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1 Introduction 
 
Since the ‘great recession’ began in 2008, the STUC consistently 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. 
 
Nearly three years on, the STUC takes no pleasure in being proved correct. 
Austerity has condemned the UK to a prolonged period of stagnant growth 
and high unemployment. Other advanced nations, some of which do not even 
enjoy the UK’s advantage of having its own central bank and borrowing in its 
own currency, have significantly outperformed the UK over this period. 
Factors such as high commodity prices and the Eurozone crisis have 
undoubtedly contributed to economic weakness but, again, other nations 
subject to the same or greater pressures have grown at a faster rate. 
 
Badly targeted tax rises and unnecessary benefit cuts are inflicting misery on 
individuals, families and communities. The mistakes of recessions past are 
being repeated with the long term human, economic and social consequences 
likely to be severe. 
 
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. 
 
2 Credit rating downgrade 
 
As this submission was being finalised, the credit rating agency Moodys 
announced its decision to downgrade UK debt by one notch to Aa1 from Aaa. 
The STUC believes this announcement is largely irrelevant: UK sovereign 
debt is one of the most widely traded securities in the world so trends that 
may affect its value are subject to extremely rigorous analyses. Neither 
Moodys nor the other credit rating agencies contribute anything new or 
significant to the information already possessed by investors. The downgrade 
event is likely to prove trivial in economic terms. 
 
However, the downgrade does prove the futility and stupidity of making a 
totem of the UK’s Aaa rating as the Coalition did on taking office. The 
economy required an approach that would help fill the output gap and get 
people back to work. The last thing it needed was a masochistic strategy 
aimed at placating discredited organisations with a marginal influence on the 
status of UK debt. 
 
The Coalition is likely to pay a heavy political price for failing to satisfy the 
criteria for success it had set for itself. It deserves to do so.  
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3 Perpetuating the myths 
 
Despite the extreme embarrassment of the credit downgrade and its manifest 
failure to meet forecasts on public finances and output, the STUC fully 
expects the Government to persist with an economic strategy that is based on 
fundamental misconceptions of the current state of the economy. The 
consequences have been, and will continue to be serious unless the 
Government decides to change track and pursue an evidence based strategy. 
Among the myths that the Government continues to regularly propagate are: 
 
Expansionary fiscal contraction: the numbers destroy austerity’s founding 
myth that contractionary fiscal policy would prove to be expansionary: since 
the second quarter of 2010 the economy has managed growth of just 1.1% 
against forecast of 6.5%. More enduring is the proposition that the 
Government’s low borrowing costs are attributable to policy introduced since 
2010. This is, again, demonstrably false. Consider this from the IMF’s 2012 
country report on the UK: ‘further slowing consolidation would likely entail the 
government reneging on its net debt mandate. Would this trigger an adverse 
market reaction? Such hypotheticals are impossible to answer definitively, but 
there is little evidence that it would...bond yields have been driven more by 
growth expectations than fears of a sovereign crisis’i. The Chancellor has 
consistently invoked the IMF as strong supporters of his fiscal plan. Yet here 
they are clearly arguing that long-term gilt yields are low in the UK (and 
similarly in virtually every other ‘advanced economy with monetary 
independence’) due to weak growth, not confidence or credibility.  
 
We’re all in this together: the Government’s mantra that we’re all in this 
together is at first blush supported by the Treasury’s own distributional impact 
analyses which shows that the top decile of income earners have seen a 
greater proportionate fall in income due to the mixture of tax and benefit 
changes introduced by the Coalition.  
 
The STUC does not regard this analysis as remotely credible. Yes, on 
headline numbers, it is accurate to say that the top decile has seen a bigger 
fall but this ignores 1) that the top percentile have massively increased their 
share of total income over the past 30 years by 14 percentage points, from 
28.4% to 42.6%; and 2) that the top percentile (1%) have accounted for ‘fully 
two-thirds of these gains, seeing their share rise from 5.9% to 15.4%’ii. In this 
context simply comparing the top against the bottom decile reveals little about 
the fairness of government policy.  
 
The lowest income deciles are also much less likely to have savings to fall 
back on and will suffer disproportionately from cuts in services iii.  A 1.15% fall 
in net income is much more damaging for a household in the bottom decile 
than a 2% fall for a household at the topiv.  
 

