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Economic Data Inquiry 
 

Margaret Cuthbert 
 
Introduction 
This is a response to the Economy, Jobs and Fair Work Committee request for a 
contribution to its inquiry into the accuracy, utility, and clarity of Scottish economic 
statistics.  
 
The following sections submit the views of the author on what data is required for 
effective delivery and scrutiny of policy. It also considers the necessary role of 
statistics in informing policy. The final section offers recommendations. 
 
Note that this submission cannot be exhaustive as it rests entirely on the author’s 
own experience in searching for appropriate data to answer questions concerning 
only a range of economic data. Further, it has been requested by the Committee that 
the submission should be no more than six A4 pages. The paper therefore provides 
only a brief account of the author’s experience of working with data on the Scottish 
economy with regard to the state of statistical information in Scotland.  
 
Effective Policy Making, Delivery, and Scrutiny of Policy 
 
In general, economic statistics has several important roles to play: first, in giving an 
accurate description of the economic health of the country - a base fundamental to 
good policy making; second in monitoring what is happening as government policies 
are being implemented and as world economic circumstances are changing; and 
third, in evaluating the effects of government policies in order to provide information 
for future policy making. 
 
The main body in Scotland with responsibility for economics and economic statistics 
is the Office of the Office of the Chief Economic Adviser. Its key aims1 are given as: 
 
 To provide high-quality analytical support for Ministers and colleagues across 

the Government on all aspects of the Scottish economy and public finances; 
and 

 To produce robust economic statistics for the Scottish economy and to take 
forward a programme of ongoing development to improve the quality and 
breadth of coverage of economic data for Scotland. 

 
General Statistics on the Scottish Economy 
Overall, the quality of the statistics given in main publications such as Quarterly 
National Accounts, The State of the Economy, and Government Revenue and 
Expenditure Scotland depend on a range of statistics provided by Scottish 
Government departments and some UK departments including HM Treasury, ONS, 
and Customs and Excise. Over the years, considerable effort has been made by 
statisticians in Scotland to improve these statistics, and to seek better estimates from 
other government departments on expenditures stated by them to have been made 

                                                 
1 http://www.gov.scot/Topics/Economy/EconDept 
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on behalf of Scotland. Improvements by the UK Office of National Statistics in the 
collection of data for the different parts of the UK have also been taking place. 
 
Where there is a need for improvement in a number of the statistics given, this is 
already well recognised by the Scottish Civil Service statisticians. However, what 
action that does require to be taken to improve the situation depends on political will 
and not on the quality of the statistical service given the Economics division of the 
Scottish government civil service. 
 
Important examples of work which would benefit Scotland include the need for 
Whole of Government Accounts (WGA). These bring together audited accounts of 
organisations across the public sector to give a comprehensive picture of the 
financial position of the public sector. They are regarded as of vital importance in 
transparency and accountability. In the UK, the accounts help Parliament give 
effective scrutiny of all aspects of public sector financial commitments. It is 
understood that Audit  Scotland has all of the elements that could create such a set 
of accounts for Scotland but so far has not been given the green light. The Auditor 
General has drawn attention to this. Without such statistics, it is not possible, for 
example, to give an accurate picture of Scotland’s future debt position.  
 
Business Statistics 
Business statistics are published by the Scottish Government, the Office for National 
Statistics (ONS) or Department for Business, Energy and Industrial Strategy (BEIS). 
Already there is in process a major exercise by ONS to count all businesses and not 
just the registered (those registered for VAT), and this should improve the statistics 
as at present the unregistered are estimated.  
  
Problems remain with the timeliness of the data and with some of the concepts used 
in the man tables.  
 
The latest volume on Scotland’s Annual Business Statistics (SABS) was released in 
August 2017 and covers data sourced from the Annual Business Survey (ABS). The 
data is reliant on data obtained from analysis by ONS. The data allow detailed 
analysis of the structure and performance of businesses in Scotland over the period 
2008 to 2015. The delay in data publication, forced upon by the Scottish unit by the 
dependence on UK information collection and collation makes this data rather old to 
inform Parliament of the current state of the economy. 
 
Northern Ireland has carried out its own survey for many years and has its results 
out within 11 months. 
 
But, of considerable importance are the following points: 
 

 The information that is currently available on aspects of business creation, 
business support, (and by provider), and results of such in terms of effect on 
the Scottish economy such as in jobs etc., seems to be mainly produced by 
NDPBs such as Scottish Enterprise and the Hubs. It is, at present, impossible 
to check on the source, quality, and accuracy of this data. Requests for such 
can meet with no response, refusal, or a suggestion to apply under Freedom 
of Information. In other words, the ability to collect information, analyse it, and 
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provide comment, is severely hampered. The question has to be asked “What 
role, if any, can the Scottish Government economists and  statisticians do 
about this, and if the answer is "nothing", then why is the impression given 
that the Scottish Government is closely involved with these NDPBs? 
 

 At present, it is extremely difficult to determine ownership of businesses in 
Scotland (and in fishing vessel ownership and quotas dealt with by Marine 
Scotland, it is also difficult). Can anything be done about this? 
 

 On the matter of how well Hubs are performing (Hubs being part of the 
Scottish Futures Trust umbrella), in their Annual Reports Hubs publish the 
percentage of SME involvement. It is difficult to determine from the 
publications what the statistic actually means, and importantly, on what the 
statistic is based. Requests to date on this have not met with an answer. The 
clearest one was that the Hub was a small organisation and did not have the 
resources to respond to such a question,; in addition, Hubs were not covered 
by Freedom of Information and so did not need to answer. This means that an 
organisation created by the Scottish Government can produce statistics 
relevant to the SME position in different parts of Scotland without giving any 
basis for their statistic.  

 
Agriculture:  The importance of economic statistics covering food production cannot 
be overestimated. This might sound as an exaggeration, but a recent article in 
Significance2 showed how the Minister of Food during the Second World War used 
statistics as an important part of the solution to feeding the country. The current 
problems facing Scotland and the rest of the UK could escalate. We too need 
relevant statistical data for agriculture and fisheries to ensure that the population can 
be fed in the worst of scenarios. 
 
a. The data currently collected and published gives no idea of its utility or relevance 

to the economy. The current Economic is an excel file with no commentary 
whatsoever. There is no indication of what Scotland needs and how current 
production matches this need.  
 

b. There is no information on land ownership; there is no commentary given on how 
agriculture is developing, nor even on the time series data. Statistics on the 
distribution of land ownership have been collated by non-government 
researchers. Scotland is among the most inequitable in Europe and increasingly 
land has been bought by foreign companies with little interest in agriculture or in 
the Scottish economy. Andy Wightman’s work has also considered the rise of 
worker exploitation, human rights abuses, and a disregard for the environment in 
agriculture in Scotland. No information is given in government statistics on these 
matters.  
 

c. “Following consultation it has been decided to reduce the frequency of ERSA 
publications from every year to every three or five years. Under this plan the 

                                                 
2
 Significance, Royal Statistical Society, June 2017 
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next ERSA will be published either in 2019 or 2021. In the intervening years 
we will produce just the tables, in spreadsheet form, online.”3  
 

d. No information is given on the monitoring and evaluation of the effect on the 
economy of agricultural and forestry policies and subsidies, yet this expenditure 
clearly will have an effect on the local communities as well as on the overall 
Scottish public expenditure figures. 

 
Education, Training and Research and Development 
 
Employment Prospects for Graduates: 
To the email “ONS published an article on Graduates in the UK labour market, 2013. 
I would be grateful if you could tell me if there has been an update. “, the reply was 
“There has not been an update.” Although data is published by HESA, it is extremely 
difficult to obtain any information on the outcomes post higher education for different 
categories of graduates, (type of degree, broad subject, group studied,) by 
employment post degree: (level of work, whether in Scotland, full time/part time). 
 
Modern Apprenticeships and Training 
Detail is provided on the number of starts, leavers and achievements. Trying to find 
the meaning of “achievements” has proved too difficult to incorporate it in the present 
summary, although staff spoken to think it is likely to be a measure of whether the 
course was passed or not. There is no information given in the annual report of what 
success the achiever has had in finding a job to match the qualification achieved. 
 
R&D 
Our top universities pride themselves as being world class in research and 
development in some fields. There is a lack of statistics, and possible of data 
collection in pulling together the amount attributed to Scottish public expenditure on 
R&D within the higher education sector in Scotland and of key measures showing 
the return to the economy from that expenditure. It is recognised that devising such 
measures may be difficult, nevertheless, effort ought to be made.  
 
With respect to R&D, I quote here US economist Ralph Gomory, economist, 
mathematician and head of R&D at IBM: “It does not make sense to talk about 
innovation as if innovation was an end in itself. We could innovate until the cows 
come home and if we can't translate that innovation into something substantial that 
adds to the economic output of the United States, it does little for America. If our 
strategy is to generate new ideas that other countries acquire, either as the 
foundation of a new industry or to gain an advantage in an old one, we will have the 
expense and glory of being innovators, and they will have the resulting industries 
and the economic benefits.” There is no centrally collected and analysed data on 
R&D spend in our higher education institutions and on its return to Scotland. 
 
