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1 Introduction 
 
Since before the Coalition took office in May 2010, the STUC warned that an 
economic strategy based on immediate and deep spending cuts was bound to 
fail; not only in terms of growth and jobs but in its fundamental purpose of 
reducing the deficit and stock of accrued debt. We also stressed that austerity 
would inevitably hit hardest the most vulnerable people in our society. 
 
These criticisms hold true despite the economic recovery gaining considerable 
momentum over the past year. This is a recovery largely based on consumer 
spending funded by a falling savings ratio, not the business investment and 
net trade promised by the Chancellor in June 2010. Encouraging headline 
unemployment and employment rates mask a labour market which, as 
experienced by real workers in real time, is increasingly characterised by 
insecure, low wage work. The growing economy has so far failed to reverse 
the unprecedented decline in real wages since 2009. It’s therefore 
unsurprising that consolidation of the public finances has been much slower 
than forecast in 2010. 
 
As austerity continues to bite and workers fail to benefit from the growth now 
taking place, the very richest in society continue to accumulate wealth at a 
staggering pace. This prevents the development of a prosperous and 
cohesive society and undermines the prospects for long-term growth.  
 
The STUC believes there is a better way to approach economic and social 
development. This submission outlines the STUC’s analysis of the current 
state of the Scottish economy and labour market and highlights priorities for 
jobs and fairness in order to fulfil what should be the point of economic 
strategy; rebuilding collective prosperity. 
 
2 Has recent employment and GDP growth justified austerity? 
 
Rebalancing? 
 
The STUC always argued that the most likely outcome of rapid and deep 
spending cuts was a prolonged period of stagnation and that is essentially 
what transpired between 2010 and 2012. Stagnation inevitably inflicts 
considerable human, social and economic damage as unemployment stays 
higher for longer than necessary.  
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Government Ministers and media commentators are guilty of exaggerating the 
extent of the recovery and ignoring its composition. While it is true GDP 
growth through 2013 was much stronger than the consensus forecast of only 
a year ago, throughout the 2010-2014 period as a whole the economy has 
underperformed against June 2010 forecasts.  
 
Table 1 GDP growth since 2010i (% increase on previous year) 
 

 2010 2011 2012 2013 

OBR June ‘10 
forecast 

1.2 2.3 2.8 2.8 

Actual 
growth 

0.8 0.9 0.2 1.9 

 
Not only have forecasts been missed by a significant margin, the composition 
of the growth that has been achieved is very different to that promised by the 
Chancellor. There has been minimal progress on ‘rebalancing’ away from 
consumption to investment and net exports; from finance to manufacturing or 
from London to the nations and regions of the UK (although it should be 
stressed that Scotland has performed much better than all other regions apart 
from London and the South East). Although the service sector has now 
returned to pre-recession levels of output, manufacturing and construction are 
not close to achieving 2008 levels. 
 
Subdued growth in manufacturing and the poor contribution to GDP of net 
trade must also be considered in the context of the 25% devaluation in sterling 
from its pre 2008 level. This devaluation should have provided a boon to 
manufactured exports. Now, with sterling appreciating strongly against the 
dollar, euro and yen over the past year, the concern must be that a significant 
opportunity was lost. A wise government would focus on why the UK economy 
apparently lacked the capacity to drive home the advantage created by a 
weaker currency. 
 
Return to old ways? 
 
The failure to rebalance and measures such as Funding for Lending (which 
reduced mortgage rates and made more credit available to the consumer 
sector) and Help to Buy have seen the UK economy increasingly resemble its 
pre-recession state. Consumer spending rebounded in early 2013 and 
underpinned the subsequent strong GDP growth but rising consumer 
confidence did not result from a recovery in real wages or real disposable 
income. Rather higher spending has been funded by savings and more 
borrowing. 
 
Although there are some signs that it picked up at the very end of 2013, 
business investment has remained remarkably subdued even as the economy 
recovered.  
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Table 2 Business Investmentii (% increase on previous year) 
 

 2010 2011 2012 2013 

OBR June ‘10 
forecast 

1.4 8.1 10.0 10.9 

Actual 
increase 

0.8 2.9 2.6 -1.2 

 
Despite the better domestic economic news and the massive corporate cash 
surplus, it seems that many firms simply cannot discern good investment 
opportunities. This of course only exacerbates the UK’s longstanding 
investment deficit against other advanced economies.  
 
Spending cuts to come 
 
The Chancellor has failed to achieve the forecast consolidation in the public 
finances; a consequence of lower growth, higher unemployment, higher in-
work benefits and lower tax receipts than forecast in June 2010. The failure to 
meet these forecasts is in large part attributable to the austerity strategy – the 
OBR estimates that austerity has reduced UK GDP by a total of over 5% of 
annual output up to last year. As others have noted, this is ‘a large economic 
price for the political goal of a smaller state’iii. 
 
