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Introduction

John Smith, when Leader of the Labour Party, said that devolution was “the settled will of the Scottish people”.  However, far from quelling debates about governance – and particularly the implications for economic policy and performance in Scotland – such debates continue unabated.  These issues dominated much of the Scottish Parliament election in May 2007, the third set of elections since the Parliament was reconvened in 1999, after a gap of nearly 300 years.  The Scottish National Party (SNP), who had put the promise of a referendum on independence for Scotland at the heart of its campaign, ended up as the largest party (with 47 of the 129 parliamentary seats compared to Labour’s 46), although how much was due to its campaign and how much to disaffection with Labour over Iraq and other issues is an open question.  The SNP formed a minority government in Edinburgh, led by the new First Minister Alex Salmond, but it will find it difficult, if not impossible, to put together support for its more contentious policies, especially the referendum idea. 
Governance

The elections raised some perennial questions: first, is Scotland a region or a nation?  It may be seen as a nation in terms of culture and some institutions, with different legal and education systems and various Scottish banknotes, but arguably is a region in economic terms.  Second, is it subsidised by the rest of the UK or, if oil revenues are taken into consideration, is it in surplus, as the SNP allege?  Third, irrespective of whether or not it is currently subsidised or subsidising, could it stand on its own feet and follow other successful small west European countries such as Ireland and Norway if it became independent?  The answer to this often depends on someone’s political convictions and/or on what policies you think an independent Scotland might follow. 

Parallel to these big issues, many people are focused on the more mundane but more immediate question of what policy changes the new Parliament might introduce.  The Scottish Government (an early act of the SNP was to rename the Scottish Executive as the Scottish Government) has responsibility for most day-to-day issues, including health, education, some economic development, justice, rural affairs, and transport.  Its budget was over £27 billion in 2005-2006 and is based upon the Barnett formula whereby when government expenditure in England rises then Scotland gets a fixed share of that increment.  There is currently a lively debate in Scotland over the extent of Government expenditure and revenue in Scotland and whether Scotland would be better off within or outside the Union (see box).  Some Scottish policies have moved away from UK policies to some degree, such as in rural policy (Keating and Stevenson, 2006) or in free healthcare for the elderly and different funding for university students’ fees.  If it gets its way, the SNP will add a few more examples, such as the abolition of road tolls and the replacement of council tax by a local income tax.  In other areas of responsibility, Scottish policies parallel other devolved nations or regions in England (e.g. free bus transport for those over 60).  In yet other areas (such as some employment and transport issues) policies are implemented by UK wide government departments or agencies (Lindsay et al., 2007).
Government Expenditure and Revenue
There have been many calculations on the degree of subsidy from the rest of the UK to Scotland and there are annual estimates on this. There are concerns about the accuracy of some calculations and the data, although there have been improvements in recent years (see the annual report on expenditure and revenue by the Scottish Executive, 2006a). First, the government's usual regional figures (“identifiable” General Government Expenditure) are made up of expenditure undertaken to provide services for the benefit of the residents of that region. According to the Government Expenditure and Revenue in Scotland (GERS) statistics, these make up under 80% of total government expenditure. Scotland gets a relatively high share of this compared to its population, which is not surprising given the costs of providing services in remote areas and the relatively high levels of need for health and welfare etc.
However, these figures exclude expenditure of national benefit such as defence and foreign affairs. The Ministry of Defence is UK industry's largest customer, and according to its figures its procurement budget is considerably biased towards the South East and South West of England in per capita as well as total terms in most years. This expenditure goes towards providing skilled jobs and other spin-offs to the local economy. Clearly tens of billions of pounds spent upon defence procurement over the years will have a much greater direct and indirect impact upon a region's economy than the same expenditure on social security. Other expenditure funded or influenced by the government includes the BBC, rail subsidies, the National Lottery, the 2012 Olympics etc. Actually many English regions also suffer greater disparities compared to the South East.
There are also queries concerning which government revenues to include. Revenue generated in local plants and offices but put through the head office accounts elsewhere (such as London), together with tax revenues from sources such as North Sea Oil (greater than the Scottish Office budget in the mid-1980's though much diminished now) are not always included as revenue generated in Scotland (although they are now estimated in the official figures). This could result in Scotland doing relatively well. Also to be considered should be the differential impacts between regions of tax breaks for individuals (such as mortgages and capital gains tax) and corporations. If potential tax figures are to be cited then it is important that all relevant income and expenditure be included. 

