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Executive summary     
 
The services  sector remains the main driver of growth in the Scottish economy.  The regional 

economy is forecast  to outperform its  long term trend during 2007 and 2008, but underperform 

the UK average.    

 
Key trends  
 

• The Scottish economy is forecast to 

outperform its long-term average over the next two 

years.  Moderate growth is expected in the Scottish 

economy in the near term.  We are forecasting growth 

of 2¼-2½% and 2-2¼% in 2007 and 2008 respectively.   

 

• Services continues to be the main driver of 

growth.  Survey data indicates that growth in services 

in early 2007 has remained robust, while growth in 

manufacturing has moderated from its recent high in 

mid-2006.   

 

• Job creation in services has offset declines in 

manufacturing employment.  The Scottish labour 

market remains tight, with the employment rate high 

and the ILO unemployment rate close to record lows.  

The Scottish unemployment rate is now below the UK 

average.   

 

• House price inflation picks-up.  The Scottish 

housing market has gathered momentum, with annual 

growth in house prices up by 19.5% in December 2006, 

above the UK average.   

 

 

PMI Scotland Report – Services (50 = no change on 
previous month) 

46

48

50

52

54

56

58

60

Jan-01 Aug-01 Mar-02 Oct-02 May-03 Dec-03 Jul-04 Feb-05 Sep-05 Apr-06 Nov-06

New business Business activity index

50 = no change

 
 

 

Scottish and UK ILO Unemployment rates (percent) 
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Economy outperforming long term 

average 
The performance of the Scottish economy has been on 

an upward trend recently.  Business surveys paint a 

positive picture for the economy in early 2007 and 

suggest that the economy remains on track to 

outperform its 1.8% long term trend rate of growth 

this year and next.  We are forecasting growth of 2¼-

2½% and 2-2¼% for the Scottish economy in 2007 and 

2008 respectively.   

 

Services will remain the main driver of growth, while 

the performance of manufacturing will improve.  That 

said, the performance of the Scottish economy is 

expected to lag the UK economy over the next two 

years.  The under-representation of the faster 

growing private sector services in the Scottish 

economy and over-representation in public sector 

services, relative to the UK, will continue to limit the 

regional economy’s growth prospects.  The Scottish 

labour market will remain tight, with job creation in 

services offsetting declines in manufacturing 

employment.  The ILO unemployment rate will also 

remain low.  Moderate growth in consumer spending 

will be underpinned by a high employment rate and 

moderate growth in the housing market.   

 

GVA growth, Scotland and UK (percent) 

 Scotland UK 

2004 2.3 3.3 

2005 2.1 2.0 

2006 (f) 2¼-2½ 2.8 

2007 (f) 2¼-2½ 2¾ 

2008 (f) 2-2¼ 2½ 

Robust start to 2007 for private sector 

services 

Recent RBS PMI Scotland reports indicate that activity 

in the Scottish private sector continued to increase at 

a moderate pace in early 2007.  In particular, the rate 

of growth in services accelerated, underpinned by 

strong growth in new business.  Activity rose sharply 

in each of Business and Financial services, and Travel, 

Tourism and Leisure.  The rate of growth in order 

backlogs in services remained modest, suggesting that 

firms had sufficient capacity to meet current demand.  

Higher levels of new business were reflected in 

stronger employment growth, particularly in business 

and financial services firms.  While the rate of growth 

in input prices faced by services firms continued to 

gradually ease from its peak in mid-2004, it remained 

well above the rates of growth recorded during 2001 

and 2003.  The rate of increase in average prices 

charged remained high as firms continued to raise 

their own prices in response to higher costs.   

 

Manufacturing growth eases 
The rate of growth in manufacturing output, on the 

other hand, continued to trend down in early 2007 to 

be running at a modest pace, well down on its peak in 

mid-2006.  The rate of growth in manufacturing has 

been restricted by export demand, with growth in 

new export orders having declined for the past six 

consecutive months.  Moreover, the rate of decline in 

new export orders has gradually increased over the 

period, reflecting the strength of Sterling and reports 

of weaker demand from the US.  Employment in 

manufacturing has remained largely unchanged.  

While the rate of increase in input price inflation 
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continued to ease, it remained above the rate of 

growth in factory gate prices, suggesting that firms’ 

margins remain under pressure.   

 

Growth in the Scottish manufacturing engineering 

sector moderated during the March 2007 quarter, 

according to the Scottish Engineering survey.  Growth 

in output and new orders moderated from their 

recent highs, while growth in exports strengthened.  

Survey respondents reported that small companies 

were performing strongly, while the performance of 

medium and large companies had slipped.   

 

RBS PMI survey respondents from Scotland’s New 

Economy, which includes technology, media and 

telecoms firms operating in both the manufacturing 

and services sectors, reported modest output growth 

in early 2007, well down on the rates of growth 

recorded during the first half of 2006.  Growth in new 

orders eased while the rate of contraction in backlogs 

of work increased.  Employment has been stable.  

Firms’ margins remain under pressure, with the rate 

of growth in input prices stabilizing above the rate of 

growth in output prices.   

 

A comparison of the regional PMI output indices for 

the UK shows that in the three months to February 

2007, Scotland had the second fastest rate of growth 

in private sector business activity.  Compared with 

the other UK regions, however, employment growth in 

Scotland was weaker than the UK average in the three 

months to February 2007.   

