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the ring-fencing of resources for the South of Scotland Global Grants Scheme, in
addition to the value of Round 1 commitment and Round 2 recommendations.

TABLE 0.1: LUPS PROGRAMMES, POTENTIAL HEADROOM FOLLOWING ROUND 2

Financial
Allocation (£m)

Round 1
Committed

(£m)

Round 2
Recommend-

ations

Potential
Commitment

Following
Round 2

Potential
Headroom
Following
Round 2

LUPS ERDF Programme
Priority 1 81.4 43.8 24.3 68.1 13.3
Priority 2 108.1 36.0 34.5 70.5 37.6
Priority 3 89.8 11.8 1.6 13.4 76.4
Priority 4 45.2 3.0 6.4 9.4 16.81

Total 324.5 113.6 66.8 180.4 144.1
LUPS ESF Programme

Priority 1 107.1 69.0 12.3 81.3 25.8
Priority 2 88.0 12.6 4.8 17.4 70.6
Priority 3 37.7 6.4 7.5 13.9 23.8
Total 232.8 88.0 24.6 112.6 120.2

LUPS ERDF Programme

Overall, following Round 1, the LUPS ERDF Programme was 35% committed.
Round 2 recommended bids would represent a further 21%. Discounting the ring-
fenced allocation to Global Grants, this would leave some £144m for future Rounds,
of which more than half is in Priority 3 and just over a quarter is in Priority 2.

LUPS ESF Programme

In the LUPS ESF Programme, there has already been a very large commitment to
Priority 1 in Round 1. If met in full, recommended bids would push this to £81.3m
(76%). In Priorities 2 and 3, commitment and demand-to-date has been more
modest, some 14-17% in Round 1. If outstanding applications are approved in full,
the commitment level would increase to around 20% in Priority 2 and 37% in
Priority 3. Depending upon the exchange rate, there would be some £120m
remaining for allocation in future Rounds if Round 2 recommendations are approved
in full.

0.6 Options Available to the PMC

LUPS ERDF Programme

From our benchmarking the ERDF project pipeline against counter-recessionary
policy priorities, it is clear that there is a very high level of consistency, particularly in
Priorities 1 and 2. Accordingly, we see no pressing need for the PMC to strengthen
selection criteria to ensure that the Programme makes a substantial contribution to
recovery strategy.

1
Taking account of £19m ring-fenced for the South of Scotland Global Grants Scheme.
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Option 2: endorse all recommendations and prepare to vire funds to meet current
and future demand – probably from P2 and/or P3 to P1. Again, agree criteria for
future bids, derived from the identified counter-recessionary priorities.

Option 3: whether Option 1 or 2 is pursued, once criteria for future bids have been
established, consideration should be given to launching a supplementary “counter-
recessionary” bidding round.

Option 4: (Priority 3 only): after endorsement of Round 2 bids, close Priority 3 to
further bidding and adjust the selection criteria so that greater weight is attached to
the innovative nature of interventions in P1 and P2.

Option 5: defer endorsement of some or all applications and develop a strategic
approach to bidding – in effect, commissioning. This would entail rapid identification
and agreement by PMC of priorities and then launching a Bidding Round. Such an
approach may not sit easily with Commission’s and the Scottish Government's desire
to accelerate expenditure.
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2 FINDINGS FROM SOCIO-ECONOMIC REVIEW

2.1 General

This Chapter summarises findings from the socio-economic review which is
presented as Annex A to this report.

Due to the lag in the production of socio-economic data, most of the analysis which
has been possible provides illumination of the trends that were taking place between
the period that the LUPS programmes were in development to the onset of economic
downturn.

Quarterly GVA and employment data, plus monthly claimant data provide most
insight into recent developments, along with informal sources in real time such as
announcements of planned investments and redundancy announcements.

2.2 Demographics

Between 2003 and 2007, the population of the LUPS area grew by 1.7%, in line with
the trend for Scotland. A small number of local authority areas - among which
Inverclyde, Renfrewshire, East and West Dunbartonshire were prominent -
experienced a decline in population against the trend indicating underlying
challenges of competitiveness.

The composition of the LUPS area population is continuing to change with an
increase in the proportion of pensioners and a decrease in the proportion of children.
This has implications for the size of the current and future working age population
and for the sustainability of public services.

The major cause of population increase between 2003 and 2007 has been migration
rather than natural increase from birth rate or longevity. Migrants from the New
Member states of the EU, Poland in particular, have contributed to recent growth. It is
unclear whether these recent migrants will remain against a background of a looser
labour market.

The deprivation analysis in the LUPS Programme Document remains current. It
highlighted particular concentrations of deprivation in Glasgow and peripheral towns
and also in Clackmannanshire and in Dundee.

2.3 Labour Market

Labour market conditions in the LUPS area improved between the start of the 2007-
13 Structural Funds Programmes and mid-2008 with a high employment rate and
reducing economic inactivity, although there are indications that conditions started to
deteriorate in early 2008. The analysis to that point was consistent with a strategy of
exploiting a buoyant labour market to tackle inactivity, and of addressing the skills
needs of long term competitiveness.

There was pressure on the employment level through 2008 and unemployment
started to gather pace from the second quarter and has accelerated since the
autumn. ILO Unemployment in the UK is now forecast to exceed 3m; this would be
likely to be reflected in a further loss of 60-70,000 jobs in Scotland.
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There has been a disproportionate impact on women so far, possibly as a result of
their encountering fewer employment opportunities in a dynamic labour market rather
than layoffs so far. The reduced female employment rate has been more reflected in
reduced activity rather than increased unemployment.

Since the start of the 2007-13 Programmes, progress has continued with increasing
qualification levels in the workforce. For the most part, qualification levels in LUPS
exceed the GB average, the exception being a higher number of people with no
qualifications in South West Scotland.

The in-work training effort has remained high in LUPS since the start of the
Programming period. In South West Scotland it lags the rest of LUPS but is above
the GB average nevertheless.

In most local authority areas in LUPS there was a significant reduction in the
numbers of young people not in education, training or employment between 2004
and 2007 although in Clackmannanshire and North and East Ayrshire and in West
Dunbartonshire, the proportion remained above 10%.

2.4 Business

For most of the past decade, GDP growth in Scotland has been positive, but has
lagged the UK average. However, the disparity has largely reflected the strength of
London. In 2007, GVA per capita in Scotland was above the UK average and greater
than in most of the English regions.

The rate of GDP quarterly growth started to slow in Q3, 2007 and became negative
in Q3, 2008. In Scotland, contraction has been particularly severe in construction and
related sectors. Recent announcements suggest that, since the start of 2009, decline
is rapidly spreading into other sectors.

Between 2003-07, the rate of business formation in LUPS increased significantly.
VAT registrations increased by 24% compared with 7% in the UK over the same
period. Nevertheless, in 2007, the business stock in LUPS remained only 276 per
10,000 population compared with 343 at the UK level, while in South West Scotland it
was well below the LUPS average.

Employment across all sectors in LUPS grew by 81,000 between 2003 and 2007, but
underlying this positive headline, the LUPS economy was undergoing significant
restructuring. Some 22,000 jobs were lost in manufacturing, resulting in
manufacturing employment being below the GB average, while 40,000 jobs were lost
as financial services and retailing consolidated. Among the growth areas were
construction and real estate, both since severely affected by recession. However,
there was positive progress in developing a knowledge-based economy with the
addition of 40,000 jobs in ICTs, R&D and in business services. Less positive is the
fact that two-thirds of the aggregate increase in employment was accounted for by
growth in the public sector.

Between 1999 and 2006, R&D as a percentage of GDP increased in Scotland, while
at UK level there was a decline. In Scotland in 2006, R&D as a percentage of GDP
was 1.67%, and 95% of the UK level. The deficit continues to reflect relative
weakness in R&D activity within businesses, while that in Higher Education is strong.















The Scottish Government
Lowlands and Uplands Structural Funds Spot-check Report: Final Report

Fraser Associates
Management and Economics Consultants

17

An additional element of SE's response has been its "Now's the Time to Ask"
marketing campaign, which reaches out beyond its account-managed portfolio to
engage with the Scottish business base as a whole. Responses received from more
than 2,500 businesses suggest a continuing strong demand for public support by
businesses in relation to innovation, financial planning, leadership development,
sales/marketing and environmental sustainability.

