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Introduction

The Scottish parliament has competence over a relatively wide range of policy areas.
In contrast, the North of England has experienced only limited forms of devolution.
Despite these institutional differences, the economies of Scotland and the North
of England - defined in this brief as the North East, North West and Yorkshire and
Humber - share a number of important structural similarities. Historically, both
have supported large industrial centres and both have experienced low rates
of economic growth relative to London and the South East. This policy briefing
examines the extent to which devolution has precipitated economic divergence
between Scotland and the North of England since 1999. The briefing argues that
both Scotland and the North of England have experienced similar sectoral shifts
throughout this period, exemplified by a continuing decline in the manufacturing
sector and relatively subdued growth in the financial sector relative to London and
the South East. Since 2008, policymakers within Westminster have committed
to ‘rebalancing’ the UK economy, both geographically towards ‘the North’ and
sectorally away from finance and towards tradeable goods sectors. The brief
argues that in both Scotland and the North of England, this ‘rebalancing’ has not
taken place. Both regions are embedded within the UK’s dysfunctional finance-led
growth model which means both face similar structural challenges. This raises a
number of important questions for policymakers who seek to advance sustainable
patterns of economic growth in both Scotland and the North of England.

Background

e The Scottish parliament was ‘reconvened’ in 1999 after many decades of
campaigning by political parties and by civil society groups within Scotland.
The parliament was granted control over a range of ‘devolved’ policymaking
areas, including education and training, health, local government and economic
development.

o In 2016, the Scottish parliament’s powers were extended further still as a result
of the Scotland Act (2016), although control over key economic policy levers
remain ‘reserved’ to Westminster.

e In contrast, the North of England has experienced only very limited devolution
especially in terms of economic powers. This devolutionary process has been
largely driven by Westminster elites rather than by political pressure from
within the regions.

« However, despite these institutional differences, the economies of both Scotland
and the North of England share a number of important structural features. Both
have traditionally contained large industrial centres and both have been shaped
politically by rapid de-industrialisation processes since the 1980s.

e In addition, both Scotland and the North of England are embedded within the
UK's finance-led growth model, dominated by a distinct constellation of power
concentrated within London involving the Treasury, the City of London and the
Bank of England.

¢ Marked economic disparities between Scotland and the North of England and
London and the South East therefore endure.
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o For example, as outlined in Figure 1, economic output in both Scotland and the
North of England has remained consistently below the UK average since 1999,
whilst London has consistently generated economic output on average 60 per
cent higher than the UK average.

o Asoutlinedin Figure 2, productivity has also consistently been higher in London.
The capital consistently records a productivity rate around 30 per cent higher
than the UK average. In contrast, both Scotland and the North of England have
consistently recorded productivity rates below the national average.

Figure 1. UK Regional Economic Output
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Figure 2. UK Regional Productivity
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e Since devolution in 1999, the gap between the economic performance of
Scotland and the North of England has not improved relative to London.
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This is despite the fact that since 2008 ‘rebalancing’ the UK economy both
sectorally and geographically has been a stated objective of Westminster
policymakers.

This brief focuses on the manufacturing and financial sectors. It argues that
despite differences in regional economic governance institutions, Scotland
and the North of England share important structural features. Both regions
therefore face similar economic challenges in the years ahead. These give rise
to a number of questions for policymakers in Scotland, the North of England
and Westminster respectively.

Evidence

Manufacturing output and jobs in Scotland and the North of England since
devolution

Figure 3. Manufacturing as a proportion of Regional Output
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Since 1999, manufacturing has declined as a proportion of regional output
across both Scotland and the North of England.

Manufacturing represented 17 per cent of Scotland’s regional economic output
in 1999. By 2007, it had slumped to 11 per cent and remained at this level until
2014.

In the North of England, manufacturing has followed a similar trajectory. In 1999,
manufacturing represented 25 per cent of regional output across the three
Northern regions on average. By 2007, this had slumped to 15 per cent. The
figure then flat-lined at this level until 2014.

Despite this downwards trajectory, it is notable that manufacturing has
accounted for a larger proportion of output in the North of England than in
Scotland over the period since devolution. On average, manufacturing has
accounted for 4.2 per cent more output in the North of England between 1999
and 2014.
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Figure 4. Regional Manufacturing Employment Decline
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This story of manufacturing decline is paralleled by a strong downwards trend
in jobs growth across both Scotland and the North of England. Between 1999
and 2011, both regions experienced a continued drop in manufacturing jobs.

Whereas Scotland sustained 322,000 manufacturing jobs in 1999, by 2016 this
had declined by 39 per cent to 198,000.

Across the North of England, similar trends are in evidence. For example,
whereas the North West sustained 533,000 jobs in 1999, by 2016 this had
declined by 36 per cent to 343,000. Similar percentage falls are in evidence
across the North East (87 per cent) and Yorkshire and Humber (32 per cent).

