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• The world economy slowed towards the end of 2018, 
partly reflecting domestic factors within China and 
the eurozone, and partly due to anxieties created by 
continuing trade disputes, elevated financial gearing 
and financial market worries, plus increasing Middle 
East tensions.

• The UK economy has been particularly affected by 
Brexit uncertainty, and GDP grew in 2018 by only 1.4%, 
down from 1.8% in 2017. Last year’s growth was highly 
reliant on consumer spending, amid minimal increases in 
investment (including a fall in business investment) and 
government consumption, and negative net trade.

• In contrast to the UK, Scotland avoided a marked 
slowdown in 2018; while its GDP expanded by 1.3% this 
was only slightly down from the 1.4% expansion in 2017 — 
a notable variance from the recent typical pattern, in 
which Scotland underperforms the UK.

• As at the UK level, consumers contributed heavily to the 
rise in Scottish spending, at the expense of a reduced 
saving ratio — something that may be hard to sustain. The 
Scottish trade balance was negative, although less so than 
in each of the three years from 2015. This was entirely 
due to trade with the rest of the UK; Scottish trade with 
the rest of the world was modestly in surplus in 2018.

• Scottish manufacturing output grew faster in 2018 than 
its service sector output. But while the manufacturing 
gain was a healthy 3.2%, that sector’s employment 
still fell markedly, contributing to an overall 2.0% 
decline in Scottish employment last year. Although the 
unemployment rate fell slightly, inactivity increased, 
whereas at the UK level it declined.H
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• A weak start to 2019 makes it likely that the 
global economy will grow more slowly this year 
than in 2018. While most major economies 
will share in that, the UK is projected to 
see a relatively small drop in growth of 0.1 
percentage points to 1.3%. Scotland is also 
likely to share in the global pattern, achieving 
non-oil GDP growth of only 1.0% this year. 
Scottish consumer confidence is weak, as is 
business sentiment.

• Brexit uncertainty is almost certainly a major 
cause of that weak confidence. Even if a deal 
is agreed in the coming months, there will still 
be difficult trade negotiations to follow — while 
other global worries mean Scottish companies 
are likely to remain very cautious in their 
investment and employment decisions.

• Furthermore, the 2018 Scottish manufacturing 
mini-boom looks unlikely to persist through 
2019. We forecast no growth in factory output 
this year, except in the food, beverages & 
tobacco sector. Retail & wholesale may see 
reasonable 2.7% output growth, although 
companies will face continuing downward 
pressure on their prices and margins, plus 
competition from online platforms.

• The three related sectors of professional, 
scientific & technical services, administrative 
& support services, and information & 
communications are all likely to be drivers of 
growth in the Scottish economy, both in 2019 

and beyond. Nearly half of the projected 
53,000 net increase in Scottish employment 
over the 2019–22 period is accounted for by 
the professional, scientific & technical services 
and administrative & support services sectors. 
The size of their combined workforce in 2022 
will be second only to health & social work, 
and more than five times larger than finance & 
insurance — traditionally thought of as one of 
Scotland’s key sectors.

• Overall, we project that Scottish employment 
will be 2.0% larger by 2022 while the working 
age population is set to decline. One reason 
for this is the likelihood that net inward 
migration will be much lower than in recent 
years. Indeed, it is already declining. Scottish 
companies could therefore face growing 
issues over skill shortages — which may in turn 
increase the rate of introduction of robotics 
and artificial intelligence technologies.

• Other risks to the forecast arise more from 
global factors than domestic ones, although 
there are also concerns in some quarters 
about the possible economic impact of current 
and future UK and Scottish taxes, including 
income taxes on high earners, and possible 
new taxes at the local level. Public sector 
borrowing in Scotland is markedly higher than 
in the UK as a whole, which may also become 
a key political issue if the likelihood of another 
independence referendum increases.

2019 2020 2021 2022
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Global & UK 
background
A global slowdown, but 
probably not a global crisis
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The world economy slowed towards the end of 2018, with output and international 
trade most obviously affected. Slowdowns in the Chinese and eurozone economies 
were partly coincidental and partly linked, and came despite continuing strong growth 
in the US. Trade policy hostilities, particularly originating in the US and directed 
towards China, had both a direct and (via reduced confidence) indirect impact on 
global business activity, sales and investment. Anxieties over high levels of financial 
asset prices and possible over-gearing also hurt confidence, as did rising tensions in 
the Middle East. Closer to home, Brexit-related uncertainty created difficulties across 
the EU, but especially in the UK.

% change on previous year
2017 2018 2019 2020 2021 2022

North America
United States 2.2 2.9 2.6 1.6 1.8 1.9

Canada 3.0 1.8 1.1 1.2 1.6 1.7

Europe
Eurozone 2.5 1.8 1.3 1.5 1.4 1.3

• Germany 2.5 1.5 1.0 1.6 1.4 1.2

• France 2.3 1.6 1.4 1.5 1.6 1.7

• Italy 1.8 0.7 0.1 0.4 0.5 0.7

UK 1.8 1.4 1.3 1.5 1.8 1.9

Asia
Japan 1.9 0.8 0.5 0.3 0.9 1.0

China 6.8 6.6 6.2 5.9 5.7 5.6

India 6.9 7.4 7.0 6.9 7.0 6.6

World 3.2 3.2 2.7 2.8 2.9 3.0
World 2005 PPPs 3.7 3.6 3.1 3.4 3.5 3.5

Table 1: World GDP growth

Source: ITEM/Oxford Economics

Nevertheless, for 2018 as a whole, the world economy 
maintained the same 3.2% growth rate as in 2017 — with the 
US growing by a strong 2.9% after only 2.2% in 2017, thereby 
offsetting China’s slowdown from 6.8% growth in 2017 to 
6.6%, and the eurozone’s more marked deceleration from 2.5% 
to 1.8%. Also boosting the world economy was 7.4% growth 
in India in 2018, though this was broadly offset by a marked 
slowdown in Japan to just 0.8% growth.