Fisheries: 
The fishing industry is rarely regarded as a potentially really important part of the 
Scottish economy. Yet, it is an important asset that, partly due to UK negotiations for 
entry into the EEC, partly due to the EU rebate which hindered the take up of 

                                                 
3
 http://www.gov.scot/Topics/Statistics/Browse/Agriculture-Fisheries/agritopics/LandUseAll 

http://www.gov.scot/Topics/Statistics/Browse/Agriculture-Fisheries/agritopics/LandUseAll
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structural funds, the industry for Scottish employment and income has suffered a 
major decline.  By 2015, the landings in Scotland by UK vessels of all types of fish 
were only 74 % of that in 1994, and landings of demersal fish (haddock, cod, etc.), 
where were only 37.4% of those in 1994. 
 
The House of Commons produced a report on the UK fishing industry in November 
2016.  In terms of tonnage landed, Scotland is by far the most important part of the 
UK for fishing with 439.9 thousand tonnes landed here by UK boats in 2015 
compared with 214.1 thousand tonnes landed in England. 
 
It is clear that while quotas are allocated to Scottish vessels at UK level  having 
already gone through the loop of being allocated to the UK at EU level, fishing boats 
can be bought and sold to non-Scottish owners, with the quotas going with the boat.  
 
No information is published by the Scottish government on what the real state of 
affairs is, but there is considerable disquiet among fishermen and evidence of very 
large companies, particularly Spanish companies, “quota hopping”. In particular, 
there is the concern, also discussed with Greenpeace that very large trawlers 
working the North Sea in Scottish limits are transferring their catches to smaller 
boats for landing in Scottish waters to be quickly transferred out again – the trawling 
affecting the sea bed. No exercise to gather information and statistics on what is 
going on seems to have been carried out and therefore there are no statistics 
available.  
 
Yet the implementation of fisheries regulations are devolved to the Scottish 
Parliament and Marine Scotland has been given the duty of implementing policy.  
 
Public Procurement 
Having created the Scottish Futures Trust (SFT) with the intention of improving the 
public procurement of schools, hospitals, prisons, etc; and at the same time avoiding 
the restrictions on capital spend demanded by the Treasury, the Scottish 
Government allowed the creation of 5 Hubs within the SFT umbrella. Each Hub has 
public sector members and a private sector member. Increasingly the Hubs are 
responsible for giving out contracts on all aspects of procurement regarding 
construction, and in some cases, service provision. The published annual reports of 
the Hubs give only aggregate data such as the percentage of SMEs. To give an 
example, Hub South East reports in its 2016 Annual Review that the “proportion of 
construction work packages awarded to Scottish SMEs was 85%. No further data on 
this point is given and requests for further detail have been refused.  If all that is 
published or made available is aggregated information, as is produced by the five 
Hubs on their contribution to the SME sector, then anything can be lurking in the 
woodwork. 
 
Tourism 
The data used in the 'Tourism Employment in Scotland' paper is sourced from the 
ONS Business Register & Employment Survey (BRES). The Scottish Government 
have summarised this data in the Growth Sector Database using their preferred SIC 
definition of tourism.  
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There is a need for Visit Scotland to produce statistics covering more fundamental 
attractions and problems in cities, small villages, and islands. Without the collection 
of relevant data by Visit Scotland and its partners such as local authorities, its 
strategy lacks an even superficial study of what the tourist is faced with in Scotland, 
and this has become apparent in areas such as Skye this year 
 
Trade 
 
As reported in Exports Statistics Scotland, “In National Accounts terms, Scotland is a 
region of the UK and there is no legal requirement for companies to report financial 
information at a sub-UK level.” This is a fundamental difficulty in data collection. 
 
Information on Scottish Exports is based on a Global Connections Survey of only 
1,506 returns in a survey of what are regarded as the most important exporters. This 
is supplemented by estimates based on UK surveys. In some cases, the definitions 
used in the Scotland data are different from those used by the Office of National 
Statistics making it difficult to compare the different series.  
 
An analysis of trade data in 20154 reached the following conclusions: 
 

 There has been a fundamental failure of the UK and Scottish government in 
the collection, collation, and analysis of trade statistics for Scotland.  

 The government agencies funded to improve Scotland’s trade performance 
have had an easy passage to date. They have failed to collect and to provide 
solid data on how they have improved trade performance. And they have not 
been asked for it.  

 Following the collapse in Scotland of sectors which were important to trade, 
such as textiles and electronics, there has been an almost total failure to 
examine the causes of their collapse and examine the role of trade policy in 
their collapse.  

 
There is little evidence of any improvement in export information having been made 
by the relevant bodies to cover most of the points raised in the report.  
 
The data provided in the January 2017 report on trade cover a period up to 2015. 
This is a far less timely report on trade than that produced in Northern Ireland.  
 
Changes that could be made by the statisticians have been made: for example, 
information is now given in real as well as in nominal terms. 
 
No information is given on imports to Scotland, yet both exports and imports are 
important to a knowledge of the Scottish economy. Resources are needed to 
determine the best way forward to deal with this situation. 
 
There is no tie up in any of the statistical and economic publications between the 
export trade and other parts of the economy.  
                                                 

4
 Growing the Scottish Economy: is Scotland well served on international trade and development?, 

Margaret Cuthbert, September 2015, Jimmy Reid Foundation 
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Conclusions: 
A summary of the conclusions is as follows: 
The breadth and quality of core economic data has improved, and access to it has 
also improved. In addition, the inclusion of comparisons of the economy of Scotland 
with the UK excluding London is very welcome and gives a far better idea of 
Scotland’s relative performance through time and across sectors. 
 
Despite the appalling and verging on ignorant comment by Richard Marsh in the 
Sunday Herald that “GERS data is what I technically describe as crap”, GERS data 
continues to improve. The original quality of the data was comprehensively 
examined line by line in 1977 and thereafter statisticians in the Scottish Government 
have made considerable efforts with UK departments to work with them and obtain 
reliable estimates for Scotland. However, it is time to assess what the Scottish 
Parliament needs as its powers continue to grow. This is particularly the case as the 
fiscal settlement holds many ill-advised conditions that will now face Scotland. 
 
The first problem is the publication of data by NDPBs and their offshoots where it is 
nigh on impossible to find out how the data given are derived. What checks are 
being made by the relevant central government departments on the quality of the 
data and its definitional fit with main government statistical data regarding the 
economy? 
 
Second, there are departments within the Scottish government that produce 
statistics where it is difficult to understand what the statistics actually mean, where it 
is difficult to get a handle from the staff themselves on the meaning of the data, and 
it is therefore wide open for reporters and non-government researchers to get the 
wrong picture. 
 
Third, there are departments and NDPBs which produce statistics that are equivalent 
to their turning a handle year after year, and where the statistics given shine no light 
on the performance of Scotland, particularly with relation to where the government 
says it wants to be going. 
 
Fourth, and possibly due to policy groups within government, the frontline 
publications covering economic matters have tended to become glossies showing 
how well the government is doing. 
 
And, finally, there is the personal experience that statistics collected, collated and 
analysed do not appear to be given due importance when the policy makers set to 
and devise their policies. It is difficult to find mention in the published policy 
documents of detail of how, in describing the creation of new policies and their 
implementation, the policy people have been using statistics to help define their 
policy, or how they are going to collect and publish statistics to monitor and evaluate 
their policies.  
 
The role of both economics and statistics in the Scottish Government needs to 
be substantially extended. There is a need for a strong central statistics unit that is 
capable of fighting its corner for resources and relevant place in the decision making 
of policy, and the necessary schedule of monitoring and evaluation.    
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This summary is too brief to give detail, but the website www.jamcuthbert.co.uk 
provides a number of such examples. 
 
 
Margaret Cuthbert 

http://www.jamcuthbert.co.uk/
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Economic Data Inquiry 

John McLaren 

Introduction 
 
In general, the state of economic data for Scotland is above average for a region but 
significantly below that which would normally apply for a country. 
 
In most cases such a status would be sufficient as the national (UK) level is in 
control of most macro-economic powers and fiscal powers. However, the latter is 
becoming more of a joint responsibility, between the UK and Scottish governments, 
as revenue powers, although not overall fiscal limits and targets, are increasingly 
devolved. 
 
To attain a higher standard of economic statistics and analysis would require two 
major advances on the present position:  
 
1) a full set of National Accounts, together with a balance sheet on a Whole of 
Government basis (i.e. including the assets and liabilities of all public sector 
organisations);  
2) a proper working model of the Scottish economy. 
 
Meeting these ambitions will require additional resources, in terms of both funding 
and experienced personnel. 
 
The following contribution briefly outlines some of the key areas where added 
resources and analysis are most needed. Each area offers opportunities for further 
discussion at the evidence session on the 19th September.  
 
Key areas and issues of interest: 
 
- Real terms GDP as a measure of economic size and growth (vs GNP, GNI, 
modified GNI, cash terms etc) 
 
Scotland has a complicated economy that, even in traditional ‘GDP’ terms, is not 
easily understood by a single measure of economic growth. This is primarily due to 
the existence of significant non- Scottish (in terms of both Rest of the UK (RoUK) 
and the Rest of the World (RoW)) ownership across a number of industries, 
including: North Sea activity; energy; the financial sector; brewing; retail; etc. This 
means that, as is the case for countries like Ireland and Luxembourg, GNI is a more 
relevant measure than GDP.  
 
Furthermore, due to the presence of a natural resource (oil & gas) the cash terms, as 
well as the real terms, measure of GDP is relevant, as is the case in other countries 
like Norway.  
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Ireland provides a good illustration of how such unusual elements of an economy 
lead to different measures being used. Ireland currently publishes data on GDP and 
GNI, but despite this still comes up with a, clearly warped, growth rate of 16-26% in 
2015. The Irish government has now introduced a further new measure, modified 
GNI, to try and resolve some of these issues and reach a more realistic 
understanding of the underlying position of the economy. (Note: this modified GNI 
measure is also used to better evaluate Irelands debt ratio and its debt sustainability. 
Furthermore, a modified Current Account is also published as a result of distortionary 
multi-national company behaviour.)  
 