In assessing future economic prospects it is important therefore to emphasise 
that by the end of the current financial year only 40% of planned spending 
cuts will be in placeiv. The Government may have been keen to stress the 
better news emerging through 2013 but the impact on the public finances was 
so slight that further cuts were scheduled through to 2018–19.  
 
The OBRv assesses that, in nominal terms, government consumption is 
forecast to fall from 21.8 per cent of GDP in 2012 to 16.1 per cent of GDP at 
the end of the forecast period, the lowest level on record in data back to 1948. 
Nominal government investment is also expected to decline slightly as a share 
of GDP. 
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The STUC doesn’t accept that this is a credible plan. Given that the OBR 
forecasts the combined costs of health, education and long-term care to be 
somewhere between 12 and 13 percent of GDP by the end of this decade, 
that only leaves 3-4 percent of GDP for everything else.  
 
The IFSvi also highlights that the government has already made additional 
spending commitments of more than £6 billion a year after 2015–16 – 
implying additional cuts elsewhere. The population is also projected to grow 
by about 3.5 million between 2010 and 2018. So while public service spending 
is set to fall by 1.7% a year over this period, public service spending per 
person is set to fall by 2.4% a year. 
 
Summary 
 

 Growth performance since 2010 has been dramatically below the 
OBR’s forecast of the emergency Budget that year; 

 GDP growth improved in 2013 and may well outperform forecasts 
in 2014. However, an extended period of above trend growth is 
required to achieve 2008 levels of employment and 
unemployment; 

 Not only is there no sign of the economy rebalancing towards 
investment, net exports and manufacturing, policy now seems 
deliberately designed to re-inflate the housing bubble; 

 The investment boom promised by the Chancellor has simply 
failed to materialise. 

 The Chancellor’s spending plans post the next election are 
undeliverable. 
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3 State of the Scottish Economy 
 
The Scottish economyvii grew by 0.7% in the third quarter of 2013; the sixth 
successive quarter of GDP growth. The recovery is clearly gaining 
momentum.  
 
However, a full six years since the start of the recession, it is important to put 
the recovery in context: total output remains below pre-recession levels and 
although services has achieved its 2008 peak, manufacturing and 
construction remain significantly below. Like the UK as a whole, Scotland’s 
recovery has been very weak on historical and international comparisons. 
There is little sign of industrial rebalancing at Scottish level. 
 
With GDP on an upwards trajectory for the past six quarters, and business 
surveys increasingly bullish, it is very likely that growth in 2014 will outperform 
forecasts although a number of threats both international and domestic do 
persist. These include ongoing credit constraints for businesses, potential 
impact of monetary tightening in the US, weakness in emerging markets and 
the potential for problems in the Eurozone to re-emerge as the shift towards 
deflation gathers pace.  
 
Domestically it will be essential for real wages to start to rise. With stronger 
growth and low inflation, this should be anticipated for later in 2014 but the 
impact of some labour market trends - particularly the rise in self-employment 
and historically high levels of underemployment - mean that it cannot be taken 
as a given. The IFS assesses that consumer spending growth is set to slow 
and that any rise in real incomes will be muted. 
 
Scottish Ministers have recently found cause for optimism in the data for self-
employment and new businesses. However, the STUC believes that both are 
signs of economic weakness rather than strength. Self-employment has risen 
less in Scotland than for the UK as a whole but nevertheless the evidence 
suggests that the new cohort of self-employed are earning less, working fewer 
hours and paying less tax. Too many new Scottish businesses formed in the 
last year are zero-employee non-registered firms. These are simply not the 
kind of new ‘firms’ that will drive growth and job creation. 
 
4 The Scottish Labour Market 
 
As discussed in previous STUC Budget Submissions, it is indisputable that 
the rise in unemployment over the period since 2008 was never as severe as 
could reasonably have been anticipated given the collapse in output. The 
recovery in jobs growth has also been stronger than expected given the 
prolonged period of economic stagnancy following the recession.  
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Unfortunately these truisms combined with the stronger jobs recovery through 
2013 have engendered a worrying complacency about the current state of the 
labour market. It is therefore important to emphasise that employment and 
unemployment in Scotland are not yet close to recovering pre-recession 
levels.  
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Over the year to December 2013

viii
, employment did grow strongly in 

Scotland; by 92,000 jobs (it is worth noting that this is 50% higher than the 
number of net new jobs created in London over this period). However the 
employment rate between October-December 2013 was 72.8% which is 4% 
below its peak of summer 2008. The employment rate didn’t move between 
the June-August and October-December ONS labour market reports strongly 
suggesting that the pace of jobs growth slowed during the second half of last 
year. Over 100,000 net new jobs are still required before Scotland achieves 
the employment rate achieves its pre-recession high. 
 