In the recent Scottish Parliament budget settlement further funding was allocated to
Modern Apprenticeships, and the Scottish Funding Council has been provided with
an additional £7m to help those apprentices who have been made redundant to
complete their apprenticeships.

Skills Development Scotland is currently reviewing its priorities in the context of
preparing the 2009/10 Operating Plan. This may well see greater emphasis given to
initiatives that will assist individuals whose employment prospects have been
adversely affected by the recession. This could include a strengthening of the PACE
(Partnership Action for Continued Employment) initiative, the development of the My
Learning Space on-line resource and the introduction of Skills Growth accounts –
flexible financial subsidies to enhance the employability of individuals.

While the demise of the Local Enterprise Companies has placed the remit for
regeneration more clearly with local authorities, it was reported that pressures on
their finances limited their capacity to develop and fund major proposals. Lack of
match-funding was believed to be a major factor behind the limited number of good
quality proposals coming forward under Priorities 3 and 4 of the LUPS ERDF
Programme. As an alternative to vireing resources away from these Priorities, some
consultees saw potential to rework their scope and to use the resources to de-risk
major urban regeneration schemes that are at an advanced stage of planning. Some
merit was seen in revisiting the JESSICA mechanism in this connection. However,
this would require a significant commitment of ERDF resources in order to create a
fund with critical mass.
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As regards the spatially focused Priorities 3 and 4, commitment-to-date is relatively
modest. If recommended Round 2 bids are approved in full, commitment over the two
Priorities would increase to 17% with a further 14% ring-fenced for the South of
Scotland Global Grants scheme. Priority 3 would account for more than 50% of the
remaining headroom in the Programme.

Overall, following Round 1, the LUPS ERDF Programme was 35% committed. Round
2 recommended bids would represent a further 21%. Discounting the ring-fenced
allocation to Global Grants, this would leave some £144m for future Rounds, of which
more than half is in Priority 3 and just over a quarter is in Priority 2.

LUPS ESF Programme

Again, commitment-to-date varies significantly across the Priorities.

There has already been a very large commitment to Priority 1 in Round 1, in the
region of 64%. If met in full, recommended bids would push this to £81.3m (76%).

In Priorities 2 and 3, commitment and demand-to-date has been more modest, some
14-17% in Round 1. If outstanding applications are approved in full, the commitment
level would increase to around 20% in Priority 2 and 37% in Priority 3.

Depending upon the exchange rate, there would be some £120m remaining for
allocation in future Rounds if Round 2 recommendations are endorsed in full.

The issue that arises from this analysis is whether to leave the balance of resources
as it stands, with evident imbalances in supply and demand across the Priorities, or
to move resources, to reflect more accurately the current economic climate,
anticipating potential changes in the relative emphasis between – or within –
Priorities.
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Summary

As presently drafted, the LUPS ERDF Programme covers most of the set of counter-
recessionary priorities identified through our policy review, other than those directed
at people, which is the particular province of the ESF Programme.

If the Programme were left unchanged, it is likely that the majority of expenditure
would contribute to counter-recessionary priorities. However, there is, in the
judgement of the consultants, some scope to improve the alignment and relevance of
activity supported.

5.1.2 Consistency in the ERDF Programme Project Pipeline

In order to develop a picture of the consistency of the ERDF project pipeline with
current policy priorities, the consultants reviewed the project description for each
Round 2 project at full application stage. On this basis, the projects were assigned to
the best-fit counter-recessionary policy category, or to none at all, where appropriate.

In the case of Priority 1, all of the projects could be allocated to one of the categories.
Prominent were investments in research infrastructure (£8.1m ERDF) and support for
R&D and innovation (£24.9m).

In Priority 2 the vast majority of projects and planned expenditure could be allocated
to one of the categories. There is a very strong bias towards access to finance
activities (£28.6m). The activity not allocated to one of the categories is mainly non-
financial support for start-ups that is not explicitly targeted on the recently
unemployed or at risk from redundancy.

In Priorities 3 and 4 most of the proposed activity (P3 £10.5m and P4 £5.1m in
ERDF) is aligned with one of the counter-recessionary policy categories. Projects
which are non-compliant in this respect are mainly business premises of one sort or
another.
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TABLE 5.2: CONSISTENCY OF LUPS ERDF PROGRAMME BIDS WITH COUNTER-RECESSIONARY PRIORITIES
Priority 1 Priority 2 Priority 3 Priority 4 Total

Total
Eligible

Cost
ERDF

Requested

Total
Eligible

Cost
ERDF

Requested

Total
Eligible

Cost
ERDF

Requested

Total
Eligible

Cost
ERDF

Requested

Total
Eligible

Cost
ERDF

Requested
People
Enhanced education 0 0
Counselling services 0 0
Retraining 0 0
Upskilling of workers 0 0
Apprenticeships 0 0
Development of leaders and managers 0 0
Employment subsidies / placements 0 0
Support for self-employment 5058564 1846526 5058564 1846526
Support for older workers 0 0
Support for lower skilled workers 0 0
Support for workers from minority groups 0 0
Improved matching of skills development
and skills gaps. 626234 219182 626234 219182
Business
Loans for mid-sized corporates 0 0
Equity for SMEs 50000000 20000000 50000000 20000000
Loans / guarantees for SMEs 15000000 6000000 15000000 6000000
Grants / loans for start-ups 6563100 2583156 6563100 2583156
Support for R&D and innovation 64717882 24920329 19214804 7301626 83932686 32221955
Support for clean technologies 1552128 698458 1552128 698458
Support for energy efficiency 4486101 1943861 16804647 6721859 21290748 8665720
Support for exploiting ICTs 2103193 946437 1541148 616459 3644341 1562896
Support for tourism development 862485 296394 862485 296394
Support for exporting 0 0
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Infrastructure and Energy
Transport infrastructure 3455000 1315000 4701084 1880266 8156084 3195266
Energy infrastructure 1101500 275375 1101500 275375
Broadband infrastructure 0 0
Research infrastructure 20884391 8054615 20884391 8054615
Educational / Training infrastructure 20626572 7659539 8592039 2921294 29218611 10580833
Urban infrastructure 0 0
Improved energy efficiency in buildings 0 0
Green infrastructure 0 0
Research and Innovation
Public investment in R&D 0 0
Incentivise Private investment in R&D 0 0
Develop clean technologies for cars 0 0
Develop clean technologies for construction 959571 400757 1128011 451204 2087582 851961
Support innovation in manufacturing 0 0
Other
Community infrastructure 4086873 1279014 4086873 1279014
Total aligned with counter-recessionary
policy 95804766 37239832 115310274 45520830 28794679 10472735 14155608 5097954 254065327 98331351
Total not clearly aligned 2160588 778285 6640618 1993600 4549025 1666021 13350231 4437906
Overall Total 95804766 37239832 117470862 46299115 35435297 12466335 18704633 6763975 267415558 102769257
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5.2 The LUPS ESF Programme

5.2.1 Consistency in the Scope of the Priorities

An assessment has been made of the consistency of the scope of the Priorities of the
LUPS ESF Programme with interventions recognised as having potential to
ameliorate the worst effects of the economic downturn, identified through the review
of European, UK and Scottish policy developments described earlier.

Table 5.1 maps the scope of the Priorities against the twelve types of “people-based”
interventions, recognising that their particular focus of these interventions is people
who are recently unemployed or at risk from redundancy.

The tabulation demonstrates that, despite the shift in economic circumstances in the
interim, there remains significant coherence between the ESF Operational
Programme and the interventions that are considered to be important at this time,
although this varies in degree by Priority. The tabulation does not, however, identify
the relative weight that should be attached to each type of intervention, nor whether
there should be a reassessment of the balance of resources between Priorities. It
does, however, identify areas of activity that may not be adequately provided for in
the Operational Programme – especially with regard to the newly unemployed client
group, or those who face imminent redundancy.

Priority 1

Priority 1 is targeted at people who must be “unemployed/workless when they join a
project, although support for them can continue into the early months of
employment”.

The Priority’s target groups include communities of interest (a range of
disadvantaged groups of individuals, sharing common characteristics preventing
them from securing employment) and spatial communities, representing the most
disadvantaged local authority areas in the Programme area. The limited focus on
counter-recessionary priorities suggests there may be a need to introduce a degree
of prioritisation with regard to target groups and their proximity to the labour market.
For example, consideration may need to be given to assessing the relative merits of
investing in supporting older redundant workers, as opposed to younger individuals in
the NEETs category. This will be an increasingly important consideration against a
background of diminishing ESF resources and an economic climate that may
continue to deteriorate.