The end-of-year slowdown continued into early 2019, and the 
global economy now appears set for a lower annual growth 
figure for the year than in 2018. Our forecast is 2.7% growth 
in world GDP, with all of the world’s major economies sharing 
in this slowdown.
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However, we agree with the consensus view that there will 
not be a global recession, or anything close to it. One reason 
is that governments and central banks are mostly acting to 
promote, rather than cool, growth. The Chinese Government 
has put in place a range of domestic policy measures that are 
designed to offset the damage caused by the trade dispute — 
and indeed the Chinese economy reportedly had a strong first 
quarter in 2019. Fiscal policy in the US also continues to be 
at least modestly expansionary, and the Federal Reserve has 
become more dovish. The latter has been matched by the 
European Central Bank, which is taking steps to encourage 
banks to supply more credit to the eurozone economy.

That said, it is partly an awareness of inherent risks in the 
system that is encouraging such decisions, together with 
expectations that inflation will remain subdued at national 
levels, despite nervousness over future oil price trends. The 
most recent inflation figures from the US have indeed been 
modest. The implication is that, if necessary, the Federal 
Reserve will use an interest rate cut to offset any damage to 
the US economy caused by President Trump’s plan to levy 
25% tariffs on $200 billion of Chinese exports — and the 
Chinese could do something similar, if necessary. Within the 
eurozone, political conditions in France and Italy may be less 
fractious than in 2018, while the car industry may recover 
from the difficulties it experienced as a result of new emission 
requirements and the plunge in demand for diesels.

So, while the balance of risk is clearly on the downside, there 
are genuine reasons for expecting the world economy to 
stabilise. This translates into a forecast of modestly faster 
global growth in 2021 and 2022, which in turn provides some 
degree of support to the UK economy, going forward.

UK growth is highly dependent on 
consumer spending
The UK economy’s growth in 2018 was mostly generated by 
rising consumer demand — which is often the case, but not 
normally to the extent seen last year. Growth in investment 
was close to zero (dragged down by a 0.4% drop in business 
investment which contracted in every quarter of the year), as 
was growth in government consumption, while net trade was 
a negative for the economy, with rises in imports outpacing 
exports. To make matters worse, consumer spending itself was 
not particularly fast-growing. Overall, therefore, 2018 was 
not an impressive year for UK economic growth at 1.4%, the 
lowest level since 2012 and clearly down on 2017’s already-
disappointing 1.8%.

The increase in UK consumer spending in 2018 was 1.8%, 
after adjusting for inflation — boosted by the fact that wages 
growth moved ahead of consumer prices and employment 
increased. The two phenomena were linked. At 76.1%, the 
employment rate in the three months to March 2019 was a 
joint record high. Helped by a tighter jobs market, the same 
period saw an increase in average earnings (after stripping-out 
volatile bonus payments) of 3.3%, one of the fastest rates of 
growth for a decade.

However, pay growth showed signs of stabilising in early — 
2019. And compared to 2016 and 2017, consumers have 
recently shown more reluctance to let to spending growth run 
ahead of rises in incomes, probably reflecting, in part, weaker 
confidence. An obvious reason for this is the long dragged-out 
uncertainty with regard to the timing, form, and consequences 
of Brexit. More consumer prudence probably also reflects the 
sharp decline in the household saving ratio that has occurred 
in recent years. The ratio averaged 4.5% in 2018, down from a 
recent peak of 11% in 2010 and not far off a record low.

These factors explain why we do not see 2018’s rising pay 
levels as risking a wages-price spiral or creating the possibility 
of a consumer boom both developments that could cause the 
Monetary Policy Committee (MPC) to step in and hike interest 
rates sharply. So, although there is a possibility of higher 

4 | EY Scottish ITEM Club Summer update



interest rates in the second half of 2019, it is not our central 
forecast. For that to happen, the economy would have to be 
growing a lot faster than we expect, or there would need to 
be some other cause, such as a sharp fall in sterling. Given 
that our forecast for GDP growth in 2019 is a mere 1.3%, 
marginally lower than 2018’s 1.4%, simply holding interest 
rates steady represents quite a tough stance on the part of 
the MPC.

Of course, currency markets are inherently volatile, and 
the possibility of a fall in sterling can never be completely 
dismissed. It might happen if, for example, the UK leaves the 
EU later this year without a trade deal. Our assumption is that 
an orderly exit occurs at the end of October, followed by an 
agreed (and possibly extended) transition period. But if we are 
wrong, and if the MPC does feel a consequent need to defend 
sterling for anti-inflationary reasons, then interest rates might 
rise sooner and by more than we assume.

Certainly, the current 0.75% interest rate is some way below 
where the Bank of England says it is likely to settle. We 
therefore expect to see a couple of small rises — but not until 
2020. This is consistent with our view that the UK growth 
numbers will merely drift upwards over the period to 2022 —
meaning that interest rates will do much the same.