The development of the economy, together with improving social inclusion, has been a main focus of the Parliament and Scottish Government (Executive) since its inception.  The former Labour First Minister, Jack McConnell, was quite explicit about the centrality of growth: 

“It is essential that we create a Scotland where enterprise can flourish, where opportunity does exist for all, and where our people have the confidence to face the challenges of a global society.  That's why growing the economy is our top priority.” (FEDS, 2004, p.1) 

Consequently, the Scottish Executive produced the Framework for Economic Development in Scotland (FEDS) which articulates this vision in greater depth.  There has been a mountain of strategies from the Scottish Executive and its agencies on the economy, transport, urban regeneration, rural development, transport etc. Much of this has focused upon better partnership working (between different public bodies especially, but also with the private and third sectors).  Two key agencies are Scottish Enterprise and Highlands and Islands Enterprise, which have been the main institutions responsible for promoting economic development (combining both business development and some training functions) (Danson, 2004).  The Scottish Executive produced a document called Smart Successful Scotland to provide the overarching strategy for these two main Enterprise bodies.  

Economic Performance and Economic Policy in Scotland

On a number of criteria, the Scottish economy is performing better than it has done for the majority of the post-war period.  Since 2000, the trend in the Scottish economy has been for fairly robust growth in the service sector, largely due to the impressive growth of the country’s financial services sector, with a subdued and declining performance in the production sector.  This remains the case, although the most recent data suggest that there are signs of a steadying of output in the production sector, mainly due to a slight recovery of the country’s electronics industry.

Recent data show that the economy is experiencing robust growth, with output expanding in the second quarter of 2006 at a rate of 0.6 per cent (Scottish Executive 2006).  This is the thirteenth successive quarter where the Scottish economy has either expanded or remained stable.  Current annual growth of 2.2 per cent is above the long-run annual average, and the Scottish economy has now grown above its long-term average since 2004 Q3.  Moreover, growth in the second quarter strengthened relative to 2006 Q1, when the economy expanded by 0.5 per cent.  However, as shown in Chart 1, despite the strong position compared with the previous quarter, Scotland's growth rate continues to be below that of the UK both on a quarterly and annual basis (0.7 per cent and 2.3 per cent respectively).

Chart 1: Scotland v UK annual growth 1999-2006 Q2

Source: Scottish Executive (2006b) 

In terms of the labour market, Scotland is also performing better than it has done in recent years.  Indeed, in 2005 employment reached an all-time high and unemployment fell to its lowest rate on record.  An inter-regional comparison of employment rates shows that Scotland has the fifth highest employment rate among the 12 Government Office Regions (GORs), behind only the South East, South West, East, and East Midlands.  However, in contrast to Scotland, where employment has increased over the past five years, employment in the South East, the South West and the East has been stable or falling over the last five years, possibly suggesting that these regions have been operating at, or close to, full employment for a considerable period.  Meanwhile, Scotland's labour market has been less tight – and has had more potential to grow – for a longer period (Scottish Executive, 2006b).  Indeed, over the past three years there has been a consistent process of labour market tightening as Scotland moves nearer to a position of full employment.
The key long-term determinant of the labour market’s supply-side capacity is the country’s demographic situation, a matter which has been the subject of intense discourse in recent years (Brown, 2001; Brown and Danson, 2003; Hollywood et al., 2003).  Indeed in September 2007 the Regional Studies Scottish and Irish branches held a two-day workshop on demographic change (reported elsewhere in Regions).  The twin issues of concern have been population ageing and population decline and how these will impact on the Scottish economy and public expenditure in particular.  In stark terms, some have questioned whether this population decrease will undermine public services such as free personal care for the elderly (Wright, 2002).  While the overall population of the country has been relatively stable in recent years due to natural change (deaths minus births), there has been a significant increase in in-migration to Scotland.  In fact, the recent upsurge in unforeseen in-migration, especially from Central and Eastern Europe, has somewhat undermined those promoting the ‘demographic deficit’ thesis in Scotland, at least in the short term.   