Priority 2

The tabulation suggests that there is a higher degree of correlation with counter-
recessionary priorities in Priority 2 than in Priority 1. This is significant in that,
following a decision at the March 2008 PMC meeting that the scope of Priority 2
should be broadened in such a way as to enable support to be offered to employees
who require “re-skilling to enable them to remain in the workforce”, the Commission
has recently agreed to an appropriate revision to the Operational Programme.
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TABLE 5.4: CONSISTENCY OF LUPS ESF PROGRAMME BIDS WITH COUNTER-RECESSIONARY PRIORITIES
Priority 1 Priority 2 Priority 3 Total

Counter-recessionary Priority

Total
Eligible

Cost
ESF

Requested

Total
Eligible

Cost
ESF

Requested

Total
Eligible

Cost
ESF

Requested

Total
Eligible

Cost
ESF

Requested
Enhanced education 6946911 2662081 1337094 573316 8284005 3235397
Counselling services 3030802 1363861 3030802 1363861
Retraining 2628044 1036633 2628044 1036633
Upskilling of workers 633259 284966 14467863 5955166 2034286 817665 17135408 7057797
Apprenticeships 0 0
Development of leaders and managers 4115481 1851967 514052 231323 4629533 2083290
Employment subsidies / placements 490772 211032 490772 211032
Support for self-employment 0 0
Support for older workers 0 0
Support for lower skilled workers 0 0
Support for workers from minority groups 1689394 589909 529357 238211 2218751 828120
Improved matching of skills development and skills gaps. 4187944 1884575 4187944 1884575
Total aligned with counter-recessionary policy 10698986 4194712 23303540 9760903 8602733 3745090 42605259 17700705
Total not clearly aligned 55113281 21486987 13406742 5904852 68520023 27391839
Overall Total 65812267 25681699 23303540 9760903 22009475 9649942 111125282 45092544
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ANNEX A

SOCIO-ECONOMIC REVIEW
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A2 DEMOGRAPHICS

A2.1 Aggregate Population Trend

In 2007 the LUPS area accounted for 94% of the population of Scotland, equivalent
to 4.767 million people. The population increased over the 5-year period from 2003
to 2007 by 1.7% in the LUPS area, in line with the trend for Scotland as a whole.

TABLE A2.1: POPULATION TREND 2003-07, LUPS AND SCOTLAND

Local Authority
Population

2007
Change
2003-07

% Change
2003-07

Aberdeen City 209,260 1,770 0.9
Aberdeenshire 239,160 10,380 4.5
Angus 109,870 2,460 2.3
Clackmannanshire 49,900 2,220 4.7
Dumfries & Galloway 148,300 1,090 0.7
Dundee City 142,150 -1,100 -0.8
East Ayrshire 119,570 40 0.0
East Dunbartonshire 104,850 -2,120 -2.0
East Lothian 94,440 3,350 3.7
East Renfrewshire 89,260 -420 -0.5
Edinburgh, City of 468,070 19,700 4.4
Falkirk 150,720 4,800 3.3
Fife 360,500 8,460 2.4
Glasgow City 581,940 4,850 0.8
Inverclyde 81,080 -1,970 -2.4
Midlothian 79,510 -200 -0.3
Moray (whole area) 86,870 -250 -0.3
North Ayrshire (whole area) 135,760 -270 -0.2
North Lanarkshire 324,680 2,860 0.9
Perth & Kinross 142,140 6,200 4.6
Renfrewshire 169,600 -1,380 -0.8
Scottish Borders 111,430 3,150 2.9
South Ayrshire 111,690 110 0.1
South Lanarkshire 309,500 6,490 2.1
Stirling 88,190 1,820 2.1
West Dunbartonshire 91,090 -1,230 -1.3
West Lothian 167,770 6,750 4.2
LUPS area 4,767,300 77,560 1.7
Scotland 5,144,200 86,800 1.7
Source: sns

Population trends were uneven across the LUPS area in the period of analysis.
Some two-thirds of local authority areas experienced an increase, while almost a
third experienced a loss in numbers. The greatest increases were found in
Clackmannanshire, Perth and Kinross, Aberdeenshire, Edinburgh and West Lothian.
Conversely, greatest contraction was in Inverclyde, Renfrewshire, East
Dunbartonshire and West Dunbartonshire, suggesting that these districts continue to
face competitive pressures.
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A2.2 Change in the Composition of the Population

The composition of the LUPS area population is summarised in Figure A2.1.

This shows that 18% of the population in mid-2007 was aged under 16 while 19%
was of pensionable age (60 and over for women and 65 and over for men) and the
remaining 63% of working age (16-59 for women, 16-64 for men).

Figure A2.2 illustrates the trends in the different age groups at the Scottish and LUPS
levels.

The number of children in the population was subject to decline between 2003 and
2007, both in the LUPS area and Scotland as a whole, with an average fall of 3% in
children in the area. This trend was mirrored in all but 5 local authority areas in the

Figure A2.1: Population Composition by Age Group,
LUPS Area, 2007 Source:sns
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The working age population has increased by 2.2% (2003-2007) both in the LUPS
area and in Scotland as a whole. It may be seen in Table A2.2 that there has also
been some variation at the local level. While the majority of local authority areas
experienced population increases, some have sustained a small decline – including
the more rural areas (such as North and South Ayrshire and Moray), but not
exclusively so (including East Dunbartonshire, East Renfrewshire, Inverclyde,
Midlothian, Renfrewshire, and West Dunbartonshire).
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A2.3 Migration

The Registrar General reports that net migration gain was the biggest contributor to
population growth in Scotland in 20078. This pattern continues a trend observed in at
the time the LUPS Programme Documents were being prepared. There were net
population gains of around 8,800 from the rest of the UK and 16,800 from the rest of
the world. Once other adjustments are included, the total increase in the population
was 27,300.

TABLE A2.3: IN AND OUT MIGRATION BY LOCAL AUTHORITY IN LUPS, 2006 - 2007

In-migration Out-migration

Within
Scotland

Rest of
UK* Overseas Within

Scotland
Rest of

UK*
Oversea

s

% % % % % %

Dumfries & Galloway 37 54 9 Dumfries & Galloway 44 43 13

Edinburgh, City of 40 30 30 Edinburgh, City of 54 31 15

Moray 43 45 12 Scottish Borders 55 34 12

Aberdeen City 45 21 34 Moray 56 33 11

Glasgow City** 50 22 28 Fife 57 30 13

Scottish Borders 51 39 10 Argyll & Bute 61 28 11

Fife 51 33 16 Glasgow City** 63 22 15

Argyll & Bute 52 38 10 Perth & Kinross 64 23 13

Perth & Kinross 52 25 23 Aberdeen City 64 22 14

Dundee City 56 20 24 Dundee City 65 24 11

Stirling 59 24 17 Aberdeenshire 66 24 10

Aberdeenshire 60 27 13 South Ayrshire 66 23 10

Inverclyde 65 24 11 Inverclyde 67 22 10

West Lothian 66 18 16 North Ayrshire 70 22 9

South Ayrshire 67 26 7 Falkirk 70 20 10

Renfrewshire 67 18 15 West Lothian 70 21 9

Clackmannanshire 70 20 9 Stirling 71 19 10

Falkirk 70 18 12 South Lanarkshire 72 19 9

Angus 71 21 9 North Lanarkshire 72 17 11

North Ayrshire 71 24 5 Angus 72 20 8

North Lanarkshire 71 17 12 Renfrewshire 73 18 9

West Dunbartonshire 73 19 7 East Lothian 73 20 7

South Lanarkshire 74 20 7 East Ayrshire 73 19 7

East Ayrshire 74 22 4 Clackmannanshire 75 17 8

East Lothian 74 19 7 West Dunbartonshire 75 18 7

Midlothian 79 15 6 East Renfrewshire 80 15 5

East Dunbartonshire 83 12 5 East Dunbartonshire 81 14 5

East Renfrewshire 87 10 3 Midlothian 82 14 5

Source General Register of Scotland9

Table A2.3 highlights that different local authorities attract migrants from different
areas – either other local authority areas within Scotland (such as East Renfrewshire,
East Dunbartonshire, Midlothian, East Lothian and East Ayrshire) or from outside

8
General Registers Office for Scotland (2008) Scotland's Population 2007: The Registrar General's Annual Review of

Demographic Trends, 15th August.
9 http://www.gro-scotland.gov.uk/files1/stats/high-level-summary-of-statistics-population-and-migration/high-level-summary-of-
statistics-hlss-to-sg-19082008.pdf
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Scotland (such as Dumfries & Galloway and Moray) or from overseas (such as in the
cities of Aberdeen and Glasgow – Edinburgh City had ½ from overseas and ½ from
the rest of the UK). Of the areas with high levels of in and out migration tend, many
tend to be commuter areas. There are also differences in the destinations of
migrants by local authority area.