Chart 1: Non-oil GDP growth, UK

Furthermore, our 2.1% projection for UK GDP growth in 2022 
is still well below the UK’s historic long-term trend growth, 
which is conventionally put at around 2.5% (with the precise 
number depending on the period chosen). Not only do we 
expect consumers to remain cautious over our forecast period, 
we think that businesses will be similarly reluctant to take any 

Chart 2: Expenditure components’ contributions to real GDP 
growth, UK

Slow growth in the eurozone, and indeed globally, may also 
make it difficult for the UK to achieve a rapid expansion in 
exports of goods and services. We forecast that these increase 
by 2.7% in 2019, rising gradually to 3.8% in 2022. While this 
is hugely better than 2018’s 0.1% increase, it is not enough 
to push the UK’s export performance back to the historical 
average, let alone a higher growth trajectory. Furthermore, 
imports rise at similar or (in the case of 2019) faster rates, 
and from a higher starting level. The result is that net trade is 
a clear drag on overall UK GDP growth in 2019, and a marginal 
drag in subsequent years.

risks. As a result, total fixed investment is likely to be very 
subdued: for 2019 we forecast a decline of 1.0%, followed by 
a rise of only 1.7% in 2020. And overall GDP growth is unlikely 
to be much faster than investment growth.

While it is possible that a resolution of Brexit will cause a large 
and rapid boost to business confidence, and hence investment, 
that does not seem likely — especially given the possibility 
that the UK Government will become enmeshed in difficult 
trade negotiations with the EU, other nations, or both. So we 
forecast that UK investment will mirror the wider economy by 
expanding steadily but slowly. Investment growth therefore 
accelerates only modestly in our forecast, to 2.8% in 2021, 
and struggles to maintain even that into 2022.
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Scotland, 
recent trends
Scotland largely avoided a 2018 
slowdown in GDP growth
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While the UK economy slowed markedly from 1.8% GDP growth in 2017 to 1.4% last 
year, the Scottish economy experienced only a very marginal slowdown, from 1.4% to 
1.3% growth. As a result, the gap between the UK and Scottish growth rates almost 
completely closed in 2018.

Chart 3: Annual growth in GDP, Scotland & UK

However, from a longer-term perspective, the last two decades 
have seen a tendency for Scotland’s economy to grow more 
slowly than the UK’s, with 2009 (the year following the global 
financial crisis) being a significant exception. The consequence 
is that, in cumulative terms, the UK’s GDP level has been 
gradually pulling further away from that of Scotland.

In 2018, Scottish consumers cut back on 
saving to finance spending growth
In 2018, the increase in Scottish GDP was a little less reliant on 
consumer spending than the UK’s as a whole. Detailed Scottish 
spending data is available only in nominal terms, before 
adjusting for inflation, but on that basis, Scottish household 
spending rose by 3.0% in 2018 — less than 2017 in percentage 
terms, but much the same in absolute terms.

Government spending rose fractionally faster, by 3.1%, but the 
contribution to GDP was smaller than for household spending. 
And investment increased by only 1.6%, almost certainly 
as a result of weakness in both public and private sector 
components. The former reflects the continuing squeeze on 
public spending and the latter reflects low levels of business 
confidence. Both of these are UK-wide phenomena, and not 
just confined to Scotland.

-5
-4
-3
-2
-1
0
1
2
3
4
5

Scotland UK

GDP growth (chained volume measure), %

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
15

20
16

20
17

20
18

Source: Scottish Government, ONS

Chart 5: Expenditure components’ contributions to nominal 
GDP growth, Scotland
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Chart 4: Cumulative growth in GDP, Scotland & UK
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As we discuss below, the 2018 rise in consumer spending 
occurred despite a fall in employment in Scotland, meaning 
there was no increase in real personal disposable incomes. 
Spending growth therefore relied on the continued willingness 
(or need) of Scottish households to fund some of their higher 
spending via increased borrowing or reduced saving. This 
contrasted with the UK as a whole in 2018, whose consumers 
constrained their spending to rise only in line with their 
incomes — resulting in a broadly stable saving ratio for the UK, 
but a declining ratio for Scotland. Indeed, the Scottish saving 
ratio is at a recent historic low, which may impact on Scottish 
consumers’ confidence going forward.

Within the total, housing represents the largest individual 
spending item for Scottish consumers, but recently not the 
fastest growing, with a 2018 increase of only 2.5%. This comes 
despite higher utilities bills. In contrast, spending on household 
goods and services climbed by 8.7% in 2018. That was the 
third substantial annual increase in a row, and it may partly 
result from householders choosing to spend more on their 
existing homes, rather than increasing mortgage indebtedness 
by moving.

Another important expenditure item for consumers is 
transport, which saw a 4.3% spending increase in 2018, partly 
due to higher new-car prices. There were also strong rises in 
the ‘Miscellaneous’ category which includes many financial 
services, and in spending on restaurants & hotels. Spending on 
communications fell by 2.3%, with many companies competing 
with one another over prices. No other spending category 
experienced a decline.

Scotland’s trade deficit declined slightly 
in 2018
As well as these major items of domestic spending, Scottish 
economic growth in 2018 was also supported by exports. 
These increased by a healthy 6.5% in nominal terms, after an 
even stronger 7.1% in 2017. Both figures were helped by the 
decline in sterling in the second half of 2016, following the 
referendum on EU membership, but that was not the main 
reason, since exports to the rest of the UK rose nearly as fast 
as the total: by 5.6% in 2018 after 6.3% in 2017.