The fall in unemployment has been similarly exaggerated. Although the level 
remained around 200,000 throughout last year, the ILO unemployment rate 
did fall steadily throughout the year from 7.8% at end of 2012 to 7.1% 
between October-December 2013. Much of the employment growth last year 
was women moving from economic inactivity into jobs and therefore jobs 
growth had a muted impact on unemployment. 
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However, ILO unemployment remains 3.1% above its trough of summer 2008. 
And of course, the headline rate fails to adequately reflect what is actually 
happening in the labour market. 
 

 
 
The graph below shows that very long-term claimant count unemployment 
(figures are unavailable at Scottish level for long-term ILO unemployment) 
continues to rise (from 14,035 to 15,375) in the year to January 2014. The 
number of people claiming for over a year has declined but remains nearly 
four times the pre-recession level.   
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More encouraging has been the fall in those aged under 24 years and 
claiming JSA but the wider ILO measure fell by only 0.9% to 20.3% in the year 
to September 2013.  
 

 
 
The structure of the labour market has also changed significantly with the 
latest publicly available figures showing that the number of full-time jobs only 
increased by 8,000 in the year to September 2013. While it certainly looks as 
if recent trends in full and part-time jobs and underemployment have levelled 
off, it is by no means certain that jobs growth over the coming years will see 
the pre-recession structure of the labour market return. Underemployment is 
stuck at historically high levels with nearly a quarter of a million Scottish 
workers reporting that they want more hours in their current jobs, an additional 
job or a new job with more hours.  
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Wages 
 
Underemployment is of course largely a consequence of the unprecedented 
collapse in real wages since 2009; workers need more hours to maintain their 
standard of living as their wages fail to keep pace with inflation but are unable 
to work these hours in their current jobs.  
 
The latest wage data for Scotland is presented in the Annual Survey of Hours 
and Earnings 2013 which covers the year to April 2013ix. Given that the 
monthly wage data for the UK as a whole has continued to show consistent 
real wage falls over the subsequent period, it should therefore be stressed 
that the following analysis is a conservative account of the extent wages have 
fallen in Scotland. The inflation measure used is CPI which has been 
consistently below RPI. The ASHE survey also doesn’t include the self-
employed whose inclusion would significantly exacerbate the overall decline in 
wages.  
 
Real wagesx (wages adjusted for CPI inflation) have fallen across the labour 
market: for both men and women working in part-time and full-time 
employment: 
 
Table 3 Real change in gross annual wages, April 2009-April 2013  
 

 
Total 

 
Full-time 

 
Part-time 

 
Median 
worker 

 
Male Female Male Female Male Female 

Annual 
loss (%) -7.7 -8.2 -7.1 -5.8 -6.8 -8.8 -7.6 

Annual 
loss (£) -1993 -1406 -2002 -1372 -545 -789 -1760 

 
The median worker (half of all workers earning less, half earning more) would 
be earning £1,760 more if wages had kept pace with inflation. At a time when 
part-time employment has grown significantly, it is worrying that women part-
time workers have seen the biggest fall in real wages. 
 
Perhaps even more concerning is that workers at the very bottom of the wage 
distribution have seen the biggest proportionate fall in wages: 
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The situation with falling nominal wages is even more acute when specific 
occupations are considered: 
 

 
 
For instance the bottom 10% of the 70,000 workers in elementary occupations 
suffered a fall in nominal wages (wages before adjusting for inflation) of 14.8% 
over this period. The bottom 10% of the 180,000 workers in elementary 
administrative and service occupations suffered a decline in nominal wages of 
9%. Given the protection afforded by the minimum wage it’s safe to conclude 
that these nominal wage falls are mainly driven by cuts in working hours. 
 
Whilst real term wage cuts have been a fact of life for a significant majority of 
workers across all occupations some have received real terms increases; the 
largest going to the top 10% of corporate managers and directors. This group 
received an increase in gross weekly wages of £82 per week or £4,290 a year 
above inflation.  
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To put this fully in perspective, the gross wages of the top 10% of corporate 
managers and directors are now £283 a week or £14,176 a year higher than 
in 2009. In 2013, the average weekly gross wage of the bottom 10% of all 
workers was £125 a week or £6,500 a year.  
 