Table A2.4 analyses the resident population of Scotland by origin in 2007-08. In that
year, some 95% of the population of Scotland was born in the UK, while 2% of
residents were from European Union countries and the remaining 3% from
elsewhere. In 2008, estimates show that of the 257,000 people living in Scotland
who were born abroad, 40,000 were from Eastern European countries that joined the
EU in 2004.

TABLE A2.4: ESTIMATED POPULATION RESIDENT, BY COUNTRY OF BIRTH, APRIL
2007 TO MARCH 2008 (THOUSANDS)

United
Kingdom

Non-United
Kingdom

Republic
of Ireland

European
Union 13a

European
Union A8b

European
Union 26c

Rest of
the World

UK 53829 6414 414 852 632 2039 4375
Scotland 4822 257 20 46 40 110 146
Source: Annual Population Survey (APS)/Labour Force Survey (LFS), ONS10

The most common foreign country of birth among residents of Scotland is Poland.
There were 30,000 Polish people resident in Scotland in 2007-08, an increase from
3,000 from the 2001 Population Census.

TABLE A2.5: ESTIMATED POPULATION RESIDENT IN SCOTLAND, BY FOREIGN
COUNTRY OF BIRTH, APRIL 07 TO MARCH 08 (THOUSANDS)

Country Estimate April 07
– March 08

2001 Census
Figure

%Change
(2001 – 2008)

1 Poland 30, 000 3 000 900%
2 Germany 21 000 19 000 10.5%

3 Republic of Ireland 20 000 22 000 -9.1%

4 India 16 000 11 000 45.4%
5 Pakistan 15 000 ? ?
Source: Annual Population Survey (APS)/Labour Force Survey (LFS), ONS

10 aEU 13 includes Austria, Belgium, Denmark, Finland, France, Germany, Greece, Italy,
Luxembourg, Netherlands, Portugal, Spain and Sweden
bEU A8 consists of the Eastern European countries that joined the EU in 2004: Czech Republic,
Estonia, Poland, Hungary, Latvia, Lithuania, Slovakia and Slovenia.
cEU 26 consists of the countries in the EU13, the Republic of Ireland, EU A8, Malta and Cyprus,
Bulgaria and Romania





The Scottish Government
Lowlands and Uplands Structural Funds Spot-check Report: Final Report

Fraser Associates
Management and Economics Consultants

46

A3 LABOUR MARKET

A3.1 Trend to Summer 2008

Table A3.1 summarises trends in the Labour Market between the time the LUPS
Programmes were under development and Summer 2008.

It may be seen that over the two year period of this analysis labour market
conditions improved and the disparities between the situation in South West
Scotland and the LUPS and GB averages narrowed. Over this period, the LUPS
average rates for employment, unemployment and inactivity were more favourable
than the corresponding GB averages.

TABLE A3.1: LABOUR MARKET SUMMARY, LUPS AND GB, 2006-2008
Employed Unemployed Inactive

Number % Number % Number %
Jul 2005 - Jul 2006

Great Britain 26832400 74.2 1535500 5.4 7799300 21.6

Eastern Scotland 935400 77.1 51800 5.2 225800 18.6

North Eastern Scotland 253700 79.5 11500 4.3 53900 16.9

South Western Scotland 1021800 71.5 72300 6.6 334800 23.4

LUPS Total 2210900 74.7 135600 5.8 614500 20.8

Jul 2007 - Jun 2008
Great Britain 27276900 74.5 1541100 5.3 7775900 21.2

Eastern Scotland 951500 77.4 45500 4.6 232800 18.9

North Eastern Scotland 260500 80.6 8700 3.2 54100 16.7

South Western Scotland 1050400 73.4 58100 5.2 322100 22.5

LUPS Total 2262400 75.8 112300 4.7 609000 20.4

Source: Annual Population Survey

In Summer 2008, conditions were broadly similar to those at the time the LUPS
Programmes were developed and consistent with a strategy of exploiting a buoyant
labour market to tackle inactivity, and of addressing the skills needs of long term
competitiveness.
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A3.2 Recent Labour Market Developments

Analysis at the Scotland Level

Labour Force Survey data covering the last quarter of 2008 became available on 11
February 2009, but are only available at the Scotland level.

Employment

It may be seen in Table A3.2 that the employment rate for people of working age in
Scotland in October-December 2008 was 75.4%, down 0.9 percentage points on the
previous quarter and down 1.1% on the previous year11.

The total employment level was 2,424,000, down 27,000 in the previous 3 months
(-1.1%) and down 31,000 on the previous year (-1.3%).

At this stage, the reduction in employment appears to be affecting women more than
men. Over the year there were 28,000 fewer women in employment and 3,000 fewer
men.

TABLE A3.2: EMPLOYMENT, OCTOBER-DECEMBER 2008
Total Employment Employment Rate

Number
Oct–Dec

08

Change
(Previous
quarter)

Change
(On year)

%
(Oct–Dec

08)

% Change
(Previous
quarter)

% Change
(On year)

Male 1,299,000 -14,000 -3,000 78.6 -0.8 -0.4
Female 1,125,000 -13,000 -28,000 72.1 -0.9 -1.9
All
Scotland

2,424,000 -27,000 -31,000 75.4 -0.9 -1.1

UK
Source: Labour Force Survey, Regional Data, Summary of LFS headline indicators, Scotland, 11 Feb 2009

Inactivity

It may be seen from Table A3.3 that the deteriorating economic situation has led to
people leaving the labour market. The economic inactivity rate for people of working
age in the three months to December 2008 was 20.3%, up 0.5% on the previous
three months and up 0.9% on the year. The rate is similar to the UK (20.8%), but the
UK figure fell by 0.1% percentage point from the previous three months and was
down 0.2% over the year

The number of economically inactive people of working age in Scotland was 653,000
in the quarter to December 2008; this was an increase of 17,000 people on the
previous 3 months (2.6% change) and up 30,000 on the year. However, while
female inactivity increased by 33,000 over the year, male inactivity in Scotland
actually decreased by 3,000 in the same period.

11
Labour Force Survey, Regional Data, summary of LFS headline indicators, 11 February 2009. This is using all persons of

working age as the denominator.
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TABLE A3.3: INACTIVITY, OCTOBER-DECEMBER 2008
Total Inactivity Inactivity Rate

Total Change
(previous
quarter)

Change
(On year)

%
(Oct-Dec

08)

% Change
(Previous
quarter)

% Change
(On year)

Male 271,000 1,000 -3,000 16.4 0.1 -0.2
Female 382,000 15,000 33,000 24.5 1.0 2.1
All
Scotland

653,000 17,000 30,000 20.3 0.5 0.9

UK 7,858,000 -29,000 -48,000 20.8 -0.1 -0.2
Source: Labour Force Survey, Regional Data, Summary of LFS headline indicators, Scotland, 11 Feb 2009

ILO Unemployment

Table A3.4 shows that the ILO unemployment rate in Scotland from October to
December 2008 was 5.1%, up 0.4% from the previous 3 months, with a 0.3%
increase on the previous year12. While increasing, the unemployment rate in
Scotland remains lower than the UK average of 6.3%. The male unemployment rate
in Scotland (5.9%) is higher than the female rate (4.3%).

In the three months October to December 2008, the unemployment level was
137,000, up 11,000 from the previous quarter. Unemployment was up 8,000 on the
previous year, underlining that there is a seasonal component in the increase. It is
apparent that the sharp reduction in female employment over the past year is
resulting in migration into inactivity rather than unemployment. While male
unemployment in Scotland increased by 12,000 in the past year, female
unemployment actually fell by 4,000 in same period.