Exports of manufactured items grew faster in 2018 than 
exports of services, with a rise of 8.5%. Refined petroleum, 
chemical & pharmaceutical products led the way with a 
strong 14.8% increase. But the sector is small, and most 
of the growth in absolute terms came instead from food, 
beverages & tobacco, and also from engineering, metals & 
machinery. These two contributed £7.0 billion and £5.9 billion 
respectively of the overall £16.8 billion increase in the value of 
Scottish manufactured exports, thanks to percentage rises of 
6.9% and 10.1% respectively.

However, while exports of goods and services rose in 2018, 
so too did imports. The total value of the former was £87.7 
billion, whereas imports of goods and services were worth 
£97.2 billion in the year, so substantially more. However, the 
gap between the two did at least decline, from £11.3 billion in 
2017 to £9.5 billion in 2018, even if it remained wide. Almost 
all of that reflected trade with the rest of the UK: Scotland ran 
a modest £0.3 billion surplus with the rest of the world.

Chart 6: Saving ratio, Scotland & UK
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Chart 7: Net trade in goods and services, Scotland
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Scottish manufacturing grew markedly 
faster in 2018 than services
As far as output is concerned, the 2018 growth in the 
Scottish economy was widely spread across sectors, but with 
manufacturing doing particularly well. Factory output rose 
by 3.2% in the year, compared with 1.3% for the economy 
as a whole. This was more than double the sector’s 2017 
growth, and contrasts starkly with the difficult 6.0% decline 
experienced by manufacturers in 2016.

Chart 8: Non-oil growth by sector, 2018, Scotland & UK
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Within manufacturing, there were some marked variations — 
with two elements making notable contributions. Computer, 
electrical & optical products grew fastest, with a powerful 
16.8% rise in output between 2017 and 2018. That was just 
over three times faster than the food, beverages & tobacco 
sector, which grew by a still-impressive 5.4% in the year. Since 
the latter is roughly three times the size of the former, the 
absolute contributions of the two sectors were pretty similar. 
And whereas the growth in computer, electrical & optical 
products was largely concentrated in the first half of the year, 
the food, beverages & tobacco sector’s expansion was more 
evenly spread through the period, providing a potentially 
stronger base for growth going forward.

Also achieving above-average production growth in 2018 were 
the refined petroleum, chemical & pharmaceutical products 
sector and the repair & installation sector. Although part of 
the ‘on-shore’ economy, both are heavily involved in North Sea 
activities, and so benefitted from a stronger year for the latter.

In stark contrast, other parts of manufacturing saw output 
declines in 2018. In particular, the transport equipment sector 
experienced a 9.0% drop in output, possibly reflecting the 
timing of naval ship-building work.

The service sector grew more slowly than manufacturing in 
2018, achieving growth of only 1.2%. That was better than in 
2017, but not by much. One element that out-performed was 
accommodation & food services, much of it tourist-related, 
which saw a healthy output rise of 3.6%. Although evidence 
from VisitScotland shows a decline in tourist spending in the 
first three quarters of 2018, the same source identifies a 
12.7% increase in overseas visitor numbers, which will have 
contributed to the sector’s real growth.1

Another sector that did well was administrative & support 
services, which largely produces lower value-added business 
services. The rise in 2018 was 4.3%. However, the higher 
value-added part of business services — professional, scientific 
& technical services — saw a disappointing 0.1% decline in 
activity, after a flat 2017. To be fair, the boundaries between 
the two are increasingly blurred, as they also are between 
them and the information & communication sector, as more 
and more business services come to be delivered digitally. But 
given that the latter only grew by 1.8%, compared with 4.9% 
at the UK level, the conclusion has to be that the combined 
performance of these three sectors was not hugely positive, 
overall, for the Scottish economy.

Two sectors which faced challenging conditions in 2018 were 
retail & wholesale, which achieved output growth of only 1.6%, 
and construction which saw a 0.6% decline in activity, although 
with the second half of the year rather stronger than the first 
half. Elsewhere, financial & insurance activities experienced 
some growth, as did government & other services (which 
includes personal services, culture and the like). But neither 
was a driver for the economy, with growth in both cases below 
Scotland’s all-sector average.

Source: Scottish Government

1 https://www.visitscotland.org/binaries/content/assets/dot-org/pdf/research-papers-2/2018-q3-stats-summary.pdf
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Despite the rise in GDP, employment fell 
in Scotland in 2018
At just over 2.7 million people, employment in Scotland 
was 2.0% lower in 2018 than it was in 2017. The decline 
was led by the manufacturing sector which, despite 
reporting reasonably strong growth in output, reduced 
payroll numbers by 4.5%, with all sub-sectors sharing in 
the reduction. Most other sectors also saw declines, with 
public sector related employment the main exception: public 
administration & defence, education and health & social work 
all saw employment rises in 2018.

Importantly, however, job-shedding was concentrated in the 
first half of the year. Thereafter, employment in Scotland 
trended upwards. The rate of increase has, however, generally 
been less than at the UK level, reflecting the fact that GDP has 
tended to grow more slowly.