Whilst differences in working hours do explain some of the massive 
divergence in wages received by Scottish workers, they do not come close to 
being the full answer: 
 

 
The recovery in the Scottish labour market seems to have stalled – at least 
temporarily - at the end of last year. Nevertheless, current data and survey 
evidence and anecdotal evidence supplied by trade union workplace 
representatives all indicate that the steady if uneven improvement in the 
labour market is likely to continue through the current year.  
 
It is very difficult to predict exactly how stronger output growth will impact on a 
labour market characterised by falling real wages and high underemployment. 
It is very possible that unemployment may disappoint is employers are able to 
use current spare capacity rather than hiring new workers. If productivity does 
begin to improve then a slowing of the labour market recovery is inevitable. 
Wages should begin to pick up later this year but authoritative commentators 
forecast that real wages will not achieve pre-recession levels until 2019.   
 
Public/Private sector employment 
 
In announcing his emergency Budget of June 2010, the Chancellor argued 
that the wave of investment unleashed by consolidating the public finances 
and supply side reforms would ensure that more than enough private sector 
jobs would be created to offset public sector job losses.  
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The latest reliable figures show thatxi, in Scotland, for the year to Q3 2013, 
private sector job gains (75,800) comfortably outstripped public sector jobs 
losses (4,400). However, specific 12 month periods can be misleading. It is 
more illuminating to consider the changes over a longer period: 
 

 From its peak in Q3 2008, public sector employment (excluding 
financial institutions) has fallen by 49,500 or 8.3%; and, 

 Over the same period, private sector employment has increased by 
46,100 or 2.3%.  

 
So in terms of total jobs it seems private sector job growth has not 
compensated for the loss of public sector jobs although the lag between the 
public/private jobs figures (2013 Q3) and the Labour Force Survey (latest 
figures Oct-Dec 2013) should be noted.   
 
Of course, the headline jobs figures do not reveal the full picture: if private 
sector job gains fully compensated for loss of public sector jobs then the new 
jobs created would be similar in terms of hours, wages, pensions and terms 
and conditions. All the indications are that this is simply not happening. 
 
Summary 
 

 The employment rate is still 4% below the 76.8% achieved in 
summer 2008. Over 100,000 net new jobs are required to fill the 
gap; 

 Unemployment is still 3.1% above its trough of summer 2008; 

 Very long term unemployment continues to rise; 

 128,000 full-time jobs have been lost since 2008; 

 Real wage cuts have affected the vast majority of Scottish 
workers with the median worker now earning £1760 less than if 
wages had kept pace with inflation since 2009; 

 Workers in some of the lowest paid sectors have actually seen 
their nominal wages fall – this is mainly down to cuts in working 
hours; 

 Corporate managers and directors are among the very few 
workers to have seen real wage increases over this period. 

 
5  Welfare Reform 
 
STUC’s concern about the Government’s direction on welfare and social 
security policy is a matter of record.   The continuing cuts to the welfare 
budget are predicated on the false assumption of a growing number of people 
in the UK on out of work benefits and that this was the result of the policies of 
the previous government.  In truth the number of people of working age on all 
of the main working age benefits reduced between May 1997 and May 2010.   
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Increases in overall public spending on welfare and social security are a 
consequence of a number of factors including demographic change, the 
previous Coalition Government over-estimation of the pace of recovery and, 
fundamentally, by falling wage share and the real terms reduction in pay 
which impacts on levels of in-work benefits.     
 
Thus, the popular narrative which focuses on out of work benefits, and 
particularly targets employment support allowance, is leading to policies which 
are both misdirected and inhumane.   
 
The STUC is pleased that the Government has recognised the failures within 
the Work Capability Assessment regime.  We also hope that it will come to its 
senses on the Bedroom Tax which continues to cause widespread anguish, 
for little or no return to the public purse. 
 
Summary 
 

 The Coalition routinely exaggerates the scale of spending on out 
of work benefits and fails to confront the reasons behind the rapid 
increase of in-work benefits; 

 The Bedroom Tax should be abolished forthwith.  
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6 Tax 
 
Recent STUC Budget submissions have highlighted issues around evasion, 
avoidance and non-payment in detail. Thanks to the work of trade unions and 
campaigning organisations, corporate tax evasion and avoidance is now firmly 
on the political agenda; people are rightly questioning what firms like Amazon 
– who use disgraceful employment practices and avoid paying tax in 
jurisdictions where their transactions are high volume and profitable – actually 
contribute to society. 
 
Despite encouraging rhetoric, the Government has singularly failed to 
introduce robust measures. Worse, ‘reforms’ have been introduced (or 
proposed) which actually facilitate further avoidance (e.g. patent box, shares 
for employment rights) whilst resources continue to be drained from HMRC. 
 