Recent data show that there has been a huge rise in the number of people coming to work in the UK from the so-called ‘A8’ Accession states (Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia and Slovenia).  This reflects the fact that the UK was the only major EU country to allow free movement of labour post-accession (Barrell et al., 2006).  A cumulative total of 510,000 applicants have registered on the Worker Registration Scheme in the UK between 1 May 2004 and 30 September 2006.  According to Professor John Salt, this is ‘almost certainly the largest ever single wave of immigration the British Isles have ever experienced’.  

Scotland has attracted a sizeable flow of these migrants.  A quick trip to a soft fruit farm in Tayside or a fish processing factory in Grampian would quickly confirm this trend.  Between May 2004 and September 2006, 37,570 A8 migrant workers registered in Scotland under the Workers Registration Scheme.  Unfortunately, the problem with this administrative data source is that it does not convey the level of migrants currently resident in Scotland; in fact, many of these workers appear to stay in Scotland only for short periods of time (Scottish Enterprise, 2006).  

Very few observers predicted this influx of migrant workers and the impact this would have on the Scottish economy.  In its measurement of Scotland's progress towards a ‘Smart, Successful Scotland’ the Scottish Executive originally identified ‘net out-migration’ as one of the two ‘principal weaknesses’ in the Scottish economy; a negative measure identifying Scotland as an unattractive economic location and living environment (Scottish Executive, 2006c).  

However, Scotland has now moved into the first quartile of nations across the OECD for levels of net in-migration as a proportion of the population.  The rise in net migration in Scotland and the UK was mainly associated with citizens of countries that joined the European Union in May 2004 coming to work in the UK (Scottish Executive, 2006c).  In fact, some observers believe that the improvement in the Scottish growth figures outlined above is partly due to this phenomenon (RBS, 2007). However, in the next few years as the other major EU economies open their doors to A8 migrants, the A8 economies themselves improve, and the initial wave of people wishing to migrate subsides, it is possible that the recent high levels of migration into Scotland from A8 countries may subside.
Economic disparities within Scotland

While the Scottish economy as a whole has fared relatively well in recent years, there is still considerable variation in economic performance across Scotland.  For various reasons such as small sample sizes, detailed information about the different areas of Scotland is very limited although the quality of data is gradually improving.  Data on Gross Value Added (GVA), earnings, employment and unemployment allow certain patterns to be detected.

The cities of Edinburgh and Glasgow, only around 75km apart, and the area in between form the so-called ‘Central Belt’ of Scotland, in which much of its population and employment is concentrated.  In terms of the four NUTS2 regions in Scotland, GVA per capita (in 2004) was highest in North Eastern Scotland (including Aberdeen), followed by Eastern Scotland (including Edinburgh) and then South Western Scotland (including Glasgow) and finally the Highlands and Islands (including Inverness).  North Eastern Scotland is the main onshore base for the North Sea oil industry and oil dominates the economy.  Eastern Scotland includes most of Scotland’s growing financial sector but also several agricultural and declining industrial areas.  South Western Scotland, specifically the area in and around Glasgow, is Scotland’s traditional industrial heartland.  While there has been recent growth in public and private services, this has been insufficient to compensate for the contraction of metal and metal using industries.  In the Highlands and Islands, the area around Inverness has been expanding rapidly in recent years but other remoter areas continue to experience economic and population decline.

Chart 2 shows GVA per head in 2004 for the NUTS3 Local Areas of Scotland, specifically the five highest and five lowest Local Areas, and the figure for Scotland as a whole.