With employment rising, the proportion of Scotland’s 
population aged 16-to-64 who are inactive — neither in 
work nor looking for work — was on a declining trend from 
early 2011 to early 2017. Since then, the inactivity rate 
has increased somewhat, while at the UK level the trend has 
continued downwards. As a result, the Scottish inactivity rate 
is now higher than across the UK as a whole. Reasons for this 
are complex, but it is likely to reflect in part a tendency for 
people who have lost work to feel that it is either unrealistic 
or unnecessary for them to look for a new job. Scotland has 
a slightly older population than the UK as a whole, so any 
tendency for people to retire early, for whatever reason, is 
likely to have a larger impact in Scotland than at the UK level.

Chart 9: Employment, Scotland & UK
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Chart 10: Labour market inactivity, Scotland & UK
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Scotland, 
2019–22
Early 2019 sees weak business 
activity and low confidence
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Survey evidence indicates that in Scotland, as in the rest of the UK, 2019 started 
with subdued growth in business activity and output. The Royal Bank of Scotland/IHS 
Markit Purchasing Managers’ Index (PMI) averaged 50.0 for the most recent three 
months, ending in April, and 50.2 for the three months preceding that. The survey is 
conventionally interpreted to mean that any number above or below 50 means rising 
or declining output respectively, so these figures may imply little or no private sector 
growth in Scotland in the early months of 2019.

Chart 11: Purchasing Managers’ Activity Index, 
Scotland & UK
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That said, on a month-by-month basis, the PMI figures have 
been moving very gently upwards. Unfortunately, this may 
be more than accounted for by precautionary stock-building, 
provoked by the possibility of a ‘no deal’ Brexit at the end 
of March. There must be a possibility that over time, those 
inventories will be run down. If it happens, that will have a 
negative impact on output in the future.

Separately, survey evidence from the Scottish Chamber of 
Commerce suggests that in Q1 2019 manufacturers’ optimism 
regarding business conditions was at its lowest level since 
2012. Improved export sales in the quarter to the rest of the 
world were offset by weaker sales to the rest of the UK, and 
orders were down across all markets.

Chart 12: Business optimism,  
Scotland
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Other sectors covered by the Chamber of Commerce survey 
were more optimistic than manufacturers, but generally 
confidence was on a declining trend. Among retailers and 
wholesalers, total sales were weak in Q1, but supported 
by online orders, with a similar story in the tourism sector. 
Investment intentions were modest or negative across all 
sectors.

Source: Royal Bank of Scotland/IHS Markit Source: Scottish Chambers of Commerce
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A similar story is evident for consumers. In Q1 2019 the 
Scottish Consumer Sentiment Indicator was weaker, at 
–9.6, than in both the previous quarter (–5.8) and the same 
quarter a year earlier (–1.8). This was not primarily due to 
householders’ anxiety over their own finances, which they 
expect to improve slightly (reinforcing our earlier point 
that in Scotland the saving ratio may be unlikely to fall 
much more). Instead, consumers’ concerns mainly relate 
to the performance of the economy, and especially to their 
expectations with respect to economic conditions in the next 
12 months. Views on this have now been weakening for the 
past five years.

Scotland’s non-oil GDP growth slips to just 
1.0% in 2019
Business sentiment can change markedly, of course, and the 
rest of 2019 could easily see improvements to confidence — 
especially if there is an end to the uncertainty regarding Brexit. 
But even then, given the other challenges in the global and 
domestic economies, Scottish companies are likely to remain 
cautious with respect to both investment and employment 
decisions. Weak employment will in turn dampen consumer 
confidence and spending, providing further justification for 
companies’ initial caution. Hence, their lack of confidence 
becomes self-fulfilling.

This is a major reason why, after growth of just 1.3% in 2018, 
we forecast that Scotland’s non-oil GDP will increase even 
more slowly in 2019, with a projected rise of only 1.0%. To put 
this in perspective, Scotland’s growth has been below 1% in six 
of the past 10 years, and has averaged 0.7% over that period.

Chart 14: Non-oil GDP growth, Scotland & UK

 

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

-5

-4

-3

-2

-1

0

1

2

3

4

Scotland UK

% year on year

Forecast

Whereas manufacturing was a leader in terms of output 
growth in 2018, it is looking more like a laggard in 2019. We 
forecast no increase in output for the sector, except in the 
food, beverages & tobacco sector. Meanwhile, the financial & 
insurance sector looks likely to see a decline in output in the 
year. Both of these replicate the situation in the UK.

The retail and wholesale sector is set for above-average 
growth in volumes, with a 2.5% rise, although, from the 
perspective of companies, that will tend to be offset by 
continuing downward pressure on prices and margins, 
competition from online delivery platforms, and rising costs 

Chart 13: Scottish Consumer Sentiment Indicator
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Chart 15: Employment growth by sector, 2019–22, 
Scotland & UK

including business rates. Professional, scientific & technical 
services output should return to growth this year, but we 
assume that 2018’s very strong growth in administrative & 
support services was partly just a one-off adjustment, so 
growth slows this year. More positively, we forecast a 3.7% 
increase in information & communications output in 2019, 
with the sector in Scotland coming back into line with its 
continuing strong performance at the UK level.