Scotland’s position may not be as extreme and as complicated as that of Ireland but 
it still requires different measures of economic growth and levels for different 
purposes and to gain a fuller understanding of its growth performance. 
 
Without discussion of these alternative measures we are having a very narrow and 
limited debate over the state of the Scottish economy.  
 
See background paper: ’Analysis of Scottish GDP measures over time’, (April 
2015) -discussion of the impact and merits of using alternative measures of the 
Scottish economy. ( http://fiscalaffairsscotland.co.uk/wp-
content/uploads/2015/04/Scottish-GDP-revised-data.pdf)  
 
- GDP(O) by industrial sector anomalies 
 
There are number of industrial sub-sectors which are performing unusually, or 
relatively poorly, but where our understanding of the reasons for this 
underperformance remains weak. For example:  
 
1) Construction: allegedly grew by 25% in one year (2014 Q2 to 2015 Q2), although 
without impacting on employment levels;  
2) Hotels & Catering: effectively no growth in this sector since 1998, despite the 
apparent expansion seen on high streets across Scotland and the 50% rise 
experienced at the UK level;  
3) Transport & Communications: no growth between 2003 and 2013, followed by a 
sudden jump, then back to no growth since 2014. Again, this contrasts with strong 
and steady growth experienced at the UK level. 
 
In the cases of Construction and T&C, the performance of these industrial sub-
sectors can have an important influence on future productivity levels. 
 
Without a better understanding of the drivers of such trends it is difficult to set out 
economic industrial policy in order to address any underlying weaknesses.  
 
- Productivity 
 
This is a key statistic but also tricky one to collect and to analyse. In order to make 
like-for-like comparisons with other countries a number of adjustments need to be 
made, in terms of working hours, industrial composition (e.g. the very high 

http://fiscalaffairsscotland.co.uk/wp-content/uploads/2015/04/Scottish-GDP-revised-data.pdf
http://fiscalaffairsscotland.co.uk/wp-content/uploads/2015/04/Scottish-GDP-revised-data.pdf
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productivity North Sea sector) etc. With each such adjustment an element of 
imprecision is introduced which leads to the figures becoming closer to guesstimates 
than estimates.  
 
Furthermore the key element within ‘productivity’ is ‘Multi Factor Productivity” (MFP). 
MFP measures the residual growth that cannot be explained by the changes in 
labour and capital inputs. More specifically it measures the contribution to economic 
growth made by factors such as technical and organisational innovation.  
 
As it is a residual and as elements like technical innovation are very difficult to 
measure then explaining shifts in MFP is very challenging. Hence, despite all the 
attention on the UK’s flat-lining or falling productivity in recent years, there is little 
consensus over what are the most important causes are and on how to redress 
them. 
 
Overall, more study of this topic is vital although fixating on the actual published 

figures is less so.  

- Labour Market 
 
Labour Market data is probably the area where existing data is the most robust and 
the most developed at present.  
 
However, what is lacking is much in the way of analysis and interpretation of the 
data. For example, there is little understanding of the driving forces behind the 
Scottish employment rate moving from being well below that of the UK up to 2002 to 
being well above it in a relatively short five years, as well as the recent partial 
reversal of this shift.  
 
- Inflation  
 
It has long been a frustration of many economic commentators that no official 
Scottish inflation rate exists. While there will usually be a close relationship between 
Scottish and UK inflation this need not always be the case. For example, in recent 
years UK inflation was added to by the big jumps in tuition fees applying in England, 
although clearly this would have had very little impact on Scottish inflation. 
Furthermore, increasing tax and benefit powers for the Scottish Government mean 
that the scope for diverging inflation rates is enhanced. 
 
At present three high level measures in particular are used by the Scottish and UK 
Government’s:  
 
- CPI, until recently the official measure and still used as the Bank of England target 
rate;  
- CPIH, the new headline measure of household consumer price inflation;  
- RPI, the old headline measure but since discredited and no longer a national 
statistic. 
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However, data on hundreds of prices feed in to these ONS inflation measures at 
present, so it would be a challenging and expensive business if done in full on a 
Scottish basis.  
 
- Balance of Payments 
 
Scotland’s external balance (i.e. its Balance of Payments) measures the net inflow or 
outflow of funds with respect to the rest of the world (including the rest of the UK). As 
such, it is a crucial variable when evaluating the underlying health of an economy. 
 
The BoP’s includes trade in goods and services as well as international transfers 
relating to overseas earnings and dividends. The BoP’s also covers both onshore 
and offshore activities. 
 
By the time of the meeting on the 19th September I hope to be able to forward a 
copy of my report on Scotland’s Balance of Payments, commissioned as a 
background paper feeding into the SNP’s Growth Commission work led by Andrew 
Wilson. This report outlines many of the important issues connected with 
understanding the BoP as well as the difficulties currently relating to Scotland. It is 
not an easy read, even for economists and statisticians who are familiar with this 
area of work, but it covers a vital area in understanding Scotland’s underlying 
economic well-being.  
 
- Alternative’s to GDP 
 
Wider measures of economic success e.g. ‘Measures of Economic and Social Well-
being’ for Scotland and even by Local Authority are potentially available. However, 
there are a number of issues involved with such alternatives: - data connected to 
education or health results, for example, are often only available after a lengthy 
delay;  
 
- such data is often available only on an annual, rather than quarterly, basis;  
- changes in such data tend to be gradual and so emerging problems, or successes, 
can be slow to be identified. 
 
Because of such concerns it is important for any such new indices to be seen as 
complementary to existing measures like GDP, which, while also having its faults, is 
relatively timely, robust and sensitive to change over a short period of time. 
 
Potential may also exist for finding new ways of incorporating ‘Environmental’ and 
‘Wealth Distribution’ measures into mainstream economic discussion. 
 
I am currently working on an example of such an alternative Index and, again, would 
hope to get a copy of this to the Committee prior to the meeting on the 19th 
September.  
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- Forecasting 
Economic forecasting is an important activity but tends to be difficult, expensive, and 
ultimately a pretty thankless task. 
 
Important, as without it we are flying blind. In the same way that a company may not 
know what its future sales will be but will still make sales projections based on the 
best information available, so too a Government will want to (even broadly) 
anticipate a country’s economic performance and its ability to fund its own 
expenditure.  
 
At the UK level this task is performed by the independent Office for Budget 
Responsibility (OBR), though others, like HMT, DWP and HMRC will also feed into 
the process as well as providing a degree of ‘challenge’ function to OBR forecasters. 
Few would acclaim the OBR’s forecasting record in recent years but, equally, few 
would argue against its role in attempting to predict future paths for key variables, 
even if these are repeatedly revised, sometimes substantially. 
 
Difficult, because most economic models are based on extrapolating past behaviour 
into the future. However, changes in such behaviour can occur (e.g. the recent 
downturn in productivity) or may be fairly erratic in the first place (e.g. business 
investment), rendering the forecast prone to error. Furthermore, models tend to 
gravitate towards a long term status quo position, whereas reality staggers from 
highs to lows and back again, with, sometimes, a lack of long term underlying trend 
in evidence. As a result, turning points are rarely, if ever, picked up. This is not a 
feature of economic models that is going to change anytime soon. 
 
Clearly, post the Great Recession, we are in a period of great turmoil and economic 
forecasting is particularly difficult, with old economic relationships breaking down and 
uncertainty surrounding the emergence of any new ones. 
 
Expensive, due to the need for good survey data to feed into the economic model, 
the building of the model itself (involving relatively rare technical skills) and regular 
updating. The data can also be technically difficult to collect (e.g. the location of 
profits of multinational companies) and the bigger the survey sample the more robust 
the data but also the more expensive is its collection. 
 
UK forecasting and data collection has well known problems but is still well ahead of 
where Scotland is at present. Scottish data restrictions exist in a number of key 
areas (e.g. Balance of Payments). To help remedy this would involve a considerable 
expansion of: data collection; model building; and data analysis, each requiring 
additional, suitably qualified, staff. 
 
At present all current Scottish forecasts (and nowcasts) could be described as 
educated guesswork. This is largely due to the lack of, poor quality of, or lateness of, 
the data. Scottish forecasts take their lead from UK forecasts with a little local 
knowledge thrown in, although as local knowledge accrues over time such a reliance 
on UK approaches may lessen. The Scottish models are also still at a developmental 
stage with regards to the complexity of public finances 
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forecasting, a key element of the OBR model. This should change as a result of the 
work of the new Scottish Fiscal Commission, but the outstanding quality issues 
germane to existing Scottish economic models will still place a question mark against 
the reliability of any Scottish public finance forecasts until improvements in modelling 
capability are forthcoming. 
 
Ideally, there would be multiple providers of such forecasters, as there are for the UK 
economy (literally dozens if City forecasters are included) and most other countries. 
For such a situation to occur in Scotland would require, first, the data to be available, 
then, private sector companies or research bodies to fund such models and publish 
the results. Alternatively, greater collaboration amongst Scottish forecasters and 
sharing of best practice may bring about improvements.  
 