However, as Figure 4 shows, between 2011 and 2016 this downwards trend
halted and has (partially) gone into reverse. Across Scotland and the North
of England, manufacturing employment has grown on average by 5 per cent
throughout this period, albeit from a relatively low base.

However, as outlined in previous SPERI research (Berry, 2016), this (small)
uptake in manufacturing employment (from a low base) has been paralleled by
consistently low levels of output growth across the manufacturing sector. This
suggests that manufacturing job growth might have been skewed towards low
productivity sectors.
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Figure 5. Manufacturing net job creation in sectors with high/low

productivity growth
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Figure 5 shows net job creation across 30 manufacturing sub-sectors. In each
case, a sector is categorised as a ‘high productivity growth’ sector if its output
increased between 2012 and 2015. Conversely a sector is categorised as a ‘low
productivity growth’ sector if its productivity rate declined since 2012.

Of the Northern regions, only the North West experienced an absolute decline
in manufacturing jobs. In contrast, Scotland, the North East and Yorkshire and
the Humber all saw an increase in the number of manufacturing jobs between
2011 and 2015.

However, in both the North East and Yorkshire and the Humber, this jobs growth
was driven by sectors which had experienced substantial productivity increases
since 2012. In the North East, 97 per cent of net job creation in manufacturing
was driven by ‘high productivity’ sectors. In Yorkshire and the Humber, 48 per
cent of net job creation was concentrated in *high productivity’ sectors.

In the North East, the two manufacturing sub-sectors which created most
jobs were coke and refined petroleum and wood, paper and printing. These
sub-sectors each recorded productivity increases of 3 per cent and 7 per cent
respectively since 2012. In Yorkshire and the Humber, the two manufacturing
sub-sectors which created most jobs were metals and metal products and
wood, paper and printing. These sub-sectors each recorded productivity
increases of 2 per cent and 7 per cent respectively since 2012.

In contrast, Scotland’s manufacturing sub-sector with the highest job growth
was machinery and equipment. However, this sector experienced a decline
in its productivity of 13 per cent since 2012. However, Scotland also recorded
strong jobs growth in transport, which recorded productivity increases of 10
per cent since 2012.
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These figures suggest that despite similar ‘headline’ stories on manufacturing
employment and output levels across Scotland and the North of England,
the sectoral picture is actually quite mixed and variegated. Further research
into the composition of manufacturing sub-sectors across Scotland and the
North of England would provide a better picture of the uneven development of
manufacturing capacity across these regions.

In addition, it is important to note that the graph refers to sectors which
experienced productivity growth since 2012. This is not to say that these are
high productivity sectors in absolute terms. However, the data does suggest
that recent manufacturing job creation in Scotland has disproportionately
been skewed towards sectors with low productivity growth since 2012. If these
trends continue, this could store-up problems for Scotland’s manufacturing
base in the future.

The financial sector, Scotland and the North of England since devolution
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Figure 6. Regional Share of UK Finance Output
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Since 1999, financial sector output in absolute terms and in relation to total
output has increased across the UK. However, the growing size of the financial
sector has not benefited all regions equally.

In Scotland in 1999, the finance sector’s GVA per capita amounted to 81 per
cent of the UK average. By 2006, this had increased to 90 per cent, as financial
market activity within Scotland caught-up with the UK average. However, since
the 2008 crash, Scotland has seen its financial output return to below its 1999
peak relative to the UK average at 79 per cent.

Despite the increase in the size of the financial services sector, the North

of England has not increased its share of UK financial market activity
substantially. In 1999, financial sector output in the North represented 57 per
cent compared to the UK average. However, by 2014 this had decreased to 49
per cent of the UK average.
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In contrast, London - during both the boom years of the 2000s and in the
post-2008 context - has consistently increased its share of UK financial
services sector output. In 1999, London’s financial output stood at 336 per
cent the UK average. Year-on-year London’s share of financial sector output
has increased, such that by 2014 London enjoyed financial sector GVA per
capita 391 per cent higher than the UK average.

Figure 7. Financial Sector Employment 2009-2015
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This trend in financial sector output is reflected in the uneven development

of financial sector employment across the regions in question. Since 1999,
London has consistently produced more jobs in financial services than
Scotland and the North of England, both in absolute terms and as a proportion
of the regional workforce.

Post-crisis, this trend has been particularly evident. Financial services sector
employment has declined across Scotland and the North of England. In the
North West, finance jobs decreased by over 20 per cent, from 106,000 in 2009
to0 83,000 in 2015. In Scotland, jobs in financial services declined by nearly 10
per cent, from 94,000 in 2009 to 85,000 in 2015.

In contrast, London has increased its share of financial sector jobs over this
same period. Between 2009 and 2015, finance jobs increased by 10 per cent,
from 319,000 in 2009 to 353,000 in 2015.
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Analysis

The North-South divide has long been a preoccupation of policymakers at
Westminster and further afield. Devolution - first to Scotland and now to the
North of England - has long been identified as a key mechanism through which
regional imbalances might be redressed.