 

Labour market remains tight 
Job creation in services has continued to offset job 

losses in manufacturing.  Annual growth in Scottish 

employment picked-up in late 2006 and in the three 

months to January 2007 employment was up by 2.1% 

yoy, well above the UK average of 0.8% yoy.  While 

the number of people in full-time employment rose 

over the past year, the strongest growth was recorded 

in part-time employment.  In the twelve months to 

PMI Scotland Report - Manufacturing and Services Output 
50 = no change on previous month
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December 2006, the number of people in part-time 

employment rose by 41,000, compared with a 5,000 

increase in full-time employment.  Growth in 

employment helped to push the employment rate to 

76% by end 2006.  At 5% in the three months to 

January 2007, the Scottish ILO unemployment rate 

remains very close to its record low and is now below 

the UK average.   

 

Recent Bank of Scotland Labour Market Reports have 

also pointed to a firm labour market in Scotland.  

Demand for staff remains robust while the availability 

of candidates is tight.  Wages and salaries continue to 

rise as firms look to attract high quality candidates.   

 

Housing market picks up 

The housing market in Scotland outperformed the UK 

average in the December 2006 quarter.  After 

exceeding the UK average between June 2003 and 

September 2005 , average annual growth in Scottish 

house prices dipped below the UK average in late 

2005 before picking-up again in late 2006.  Data from 

the Department for Communities and Local 

Government showed that average house prices in 

Scotland rose by 19.5% yoy in December 2006, 

compared with 12.4% yoy for the UK.  Thus over the 

past five years, average house prices in Scotland have 

almost doubled.   

 

Scotland also remains one of the most affordable 

regions of the UK in which to buy a house.  Scottish 

average house prices are almost one-third less than 

the UK average.  The DCLG data also shows that the 

average house price-to-income ratio for the UK was 

4.1 in December 2006, compared with 3.5 for 

Scotland.   

 

DCLG house prices (% chg year on year)
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Consumer spending remains resilient 
Strong growth in Scottish retail sales in early 2007 

suggests that the recent increases in interest rates 

have not yet had any material effect on consumer 

spending.  The Scottish Retail Consortium/Royal Bank 

of Scotland reported that total retail sales increased 

by 9.2% yoy in February.  That said, the growth rates 

in early 2007 have been boosted by weak growth in 

sales a year ago.  Heavy discounting has also driven 

gains in non-food sales.  On a like-for-like basis, which 

takes into account any changes in retail floor space, 

retail sales were up by 4.1% in February 2007, above 

the 3.1% average for the fourth quarter.   
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DISCLAIMER: “[While care has been taken in preparing this material,] National Australia Bank Limited (ABN 12 004 044 937) does not warrant or represent that the information, recommendations, 
opinions or conclusions contained in this document (“Information”) are accurate, reliable, complete or current.  The Information has been prepared for dissemination to professional investors for 
information purposes only and any statements as to past performance do not represent future performance.  The Information does not purport to contain all matters relevant to any particular 
investment or financial instrument and all statements as to future matters are not guaranteed to be accurate.  In all cases, anyone proposing to rely on or use the Information should independently 
verify and check the accuracy, completeness, reliability and suitability of the Information and should obtain independent and specific advice from appropriate professionals or experts. 
To the extent permissible by law, the National shall not be liable for any errors, omissions, defects or misrepresentations in the Information or for any loss or damage suffered by persons who use or 
rely on such Information (including by reasons of negligence, negligent misstatement or otherwise).  If any law prohibits the exclusion of such liability, the National limits its liability to the re-supply of 
the Information, provided that such limitation is permitted by law and is fair and reasonable.  The National, its affiliates and employees may hold a position or act as a price maker in the financial 
instruments of any issuer discussed within this document or act as an underwriter, placement agent, adviser or lender to such issuer.” 
 
UK Disclaimer: So far as the law and the FSA Rules allow, National Australia Bank Limited (“the Bank”) disclaims any warranty or representation as to the accuracy or reliability of the information and 
statements in this document.  The Bank will not be liable (whether in negligence or otherwise) for any loss or damage suffered from relying on this document.  This document does not purport to 
contain all relevant information.  Recipients should not rely on its contents but should make their own assessment and seek professional advice relevant to their circumstances.  The Bank may have 
proprietary positions in the products described in this document.  This document is for information purposes only, is not intended as an offer or solicitation nor is it the intention of the Bank to create 
legal relations on the basis of the information contained in it.  No part of this document may be reproduced without the prior permission of the Bank. This document is intended for Investment 
Professionals (as such term is defined in The Financial Services and Markets Act 2000 (Financial Promotion) Order 2001) and should not be passed to any other person who would be defined as a 
private customer by the rules of the Financial Services Authority (“FSA”) in the UK or to any person who may not have experience of such matters. Issued by National Australia Bank Limited A.C.N. 
004 044 937, 88 Wood Street, London EC2V 7QQ. Registered in England BR1924. Head Office: 500 Bourke Street, Melbourne, Victoria. Incorporated with limited liability in the state of Victoria, 
Australia. Regulated by the FSA in the UK. 
 
U.S DISCLAIMER: This information has been prepared by National Australia Bank or one of its affiliates or subsidiaries (collectively, “NAB”).  If it is distributed in the United States, such distribution is 
by National Australia Capital Markets, LLC (NACM) which accepts responsibility for its contents.  Any U.S. person receiving this information wishes further information or desires to effect transactions 
in the securities described herein should call or write to NACM, 200 Park Avenue, New York, NY  10166 (or call (877) 377-5480).  The information contained herein has been obtained from, and any 
opinions herein are based upon sources believed to be reliable and no guarantees, representations or warranties are made as to its accuracy, completeness or suitability for any purpose.  Any 
opinions or estimates expressed in this information is our current opinion as of the date of this report and is subject to change without notice.  The principals of NACM or NAB and/or its affiliates may 
have a long or short position or may transact in the securities referred to herein or hold or transact derivative instruments, including options, warrants or rights with securities, or may act as a market 
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