 Budget Recommendation: Treasury distributional analysis to 
include a percentile breakdown of the impact within the top decile. 
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Employment at highest ever level:  the Government has persistently 
trumpeted the ‘employment at its highest ever level’ line in response to any 
negative analysis of labour market trends. The STUC regards this approach 
as fatuous in the extreme. The UK adult population has been growing, and 
when the population grows, growth in employment is to be expected. It is only 
for all people over 16 that the employment record has been broken under the 
coalition; the employment rate for 16-64 year olds is 71.5% on the latest datav, 
compared to 73% at the start of 2008. It is for good reason that economists 
tend to focus on rates rather than nominal numbers when analysing 
employment trends. 
 
4 The Scottish Economy 
 
The second estimatesvi of UK GDP for Q4 2012 published in February 
confirmed that the economy contracted by 0.3% compared with Q3. The ONS 
bulletins confirmed that growth in Q3 had been boosted by special factors, 
such as Olympic ticket sales and timing of bank holidays and that growth in 
Q2 had been depressed by the Jubilee. 
 
With special factors playing such a pivotal role in determining quarterly 
performance, it makes sense to consider the economy’s performance across 
2012 as a whole. It is now clear that there was no growth over the year. 
Indeed, GDP per capita - a better measure of living standards than headline 
GDP – actually fell in both 2011 and 2012.  
 
Since the second quarter of 2010, the economy has managed growth of just 
1.1% against the OBR’s forecast of 6.5%. The economy is still around 3.4% 
below its pre-recession level and, if the average pace of the last two and half 
years were to be repeated, it would be almost another 8 years before 2008 
levels of GDP are attained. 
 
The GDP data also provide no cause for optimism in respect to ‘rebalancing’: 
manufacturing declined through 2012 and financial and business services 
increased. Despite the devaluation since 2008, export growth remains very 
poor compared to other nations; the claims that rapidly increasing exports to 
emerging markets are a sign of progress must be measured against a very 
low starting point: the UK still exports more to Ireland than the BRIC nations 
combined.  
 
The latest GDP figures for Scotlandvii (Q3 2012) provided some relatively 
good news. With little impetus from the Olympic bounce which boosted UK Q3 
growth to 0.9% Scotland managed to return respectable figures of 0.6%. 
Nevertheless, it will be surprising if Scotland doesn’t follow the UK into 
negative territory in Q4.  
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Current survey data – particularly very weak manufacturing and construction 
PMI - indicate that the economy may contract again in 2013 Q1. However the 
current debate about the prospects of a ‘triple dip’ recession is pointless and 
misleading; it is no cause for celebration if the economy manages to avoid a 
technical triple dip recession. What is much more worrying is that there seems 
little sign of the above trend growth necessary to put the economy back on an 
even keel and genuinely increase demand for labour.  
 
The STUC does not believe any recovery this year will be robust and demand-
led. Too many factors – falling real wages, spending cuts, benefit cuts, tax 
rises, high unemployment and underemployment, ongoing weakness in key 
export markets – are conflating to ensure that the economy will remain weak.  
 
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. We will return to the issue 
of self-employment later but it’s worth stressing that 26,000 of the 30,000 new 
Scottish businesses 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. 
 
Finally, despite the claims of the growing contingent of austerity deniers, it 
must be stressed that the bulk of spending cuts have still to be implemented. 
The IFS’s Green Budgetviii concluded that by the end of the 2012/13 financial 
year, just 37% of all planned austerity measures will have been implemented. 
Tax increases and investment cuts are well advanced, but just 32% of the 
planned cuts to benefit spending and 21% of the cuts to day-to-day spending 
on public services will have been delivered by the end of March. 
 
5 The Scottish Labour Market 
 
Unemployment has not reached the levels anticipated given the fall in output 
in 2008/09 and very low growth since. This is true for both Scotland and the 
UK. Unfortunately, the very recent drop in headline unemployment has 
exacerbated widespread complacency about the state of the Scottish labour 
market. The conventional wisdom seems to dictate that lower than anticipated 
unemployment confirms the value of flexible labour markets.  
 
