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Background 
Given the slowdown in the world economy and the problems 
of the US technology sector recent world events (see World 
economy section) forecasting the Scottish economy is more 
difficult than usual. Asjn our January Commentary we 
believe the effects of the US slowdown on the Scottish 
economy will be relatively benign, however, there are clear 
problems in the short-run. 

Scottish consumption, general government expenditure, 
exports to the UK and investment are the main drivers of 
the economy over the forecast period, although we do 
expect that there will be a significant reduction in invest­
ment in 2002. We are concerned about Scotland's exports 
outside the UK in 2001 and tourism is also expected to 
perform poorly over 2001-2002. 

The forecast in detail 
GDP 
Our forecasts for GDP have been revised down since our 
previous Commentary. GDP growth in 2000 was 1.5 
percent and Table 1 shows that in 2001 we forecast that 
growth will be 1.6 percent rising to 1.9 percent in 2002. 
These forecasts are beneath the historical trend for 
Scotland. 

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

2001 2002 

GDP 
Agriculture 
Manufacturing 
Manufacturing (exc. Electronics) 
Construction 

Services 

1.6% 
-3.0% 
-0.4% 
-1.0% 
4.6% 
2.3% 

1.9% 
-1.8% 
0.7% 

-0.1% 

3.9% 
2.3% 

Source: Fraser of Allander Institute 

Services contribute significantly to GDP over 2001-2002, 
as does construction. Manufacturing's contribution is 
positive in 2002 but agriculture is negative in both years. 
Each of the main sectors are discussed below. 
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Output 

Output in the service sector is forecast to grow at 2.3 

percent for both 2 0 0 1 and 2 0 0 2 . Retail & wholesale, 

t ranspor t & communica t ions , f inancia l services and publ ic 

services drive growth. A much weaker per formance is 

expected in hotels & cater ing due to the relatively poor 

per fo rmance of tour ism. Foot and mouth disease has 

impacted on both agr icul ture and tour ism. Construct ion 

growth is forecast to be part icular ly s t rong in 2 0 0 1 - 0 2 . This 

is due to the large number of publ ic and private investment 

works already on s t ream and the proposed housing stock 

t ransfer . 

Manufac tu r ing ou tpu t is forecast to fal l by 0.4 percent in 

2 0 0 1 , but grow by 0.7 percent in 2 0 0 2 . When electronics 

are excluded output fa l ls in both 2 0 0 1 and 2 0 0 2 , by 1.0 

and 0 .1 percent respectively. Dur ing 2 0 0 1 most manufac­

tur ing sub-sectors are forecast to have negative growth with 

a sl ight improvement in 2 0 0 2 . The s lowdown in US Informa­

t ion, Communicat ion & Technology (ICT) has had a signif i­

cant impact on the Scott ish electronics sector. For a sector 

with historical ly high growth rates forecast growth is only 

0.8 percent in 2 0 0 1 and 2.2 percent in 2 0 0 2 . Our view is 

tha t th is wil l be a relatively short- term problem and that by 

2 0 0 3 the sector will have recovered signif icant ly. The 

events are also ref lected in our employment forecasts tha t 

are presented in Table 2 . 

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

Total Employment 

Agriculture 

2001 

2,032,300 

(-5,000) 

37,500 

(-3,000) 

2002 

2,042,700 
(10,400) 

35,900 
(-1,500) 

Construct ion employment is forecast to rise by 5 ,000 in 

2 0 0 1 and by 4 , 2 0 0 in 2 0 0 2 giving employment of 1 2 8 , 8 0 0 

in t ha t sector. 

Manufac tur ing employment is forecast to be 2 7 9 , 3 0 0 in 

2 0 0 1 (a decrease of 11 ,800) whi le in 2 0 0 2 employment is 

forecast to be 274 ,500 (down 4 ,800 ) . Electronics is 

forecast to lose 4 , 5 0 0 jobs in 2 0 0 1 and is only expected to 

gain 5 0 0 j obs in 2 0 0 2 . The s lowdown in the US ICT sector 

is forecast to have a severe impact on employment growth. 

Food & tobacco, paper, pr int ing & publ ishing, metals, 

mechanical engineer ing, t ranspor t equ ipment and other 

manufac tur ing are all sub-sectors tha t have a relatively 

poorer per formance over the forecast horizon. 

Service sector employment is forecast to rise to 1 ,549 ,800 

(up 5 ,800) in 2 0 0 1 and to be 1 ,563 ,000 (an increase of 

13 ,100) in 2 0 0 2 . Public services in both years provide the 

majority of these jobs. Retail & wholesale are forecast to 

have a smal l decrease in employment over 2001 -02 due to 

productivi ty improvements whi le hotel & cater ing are 

forecast to lose a considerable number of jobs, part icularly 

in 2 0 0 1 . Our employment forecast has several impacts on 

the labour market , the most impor tant being on unemploy­

ment . 

Unemployment 

Our forecasts for unemployment are presented in Table 3. 

Our forecasts of unemployment for 2 0 0 0 in the last 

Commentary were very close to the actual out turn . Claim­

ant Count was forecast to be 4 .9 percent and the out turn 

was 4 .7 percent, whi le ILO unemployment was forecast to 

be 7.3 percent and the out turn was 7.0 percent. We have 

revised up our forecast of Claimant Count for 2 0 0 1 slightly. 

For Claimant Count we forecast 106 ,100 (4.7%) in 2 0 0 1 

and 102 ,100 (4.5%) in 2 0 0 2 . ILO unemployment is forecast 

to be 171 ,400 (6.7%) in 2 0 0 1 and for 2 0 0 2 to be 162 ,400 

(6.4%). We believe that unemployment will cont inue to fal l , 

a lbei t gradually. 

Manufacturing 279,300 
(-11,800) 

274,500 

(-4,800) Table 3: Forecasts of Scottish unemployment, 2001-2002 

Construction 124,500 
(5,000) 

128,800 
(4,200) ILO Unemployment 

2001 2002 

Services 1,549,800 
(5,800) 

1,563,000 
(13,100) 

Level 

Rate 

171,400 
6.7% 

162,400 
6.4% 

Source: Fraser of Allander Institute; net change in parentheses 

Employment 

We forecast employment to be 2 , 0 3 2 , 3 0 0 in 2 0 0 1 and 

2 , 0 4 2 , 7 0 0 in 2 0 0 2 . The net change for 2 0 0 1 is forecast to 

be a fal l of 5 ,000 and in the fo l lowing year a gain of 

1 0 , 4 0 0 . Agricul tural employment is forecast to decl ine by 

3 , 0 0 0 in 2 0 0 1 to 37 ,500 and by a fur ther 1,500 in 2 0 0 2 . 

Claimant Count 

Level 

Rate 

106,100 
4.7% 

Source: Fraser of Allander Institute 

102,100 
4.5% 
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Conclusion 
In conclusion we believe the economy will suffer slightly in 
the short-run with lower growth over 2001-02 although 
growth is forecast to recover to just below trend in 2002 at 
1.9%. We forecast a net job loss of 5,000 in 2001 but 
employment should recover in 2002. The stall in employ­
ment growth is probably the most serious effect the 
slowdown will have on the Scottish economy. Our forecasts 
of unemployment show that the labour market continues to 
perform relatively well. 

Kenneth Low 
15'h May 2001 
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