TABLE A3.4: UNEMPLOYMENT, OCTOBER-DECEMBER 2008
Total Unemployment Unemployment Rate

Number Change
(Previous
quarter)

Change
(On year)

%
(Oct–Dec

08)

%
Change
(Previous
quarter)

% Change
(On year)

Male 83,000 12,000 12,000 5.9 0.9 0.8
Female 54,000 -1,000 -4,000 4.3 0.0 -0.3
All
Scotland

137,000 11,000 8,000 5.1 0.4 0.3

UK 1,940,000 144,000 356,000 6.3 0.4 1.1
Source: Labour Force Survey, Regional Data, Summary of LFS headline indicators, Scotland, 11 Feb 2009

Evolution of the Claimant Count

Taking the January figures over a 5-year period, it can be seen from Figure A3.1 that
the trend in the claimant count rate from 2005 to 2009 was characterised by a
general downward trend from 3.2% in 2005 to 2.5% in January 2008. This has
subsequently jumped to 3.7% in January 2009.

12
Using the total economically active as the denominator.
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Source: NOMIS 11 February 2009 (Seasonally adjusted count, using workplace-based estimates).

Figure A3.2 shows the monthly claimant count rate for the year from February 2008
to January 2009. It may be seen that instead of declining towards a seasonal low,
there was a progressively more rapid increase from April 2008 until January 2009
when there were 101,100 claimants in Scotland, a rate of 3.7% of the workforce13.
This was an increase of 3,400 compared to the December 2008 figure and in-line
with the UK claimant unemployment rate of 3.8%.

Source: NOMIS 11 February 2009 (Seasonally adjusted count, using workplace-based estimates).

13 Seasonally adjusted count, using workplace based estimates as denominator.

Figure A3.1: JSA Claimant count rate, Jan 05-Jan 09,
UK and Scotland
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Examination of the trend in the claimant count in the LUPS area between 2005 and
2009, reveals an increase in both the Eastern and South Western Scotland NUTS 2
areas of 17-18%. Both were above the Scotland average of 14.6%. In contrast, it
may be seen that North Eastern Scotland has experienced a reduction in claimant
numbers over the same 5-year period of almost 12%, or a reduction of 630 people.

TABLE A3.5: TREND IN JSA CLAIMANTS, LUPS AREA, 2005-09
January 2009 Change Change

(%)
North Eastern Scotland 4,780 -630 -11.6%
Eastern Scotland 39,060 5,675 17%
South Western Scotland 58,715 8,905 17.9%
Scotland 108,695 13,865 14.6%
UK 1,278,880 415,065 48%
Source: NOMIS 11 February, claimant count, workplace numbers. Data rounded to nearest 5.

A3.3 Workforce Skills and Training

Qualification Levels

In a growing economy, the extent of qualifications and skills in the workforce plays a
critical role in increasing productivity, in making the transition towards a knowledge-
based economy, in attracting investment and in making progress towards greater
economic inclusion. In times of recession, qualification and skills levels influence the
ability of the workforce to adapt to changing demands in the labour market and the
chances of redundant workers becoming redeployed.

TABLE A3.6: QUALIFICATION LEVELS IN WORKING AGE POPULATION, 2005-2007
Variable GB Scotland LUPS ES NES SWS

Jan 2005-Dec 2005
% with NVQ4+ 26.5 30.6 30.9 33.0 31.6 29.0
% with NVQ3+ 44.4 50.3 50.4 53.4 51.8 47.5
% with NVQ2+ 63.0 67.9 67.7 70.5 71.3 64.6
% with NVQ1+ 77.3 78.6 78.5 81.1 82.1 75.5
% with other qualifications 8.4 6.7 6.6 7.2 6.7 6.1
% with no qualifications 14.3 14.7 14.9 11.7 11.2 18.4

Jan 2007-Dec 2007
% with NVQ4+ 28.6 33.2 33.3 35.2 34.6 31.4
% with NVQ3+ 46.4 51.7 51.8 53.6 53.0 49.9
% with NVQ2+ 64.5 68.9 68.7 71.1 71.5 66.1
% with NVQ1+ 78.1 79.2 79.0 80.9 82.7 76.5
% with other qualifications 8.8 7.3 7.3 7.9 7.2 6.8
% with no qualifications 13.1 13.5 13.7 11.2 10.1 16.7

Source: Annual Population Survey

Table A3.6 compares qualification levels in the LUPS workforce with the Scottish and
GB averages and trends since the LUPS Programmes were prepared. Improvement
in the levels of skills and qualifications in the workforce can only be achieved through
investment in the long term. It is influenced by current investment, but also by the
qualification levels of those completing their education and those retiring from the
workforce. Migration is also likely to play a role. The extent of change seen in the
two-year period of analysis in Table A3.6 needs to be seen in this context.
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Across the period of analysis, a gradual trend may be seen in all areas towards
higher levels of qualification and a reduction in the proportion of workers with no
qualifications, It may be seen both in 2005 and 2007, Scotland and the LUPS area
were endowed with a more qualified workforce than the average for GB. Moreover, a
greater increase in the proportion of the workforce with higher level skills was
achieved in Scotland and LUPS than the average for GB.

Within the LUPS area, it is notable that South West Scotland lags the rest of
Scotland and LUPS in terms of qualification levels. However, where intermediate and
higher level qualifications are concerned, the proportions of the workforce in South
West Scotland are still above the GB average. South West Scotland continues to
face a particular challenge where low qualification and skill levels are concerned and,
consequently, is more vulnerable in recession.

Skills and Qualifications Development

Higher Level Skills Development

The total number of Higher Education enrolments at Scottish Higher Education
Institutes’ decreased by 2% from 2006/07 to 210,180 in 2007/08. 71% of these were
full-time enrolments.

The majority of first year undergraduate students (94%) that reside in Scotland,
studied at Scottish HEIs in 2007/08, this was the same as in 2006/07. At the same
time enrolments decreased from UK domiciled students (by 3%) and increased from
EU domiciled students (by 6%). Non EU domiciled students decreased by 2%.

In 2007/08 there were 30,155 first degree graduates compared to 31,005 in 2006/07,
a decrease of 3% and 58% of first degree graduates in 2007/08 were women,
compared to 59% in 2006/07.

In-work Training

In the LUPS area, 21.5% of the working age population received job related training
in the 13-week period up to June 2008. The figures were fairly consistent amongst
the 3 regional NUTS 2 areas but slightly higher the North Eastern area of Scotland
and lower in South Western Scotland. Nevertheless, the figures for South Western
Scotland were above the GB average for both males and females.

TABLE A3.7: WORKING AGE POPULATION RECEIVING JOB-RELATED TRAINING IN
LAST 13 WEEKS, 2007-08

Eastern Scotland North Eastern
Scotland

South Western
Scotland LUPS

Number % Number % Number % Number %

All 267,500 21.7% 73,300 22.7% 301,700 21.1% 642,500 21.5%
Males 126,200 20.1% 38,900 22.8% 144,900 19.9% 310,000 20.3%
Females 141,300 23.5% 34,400 22.5% 156,700 22.4% 332,400 22.8%
Source: APS July 2007-July 2008
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Exclusion from Education and Training

A particular challenge identified at the time that the LUPS Programmes were in
development was the relatively high number of young people failing to make a
successful transition from education to work, those referred to as not in employment,
education or training (NEET).

In 2007 there were 20,990 young people in Scotland who were classified as NEET.
This represents significant progress from the position identified in the LUPS
Programme Documents where there were 36,000 young people in this group.

TABLE A3.8: 16-19 YEAR OLDS NOT IN EMPLOYMENT, EDUCATION OR TRAINING
IN SCOTLAND IN 2007, BY QUALIFICATION LEVEL

Percentage of 16-19
NEET

SVQ level 3 or above 19.1%
SVQ levels 1 and 2 49.8%
Other *
No qualifications 29.7%
Source: Annual Population Survey 2007 Note: * data withheld as unreliable

The pattern at the local authority level varies across Scotland with
Clackmannanshire, North and East Ayrshire and West Dunbartonshire having the
largest percentage of young people not in education, employment or training in 2007
at over 10%, compared to the average for the whole of Scotland of 8%. However
when the data is examined for change over time, it can be seen that these areas are
typical of Scotland in showing a fall in the proportion of NEET in the area.

There are three local authority areas within LUPS where the proportion of young
people in the NEET category increased between 2004 to 2007 – these are Argyll and
Bute, Midlothian and West Lothian.
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A4 BUSINESS

A4.1 Entrepreneurship

Business Birth Rate

A reasonable indicator of the business birth rate for any one year is the number of
new VAT Registrations (although it must be noted that, by definition, this excludes
many small and one-person businesses).