The Coalition has argued against restoring the 50p tax rate on the basis that it 
would not substantially increase revenues due to increasing the incentive to 
avoid payment and reducing the incentive to work. Much has also been said 
about the ‘signals’ it sends to mobile workers and capital. 
 
The STUC strongly refutes these arguments and believes that restoration of 
the higher rate is essential for a number of reasons: 
 

 Yes, it should help raise additional revenue. If avoidance is a genuine 
problem then it should be tackled rather than appeased. Behavioural 
responses to the previous administrations decision to increase to 50p 
are not informative because the move was temporary and signalled in 
advance; 

 A higher top tax rate is about more than revenue collection – it impacts 
on the kind of economy we want to create. The evidence is clear that 
reductions in the top rate of income tax are strongly associated with 
rising pre-tax income for the top 1% of income earners. Reductions in 
the top rate incentivise rent-seeking and wealth extraction at the 
expense of long-term value creation; and, 

 A higher top rate is an essential if insufficient component of any serious 
effort to reduce income inequality.  

 
Summary: 
 

 Serious action is long overdue to tackle avoidance and evasion; 
it’s time for the actions to match the rhetoric; and, 

 Restore 50p tax rate and commit to retaining for at least 5 years to 
minimise distortions in first year 
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6 STUC priorities 
 
Helping the low paid and out of work 
 
The Coalition’s response – in as much as there’s been one at all – to 
collapsing living standards has been to argue that the measures introduced 
since 2010 have offset falling real wages with the focus usually on the 
increases to the personal tax allowance. Ministers also argue that the net 
impact (percentage of all income) on the top 10% of earners has been greater 
than that on the bottom 10%. 
 
Further increases in the income tax personal allowance will not help those 
who need it most. The lowest income 17% of all workers will not pay any tax 
in 2014-15 anywayxii. A large majority of the gains would go to those in the 
upper half of the income distribution. Many low income gainers would gain 
only partially as their universal credit and/or council tax support would be 
automatically reduced. Just 15% of the gains from increasing the allowance to 
£12,500 would accrue to workers in the bottom half of the income distribution. 
 
Of course, an enlightened administration would seek to extend collective 
bargaining, especially to low wage sectors. Given this administration’s 
approach to workers’ rights this hardly seems likely. Therefore, other options 
include: 
 

 Raising the employment rate – while power asymmetries particularly 
in some low wage sectors are such that a greater demand for labour 
will not necessarily translate into higher wages, it remains true that 
workers bargaining power will generally increase when employment is 
high. Austerity has held down employment growth. The STUC once 
again calls for austerity to be postponed until the recovery is embedded 
and real incomes are growing across the wage distribution. When it 
comes fiscal consolidation should be much more weighted towards tax 
rises for those who can afford it; 

 National Minimum Wage – the above inflation rise due in 2014 of 3% 
is welcome but makes only a very modest contribution to the 
disposable incomes of households where benefit cuts are biting hard. 
The Low Pay Commission machinery must be retained but improved 
and better resourced. If the labour market does continue to improve 
over the rest of this Parliament it will be essential that above inflation 
rises are the norm over the coming years;  

 Living Wage – must be extended wherever possible. Public 
procurement should be use much more assertively in this respect; 

 Restore the 2010 value of in and out of work benefits which support 
the most vulnerable and low income families rather than individuals 
with low earnings or low incomes. 
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Conclusion 
 
The Coalition’s strict adherence to austerity has brought all the problems the 
STUC anticipated in 2010 and delivered none of the benefits the Chancellor 
argued would inevitably flow as a consequence of immediate and deep cuts.  
 
As the evidence detailed above clearly shows, six years after the UK and 
Scottish economies technically entered recession, the Scottish labour market 
remains weak. Youth and long-term unemployment are unacceptably high. 
Low demand for labour is masked by the rising levels of underemployment. 
Real wages have fallen precipitously since 2009 and lowest paid workers 
have seen the biggest drop in incomes.  
 
Even when the economy returns to 2008 levels of output, the Scottish labour 
market will be a much more insecure, unwelcoming place. Full time employee 
jobs will be increasingly rare. This will lead to an economy that is less equal, 
fair and democratic and much more unstable and less resilient to systemic 
crises. 
 
In these circumstances it is incumbent on the Government to admit to policy 
errors and endeavour to stimulate growth and jobs. This can be achieved 
without endangering fiscal sustainability. If the Government cares at all about 
avoiding a lost decade and the human misery associated with it, then it must 
invest now. 
 
STUC  
March 2014 
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