In summary, while economic forecasting may seem like a fool’s errand it is a 
necessary activity, particularly for governments who are open to financial risk from 
greater (devolved) tax powers, in order to help plan their future spending.  
Sophisticated forecasting capability, based on the best information available, also 
sends out a strong message to investors i.e. prospective Scottish Government bond 
purchasers. Such investors will want reassurance over the future strength of the 
Scottish economy and the ability of the government to guarantee interest and 
principal payments.  
 
- Political and public understanding 
 
In all of the areas discussed above, one of the biggest challenges is in bringing 
about a greater awareness and understanding of the importance and relevance of 
existing and new sources of economic data. This applies equally to politicians, the 
media and the public and would be a crucial development in terms of holding the 
government to account. 
 
In order to enhance this capacity requires three further areas of development:  
 
1) a variety of think tanks to independently analyse data and policies e.g. IFS, 
NIESR;  
2) academics who have an interest, often specialised, in the Scottish economy;  
3) media commentators (business or political) with an understanding of economic 
ideas and an ability to critique the data.  
 
In each of these cases the government has a limited role, e.g. via funding routes in 
academia, in bringing about change. However, so far, the private sector has shown 
very little interest in helping fund such think tanks and the public sector has shown 
very little interest in making the study of a region, Scotland, attractive to academia. 
 
Until progress is made in all of these areas then the debate over the Scottish 
economy, at all levels, is likely to remain fairly lacklustre.  
 
John McLaren 
Scottish Trends 
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Economic Data Inquiry 
 

4 Consulting 
 
Overview 

Our report to the committee (online) sets out the strengths and weaknesses of 
economic data in Scotland.  The pace of devolution is beginning to expose cracks in 
the UK’s system of producing economic statistics.  The UK system was designed to 
produce economic statistics for the whole of the UK, not for the devolved 
administrations. 

It’s likely that Scottish Government statisticians would describe themselves as more 
opportunistic, but relatively powerless, statistical scavengers.  It is important that 
Scotland takes up the challenge laid down by the Bean Review and looks at new 
approaches to develop the next generation of economic statistics. 

Accuracy 

Scottish economic statistics are available covering most of the key indicators used to 
scrutinise the UK economy.  Scotland is by far the best served part of the UK in 
terms of economic statistics and the only UK devolved administration to produce 
quarterly GDP figures.  

Data for capital investment and Scotland’s trade balance are inadequate.  It is 
perhaps unclear why more attention hasn’t been paid to a reliable measure of 
inflation or GDP deflator for Scotland. 

Utility 

Trying to reproduce the UK’s economic statistics for Scotland may not be the best 
use of resources.  The Bean Review invites a fundamental rethink about the way we 
produce economic statistics.  For example, it is plausible that it would be more 
appropriate to measure Green GDP for Scotland.  

The vast reservoir of microdata available is an underused resource and cries out for 
the kind of change in culture advocated by the Bean Review.  The Bean Review calls 
for statisticians to turn their attention away from ‘getting the statistics out’ and think 
more creatively about potentially new series of data more relevant to economic 
policy.  

Unlocking microdata available for local authority areas (and bespoke geographies) 
would allow better use of economic statistics by local and regional policy-makers. 

Northern Ireland has more flexibility and power to produce economic statistics and 
produces data such as exports through administrative data rather than bespoke 
surveys.  Other European regions produce impressive economic statistics drawing on 
administrative data.  

The Scottish Government is different to the Office for National Statistics (ONS) in that 
it is both a producer and consumer of official statistics; Scotland has no independent 
statistics body.  The dual role includes producing economic statistics and using them 
to scrutinise and develop public policy.  

It is important to review the independence of economic statistics in Scotland.  The 
Scottish Fiscal Commission was constituted as a Non-Ministerial Department.  A 
similar approach could be considered with statistics in Scotland to establish either a 
Scottish Statistics Office, embed further statistics capacity within an existing non-
departmental department or review the role of Scotland’s Chief Statistician. 

  

http://www.parliament.scot/S5_EconomyJobsFairWork/Inquiries/Economic_statistics_report.pdf
https://www.gov.uk/government/publications/independent-review-of-uk-economic-statistics-final-report
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Interpretation 

A key issue in making sense of data is that several series of economic data do not 
meet the needs of policy makers.  The Bean Review invites a fundamental rethink 
about the way we produce economic statistics, the structure of our economic 
statistics system and how they are presented. 

The Scottish Government has arguably produced some of its most policy relevant 
information when it has produced publications that don’t seek to copy an existing UK 
publication or statistics.  For example, the Scottish Government’s annual carbon 
assessment of the Scottish draft budget (available online). 

Greater independence in the production of economic statistics would encourage 
statisticians to provide a more rounded explanation of data and highlight trends.  As 
pointed out by the Bean Review too much emphasis can be placed on getting the 
statistics out and that “Relatively little attention is devoted to how the quality and 
relevance of the statistics, or their delivery, could be improved.” 

Scrutiny 

More focus is being placed on the use of administrative data (VAT returns, PAYE 
data) rather than large scale surveys to build economic statistics.  Whilst more cost-
effective, administrative data presents challenges in extracting relevant Scottish data.  

Economic data could play a much greater role in scrutinising public policy.  For 
example, the recent review of non-domestic rates in Scotland failed to draw on the 
basic economic data available showing how business rates are linked to wider 
economic performance (published online by SPICe). 

 

Richard Marsh (Director 4-consulting) and Thomas Kane (Research Manager, 
4-consulting) 

http://www.gov.scot/Publications/2016/12/6912
https://digitalpublications.parliament.scot/ResearchBriefings/Report/2017/8/18/Non-domestic-rates-and-operating-surplus-2011-2014
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Economic Data Inquiry 
 

Professor Catia Montagna and Dr Daniel Kopasker 
 
Background 
 
We welcome the Scottish Parliament Economy, Jobs and Fair Work 
Committee’s inquiry into Economic Statistics in Scotland. 
 
The continuous development of existing and new data sources and their 
accessibility from across a wide range of economic indicators remain key to 
effective policymaking. This written evidence focuses on issues related to the 
measurement of ‘competitiveness’ (one of the policy goals that underpin the 
Scottish Government Economic Strategy). Its aim is not to be exhaustive in its 
coverage, but rather to assess availability and highlight scope for 
improvements in a few key areas that are central to the measurement of an 
economy’s performance and to the setting of policy. 
 
There is no consensus on the definition and measurement of 
‘competitiveness’. 

 Traditionally, it has been based on aggregate performance indicators 
such as ‘labour productivity’ or ‘unit labour costs’.  

 Empirical evidence shows that unit labour costs are not a good 
predictor of a country’s export performance. 

 Recent research has shifted the focus to a ‘finer’ understanding of 
competitiveness based on firm-level information, revealing how 
aggregate performance (e.g. industry/regional productivity, trade flows, 
etc.) relates to firm-level factors. 

 Assessment needs to consider not only average performance but also 
the dispersion of firms’ performance indicators within an industry. 

 Sectoral linkages, both domestically and internationally, are also an 
important channel through which changes at the microeconomic level 
affect both interconnections between firms and sectors and 
macroeconomic performance. 

 
‘Competitiveness’ is a multifaceted concept. 
 
We suggest that firm-level microeconomic data need to complement 
aggregate data in the measurement of competitiveness. It is therefore 
important to considerably strengthen firm-level data already available, their 
accessibility, and ensure their comparability and consistency across regions 
and countries. 
 

Data Requirements 
 
Reliable economic data at different levels of disaggregation (country, industry, 
and firm) are necessary to reflect the complexity of an evolving economy. In 
particular, data need to be able to capture: 
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(i) The micro-economic adjustments that underpin aggregate performance. 

It is not ‘nations’ that trade, produce and ‘compete’, but firms. 

Altomonte et al, Measuring Competitiveness in Europe, Bruegel, 2016 
 
(ii) The interconnectedness of the Scottish economy with the rest of the 
world (including the rest of the UK) and its reliance on the Global Value 
Chains (GVCs). 

Input-output linkages across national borders play a key role in the 
propagation of aggregate fluctuations across countries. 

Acemoglu et al “The Network Origins of Aggregate Fluctuations”, 
Econometrica, 2012. 

GVCs are a well-established vehicle for productivity spillovers to local 
firms. 

Criscuolo et al, “The Relationship between GVCs and Productivity, OECD, 
2017. 

 
(iii) The multifaceted nature of competitiveness which includes price/cost, 
quality, and organisational dimensions. 

Firms specialised in high-quality segments compete via innovation, 
skillintensity, organisational practices. 

Bas et al, “Towards a better assessment of competitiveness”, 
MAPCOMPETE, 2014 

 
The emerging consensus is that aggregate competitiveness indicators at the 
country and sectoral levels can be obtained via a bottom-up approach from 
firm-level data in a given sector or region (MAPCOMPETE Project, 
http://mapcompete.eu/). Relevant firm-level indices can be categorised as: 

 Productivity (labour and total factor productivity, TFP) 

 International activities (number of export destinations, values, volumes 
of exports and imports, etc.) 

 Firms’ dynamics (growth rates, entry and exit) 

 Other (ownership, R&D expenditure, management practices, etc.). 
 
In addition, for policy analysis, the above measures should underpin and be 
used in conjunction with: 

 Export, import and foreign direct investment (FDI) statistics to show 
measures of value and volume for Scotland. These statistics ideally 
would need to be disaggregated by industrial sectors, country of origin, 
and destination. 