In the 2007 calendar year, in the LUPS area there were just fewer than 13,500 new
VAT registrations (the original analysis detailed 11,850 in 2004). This was the
highest figure across the preceding five years, showing a 24% increase on the
number of registrations in 2003. The LUPS area accounted for 92% of all new VAT
registrations in Scotland in 2007. Over the same time period the growth in new
VAT registrations in the UK was 7%.

TABLE A4.1: CHANGE IN VAT REGISTRATIONS BY BROAD SECTOR, LUPS AREA,
2003-2007

Sector
2003

% of total
2007

% of total
Change
2003-07

% Change
2003-07

Agriculture and Fishing 3.8 2.7 -50 -12.2
Mining and Electricity 0.1 0.2 +20 +200.0
Manufacturing 4.9 4.2 +40 +7.5
Construction 11.7 13.1 +485 +38.2
Wholesale and Retail Trade 21.2 14.9 -300 -13.1
Hotels and Distribution 14.4 10.2 -200 -12.8
Transport and Communications 4.3 3.2 -40 -8.5
Finance 0.4 0.4 +15 +37.5
Real Estate and Business Services 32.3 45.8 +2,635 +75.2
Public Admin and Personal 5.5 4.2 -25 -4.2
Education and Health 1.4 1.1 -5 -3.2
Percentage Total 100% 100% - +23.7%
Absolute Total 10,845 13,420 +2,575 -
Source: VAT Registrations 2003 and 2007: NOMIS (accessed Jan 2009)

The numbers of new VAT registrations between 2003 and 2007 in the LUPS area
were greatest in the construction, real estate and business services sectors.
Conversely, both the wholesale / retail sector and hotels and distribution have seen
a decline in both the absolute numbers and in relative terms with regards new VAT
registrations over the same time period.

Entrepreneurial Activity

As detailed in the original analysis for the LUPS Programme Document, The Global
Entrepreneurship Monitor (GEM) research programme is an attempt to measure the
level of entrepreneurial activity across countries. The key indicator used in the GEM
research is the Total Entrepreneurial Activity Index (TEA), which is made up of the
total number of people involved in nascent (start-up) businesses and in new firms
which have been operating for up to 42 months.
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TABLE A4.2: TEA RATES, SCOTLAND AND UK, 2001-2006
TEA Score

Year Scotland UK Scottish TEA
as % of UK

2001 5.1 7.8 65%
2002 4.6 5.4 85%
2003 5.5 6.4 86%
2004 5.2 6.3 83%
2005 5.8 6.0 97%
2006 4.2 5.8 72%
Source: GEM Scotland Regional Summary 2004 and 2006

Looking at TEA figures for the past six years suggests annual variability and a
reduction in entrepreneurial activity both in Scotland and the wider UK from 2001 to
2002 and again specifically in Scotland from 2005 to 2006.

According to the GEM, the 5.8% to 4.2% fall within Scotland is not significant
statistically because of the relatively small sample size. Nevertheless, according to
the GEM this reduction was not entirely unexpected, as in 2005 both entrepreneurial
skills perception and entrepreneurial opportunity perception were significantly lower
in Scotland than in the UK for the first time since 2002, and the GEM model suggests
that these perceptions may be leading indicators of entrepreneurial activity.

Enterprise and Geography

Within the LUPS area, just under one third of new VAT registrations in 2007 were
concentrated in the three main city areas; Edinburgh, Glasgow and Aberdeen.
Including wider Aberdeenshire takes this figure to nearly 40%. The remaining
registrations were spread throughout the area. Some areas demonstrate a fairly
poor business birth rate both in 2007 and in 2003, specifically, Dumfries and
Galloway, Falkirk, East and West Dunbartonshire, East Lothian and Midlothian, the
Scottish Borders, South Ayrshire and West Lothian.

It is unsurprising that city areas have a greater share of new VAT registrations and
corporate stock. Cities provide conditions conducive to economic activity and start-
ups such as easier access to business support, infrastructure such as transport and
communications, sources of finance, a customer base and suppliers.

In rural areas, VAT registration data is also likely to slightly underestimate the
business birth rate as self-employed and small businesses below the VAT threshold
make up a greater proportion of the economy.

A4.2 The Business Stock

VAT Business Stock

The original analysis noted that the Scottish corporate stock is relatively small, with
just under 130,000 enterprises registered for VAT in 2002. In 2007, this figure was
just short of 142,000, an increase of 9%.

Figures for the changes in the VAT Business Stock at the end of year for 2003 and
2007 in the LUPS area are presented in Table A4.3. It should be noted however,
that only 1.9 million of the estimated 4.3 million UK businesses are registered for
VAT.
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TABLE A4.3: VAT BUSINESS STOCK AND CHANGE, BROAD SECTORS, LUPS
AREA, 2003-07

Sector
2003

% of total
2007

% of total

Absolute
change in

stocks

% Change
2003-2007

Agriculture and Fishing 12.8 11.3 -420 -2.9
Mining and Electricity 0.3 0.3 0 0.0
Manufacturing 6.8 6.3 +105 +1.4
Construction 10.9 11.8 +2,350 +19.0
Wholesale and Retail Trade 21.5 19.4 -70 -0.3
Hotels and Distribution 9.1 9.1 +1,000 +9.6
Transport and Communications 4.1 4.0 +345 +7.5
Finance 0.8 0.8 +135 +15.6
Real Estate and Business Services 25.0 29.0 +7,795 +27.4
Public Admin and Personal 7.3 6.6 -20 -0.2
Education and Health 1.4 1.5 +215 +13.2
Percentage Total 100% 100% - +10.0
Absolute Total 113,860 125,295 +11,435 -
Source: VAT Registrations 2003 and 2007: NOMIS (accessed Jan 2008)

The change in stock between 2003 and 2007, similar to the business birth rate,
shows a specific increase in the numbers of businesses in construction (19%) and
real estate / business activities (27.4%). These data indicate some change in the
structure of the economy which is examined further below. Real estate / business
services, in particular, rose from a quarter of all businesses to 29% in five years.
This is matched be a corresponding smaller fall in numbers of VAT businesses
across sectors such as agriculture, manufacturing, wholesale and retail trade and
public administration.

Business Density

Scotland is home to 7% of the UK’s business stock compared to 9% of the UK
population. When measuring business stock per 10,000 population, although
Scotland saw an increase of 7.4% between 2003 and 2007 compared to a UK
increase of 6.2% it is still considerably behind the UK average.

TABLE A4.4: BUSINESS DENSITY AND STOCK CHANGE, LUPS, SCOTLAND AND
UK, 2003-07

Region 2007 stock per 10,000
population

% change in stock 2003 -
2007

Scotland 275.83 7.4%
LUPS 262.82 8.2%
- NE Scotland 394.38 9.0%
- Eastern Scotland 266.27 6.8%
- SW Scotland 219.03 4.5%
UK 343.00 6.2%
Source: VAT Registrations 2003 and 2007: NOMIS (accessed Jan 2008)

The LUPS figure is even lower than for Scotland as a whole. The geographical
concentration of stock in the NE and East of Scotland compared to the SW, as
noted in the original analysis, is still apparent in the 2007 data.
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A4.3 The Structure of the Business Base

General

The original analysis looked at the considerable structural change in the LUPS
economy over the last two decades, specifically the transfer of jobs from primary
(agriculture, fishing, mining) and manufacturing sectors to services (construction,
financial sector and hotels and restaurants). The original analysis took place during
a period of historically high employment, corresponding low unemployment and
economic growth (2004).

According to the ABI, in 2007, the total number of data units (a reasonable indication
of the number of workplaces) in the LUPS area was 157,700, whilst the total number
of employees (a reasonable indication of the number of jobs) was 2,205,600. The
structure of the economy however looks slightly different depending on whether you
consider data units or employees.

FIGURE A4.1: LUPS BUSINESS BASE 2007, WORKPLACES AND EMPLOYEES BY
BROAD SECTOR (%)
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ABI Workplace and Employees 2007 in LUPs

Workplaces

Employees

Source: Annual Business Inquiry 2007

It may be seen that there is a concentration of employees in three broad sectors:
essentially the public sector, financial sector and the service industry. By comparison,
data units are concentrated in just the latter two. This can partly be explained by the
nature of the data and the fact that many public sector workplaces employ large
numbers of people in single buildings e.g. hospitals, schools, council buildings, which
are single data units.
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Business Base Change – Workplaces

Table A4.5 analyses structure and trends in the LUPS area business base by
employee sizeband. It may be seen that increase in size of the business base
between 2003 and 2007 was primarily accounted for by growth in the number of
micro businesses. However, the data indicate some degree of migration (embargoed
as less than 100 businesses per sizeband) from smaller to larger sizebands,
including into the over-500 employee sizeband. The structure of the LUPS business
base differs in having a relatively low 17.7% of employment in business units with up
to 10 employees (GB, 20.8%) and a relatively high 20.6% in business units
employing 500 or more (GB, 17.9%).

