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About Scotianomics

In the 21st century data is everywhere but it is the analysis that transforms data into
valuable, actionable knowledge that is key to success.

Organisations, both in Scotland’s private and public sectors, lack access to useful,
reliable data and value-added analysis of the kind that most advanced countries take for
granted. This creates a hidden but real disadvantage for Scottish business, limits public
policy and disrupts the pursuit of shared prosperity.

Scotianomics aims to spark a knowledge revolution and inform the decision-makers
on Scotland’s economy. We provide cutting-edge intelligence and strategic planning
resources so that stakeholders can gain a wide view of the threats and opportunities
in the world through our geopolitical, economic and policy analysis, unique historical
datasets, risk and opportunity forecasts, Geographic Information System mapping
solutions and strategic planning services.

Gordon Maclntyre-Kemp

Director

Executive Summary

o  We estimate the cost of Brexit to Scotland’s economy so far to have been £3.4
billion.

o  These costs have arisen out of the political instability caused by Brexit, and the
inability of the UK Government to manage both domestic affairs and maintain a
coherent and effective negotiating strategy in its engagement with the EU.

o  This has had knock on effects, draining civil service resources and time across
all governments in the UK, while creating significant friction in Westminster.
Ultimately, this has created economic uncertainty, leading to a decline in GDP
growth.

«  However, thus far Scotland has been more resilient to these political and economic
forces than the UK as a whole, proving the strengths of the Scottish economy.



Introduction

In the time since the announcement that there was to be a Brexit referendum in early
2016, to the Leave result in June 2016 and the chaotic negotiations that followed, we
estimate the cost to Scotland’s economy to have been £3.4 billion in lost GDP growth.

These costs have arisen out of the political instability caused by Brexit, and the inability
of the UK Government to manage both domestic affairs and maintain a coherent and
effective negotiating strategy in its engagement with the EU.

This has had knock on effects, draining civil service resources and time, while creating
friction in Westminster. Ultimately, this has created economic uncertainty, leading to a
decline in GDP growth.



Brexit and Scotland’s Onshore Economy

While most forecasts deal in post-Brexit trade scenarios, many overlook the costs that
the EU crisis has already inflicted on the Scottish and UK economies. The political
uncertainty that has been present for three years now, arising from the inability of the
UK political establishment to both govern domestic affairs and negotiate with the EU,
has had a significant impact.

If we take the average GDP growth from Quarter 1 of 1998 (when detailed Scottish
GDP figures begin) to Quarter 4 of 2015, this is higher than the average from Quarter 1
of 2016 (when the referendum process began) to the most recent published figures for
Quarter 4 of 2018.

Prior to the EU referendum announcement, Scotland maintained an average quarterly
growth rate of 0.92 per cent. Afterwards, it fell to 0.83 per cent — a difference of 0.1.

While this may seem small, at the level of the national economy it is significant. If 0.92
per cent growth had continued from quarter 1 of 2016 to quarter 4 of 2018, Scotland’s
onshore GDP would have been £165.8 billion in 2018, when it was really recorded as
£162.4 billion. This is a difference of £3.4 billion. Divided by Scotland’s population this
amounts to £623 per person. Crucially, Brexit has not happened yet, so these losses now
will likely be small compared to what happens when the UK does leave the EU.

Figure 1: Scotland'’s GDP Growth With and Without the Brexit Crisis
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Scotland’s Onshore and Offshore Performance

Yet if Scotland’s offshore economy is also considered, growth has actually been higher
since the Brexit process began than in the years before it. The combined growth of the
onshore and offshore economy was 0.91 per cent prior to Quarter 4 of 2015; it was 0.96
per cent afterwards.

This suggests that the offshore economy has mitigated the consequences of Brexit.
However, offshore GDP performance is not necessarily a good indication of how the
aggregate Scottish economy is performing. As the Fraser of Allender Institute put it:

“For most people in Scotland, how much is produced from an oil rig in the North Sea
in a given quarter has little impact on their day-to-day economic situation [...] Most of
the investment is driven by overseas factors and international businesses dominate the
market.”

“It’s also important to remember that GDP doesn’t capture how much of the wealth
flowing from oil and gas production stays within Scotland [...] [T]here is a net outflow
of income from Scotland to the rest of the UK and/or overseas. A key reason for this

is that the high level of overseas ownership amongst oil and gas operators mean that
many of the profits have in the past flowed out of Scotland”

Thus, while the offshore economy may be substituting for Scotland’s better performance
on paper, in practice this is probably not making up for the lost growth in the onshore
economy. To see the true vulnerability Brexit is creating in the Scottish economy;,
therefore, its onshore performance needs to be observed.

These problems will only worsen as the onshore economy endures further pressure as
the negotiations drag on, and when the event of the EU exist itself comes. The Fraser of
Allender Institute previously forecasted negative growth rates of between 2 to 5.3 per
cent across a spectrum of scenarios. A recent report published by The National Institute
for Economic Research suggests that a customs union deal, of the kind Theresa May
has negotiated with the EU, would cost Scotland 3.2 per cent in lost GDP growth, or
£5.9 billion, by 2029. Our own research estimates that a customs union deal with will
increase Scotland’s unemployment rate by about 1.3 per cent, which as a percentage of
Scotland’s working age population in 2017 is equivalent to 47,000 jobs.



The UK and Scotland Compared

Nonetheless, the Scottish onshore economy continues to demonstrate resilience in the
midst of the profound political crisis that has been unfolding in recent years.

Looking at the UK economy as a whole, including oil and gas, its average quarterly
growth rate from Quarter 1 of 1998 to Quarter 4 2015 was 0.5 per cent, thereafter (to
Quarter 4 2018) it fell to an average of 0.4 per cent. Had the UK maintained the average
growth rate before the political uncertainty began in relation to Europe, its economy
would be £54.5 billion larger than it now is.

This amounts to £825 per person in the UK. As such, the UK economy has lost £202
per person more than the Scottish onshore economy has due to Brexit.

Figure 2. The UK's GDP growth With and Without the Brexit Crisis
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Conclusions

o  While Scotland’s onshore economy has been damaged significantly by Brexit
already, the fact that - even excluding a bounce in offshore performance - it has
proven more resilient than the UK economy is indicative of Scotland’s inherent
strengths.

. It also demonstrates that North Sea revenues are indeed a bonus to, and not the
core of, Scotland’s economic performance.

«  Yet, most forecasts point to Scotland being harmed far more overall than the
rest of the UK in every Brexit scenario. So, when the day the UK leaves the EU
comes, the economic prospects of Scotland may become rapidly bleaker than they
currently appear.