Looking further ahead it is likely that growth in the Scottish 
economy will recover, but only slightly. We forecast 1.3% 
non-oil GDP growth in 2020 after 1.0% in 2019, and 
1.6% in each of the subsequent two years. All parts of 
manufacturing grow more slowly than that, as do several 
parts of the service sector. The fastest growth continues to 
come from the three interlinked sectors of information & 
communications, professional, scientific & technical services 
and administrative & support services, with their growth 
varying between 2% and 3% each year. A similar pattern is 
apparent for most advanced economies around the world, and 
these sectors are increasingly globally integrated, and driven 
by technology and innovation.

Employment returns to modest growth 
in 2019
Whereas Scottish output slows between 2018 and 2019, 
we forecast that employment strengthens, with last year’s 
2.0% decline giving way to a modest 0.6% rise in 2019. The 
improvement is widely spread between sectors. In particular, 
the 4.5% reduction in manufacturing employment in 2018 was 
sufficiently aggressive that companies in the sector should not 
need to repeat the experience this year, and we forecast just a 
modest decline.

Two sectors see employment growth this year of just over 2%. 
One of these is information & communication — a sector which 
is an important recruiter of highly-skilled knowledge workers. 
The other is education, where employment is being boosted 
by the gradual doubling in the number of hours of pre-school 
education to which children in Scotland are entitled. More 
generally, service sector job gains more than offset industrial 
sector job losses in 2019 — and, indeed, in the years that 
follow.

By 2022 we expect employment in Scotland to be just under 
2.8 million, compared with just over 2.7 million in 2018. A 
large part of the growth is likely to come from professional, 
scientific & technical activities and administrative & support 
service activities. Between them these two sectors account for 
24,000 of the 53,000 net increase in Scottish employment 
in the period, so nearly half. Their combined workforce will be 
larger than in any other sector of the Scottish economy, with 
the exception of health & social work, and at 424,000 will be 
more than five times larger than the workforce of the finance 
& insurance sector — often described as a key component of 
the Scottish economy, but less important now than it once 
was, at least in terms of jobs.

Source: ITEM
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Population growth and labour market 
pressures
Our projected increase in employment in 2022 (compared 
with 2018) is marginally larger than the increase in population 
aged 16–64. This implies there will be a small increase in the 
share of the population who are in work in 2022.

The unemployment rate is therefore projected to fall over the 
same period, from 3.9% in 2018 to 3.8% this year and 3.7% in 
2022 (using the standard International Labour Organisation 
definition). Helped by that tightening in the labour market, 
earnings growth is likely to gradually nudge upwards, from 
the 1.2% increase seen last year to 3.3% in 2021 and 2022. 
House prices will rise closely in line, to a level 11.4% higher in 
2022 than in 2018 (£166,000 on average in 2022, versus 
£149,000 last year).

Labour market tightening will put pressure on employers, 
many of whom are likely to respond to growing skill shortages 
by seeking to automate more of their production — potentially 
increasing the adoption of robotics and artificial intelligence 
in areas that have largely been exempt from labour-saving 
technological change. While the impact is still likely to be 
modest in absolute terms, by 2022 it may be starting to 
affect both business and consumer sentiment in ways that are 
currently hard to predict.

Another reason for a tightening in the Scottish labour market, 
and hence increasing pressure on employers, is a speeding 
up of the decline in net migration of working-age people into 
Scotland. Having peaked at 31,000 in 2016, in 2018 this 
figure was 23,000, and by 2022 we forecast that it will be 
below 8,000.

Our forecast partly reflects two assumptions: (i) that the UK 
will no longer be part of the Single Market; and (ii) that there 
will be a UK-wide immigration regime in place by 2022 that 
will restrict total numbers, and will especially curb inward-
migration by those who are low earners or who are not 
highly qualified. The earnings threshold may impact more on 
Scotland than on some other parts of the UK where wages 
are higher. But the forecast also reflects our expectation that 
over the period to 2022, UK GDP growth will be matched or 
exceeded in several other European nations. This will reduce 
the attractiveness of the UK — and hence Scotland — as a place 
to live and work, relative to those other nations. So fewer new 
migrants are likely to want to move to Scotland, while some 
EU citizens currently resident in Scotland may decide to move 
back.

The forecast as a whole
Overall, 2019 looks set to be a disappointing year both in 
terms of Scottish GDP growth, and growth in household 
incomes and spending — although modest improvements 
are forecast in subsequent years. On the upside, Scotland’s 
unemployment rate will continue to trend downwards, as 
employment rises.

Overall, Scottish growth between 2019 and 2022 will be 
slightly weaker than for the UK as a whole. Much of it will 
come from the information & communications, professional, 
scientific & technical services and administrative & support 
services sectors, while manufacturing will tend to lag the 
national growth rate. And with net inward migration falling, 
companies are likely to increasingly respond to growing skill 
shortages by investing in new technologies.

Table 2: Summary, Scotland

The ITEM Club forecast for the Scottish Economy, May 2019
2017 2018 2019 2020 2021 2022

Non-oil GDP, % change 1.4 1.3 1.0 1.3 1.6 1.6

Personal disposable income, % change –0.8 0.0 0.6 1.2 1.4 1.2

Consumers' expenditure, % change 1.3 1.1 0.8 1.5 1.5 1.7

Population (000s) 5,425 5,449 5,461 5,471 5,481 5,488

Employment (000s) 2,788 2,734 2,751 2,763 2,778 2,787

ILO unemployment rate (%) 4.1 3.9 3.8 3.8 3.7 3.7

Working-age migration (000s) 23.5 23.2 12.1 9.4 9.5 7.7
Source: ITEM
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Risks to the forecast
While there are some domestic risks, which we discuss below, 
the main risks to the forecast originate beyond Scotland —
particularly in the immediate short-term. The most obvious 
continues to be a ‘no-deal’ Brexit which, because of the 
delays that have already taken place, might hit economic 
growth in the second half of 2019 — or, more probably, 2020 
and beyond.

