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Back in July it was announced that the Scottish recovery had stalled, achieving the 
Gordon Brownian "zero percent growth". We all felt a chill. Could Scotland could plunge 
back into recession? Fears of the notorious ‘double dip’ have haunted us ever since.  

The principle worry is that cuts in public spending will reduce demand in the economy, 
leading to a reduction in growth. The Fraser of Allander Institute, for example, has 
revised its overall growth forecast for 2010 downwards by 0.1% as a result of the 
Coalition’s budget. The Institute also estimates that job losses in the public sector will 
outweigh any gains in the private sector by 64,000. We now await, trembling, for the Q2 
GDP data, which will be published in late October.  

By then, however, the story will have moved on. Looking at other pieces of economic 
evidence, the picture is by no means as bleak as the political chatteratti maintain. And in 
the longer term the new economic approach will reap dividends for the Scottish economy. 

Even now, evidence such as the BoS Purchasing Managers Index and the Scottish 
Engineering report points to a modest recovery driven by exports, investment and 
manufacturing.  

This is supported by news about planning applications and new business formation which 
suggest improved investment. Jobless totals are up, but not by as much expected. In the 
UK as a whole, Q2 growth was a whopping 1.2%, a figure that will surely be reflected in 
the Scottish data. 

It is true that measures of consumer confidence, retail sales, house prices etc. have been 
more tentative, though only this week consumer spending figures exceeded expectations. 
But a slight rebalancing of the economy in favour of production rather than consumption 
is no bad thing. This is exactly the kind of adjustment that the experts have been calling 
for ever since the crash. 

Of course, these are just straws in the wind, and the ‘cuts’ might still derail everything. 
But look carefully at the economic package on offer, and the future pans out rather more 
brightly that we are being lead to suppose. 

First of all, the ‘cuts’ are not due to take effect until April, and then only gradually. Why 
commentators are expecting this year’s growth figures to be hammered is something of a 
mystery.  



Second, these budget measures are part of a package that includes some tasty tax cuts. 
True, VAT is due to go up (but not until the New Year). This may place further 
restrictions on our tendency to consume. 

But on the bright side, corporation tax will begin its step-by-step fall to just 24%. This 
will provide a welcome boost to businesses, as well as attracting more investment to the 
UK. Meanwhile, changes to national insurance are designed to benefit companies in 
Scotland and the North of England in particular. 

In the longer term, the coalition government’s economic medicine is a potent brew that 
will benefit Scotland. Whatever the short term outlook (and a plunge back into the red 
seems unlikely) I predict that the trend rate of growth in the Scottish economy will 
improve in the second decade of this century to above 2%. In other words, Alex Salmond 
will come close to achieving his goal of matching the UK growth rate as a result of his 
opponents policies – so long as the coalition survives to implement its programme. 

But the biggest overall benefit will be to reduce the size of the state as a proportion of 
economic activity in favour of the private sector. This is particularly important in 
Scotland, where public sector activity accounts for about 50% of the total. Many 
economists now accept that this has a dampening effect on private sector activity, 
because it reduces the availability of labour and capital to business, increasing the costs 
of both. 

I would add that since productivity in the public sector is demonstrably lower than among 
private businesses, rebalancing the economy in favour of the latter will improve growth 
prospects.  

Moreover, it is quite possible that the programme of debt reduction over the lifetime of 
this parliament will be speeded up by higher UK-wide growth (and thus tax receipts) and 
also asset sales (remember those banks the taxpayer owns?). If that is the case, we can 
expect some welcome tax cut surprises to come, reinforcing the virtuous circle. 

Perhaps the greatest threat to all this is a slump in consumer confidence. This could lead 
to a damaging cycle of falling retail sales and lower demand. Yet a prime driver of 
confidence is the prevailing atmosphere in political / media circles. For those who strike a 
pessimistic tone for political purposes be careful what you wish for.  

 
 
 