TABLE A4.5: TRENDS IN THE LUPS AREA BUSINESS BASE BY BUSINESS SIZE
Business Units Employees

Employees 2007 2003-07 2003-07%
Structure

2007 2007 2003-07 2003-07%
Structure

2007

1-4 100200 7700 8.4 63.6 193100 2500 1.3 8.8

5-10 26600 -700 -2.4 16.9 197400 -4300 -2.1 8.9

11-24 16200 -70 -4.4 10.3 265600 -13000 -4.7 12.0

25-49 7500 * 0.1 4.7 262600 3600 1.4 11.9

50-99 3800 * 1.1 2.4 263900 1300 0.5 12.0

100-199 1900 * 2.4 1.2 266200 9600 3.7 12.1

200-499 1000 * 5.2 0.6 302600 25800 9.3 13.7

500 400 * 9.6 0.2 454300 55800 14.0 20.6

Total 157700 6500 4.3 100.0 2205700 81200 3.8 100.0

Source: Annual Business Inquiry, * data embargoed

It is notable that in the LUPS area, between 2003 and 2007, large employers
accounted for the majority of employment growth, to some extent reflecting the
prominence of the public sector in generating jobs in this period. Businesses with
under 10 employees in the LUPS area only contributed 2.2% to aggregate
employment growth, compared with 28.3% at the Great Britain level.
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From the broad sector analysis in Table A4.6, it may be seen that between 2003 and
2007, there have been some significant changes in the numbers of workplaces.

TABLE A4.6: CHANGE IN THE NUMBER OF WORKPLACES BY SECTOR, LUPS AREA,
2003-07

Sector
Structure
2003 (%)

Structure
2007 (%)

Absolute
Change
2003-07

% Change
2003-2007

A - Agriculture 0.8 0.8 0 0

B - Fishing 0.5 0.5 +100 +10.6

C - Mining 0.3 0.3 * +2.7

D - Manufacturing 6.1 5.6 -400 -4.0

E - Electricity 0.2 0.2 * -11.4

F - Construction 8.2 9.0 +1,700 +13.8

G - Wholesale & Retail Trade 23.6 22.2 -600 -1.8

H - Hotels & Distribution 8.6 8.4 +100 0.8

I - Transport & Comms 4.5 4.3 * -0.2

J - Finance 2.6 2.3 -400 -9.2

K - Real Estate & Business Services 22.9 25.9 +6,200 +17.8

L - Public Admin 2.1 2.0 * +1.4

M - Education 3.6 3.1 -500 -9.2

N - Health 5.8 6.7 +1,900 +21.7

O - Personal 10.2 8.7 -1,600 -10.4
Percentage Total 100% 100% - +4.3%

Absolute Total 151,100 157,700 6,500 -
Source: Annual Business Inquiry, * data embargoed

Between 2003 and 2007 there has been a decrease in the proportion of workplaces
in the LUPS area in the manufacturing, wholesale/retail, financial, education and
personal services sectors. A corresponding increase can be seen in health, real
estate/business activities and construction. This picture is consistent with the VAT
business data already presented.

Business Base Change – Employees

Table A4.7 analyses the change in the structure of employment between 2003 and
2007 by SIC 2 digit industry segment.

It may be seen that aggregate employment in the LUPS area grew by some 81,000
(3.8%) over the period of analysis. However, underlying this performance, the
economy was subject to a rapid restructuring.

Employment in the manufacturing sector continued to decline across all segments,
losing 22,000 jobs in the four year period. Losses were particularly severe in textiles
and clothing and in office, domestic and other electricals. In 2007, the LUPS area
had below average representation in many manufacturing sectors and had 9.3% of
jobs in Manufacturing compared with 10.5% at the Great Britain level.

The analysis shows that, prior to the recession, some segments of the service sector
had been shedding jobs as a result of rationalisation and consolidation. Almost
40,000 jobs were lost in financial services and retailing in the LUPS area between
2003 and 2007, in the case of financial services the contraction was much greater
than at national level.
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TABLE A4.7: SECTORAL EMPLOYMENT AND STRUCTURAL CHANGE 2003-07, LUPS AND GB

Employees
2007

Change
2003-07

Change
2003-07

(%)
Structure

2007 LQ 2007
01 : Agriculture, hunting, related services. 4,700 0 0.0 0.2 0.2
02 : Forestry, logging, related services. 1,800 -600 -26.4 0.1 2.0
05 : Fishing, fish farming, related services. 1,900 500 31.5 0.1 3.2
10 : Mining of coal etc. 800 -600 -43.6 0.0 1.7
11 : Extraction of petroleum and natural gas, etc. 21,700 3,700 20.6 1.0 8.9
14 : Other mining and quarry 2,500 300 13.8 0.1 1.3
15 : Manufacturing of food and beverages 40,800 -4,100 -9.1 1.9 1.2
16 : Manufacture of tobacco products 0 0 0.0 0.0 0.0
17 : Manufacture of textiles 7,200 -3,100 -29.7 0.3 1.3
18 : Manufacture of wearing apparel; etc 2,100 -1,700 -44.9 0.1 0.9
19 : Processing leather; related manufacturing. 500 -100 -19.9 0.0 0.8
20 : Manufacture of wood and wood products. 9,400 2,200 31.5 0.4 1.5
21 : Manufacture of pulp, paper, etc 6,200 -1,700 -21.7 0.3 1.2
22 : Publishing, printing, recorded media 16,200 -1,500 -8.6 0.7 0.7
23 : Manufacture of coke, petroleum products, etc. 400 -500 -58.7 0.0 0.2
24 : Manufacture of chemicals and chemical products 11,200 -1,400 -11.3 0.5 0.8
25 : Manufacture of rubber and plastic products 10,200 -400 -4.1 0.5 0.7
26 : Manufacture of other non-metallic mineral products 6,800 -500 -6.6 0.3 0.8
27 : Manufacture basic metals. 2,600 -700 -20.6 0.1 0.5
28 : Manufacture of fabricated metal products. 22,500 400 1.6 1.0 0.9
29 : Manufacture of machinery and equipment nec. 19,100 -100 -0.3 0.9 0.9
30 : Manufacture of office machinery and computers 3,800 -4,200 -52.5 0.2 2.4
31 : Manufacture of electrical machinery, etc. 6,200 -2,200 -26.2 0.3 0.7
32 : Manufacture of radio, tv and coms equipment. 6,900 -2,200 -24.2 0.3 1.5
33 : Manufacture of medical, precision and optical insts. 10,900 -600 -5.0 0.5 1.2
34 : Manufacture of motor vehicles, etc. 3,600 -500 -12.1 0.2 0.3
35 : Manufacture of transport equipment 12,400 1,900 18.6 0.6 1.0
36 : Manufacture of furniture; manufacturing nec. 6,400 -1,100 -15.2 0.3 0.5
37 : Recycling 1,200 300 34.8 0.1 0.8
40 : Electricity, gas, steam and hot water supply. 12,600 2,300 22.0 0.6 1.8
41 : Collection, purification and distribution of water. 2,900 -500 -14.5 0.1 1.2
45 : Construction. 125,500 16,800 15.4 5.7 1.2
50 : Sale, maintenance and repair of motor vehicles, etc. 42,300 -1,000 -2.4 1.9 0.9
51 : Wholesale trade and commission trade. 64,800 -800 -1.2 2.9 0.7
52 : Retail trade. 222,400 -15,600 -6.6 10.1 1.0
55 : Hotels and restaurants. 155,000 4,900 3.2 7.0 1.0
60 : Land transport; transport via pipelines. 46,000 4,900 11.9 2.1 1.0
61 : Water transport. 1,400 -400 -21.2 0.1 1.1
62 : Air transport. 4,700 500 11.2 0.2 0.6
63 : Supporting and auxiliary transport activities. 31,400 1200 4.0 1.4 0.8
64 : Post and telecommunications. 36,000 -300 -0.9 1.6 0.9
65 : Financial intermediation. 50,500 -14,900 -22.8 2.3 1.0
66 : Insurance and pension funding, except ss. 19,300 -8,400 -30.4 0.9 1.3
67 : Activities auxiliary to financial intermediation 19,900 5,400 37.3 0.9 0.8
70 : Real estate activities 39,000 13,400 52.7 1.8 1.1
71 : Renting of machinery and equipment. 13,400 500 4.1 0.6 1.1
72 : Computer and related activities. 28,700 3,700 14.9 1.3 0.6
73 : Research and development. 13,000 4,800 58.4 0.6 1.5
74 : Other business activities. 248,400 31,600 14.6 11.3 0.9
75 : Public administration and defence; ss. 150,300 9,000 6.4 6.8 1.2
80 : Education. 177,800 -5,200 -2.8 8.1 0.9
85 : Health and social work. 341,900 48,800 16.7 15.5 1.3
90 : Sewage and refuse disposal, etc. 12,900 500 4.1 0.6 1.5
91 : Activities of membership organisations nec. 14,900 -1,700 -10.3 0.7 0.9
92 : Recreational, cultural and sporting activities. 68,500 6,300 10.2 3.1 1.1
93 : Other service activities. 22,200 -5,900 -21.1 1.0 0.9
Column Total 2,205,700 81,200 3.8 100.0 1.0
Source: Annual Business Inquiry 2003, 2007.
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Two of the largest areas of employment growth in the LUPS area between 2003 and
2007 were construction and real estate which added almost 30,000 jobs in the period
of analysis. Both are likely to have experienced significant losses recently.