Admittedly, some commentators believe that Brexit might 
deliver a boost to the UK and Scottish economies, citing 
the fact that the 2016 referendum result did not produce a 
recession in the UK or Scottish economies. But whereas that 
vote did not directly change anything, a switch to World Trade 
Organization (WTO) trading rules would have immediate real 
and adverse impacts on Scottish exports, and probably on the 
cost and availability of imports. A consequent sharp fall in the 
exchange rate would, over time, also raise inflation and hence 
squeeze real household incomes, with the latter also affected 
by job losses.

The UK Government has said that it would seek to reduce 
these problems by cutting import tariffs, but the likelihood 
is that this would be only a partial solution. The lower pound 
might also partially offset the damage to exports from higher 
tariffs, while the UK Government would probably seek to ease 
fiscal policy — although the scale of any such relaxation might 
be limited by the risk of adverse financial market reactions. 
The same is true for monetary policy: while the Monetary 
Policy Committee might want to reduce interest rates, it could 
find itself having to raise them instead, to defend sterling.

Meanwhile, business and (possibly) consumer confidence 
would remain weak, with the former adversely affecting 
investment, and both damaging sales. The consequence would 
be slower productivity growth, with the danger that this locks 
the UK, and hence Scotland, into a slow-growth trajectory over 
the medium-to-long term.

There are also risks to the forecast at the global level — of 
which the most commonly cited by businesses is trade war. 
Recent events, with President Trump announcing new, higher 
tariffs on Chinese products and the Chinese retaliating, have 
made this threat appear much more real. To the extent that 
the dispute remains bilateral, its global impact may be less 
severe in the short term than is commonly supposed, if there 

are offsetting increases in trade between the two principals 
and other nations. However, this would in turn increase the 
risk of the dispute spreading to those other countries, which 
would also suffer from slower growth in China and the US. In 
short, there are no winners in a trade war.

As with a ‘no-deal’ Brexit, there is a possibility that fiscal- and 
monetary-policy easing might reduce the damage. Indeed, 
some of that is already in our baseline forecast. But against 
that, the risk of another global recession (which we regard 
as small, but not zero) would both amplify the difficulties and 
reduce policy-makers’ room for manoeuvre.

There are also growing worries about the political situation 
in the Middle East — with the willingness of governments, not 
least that of the US, to take intransigent positions meaning 
the possibility of conflict appears higher than normal. Sharp 
increases in oil prices, declines in financial markets and a rise 
in the dollar are all possible consequences. The result is a 
likely loss of global trade and investment flows, with Scotland’s 
economy being affected along with most others.

Among domestic Scottish risks, we have already referred to 
the likelihood that skill shortages will increase — partly due to 
the declining number of migrants of working age, connected 
to the challenges created by Brexit. If employers find it harder 
to address any such problems than our baseline assumes, this 
could be a constraint on Scotland’s potential growth rate.

Where domestic risks are concerned, there are concerns 
in some quarters about the possible economic impact of 
current and future UK and Scottish taxes, including income 
taxes on high earners, and possible new taxes to be levied by 
Scottish councils at the local level. These issues link to the 
broader question of the tax implications of economic policy 
in Scotland under the Fiscal Framework between the Scottish 
and UK Governments, and Scottish independence, were it 
to occur. The likelihood of another Westminster-sanctioned 
referendum on independence remains low, but the issue has 
nevertheless been raised recently in the context of a possible 
‘no-deal’ UK departure from the European Union. The Scottish 
Government’s stated position is that a choice between Brexit 
and a future for Scotland as an independent European nation 
should be offered in the lifetime of the current Scottish 
Parliament.
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Scotland’s 
fiscal position
In presenting its 2019–20 Budget, the Scottish Government 
sought to focus on increases in investment in public services 
and infrastructure. It said it intended to direct £42.5bn of 
investment towards improving a range of public services, 
including an increase in real terms to the funding for local 
government. The Budget also made changes to devolved 
taxes, with increases in the additional dwelling supplement, 
and changes to non-domestic rates and landfill taxes, as well 
as mechanisms to allow local authorities to introduce local 
parking levies. In addition, the Scottish Government has said 
it is open to the idea of a tourist tax, to be levied by local 
authorities, with the City of Edinburgh saying it would like to 
introduce such a tax.

Differences between the income tax thresholds in Scotland 
and the UK have increased in the current fiscal year, as the 
Scottish Government has opted to freeze the higher-rate 
threshold while the UK’s has risen to £50,000. This means 
that any income between £43,400 and £50,000 is taxed at 
41% if earned in Scotland, but at 20% in the rest of the UK. 
And with last year’s introduction of an intermediate rate in 
Scotland alongside changes to existing brackets, the tax bill for 
anyone earning above £26,000 is higher than if they worked 
elsewhere in the UK. That affects 45% of Scottish income 
tax payers, while the Scottish Government argues that 55% 
of Scottish taxpayers pay less than they would if they lived 
elsewhere in the UK.