 Input-output data reflecting the international origin of different inputs 
used in the sectoral production processes. 
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Data Availability – Strengths and Limitations 
 

At the microdata level, across the whole of Europe, the current availability 
of data is patchy and not easily accessible; thus it does not enable a 
proper assessment of micro-based competitiveness. 
 
Firm-level datasets are typically obtained from customs records and surveys 
carried out by national government statistics agencies as well as from firms’ 
annual financial statements. 
 
The Competitiveness Research Network (CompNet), set up by the EU 
System of Central Banks to analyse competitiveness, has adopted a common 
protocol to extract information from existing firm level datasets collected by 
National Central Banks and Statistical Offices, but their sample does not 
include the UK. 
 
Other reports are made available by private data providers at a significant 
cost, e.g.: U.K. and Ireland (FAME), Germany (Dafne), Europe (Amadeus). 
FAME (https://fame.bvdinfo.com/version-
2017713/Home.serv?product=fameneo) is a financial reporting dataset 
produced by the Bureau van Dijk which includes profit and loss, and balance 
sheet information (as filed with Companies House) for most UK firms. It also 
reports “overseas turnover" and captures export sales and includes the 
overseas sales of the foreign affiliates of a UK firm. 
 
FAME is widely used because UK customs data were not accessible until 
recently and the Annual Business Survey (ABS) did not contain any 
information about exports until 2011 and only has a binary indicator for export 
status since then. 
 
In Scotland, aggregate statistics are underpinned by a great deal of the 
desirable firm-level data collected mainly by the ONS. The Scottish 
Government also boosts the size of ONS samples in some surveys and/or 
undertakes its own surveys. 
 
Effective scrutiny and assessment of the determinants of differences across 
firms requires being able to link firm-level performance indicators to practices 
within the firm, such as labour market and management practices. Crucial to 
this is an Inter-Departmental Business Register (IDBR) number that enables 
the value of a single survey to be greatly increased through links to 
administrative data and other surveys. There are, however, issues 
concerning: 

 Reliability 

 Accessibility and ‘Linkability' across datasets 

 Gaps in provision 
 
  

https://fame.bvdinfo.com/version-2017713/Home.serv?product=fameneo
https://fame.bvdinfo.com/version-2017713/Home.serv?product=fameneo
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Firm-level data typically suffers from a number of issues which affect their 
reliability, such as: 

 Sample size, 

 Sample coverage varying across indicators, 

 Sample composition changing over time (including due to entry and 
exit of firms). 

Self-reported data are particularly prone to reliability issues. For instance: 
FAME underestimates export activity relative to HMRC, e.g.: SMEs often 
report no exports in FAME when they have exported according to HMRC data 
(Breinlich et al, University of Nottingham, 2017). 

Greater reliance on administrative rather than survey-based data can 
mitigate these problems. 

Following the Bean Review (2016), the ONS plans to start using data from 
VAT returns to augment its existing paper-based compulsory business 
surveys. 
 
There are Accessibility, Reliability, Linkability issues with Scottish data. 
For example: 

 The Scottish Annual Business Statistics (SABS) microdata could 
conceivably be made available under secure access conditions 
ensuring protection of confidentiality. At the moment it is not. 

 The Global Connections Survey (GCS) is sent to approximately 
5,500 businesses, but has a significant non-response rate (of about 
70%). 
Sampling appears to be biased towards known exporters and this 
prevents capturing the differences between exporters and non-
exporters as well as changes in export status over time. 

 Export Statistics Scotland (ESS) is based on the GCS: data is 
aggregated to the sectoral level and by country of destination (including 
the rest of the UK), but is neither accessible at the firmlevel nor is it 
linkable to other firm-level surveys using the IDBR number. 

 
Gaps in Provision concerning trade data include: 

 The Index of Manufactured Exports (IME) uses survey data 
collected monthly by the ONS. The sampled firms are legally obliged 
to respond, but the Scottish sample is small. The index provides a 
quarterly time series of the growth (in real terms) of export sales in the 
manufacturing industry. Service industries are collected by the ONS, 
but not used in the IME. 

 International trade data only covers exports. Import data are not 
available either from overseas or from the rest of the UK. At the 
aggregate level, they are obtained as residual component within GDP 
(essentially as a measure of excess demand). 

 Relatedly, in the Input-Output (IO) tables imports are determined as 
residuals. 
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The IO tables reflect another key problem: even at an aggregate level, 
it is not always possible to extricate distinctly Scottish economic 
data from overall UK data. 
Thus, in the IO tables, for many items, direct estimates for Scotland are 
not available. The compilation process for the Scottish tables is 
therefore a mixture of a top-down apportionment driven approach, and 
a bottom-up raw data driven approach. 
 

The World Input-Output database (WIOD, http://www.wiod.org/home) is a 
time series of Input-Output (IO) tables covering 43 countries and the ‘Rest of 
the World’ for the period 2000-2014 and with data for 56 sectors classified 
according to the International Standard Industrial Classification (ISIC Rev.4). 

WIOD is based on officially published IO tables merged with national accounts 
data and linked by statistics on bilateral trade flows, thus providing a 
comprehensive summary of all transactions in the global economy between 
industries and final users across countries. 

The combination of national and international flows provides a powerful tool 
for the analysis of global production networks. 
 
Further Gaps in Provision concern firm-level practices (e.g. 
management). 
 
For existing UK-wide datasets, the Scottish sample is often small and lacks 
cross-over to other Scottish economic data. An example of this is the: 

 Workplace Employment Relations Survey (WERS) which provides 
large-scale evidence on industrial relations in Britain collecting data 
from of employers and employees across almost every sector of the 
economy. 

 
A very promising development is the Management Practices Survey 
launched in 2016 by the ONS for British manufacturing businesses, with a 
plan to include service industries in the future. It is based on the US 
Management and Organizational Practices Survey (MOPS) covering business 
practices on production, key performance indicators, targets and employment 
practices. Importantly, the survey was designed to be linked to other firm-
level data using the IDBR number, thus allowing the connection between 
management practices and productivity and financial performance to be 
examined. Regional samples were small in the pilot study, but there is an 
intention to increase the UK sample in the future. 
 
The World Management Survey (WMS http://worldmanagementsurvey.org/) 
aims to produce a dataset measuring the quality of firm-level management 
practices across the world.  
The data unveils a causal impact on inter-firm productivity differences of 
management practices such as competition, governance, and information 
frictions (Bloom and Van Reenen, Quarterly Journal of Economics, 2007). 

A lack of management quality is a plausible candidate explanation for 
the UK’s relatively small share of high productivity firms 
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Andy Haldane, Chief Economist, Bank of England, Productivity Puzzles, 
March 2017 

 
Challenges and Opportunities – A Summary 
 
Significant progress has been made both at the UK and Scottish level in 
producing data that enable the analysis of competitiveness, productivity, and 
their drivers. 
 
In Scotland, alongside issues of sample size and coverage in some areas, 
there remain issues of data availability, particularly at the firm level; by and 
large, firm-level data exists and is being used to construct aggregate data but 
significant constraints in terms of accessibility exist. 
 
Quality and Availability of data (accuracy and coverage) could be improved 
in a cost effective manner by: 

 Exploiting the increasing access to administrative records (e.g. by 
collecting key variables via VAT returns). 

 Accessing information via data sharing and strengthening 
collaboration with ONS and HRMC to ensure their efforts following 
the Bean Review allow for regional disaggregation by embedding 
administrative data into the production of statistics for UK countries and 
regions. 

It is encouraging that the latest Scottish Economic Statistics Plan 
mentions ongoing discussions with HMRC to access firm-level trade 
data. 

 Exploiting existing data collection mechanisms, e.g. modifying 
existing questionnaires. For example, a way to address the limitations 
of the GCS would be to follow up non-exporters with a brief question to 
find if their status has changed. 

 Expanding sample sizes, e.g. by: empowering the Scottish 
Government to require businesses’ response by law (as for most ONS 
surveys); directly contributing to UK surveys, as was done at the UK 
level with the Annual Business Survey; or by maximising response 
rates in existing projects such as the GCS. 

 Ensuring continuity in timeframes and variable definitions in 
longitudinal data. It is important for data documentation to list 
methodological changes over sample periods and to allow tracking 
these changes from all years.  

 Enabling data linkage by providing key identifiers to join different 
datasets. 

 Facilitating international comparability required by a great deal of 
policy evaluation work. This requires representativeness of sample size 
as well as adoption of common protocols in data collection (e.g. 
CompNet approach). 
A lack of international comparability, in addition to insufficient sample 
size, can be a significant barrier to participation in international 
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research projects. For instance, a particular strength of the IME is that 
the source data is collected according to Eurostat protocols. 

 Strengthening collaboration with academic researchers, e.g. by 
participation as stakeholders in grants applications to obtain primary 
data (see also, the Bean Review’s recommendation for a hub for the 
development and application of data science techniques). 

 
Accessibility could be improved by: 
 

 Facilitating easier access to administrative data. To some extent, 
this involves overcoming cultural barriers regarding the openness of 
administrative data. 

The Administrative Data Research Network (ADRN) is a good step 
in this direction but long lead times still exist, especially when aiming to 
access data from HMRC or DWP. Likewise, obtaining permissions to 
access secure data hosted by the UK Data Service can also cause 
significant delays in projects commencing. 
 

International Practices 

There is great variation across countries in the availability and 
computability of competitiveness indices that can be obtained through a 
bottom-up approach. 