The analysis points to some success in generating high value-added services jobs as
part of the trend towards restructuring. ICTs, R&D and other business services added
some 40,000 jobs in 2003-07. Other positive developments were in the leisure and
transport sectors. However, less positive was that, in a buoyant period for the
economy, around two-thirds of aggregate employment growth was accounted for by
the public sector.

Business Base and Geography

The original analysis considered the structure of the economy in terms of geography
and specifically demonstrated a rural – urban pattern across the distribution or
particular sectors and businesses. Consideration of the 2007 data confirms the
original analysis.

Primary industries such as agriculture, forestry and fishing are unsurprisingly
concentrated in rural areas. Aberdeenshire and north east Moray have nearly 40%
of all workplaces and nearly 30% of jobs. This part of the LUPS area is largely rural
and has vast areas of fertile farmland and the traditional fishing towns of the north
and east coast. Further concentrations can be seen in other more rural areas of
LUPS such as Dumfries and Galloway (10%), Perth and Kinross (11%) and the
Scottish Borders (8%). Again these locations are traditional farming areas or have
large forestry sectors.

With regards, the energy, gas, water (utilities) and mining sectors Aberdeenshire has
a high percentage of both workplaces (41%) and employment (54%). This is due to
the impact of North Sea oil and the concentration of oil and gas companies in
Aberdeen. The remainder is split throughout the region, evenly for workplaces but a
little more focused for jobs (10% in the City of Glasgow).

Manufacturing and construction is reasonably spread throughout the LUPS area, with
a slight focus in Aberdeenshire and the city of Glasgow. In contrast to the rural
areas, the urban centres, particularly the cities of Glasgow, Edinburgh and Aberdeen,
take the lion's share of distribution and hotels, transport and communications,
banking and finance, and public administration.
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A4.4 Production and Productivity

Production

Scotland historically lags behind the UK in output growth measured in terms of GDP.
In 2008 this was still the case.

FIGURE A4.2: SCOTLAND AND UK ANNUAL GDP GROWTH RATES 1999Q4 to 2008Q1

Source: Scottish Government, ONS: Economy Statistics (accessed Feb 2009)

Annual Gross Domestic Product (GDP) growth rates for Scotland and the UK are
calculated on a rolling four quarters basis - this compares annual growth to the year
ending in the most recent quarter. Since 1999, with the exception of a short period
between the fourth quarter of 2001 and first quarter of 2002, annual GDP growth
rates in Scotland were consistently lower (up to as much as 1.0%) than rates for the
UK as a whole.

In the most recent period, the third quarter of 2008 (not shown on the graph), annual
GDP growth in Scotland was 1.4%, compared to growth in the UK of 1.9%, a gap of
0.5 percentage points between Scottish and UK annual GDP growth rates. The
Scottish Government has set a target to raise Scotland's GDP growth rate to the UK
level by 2011.

The most recent data show that GDP rose by 1.4% annually but fell by 0.8% in the
third quarter of 2008 (seasonally adjusted). In the year to end-September 2008, the
Scottish service sector grew by 2.0%, the production sector grew by 0.9% while the
construction sector fell by 3.4%.

The comparable UK figures show that GDP rose by 1.9% in the year to end-
September 2008 and fell 0.6% in the third quarter of 2008. Over the year, the UK
experienced 2.4% services, 0.5% fall in production and the construction sector grew
by 2.4%.
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FIGURE A4.3: SCOTTISH AND UK GDP: ANNUAL GROWTH TO 2008 Q3

Source: Gross Domestic Product, Scottish Government, Economy Statistics (accessed Jan 2009)

The Scottish economy was therefore performing less well than the UK economy in
the last quarter of 2008. In particular contrast to the wider UK, the construction
sector appears to have gone into considerable decline within Scotland.

Productivity

Gross Value Added (GVA) per head of population is an accepted measure of relative
productivity. GVA per head of population for the UK as a whole was £19,956 in 2007.
London had the highest regional GVA per head of population at £30,385. In Scotland
GVA per head of population was £19,152 which is 96% of the UK average.

FIGURE A4.4: REGIONAL GVA PER HEAD, 2007

Source: ONS, GVA Statistics 2007 (accessed Jan 2009)
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West Dunbartonshire, Helensburgh and Lomond; East Lothian and Midlothian; North
Lanarkshire; Scottish Borders and South Lanarkshire.

The figures for some of these areas can be partly explained by the nature of the data
which is workplace based and therefore influenced by the commuter-effect; the fact
that many people live in areas out with their place of work. The result is in lower
GVA per head for commuter areas such as East and West Dunbartonshire which
serve Glasgow and East Lothian and parts of Fife which serve Edinburgh.

Certain areas within LUPS however, have more self-contained economies which
historically perform poorly and this cannot be explained by commuter-effects;
specifically North Ayrshire, Dumfries and Galloway and the Scottish Borders.

A4.5 Research and Development

Investment in research and development is a key element in the Lisbon Agenda for
European competitiveness. The original analysis for the LUPS Programmes found
that R&D in Scotland lagged significantly behind the UK and Europe as a whole.

R&D Expenditure, Sector and Employment

The value of business enterprise research and development (BERD) undertaken in
Scotland in 2006 was £579 million, 4% of the UK total and 0.56% of GDP.14

Expenditure decreased from £586 million in the previous year (4%), mainly due to a
decrease in expenditure on services R&D. This follows a large increase in overall
expenditure in 2005. Almost two thirds of Scottish BERD supported just three
product groups: pharmaceuticals (42%), precision instruments (19%), and machinery
and equipment (9%). Scottish BERD provided employment for 7,325 people in 2006.

In terms of detailed product groups the greatest R&D expenditure in Scotland in
2006 was concentrated in pharmaceuticals, medical chemicals and botanical
products (41.9%), followed by precision instruments (19.2%), a further 8.3% in radio,
television and communication equipment and 8.6% in machinery and equipment.
Expenditure in other sectors was either non-existent or very low.

R&D Funding, Size and Ownership

Some 75% of R&D undertaken by businesses in Scotland was funded by UK
businesses, 6% was funded by the UK Government and 19% came from overseas.
In terms of business size, the largest companies (400 employees and over)
accounted for 75% of BERD expenditure, while companies employing 100 to 399
employees accounted for a further 12%. USA owned firms undertook 53% of
business R&D expenditure in Scotland, followed by Scottish based firms (25%).

International and Regional Comparisons

In 2006 BERD expenditure was equivalent to 0.56% of GDP in Scotland compared to
1.08% of GDP in the UK. BERD expenditure as a percentage of GDP is lower in
Scotland than in most important competitor countries. In 2006 the average EU
expenditure on business R&D as a percentage of GDP was 1.09%. The leading
countries have expenditure levels more than five times higher than Scotland (e.g.

14 Scottish Government Statistics Publication Notice - Business Enterprise Research and
Development Scotland 2006 (Jan 2008).