Allowing for these and other factors, we estimate that over 
the period from 2018–19 to 2022–23, public sector current 
receipts will rise in Scotland slightly faster than they will at 
the UK level. Assuming that total managed expenditure grows 
at the same rate in Scotland as at the UK level, we calculate 
that Scotland’s net public sector borrowing will be £15 bn in 
2022–23, compared with £14.2 bn in 2018–19.

This would mean a decline in Scottish borrowing from 8.5% to 
7.9% as a share of GDP. In relative terms, however, it remains 
significantly higher than at the UK level.

These ITEM forecasts differ in various respects from those 
published by the Scottish Fiscal Commission (SFC)2. This is 
partly because of a difference in the forecasts of economic 
drivers. In particular, the SFC’s GDP forecast is weaker than 
our own, showing increases of 1.0% in calendar years 2020 
and 2021 compared to our ITEM projections of 1.3% and 1.6% 
respectively.

In addition, the SFC does not use the latest Government 
Revenue and Expenditure Scotland (GERS) data, as we do, and 
which are available up to 2017–18. As an example, the SFC 
uses their own estimates from outturn data for income tax 
revenue in 2017–18, which is more than £1bn lower than the 
GERS published figure. But although the starting levels are 
therefore different, the growth rates for income tax revenues 
are quite similar between ITEM and the SFC.

Like all forecasters, the SFC also makes various ‘manual’ 
adjustments to its projections, both in response to how the 
economy has performed since its last publication, and also 
due to budget changes (such as those discussed above). 
Our understanding is that the SFC has made adjustments on 
revenues from additional dwelling taxes, non-domestic rates, 
and landfill tax. We have also slightly adjusted downwards 
our non-domestic rates forecast in 2019/20. However, our 
projections for landfill and land and building transaction tax 
are grouped into the Other taxes category, and we have not 
made further adjustments to it.

2  http://www.fiscalcommission.scot/publications/scotlands-economic-and-fiscal-forecasts/
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 Table 3: Net fiscal balance, Scotland, 2016–17 — 2022–23, £bn
2016–17 2017–18 2018–19 2019–20 2020–21 2021–22 2022–23

Public sector current receipts (£bn) 56.9 60.0 60.8 63.1 65.4 67.6 69.9

Public sector current receipts (%y/y) 5.3 5.4 1.4 3.7 3.7 3.4 3.3

Total managed expenditure (£bn) 71.4 73.4 75.0 77.5 79.9 82.3 84.9

Total managed expenditure (%y/y) 2.7 2.9 2.2 3.3 3.1 3.0 3.2

Public sector net borrowing (£bn) –14.5 –13.4 –14.2 –14.4 –14.5 –14.6 –15.0

Public sector net borrowing (% of GDP) –9.2 –8.3 –8.5 –8.3 –8.1 –7.9 –7.9

Working-age migration (000s) 23.5 23.2 12.1 9.4 9.5 7.7
Source: Scottish Government/ITEM

Table 4: Net fiscal balance, UK, 2016–17 — 2022–23, £bn
2016–17 2017–18 2018–19 2019–20 2020–21 2021–22 2022–23

Public sector current receipts (£bn) 727.1 753.1 781.0 786.1 830.0 858.0 890.4

Public sector current receipts (%y/y) 6.2 3.6 3.7 0.7 5.6 3.4 3.8

Total managed expenditure (£bn) 772.0 794.9 812.4 839.3 864.9 890.9 919.6

Total managed expenditure (%y/y) 2.0 3.0 2.2 3.3 3.1 3.0 3.2

Public sector net borrowing (£bn) –50.8 –51.3 –31.4 –50.4 –34.3 –31.7 –28.0

Public sector net borrowing (% of GDP) –2.6 –2.5 –1.5 –2.3 –1.5 –1.4 –1.2
Source: Scottish Government/ITEM

Table 5: Public sector current receipts, Scotland, 2016–17 — 2022–23, £bn
Published ITEM forecasts

2016–17 2017–18 2018–19 2019–20 2020–21 2021–22 2022–23

Income tax 12.3 12.5 12.5 13.4 14.0 14.5 15.1

National insurance contributions 10.0 10.6 10.8 11.1 11.6 12.0 12.5

Value added tax 9.9 10.1 10.5 10.8 11.1 11.5 11.8

Onshore Corporation tax 3.7 3.9 4.0 4.0 4.1 4.3 4.4

Fuel duties 2.4 2.4 2.4 2.4 2.5 2.6 2.7

Non-domestic rates 2.7 2.8 2.8 2.8 3.0 3.1 3.1

Council tax 2.1 2.3 2.4 2.5 2.6 2.6 2.7

Capital gains tax 0.4 0.3 0.3 0.4 0.4 0.4 0.4

Inheritance tax 0.3 0.3 0.3 0.3 0.3 0.3 0.4

Reserved stamp duties 0.3 0.3 0.3 0.3 0.3 0.4 0.4

Tobacco duties 1.0 1.0 1.0 1.0 1.0 1.0 1.0

Alcohol duties 1.1 1.1 1.1 1.2 1.2 1.2 1.3

Vehicle excise duties 0.5 0.5 0.5 0.5 0.5 0.5 0.5

Other taxes 10.2 11.8 11.9 12.4 12.9 13.3 13.7

Public sector current receipts 56.9 60.0 60.8 63.1 65.4 67.6 69.9

Growth (y/y) 5.4% 1.4% 3.7% 3.7% 3.4% 3.3%
Source: Scottish Government/ITEM
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