The best practices in Europe rely on data existence, ease of merging 
different sources and clarity in the rule of access: e.g., Belgium, Estonia, 
Finland, France, Hungary, Ireland, Italy and Sweden offer the widest degree 
of computability and allow different datasets to be easily linked. 

In Sweden, the Structural Business Statistics (SBS), the International Trade 
Survey, R&D Survey, and the Business Registry can be linked. All databases 
are collected by the Statistical Office Sweden (SCB) and firm-level data can 
be matched through a firm ID. 

In Germany, the German Federal Agency has Research Data Centres 
(RDCs) in each of the Regional Statistical Offices that centralise the 
preparation, management and supply of microdata. 

The Inter-Departmental Business Register (IDBR) number is the key to 
enable linkages in the UK. 
 
Professor Catia Montagna 
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Economic Data Inquiry 
 

Professor Richard Murphy 
 

This submission seeks to address these issues and then suggest ways in which 
better data might be prepared and ways in which any available data might be better 
presented to assist its usefulness. 

 
1. Summary 

 
a. This report suggests that GERS data: 

 
i. Has limited accuracy or reliability at best and with regard to the Scottish 

deficit is potentially misleading and inaccurate; 
 

ii. Has limited usefulness as a result; 
 

iii. Is not worth analysing in great detail because by design the information it 
presents does not make sense; 

 
iv. Does not encourage effective scrutiny; 

 
v. Needs to be redesigned if it is to be fit for purpose. Proposals for this 

redesign are made. 
 

The reasons are noted in the following paragraphs. 
 
b. GERS produces an estimate of varying reliability of the tax paid resulting from 

economic activity in Scotland but that it does not: 
 

i. Attempt to estimate the tax owing as a result of economic activity for 
Scotland undertaken outside Scotland but which is charged to the country 
in the GERS account, which tax would be credited to the Scottish 
government if it was undertaken in Scotland; 
 

ii. Attempt to estimate the tax owing on the economic activity generated as a 
result of the multiplier effect on the economic activity undertaken for 
Scotland outside the country recorded in GERS, which tax would largely 
be due in Scotland if that economic activity undertaken for Scotland was 
undertaken within it; 

 
iii. As such GERS does not appropriately suggest the total tax generated as 

a result of the expenditure recorded in GERS. The consequence is that it 
is likely that GERS materially under-reports the revenue that should be 
credited to Scotland as a result of government and other economic activity 
undertaken within or for the country. 
 

c. GERS provides an estimate of expenditure in and for Scotland but does not do so 
in a way that assists understanding of that data or enhance the ability of anyone 
to make decisions with regard to it. This is because the data reported does not: 
 

i. Adequately disclose by expenditure type the expenditure in and the 
expenditure for Scotland; 
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ii. Disclose who is responsible for the decision making on expenditure in and 
for Scotland in each category of expense; 

 
iii. Reveal the comparison of outcome with expectation (budget) for each 

authority responsible for expenditure of each type; 
 

iv. Suggest the parameters in which decisions on the expenditure in question 
arise, and who might make them. 

 
As a result, GERS has limited usefulness in this area.  

 
d. What GERS does not do is provide a reliable indication of the net government 

income or expenditure arising in Scotland. Its design guarantees that cannot be 
the case. This is because: 
 

i. The accruals concept adopted for use in GERS is incomplete. Whilst both 
income and expenditure are accounted for on an accruals basis (i.e. they 
are recognised as they arise and not when settled in cash) the accruals 
concept is inappropriately applied in GERS as a whole since no attempt is 
made to ensure consistency in the methods used to record income and 
expenditure. Expenditure (which, macroeconomic theory makes clear, is a 
driver of government income) as recorded in GERS includes spending for 
Scotland  not actually expended in the country but the income recorded in 
GERS does not include the tax due on that spending for Scotland and as 
such the bases of accounting for the two are fundamentally different. This 
is contrary to any accepted basis for accruals accounting and the resulting 
suggestion within GERS that it is prepared on the basis of this accounting 
concept is misleading. The approach used by GERS does not reflect 
acceptable accounting standards. 
 

ii. GERS implies that it records whether or not there is a surplus or deficit 
arising on government revenue and expenditure in Scotland. For this to 
be meaningful in accounting terms would, however, require there to be an 
explicit statement of the capital maintenance concept used to determine 
this estimate and that would then be supported by the presentation of a 
balance sheet prepared on the basis of that capital maintenance concept 
to reconcile the movement in the surplus or deficit with the associated 
changes in net assets or liabilities, but no such statement is presented for 
Scotland as a part of GERS. This failure to indicate what capital there 
might be in Scotland, how it is measured and the consequence of the 
movement in its net worth, all reconciled with and by GERS, has 
permitted the misleading nature of the statement to be hidden from view. 
 

e. There is at least one other major conceptual difficulty with GERS. The statement 
implies that Scotland is running a substantial deficit significantly out of proportion 
to that of the UK as a whole, a characteristic it shares in common with Northern 
Ireland and Wales, who might also suffer from similarly mis-stated deficits due to 
what may also be inappropriate application of the accruals concept in the 
recording of their affairs. In all cases these deficits imply that they might have 
considerably liabilities owing and yet it is apparent that, to return to the case of 
Scotland, that this is not true: Scotland does not have and appears unable to 
accept any liability for the deficit supposedly attributable to it. In that case it has to 
be asked what meaning this concept might have and for what, and for whose, 
benefit this sum is calculated and in what meaningful sense there is a deficit 
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when Scotland has no responsibility for it and has no useful purpose it can make 
of this information, most of which relates to decisions taken for it but not by it. 
  

f. As a result of these weaknesses this report suggests that the steps must be 
taken now to address the deficiencies in Scottish economic data. These include:  

 
i. There must be debate on the data Scotland needs and how it is to be 

used; 
  

ii. Resource must be allocated to collecting Scottish data or the whole 
process of devolution is undermined: no government can be asked to 
make decision on the basis of inadequate information; 

 
iii. Cooperation with the UK government and HM Revenue & Customs to 

collect data on a cost effective basis is essential; 
 

iv. GERS must be redesigned to indicate with regard to each element of 
data: 

 

 What it is; 

 Who has responsibility for it; 

 How accurate it is; 

 How it compares with budget, if at all; 

 How it compares with previous periods; 

 How it compares with comparable locations; 

 What it implies; 

 What scope for change there might be. 
 

Suggestions are made as to how this might be done.  
 

v. GERS must be expanded so that it either includes a balance sheet for 
Scotland or it must supply statements on movements in net investment in 
Scottish assets (whether government owned or not) as a result of 
government spending in Scotland, and in the funding required for them, 
so that the implications of decisions made can be fully appraised.  
 

2. Scottish economic data 
There is relatively limited Scottish economic data. The two main reports available 
are: 
 

a. GERS – Government Expenditure and Revenue Scotlandi, published 
annually in retrospect for the preceding financial year; 

b. QNAS - Quarterly National Accounts Scotlandii. 
 

The focus of this submission is on GERS for three reasons: 
 

 The political significance attached to GERS; 

 The focus on GERS in public debate; 

 It being the issue to which I have paid most attention in my work. 
 

3. An overview of GERS 
GERS was the first major economic data to be published for Scotland. First 
publishediii by the Conservative government in 1992, with data extending back to 
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1986, it has been published annually since then. It was subject to major 
methodological revision in 2007 and minor changes annually since theniv. 
GERS says that addresses three questions about Scotland's public sector accounts 
for a given yearv: 

a. What revenues were raised in Scotland? 
b. How much did the country pay for the public services that were 

consumed? 

c. To what extent did the revenues raised cover the costs of these public 
services? 

In the process GERS says thatvi: 

Public sector revenue is estimated where a financial burden is imposed on 
residents and enterprises in Scotland. 

And thatvii: 

Public sector expenditure is estimated on the basis of spending 
incurred for the benefit of residents of Scotland. That is, a particular public 
sector expenditure is apportioned to a region if the benefit of the expenditure 
is thought to accrue to residents of that region. 

It is suggested as a result thatviii: 

GERS provides two measures of Scotland’s fiscal position, the current budget 
balance and the net fiscal balance.  

These are defined asix: 

Current Budget Balance: the difference between current revenues (including 
capital taxes) and current expenditure (including capital consumption). 

Andx: 

Net Fiscal Balance: the difference between estimated total public sector 
spending for Scottish residents and estimated total public sector revenue 
raised in Scotland. 

It should be noted that the definitions of the component elements of the Current 
Budget Balance arexi: 

Current Expenditure: the sum of the current expenditure of general 
government and interest and dividends payable by public corporations to the 
private sector and abroad. Public sector current expenditure is net of certain 
revenue items, such as some sales of goods and services by general 
government. As it is defined at the public sector level, any transactions and 
transfers between parts of the public sector are also excluded. It includes 
items such as public sector wages and salaries and transfer payments. 

Andxii 

Current Revenue: all revenue raised by the public sector from tax and non-tax 
revenues except the sale of assets or interest received. 

It is said as a result thatxiii: 

The current budget balance shows the difference between revenue and 
current expenditure. It therefore excludes public sector capital investment. It 
measures the degree to which taxpayers meet the cost of paying for day-to-
day public services, excluding capital investment. 

And thatxiv: 
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The net fiscal balance measures the difference between total public sector 
expenditure and public sector revenue. It therefore includes public sector 
capital investment, such as the construction of roads, hospitals, and schools, 
which yields benefits not just to current taxpayers but also to future taxpayers.  