Chart 2: Gross Value Added per head, 2004
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Source: National Statistics Office (2006) NUTS3 GVA Tables
The five highest income Local Areas include the three largest cities, Edinburgh, and adjacent parts of Glasgow with Aberdeen not far behind. The five lowest income Local Areas consist of three rural areas and two areas adjacent to Edinburgh and Glasgow.  As is typical of such data, the figures for both Edinburgh and Glasgow are overestimates of the income of city residents since, with extensive commuting into both cities, GVA is inflated by the activity of commuters while the population base, used to calculate GVA per capita, is not.  GVA per capita gives a very misleading impression of the Glasgow economy in particular.  The counterpart to the inflation of the GVA per capita figures for Local Areas which have extensive in-commuting is the deflation of the figures for areas with net out-commuting.  This factor explains at least part of the poor showing, in terms of GVA per head, of East and West Dunbartonshire outside Glasgow and of East Lothian and Midlothian outside Edinburgh.  As will be seen shortly, each of these two Local Areas couples a relatively prosperous and a relatively poor area in one category.
A major contributory factor to differences in GVA per head is variation in earnings.  Chart 3 shows average earnings in 2005 for local authority areas, specifically the five highest and five lowest local authorities, selected others, and the figure for Scotland as a whole.

In terms of the four NUTS2 regions (not shown), North Eastern Scotland is above, Eastern and South Western Scotland fairly close to, and the Highlands and Islands below, the national average.
Chart 3: Average weekly earnings, 2005
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Source: Scottish Executive (2006b) Scottish Economic Statistics
In 2005, weekly full time earnings were highest in East Lothian and East Dunbartonshire, relatively wealthy areas bordering Edinburgh and Glasgow respectively, and each part of two of the lowest areas in terms of GVA per head.  Earnings in East Lothian and East Dunbartonshire were 20% above the Scottish average and 36% higher than in the local authority area with the lowest pay, Moray.  Edinburgh ranks five highest but Glasgow only sixteenth (out of 32), with earnings below the Scottish average, a truer picture of its economic performance than GVA per capita.
Chart 4 shows economic activity rates in Scottish local authority areas in 2005, specifically the five highest and five lowest authorities, selected others, and the figure for Scotland as a whole.

Chart 4: Economic activity rates, 2005
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Source: Scottish Executive (2006d) Scottish Economic Statistics
The areas with the highest activity rates are mainly rural areas.  Three of the four largest Scottish cities – Aberdeen, Edinburgh and Dundee – occupy intermediate positions.  The areas with the lowest activity rates are all in west central Scotland, including Glasgow which has the lowest activity rate of all.

The economic activity figures, when combined with other labour market data for employment and (claimant count) unemployment, reveal further consistent patterns.  Of the four NUTS2 regions, North Eastern Scotland performs distinctly better than, Eastern Scotland much the same as, South Western Scotland worse than, and the Highlands and Islands slightly better than, the national average.

Six local authority areas have economic activity rates below 80%, employment rates below 75% and unemployment rates above 4%.  These are Dundee in Eastern Scotland and five places in South Western Scotland: Glasgow, East Ayrshire, Inverclyde, North Ayrshire, and West Dunbartonshire.

Conclusions

Since the 1970s, the period of the last great debate about Scottish devolution, some features of the Scottish economy have changed but others have stayed the same.  During the last thirty years, the Scottish economy has benefited greatly from the economic stimulus provided by foreign-owned capital.  Nowadays, another key exogenous variable, in the guise of human capital from the Accession States, also appears to be playing a significant, albeit as yet uncertain, role in the economic development of Scotland.   

On the other hand, when we look at the pattern of economic disparities within Scotland what is striking is the extent to which little has changed.  In particular, the areas of west central Scotland which perform least well now were among the most economically disadvantaged areas of Scotland thirty (or more) years ago although, somewhat ironically, these were – and still largely are – places where Labour is the dominant party.  We will see whether the new Scottish Government, under the SNP, gives greater attention to these entrenched economic disparities within Scotland.
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