However, the evidence presented in this brief suggests that devolution to the
Scottish parliament has not allowed Scotland to escape broader processes of
structural change within the UK economy since 1999.

Between 1999 and 2015, manufacturing jobs and output relative to other sectors
have followed a similar downwards trajectory across both Scotland and the
North of England.

Since 2008, attempts to ‘rebalance’ the UK economy have not significantly
altered this basic trajectory. Although manufacturing jobs have increased by a
small amount (from a very low base) since 2011, this has not been accompanied
by an upsurge in productivity growth, suggesting that many of these jobs have
been concentrated in low productivity sub-sectors.

The evidence suggests that there is significant regional divergence in this
regard. Whereas manufacturing jobs growth in the North East and Yorkshire
and the Humber have been concentrated in sectors whose productivity growth
has increased since 2012, in Scotland job creation in manufacturing has been
driven by sectors whose productivity has declined over this same period. This
could represent a damaging trend if policy action is not taken to ensure that
manufacturing employment growth is concentrated in sectors with positive
productivity growth.

Since 1999, the financial services sector has grown rapidly in size. However, in
Scotland financial sector output relative to the UK average is now lower than
it was in 1999. In the North of England, the trend is similar, with less financial
sector output relative to the UK average compared to 1999.

Since 2009, jobs growth in the financial sector has also been skewed towards
London. Whereas Scotland and the North of England all experienced an absolute
decline in their share of financial sector employment throughout this period,
London increased the size of its financial sector workforce by 10 per cent.

The evidence therefore suggests that UK government attempts to ‘rebalance’
the UK economy both sectorally and geographically since 2010 have not been
successful. Both Scotland and the North of England have lost-out as a result of
this policy failure.

Rather than fixating on the limited policy competences of the Scottish
parliament, then, it is more instructive to view Scotland as embedded within
the UK’s dysfunctional finance-led growth model. In this regard, Scotland
shares much in common with the North of England and faces similar structural
impediments to delivering sustainable growth in the future.
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Conclusion

Scottish devolution was initially advocated on both democratic and economic
grounds. A devolved parliament, it was claimed, would allow Scottish policymakers
to tailor economic policy to Scotland’s specific needs and to thereby boost
economic output and employment. The evidence presented in this brief suggests
that the Scottish parliament’s powers have not allowed it to significantly reorient
Scotland’s growth model or to escape broader processes of structural change in
the UK economy over this period. Manufacturing employment has declined rapidly
since 1999 whilst manufacturing output as a share of the regional total has also
slumped to historic lows. Financial sector growth - in terms of both output and
employment - has been concentrated in and around the City of London. Despite
its distinct policymaking powers, Scotland’s economic experience since devolution
closely mirrors that of the North of England. Both regions have experienced similar
sectoral shifts as a result of structural changes to the UK economy. As such, both
Scotland and the North of England are embedded within the UK’s dysfunctional
finance-led growth model, dominated by a distinctive complex of institutions
within the capital city oriented towards consolidating financialised patterns of
growth. Challenging and re-orienting this growth model is a necessary condition of
rebalancing the UK economy and of delivering sustainable growth in the future for
both Scotland and the North of England.
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Annex

For data enquiries, please contact the author.

Regional Manufacturing Employment

North Yorkshire

East North West Scotland and The

Humber
1999 186,000 533,000 322,000 414,000
2000 178,000 515,000 309,000 392,000
2001 168,000 486,000 296,000 378,000
2002 163,000 458,000 277,000 362,000
2003 160,000 442,000 256,000 346,000
2004 152,000 423,000 247,000 332,000
2005 140,000 403,000 234,000 313,000
2006 135,000 389,000 228,000 306,000
2007 134,000 389,000 230,000 302,000
2008 130,000 361,000 214,000 292,000
2009 121,000 353,000 204,000 267,000
2010 17,000 325,000 188,000 262,000
201 112,000 335,000 189,000 262,000
2012 114,000 315,000 199,000 267,000
2013 114,000 320,000 190,000 263,000
2014 113,000 333,000 193,000 277,000
2015 122,000 349,000 209,000 292,000
2016 17,000 343,000 198,000 283,000

Source: ONS Workforce Jobs
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and the UK's finance-led growth model

No. 26 - Scotland and the North of England: Sub-national economic development
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No. 26 - Scotland and the North of England: Sub-national economic development
and the UK's finance-led growth model

Financial Sector Employment by Region

Yorkshire
London North West Scotland and The North East
Humber
2009 319,000 106,000 94,000 81,000 26,000
2010 328,000 100,000 86,000 77,000 23,000
201 354,000 102,000 84,000 80,000 25,000
2012 356,000 99,000 91,000 72,000 24,000
2013 337,000 99,000 85,000 66,000 23,000
2014 350,000 94,000 86,000 78,000 22,000
2015 353,000 83,000 85,000 79,000 23,000

Source: Business Register and Employment Survey
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