In other words, it is suggested that the same data can produce the same figures for 
GERS purposes by the simple addition of capital spending into the data to adjust 
from one to the other. 

In this submission I suggest that the claims made for GERS are not true. GERS is 
reported to be prepared in accordance with the accruals concept. This it defines asxv: 

Accruals: the accounting convention whereby an expenditure or revenue is 
recorded at the time when it has been incurred or earned rather than when 
the money is paid or received. 

This is, however, a very incomplete view of what accruals accounting is. 
Investopedia provides a perfectly reasonable definition of what the concept really is, 
sayingxvi: 

Accrual accounting is an accounting method that measures the performance 
and position of a company by recognizing economic events regardless of 
when cash transactions occur. The general idea is that economic events 
are recognized by matching revenues to expenses (the matching 
principle) at the time in which the transaction occurs rather than when 
payment is made (or received). This method allows the current cash 
inflows/outflows to be combined with future expected cash inflows/outflows to 
give a more accurate picture of a company's current financial condition.  

(Note: Emphasis added) 

GERS uses the accruals concept as noted before the section highlighted in bold, but 
it then ignores the critical element within accruals accounting that requires that 
revenues and costs be matched so that what be termed a true and fair is shown. As 
a result GERS does not, despite the suggestion made within it, comply with the 
accruals concept. Nor does it, despite its suggestion, provide a measure of the 
Current Budget Balance for Scotland. In addition, it provides a wholly unreliable 
measure of the Net Fiscal Balance.  

Firstly this is because if GERS was to provide an estimate of the Current Budget 
Balance for Scotland it would be necessary that it reflect all revenue raised by the 
public sector from tax and non-tax revenues except the sale of assets or interest 
received as a result of economic activity for Scotland. To ensure that the matching 
principle, which is a necessary part of the accruals concept was applied properly, ‘all’ 
would require that the revenues in question were all those that related to the 
expenditure recorded in GERS. However, they are not. As the GERS methodology 
notesxvii: 

Public sector revenue is estimated for taxes where a financial burden is 
imposed on residents and enterprises in Scotland 

In other words, tax revenue is only recognised when due by a Scottish taxpayer. 

On the other hand, the GERS methodology notes thatxviii: 

 Public sector expenditure is estimated on the basis of spending incurred for 
the benefit of residents and enterprises in Scotland 

This is a fundamentally different basis of accounting. As GERS notesxix: 

Public sector expenditure is estimated on the basis of spending 
incurred for the benefit of residents of Scotland. That is, a particular public 

http://www.investopedia.com/terms/a/accounting.asp
http://www.investopedia.com/terms/c/cashtransaction.asp
http://www.investopedia.com/terms/r/revenue.asp
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sector expenditure is apportioned to a region if the benefit of the expenditure 
is thought to accrue to residents of that region. 

This is a different measure from total public expenditure in Scotland. For most 
expenditure, spending for or in Scotland will be similar. For example, the vast 
majority of health expenditure by NHS Scotland occurs in Scotland and is for 
patients resident in Scotland. Therefore, the in and for approaches should 
yield virtually identical assessments of expenditure. However, for expenditure 
where the final impact is more widespread, such as defence, an assessment 
of 'who benefits' depends upon the nature of the benefit being assessed. 
Where there are differences between 
the for and in approaches, GERS estimates Scottish expenditure using a set 
of apportionment methodologies, refined over a number of years following 
consultation with and feedback from users. 

In other words, whilst the revenue recorded in GERS is restricted to that recorded in 
Scotland the expenditure reflected in it may well have been incurred outside 
Scotland. As such revenue collected for Scotland is excluded from consideration and 
as such GERS does not estimate the current budget balance or net fiscal balance for 
Scotland but because expenditure for Scotland is included in GERS nor does it 
provide and estimate of the current budget balance or net fiscal balance in Scotland. 
It is neither one thing, nor the other. 

What can be safely said is that the accruals concept is not in operation in GERS. The 
income and expenditure that it is claimed are matched in GERS are not similarly 
computed meaning that the analysis offered is akin to the proverbial comparison 
between an apple and an orange: there might be some vague relationship between 
the entities being compared (in the case of GERS this being because they are both 
accounting data relating to Scotland) but they are also so fundamentally unalike that 
any comparison is meaningless. 

As a result GERS does not provide a reliable measure of the current budget balance. 
It must then follow that the net fiscal balance is also wrong.  

There is a further complication and that is that the noted problems cannot simply be 
put right by adding back into consideration the tax paid on the spend that is incurred 
outside Scotland for the benefit of the country. This is because to make a simple 
adjustment for this alone would ignore the additional economic impact that activity 
has in the place where it is incurred over and beyond the simple additional sum of tax 
paid that is credited to the account of a constituent country member of the UK other 
than Scotland.  These additional impacts can be significant because when an 
economy is operating at less than full capacity (as the UK has been for at least a 
decade) it is likely that the multiplier effectxx from the government spend incurred 
outside Scotland but for its benefit will add much more value, and so tax revenue 
generated, to the locality where such sums are spent than the initial spend might be 
itself imply. It should be noted that the reverse adjustment i.e. the exclusion of 
expenditure in Scotland not for its benefit, appears to be wholly immaterial, meaning 
that it is only possible to conclude at this moment that the net benefit flow is very 
heavily from Scotland to the rest of the UK. The likely understatement of Scottish 
revenue resulting from this flawed approach to national income accounting is likely to 
be very significant although unlikely to be capable of accurate estimation at present 
based on the published GERS data, including the available database. 

The impact of this is seen from the data that is available. For example, the ONS 
report on ‘Country and regional public sector finances: Financial year ending March 
2016’xxi, which is broadly consistent with GERS (reporting a deficit for Scotland of 
£15.2 billion as opposed to the GERS estimate of £14.5 billion, including North Sea 
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Revenue) suggested that the deficit for the UK as a whole was split between the 
constituent countries as follows: 

Country Proportion of total UK deficit accounted for 

England 45.39% 

Wales 19.53% 

Scotland 21.12% 

Northern Ireland 13.96% 

 
100.00% 

This was despite population being split as follows: 

Country Proportion of UK population 

England 84.2% 

Wales 4.8% 

Scotland 8.3% 

Northern Ireland 2.8% 

United Kingdom 100.0% 

Translating this to date per head of population (by extrapolation from published data): 

 

Income per 
head 

Spend per 
head 

Deficit per 
head 

 
£ £ £ 

England  10,699   11,297   598  

Wales  7,984   12,531   4,547  

Scotland  10,219   13,054   2,835  

Northern Ireland  8,580   14,018   5,438  

United Kingdom  10,471   11,579   1,108  

It is stressed that this is not GERS data, but is ONS data broadly similar to GERS 
and that the ONS certify GERS.  

Despite their source these results are implausible: there is no rational basis on which 
it can be assumed that fifty four per cent of the UK deficit as generated by sixteen 
per cent of its population.  

Nor is it in any way plausible that the level of claimed spend for Scotland can 
generate so limited revenue within Scotland when government spending is a key 
component of GDP that in turn drives tax revenues. Whilst it is accepted that 
Scotland may have a deficit proportionately larger than that of the UK (although 
evidence to prove this is not available, given how unreliable GERS is) the scale of 
disparity this data and GERS implies can only result from inappropriate revenue 
accounting and not from the underlying economic data. 

In the context of the questions asked by this review several conclusions follow. First, 
GERS is not reliable.  

Second, GERS is not useful. 

Third, interpreting GERS is nigh on impossible when the data as presented is so 
flawed that meaningful interpretation is not possible.  

Fourth, scrutiny of GERS should not focus on the minutiae of the data within it but on 
how to replace it. 

Fifth, the ONS endorsement of GERS does not change these conclusions. ONS 
accreditation is meant to mean that data is methodologically sound and free from 
political manipulation. It is very hard to agree with this conclusion in the case of 
GERS where the basis of preparation is unsound. 

Sixth, claims that the GERS data is sound within the rules that it uses is not a useful 
claim when those rules are not sound.  
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In practice there are two observations that suggest discussion of this data is, in any 
case, of little value. One comes from GERS, and relates to the revenue noted within 
itxxii: 

The majority of public sector revenue payable by Scottish residents and 
enterprises is collected at the UK level. Generally it is not possible to identify 
separately the proportion of revenue receivable from 
Scotland. GERS therefore uses a number of different methodologies to 
apportion revenue to Scotland.  

Estimation is always necessary in economics, national income accounting and 
national statistics. This point is accepted. But the above noted point about GERS 
was elaborated upon by Graeme Roy, Director of the Fraser of Allander Institute, in 
March 2017 in a blog in which he notedxxiii: 

In short, GERS estimates the contribution of public sector revenue raised in 
Scotland toward the public sector goods and services provided for the benefit 
of the people of Scotland. 

It’s important to remember that GERS does this taking Scotland as a mini-UK, 
and the constraints and protections that the current constitutional 
arrangements bring. 

To put that another way, what is said is that this data may be useful to decision 
making on the allocation of resources within the UK (although that is questionable) 
but it is not useful to anyone who wants to consider Scottish economic activity, 
because that is not what it is intended to deliver.  

In that case instead of analysing further the quality of the information in GERS the 
remainder of this report consider how meaningful information for Scotland might be 
prepared. 

