l lowing year employment 

will rise to 2 , 1 1 3 , 8 0 0 . This is a net decrease in 2 0 0 1 of 

7,400 and a net increase in 2 0 0 2 of 4 , 7 0 0 . The employ

ment forecasts are presented in Table 2. 

Table 2: Forecasts of Scottish employment and net 
employment change, 2001-2002 

2001 2002 

Employment 

Agriculture 

Manufacturing 

Construction 

Services 

2,109,100 
(-7,400) 
38,700 

(-1,900) 
280,400 

(-10,600) 
135,900 

(-400) 
1,614,200 

(5,400) 

2,113,800 
(4,700) 
37,100 

(-1,500) 
276,800 
(-3,600) 
140,200 
(2,500) 

1,621,500 
(7,300) 

Source: Fraser of Allander Institute; (net change in parentheses) 

Construct ion employment is forecast to shed 4 0 0 jobs in 

2 0 0 1 (as some large projects come to complet ion) but to 

gain 2 ,500 jobs in 2 0 0 2 . The short-run out look for con

struct ion is relatively promising. Agricultural employment is 

forecast to fal l by 1,900 and by 1,500 in 2 0 0 1 and 2 0 0 2 

respectively. We may not see job losses as large as this in 

agriculture because the effects of FMD may not be as great 

as we f i rs t es t imated. Recent work by the Bank of England 

and the National Insti tute for Economic and Social Re

search suggest tha t the effect of FMD on UK GDP will be 

less than 0 . 1 % of GDP. 

Unemployment 
We forecast tha t c la imant count unemployment will decl ine 

f rom 1 1 9 , 4 0 0 (4.8%) in 2 0 0 0 to 1 0 4 , 8 0 0 (4.3%) in 2 0 0 1 . 

By 2 0 0 2 we forecast that it will have fal len very slightly to 

104 ,100 (4.2%). Part of th is is due to growth in employment 

in services whi le manufactur ing sheds jobs. Many people 

tha t lost their jobs in the electronic sector recently have 

apparent ly already found employment in the service sector. 

ILO unemployment is forecast to rise slightly to 1 6 9 , 9 0 0 

(6.8%) in 2 0 0 1 f rom the 168 ,300 (6.7%) in 2 0 0 0 but to 

decl ine to 167,100 (6.6%) in 2 0 0 2 . By 2 0 0 2 the employ

ment prospects are forecast to improve and we expect ILO 

unemployment to decl ine. 

Services are forecast to create jobs with employment of 

1 ,614,200 in 2 0 0 1 and r is ing to 1 ,621 ,500 in 2 0 0 2 . The 

implied growth for 2 0 0 1 has slowed compared with 2 0 0 0 . 

The main reasons for th is are the ef fects fel t f rom a general 

s lowdown in the economy and the problems experienced by 

the tour ism sector. 

Manufactur ing employment is forecast to fal l by 10 ,600 

jobs in 2 0 0 1 to 2 8 0 , 4 0 0 and by a fur ther 3 ,600 in 2 0 0 2 . 

Electronics will lose a considerable number of jobs in 2 0 0 1 

al though other manufac tur ing , mechanical engineer ing 

paper, pr int ing and publ ish ing and t ranspor t equipment are 

also forecast to have s igni f icant job losses. 

Table 3: Forecasts of Scottish unemployment, 2001-2002 

2001 
ILO Unemployment 

Level 

Rate 

Claimant Count 

Level 

Rate 

2002 

169,900 
6.8% 

104,800 
4.3% 

167,100 
6.6% 

104,100 
4.2% 

Source: Fraser of Allander Institute 
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