4. The essential qualities of data 
 

In this submission it is assumed that to be useful economic data must be: 
 

a. Relevant i.e. it must meet a user’s needs; 

b. Reliable i.e. its provenance must be clear; 

c. Consistent i.e. it must be prepared in a way that allows comparison over 

time; 

d. Comparable i.e. it must be consistent with data purporting to achieve the 

same purpose for other entities; 
e. Comprehensive i.e. it must cover all the available information and be 

selective in its selection; 
f. Comprehensible i.e. it must be capable of being understood by the end user.  

 
These criteria have been used to suggest the qualities that Scottish economic data 
should have taking also into consideration the Committee’s interest in: 

 Accuracy, or reliability 

 Usefulness 

 Ease of interpretation  

 Effective scrutiny. 
It is also presumed in what follows that what is required is not information for the 
sake of satisfying curiosity but that is instead to be useful for decision making 
purposes. 
 
Putting these various factors together suggests that what is required is data that: 
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I. Reveals either its source or the body responsible for managing it; 
II. Indicates the degree of control over that issue that any decision make 

might have as a result; 
III. Suggests the degree of uncertainty in the data in question; 
IV. Provides comparisons between periods; 
V. Provides comparisons with equivalent data sources; 
VI. Is designed to be accessible. 

 
This list could be constructed in a number of ways and is not meant to be defintive: 
the above is used for example purposes. 
 
5. Reporting Scottish government expenditure 
 
With regard to GERS reporting should start with expenditure because: 
 

 Government exists to spend and not to raise revenue and so spending data is 
of higher priority; 

 More spending is under Scottish control than not at present; 

 Most scrutiny will be on this issue as a result. 
 
For each category of spend GERS should report: 
 

a. Who has made the spend i.e.: 

o The Scottish government; 

o A Scottish local authority; 

o Another Scottish agency; 

o The UK government or an agency of it in Scotland; 

o The UK government or an agency outside Scotland; 

b. The spend by each agency; 

c. The budget set by the government or agency making the spend for that item 
or a note that no budget was set and that the spend in question is 
uncontrolled; 

d. A comparison between spend and actual by agency unless there is no budget 
when a note of the uncontrolled spend should be made instead; 

e. A comparison in total for the sum spent, budget and actual spending with the 
addition of a note on uncontrolled spending in total. 

f. A comparison with the previous year; 

g. Any narrative notes required to explain: 

o Any changes in the basis of calculating sums noted over time and 
their impact; 

o Any item requiring additional information to ensure property scrutiny 
can be undertaken; 

o The degree to which the sum expended is based on actual data and 
the extent to which it is based on estimates and the considered 
likelihood that the estimates in question are robust, with reasons 
stated; 
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o The estimated impact in terms of tax revenue and GDP lost to 
Scotland as a result of expenditure being incurred outside and not 
within the country and how this sum has been estimated (the 
‘multiplier effect’ of spending outside Scotland); 

h. If the expenditure is on capital items these should be categorised sufficiently 
to allow ensure that the nature of the spend can be readily understood by 
someone subjecting the spend to scrutiny with the following additional 
information being disclosed: 

o How these sums will be accounted for in the UK’s national accounts; 

o The estimated life of the assets in question; 

o Any specific capital funding (such as PFI) associated with the 
acquisition of these assets; the sum raised as capital funding as a 
result and the total cost to be incurred over the life of the assets in 
paying for the items funded during the year; 

o The depreciation to be charged over each of the following five years 
as a result of the spend incurred in the current year. 

i. If the spend relates to capital sums other than the acquisition of assets: 

o The nature of the spend; 

o The reason why it was incurred; 

o Any associated costs e.g. in terminating financial arrangements. 

 

If this data is presented the design criteria should be met. 

6. Reporting Scottish government income 

With regard to Scottish government income the most important issues to be 
addressed are: 

 

 Identifying income in Scotland; 

 Identifying income for Scotland directly arising on activity undertaken for it 
outside the country; 

 Identifying the revenue lost to Scotland because of the multiplier effect of 
economic activity for Scotland being undertaken outside the country. 

 

At present of these three only the first is attempted, and, as has already been noted, 
it is usually done by extrapolation from reports for the UK as a whole. As the 
consultant to this review notedxxiv: 

Compared to ONS statisticians, it’s more likely that Scottish Government 
statisticians would describe themselves as more opportunistic, but relatively 
powerless, statistical scavengers. The economic statistics published by the 
Scottish Government tend to pick out relevant data from UK wide surveys and 
administrative data where possible. 

This failure to collect relevant, reliable, complete, comparable and comprehensible 
data that this represents is the single highest priority issue that the Scottish 
parliament needs to address with regard to the Scottish economic data. Unless there 
is a willingness to address this issue no reliable economic data for Scotland will be 
available. 
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This will, in particular, mean that the Scottish government agree with the UK 
government and with HM Revenue & Customs that the UK national tax authority be 
asked to: 

 

a. Reliably identify those persons tax resident in Scotland, which is a task that is 
underway but that cannot be said to have been completed as yet; 

b. Reliably identify businesses trading in Scotland, which tax gap data suggests 
is an incomplete processxxv; 

c. Reliably identify those companies that are trading in Scotland, for which there 
is very little available evidence at present and where there are numerous 
issues with the management by the Registrar of Companies of the Scottish 
company register, which along with the register for the UK as a whole sees 
more than 400,000 companies ‘struck off’ each year, mainly for failing to 
comply with their regulatory obligations to file accounts and other dataxxvi; 

d. Reliably apportion the income of these people and entities to Scotland over 
the whole range of taxes for which they might be liable, only a few of which 
are directly administered in Scotland; 

e. Appropriately apportion the cost of tax reliefs and allowances (such as the 
more straightforward ones for pensions and ISAs, to the much more 
complicated issues of inheritance tax reliefs for agricultural land) to Scotland 
so that the cost of these to the Scottish economy can be appraised and 
decisions can be taken on them. 

 

This requires change in HMRC procedure with regard to tax returns. If the principles 
of country-by-country reporting as now adopted by the OECDxxvii were applied to the 
apportionment of data between UK constituent countries then a sufficiently reliable 
apportionment formula for sales and business income could be computed if the 
following were disclosed on tax returns: 

 

i. Sales within or from each constituent country of the UK were required to be 
disclosed on a tax return. For businesses turning over less than, say, £10 
million with more than ninety per cent of their activities within one constituent 
country this disclosure may not be necessary. This data is not onerous data 
to collect: almost all existing accounting software systems could be easily 
adapted to supply it; 

ii. Sales to each constituent country of the UK were required to be disclosed on 
a tax return, with similar points to those made in the previous paragraph 
being repeated in this case; 

iii. The location by constituent country of the staff employed (on an averaged 
basis) by the business during the year; 

iv. The location of the tangible assets of the business by constituent country 
during the year: again, if more than 90% were in one country no further 
disclosure would be needed. 
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Using this data: 

v. VAT data could be directly apportioned to constituent countries on a 
destination basis; 

vi. Income tax and corporation tax revenues from trade could either be directly 
apportioned in many cases or could be apportioned on a weighted formula 
basis in others using the principles of unitary taxationxxviii. The suggested 
weighting would be to allocate one third of tax adjusted income weighted on 
sales by origin, one third by location of employees and one third by location of 
assets. For large groups the weighting would have to be based on 
consolidated data; 

vii. Income tax from employment and investment income could be directly 
attributed, as could most other direct taxes; 

viii. National insurance liabilities could be appropriately apportioned; 

ix. Existing methodologies could be used for devolved taxes; 

x. Other methodologies would need to be reviewed to bring them into line with 
this new method of working. 

The result would be that an internationally accepted method of estimating the 
location of where economic value arises from tax data would be in use for attributing 
revenues to Scotland and other UK countries. Simplified data might assist English 
regional accounting.  

This would then only need the estimated tax due on expenditure for Scotland to be 
calculated, along with its multiplier effect. Detailed methodologies for this would not 
be difficult to construct.  

It should however be noted that the appraisal of Scottish government revenue on this 
basis should be explicitly adjusted to allow for: 

xi. The tax gap, i.e. the revenue which HMRC is unable to collect for Scotland; 

xii. The cost of allowances and reliefs, especially if decisions upon those 
allowances and reliefs are not made in Scotland.  

This means that both the gross potential and net actual tax revenues for Scotland 
could also be estimated, resulting in an estimate of the policy and compliance tax 
gaps for Scotland also being available, allowing functional decision making on the 
resources to be allocated to tackling such issues to be made within Scotland when at 
present it has almost no say on such matters.  

7. Reporting surpluses or deficits 

The reporting of surpluses and deficits for Scotland has been undertaken to date by 
comparing accrued incomes with accrued expenditure, with or without allowance for 
capital spending depending upon the balance reported. As has been noted there are 
deficiencies in this approach which space does not allow to be fully addressed.  It 
would however, and in summary, be desirable that any new statement of this type be 
supported by: 

a. A Scottish balance sheet, but if this could not be prepared, then, 

b. A statement on the movement in the net investment made in government 
funded infrastructure in Scotland during the period, and 

c. A statement of how the surplus or deficit reported impacts on the liabilities of 
the Scottish government, Scottish local government, other Scottish 
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government agencies and other government agencies and the likely impact 
that these liabilities (if any) might have on the agencies in question.  

 

To ensure that this data can be properly appraised the impact of funding accounted 
for within any GERS statement resulting in any enhanced asset worth in Scotland, 
whether tangible or intangible, must also be estimated so that the net impact of 
spending on likely future income streams can be appraised. Only then is appropriate 
information for genuine economic decision making likely to be available for use by 
those working on these issues in Scotland. 

 
Professor Richard Murphy 
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