The STUC strongly believes that the headline statistics do not begin to tell the 
full story of what has happened since 2008. A number of worrying trends are 
conflating to make the Scottish labour market a more insecure, low wage, low 
hour environment for far too many workers. 
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Underemployment:  The ILO defines underemployment as ‘persons in 
underemployment are all those who worked or had a job during the reference 
week but were willing and available to work ‘more adequately’ix’. The STUC is 
attracted to this definition which includes those who are underemployed in 
terms of hours, skills or both. Better information is available for hours 
underemployment and it tells an unequivocal story: far too many Scottish 
workers are unable to work the hours they need to make ends meet. 
 
The Scottish Underemployment rate of 9.9% is exactly on the UK average and 
underemployment is significantly higher for women: 11.3% as against 8.7% 
for menx. Unsurprisingly, the majority of those currently reporting as 
underemployed are in part-time work and 70% are women: 
 

 
 
 
It is, however, important to stress that over 87,000 people in Scotland who are 
in full-time work currently report as underemployed and 70% of this group are 
menxi: 
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Although the majority of underemployed workers are women, the increase 
over the last three years has been higher for men: 
 

 
 
Self-employment: Self-employed people earn less than people in 
employmentxii. Therefore, they are likely to spend less and pay less tax. In the 
current circumstances, the last thing the economy needs is more workers in 
this position. But more part-time, low-paid self-employed workers is exactly 
what the labour market is producing: 
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The OECDxiii has found that ‘about one half of the increase in individual 
earnings inequality (between 1975 and 2010) is explained by changes in self-
employment income as on the whole the self-employed earn less than full-
time workers. Their share in total earnings increased by one fifth since the 
mid-1980s and among the self-employed the gap between high and low 
earners has risen’. 
 
Nor does the evidence suggest that people are willingly and enthusiastically 
choosing self-employment as an option. The CIPDxiv has found that the ‘new 
self-employed’ display quite different characteristics from those in self-
employment pre-recession (the following is UK analysis – STUC is unaware of 
any similar analysis undertaken at Scottish level): 
 

 new self-employed since 2008 are unlike self-employed people as a 
whole in terms of gender, hours of work, occupation and sector of 
employment.  

 although well over two thirds of self-employed people are men, women 
account for more than half (184,000, or 60 per cent) of the net rise in 
self-employment since the start of the recession.  

 whereas over two-thirds of self-employed people work more than 30 
hours per week, almost 9 in 10 (88.8%) of the additional self-employed 
people since the start of the recession work less than 30 hours per 
week  

 almost a quarter of the UK’s self-employed people work in construction 
but the number of self-employed construction workers is lower than in 
2008. By contrast, sectors with relatively small shares of self-
employment – notably education, information and communications, 
financial and insurance services and public administration, defence and 
social security - are among those which have seen the biggest 
proportional increases in self-employment in recent years.  

 skilled trades-people – typified by ‘white van man’ - have the single 
largest share of self-employment (almost 30%) but account for less 
than 1 per cent of the net rise in self-employment since the start of the 
recession. People performing elementary (i.e. unskilled) occupations 
account for more than 20 per cent of the net increase, with those in 
administrative and secretarial and personal services occupations also 
registering large proportional increases. 
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The STUC also notes the recent report, the Great Payroll Scandalxv, published 
by our affiliated trade union UCATT which highlights the way in which 
construction industry employers, and the payroll companies they engage, 
combine to deprive workers of their rights and the Exchequer of legitimate 
revenue. The false ‘self-employment’ created in the construction industry is 
bad for both workers and the economy and therefore the STUC supports the 
report’s recommendations particularly given that there is now strong anecdotal 
evidence that these practices are appearing in other sectors of the economy. 
 
Budget recommendations: 
 

 CIS (Construction Industry Scheme) should be abolished. Instead, 
a single self-employed tax status should be established in which 
all self-employed are paid gross, and are responsible for their own 
tax affairs; 

 Workers in the construction sector should automatically be 
deemed to be directly employed unless they can demonstrate they 
meet strict criteria required to qualify for self-employment; 

 HMRC should abolish the special dispensation it gives some 
payroll companies which exempts them from the requirement to 
subject the payment of travel and subsistence expenses to tax 
and National Insurance. Instead, workers who genuinely carry out 
temporary contracts should be individually required to claim tax 
relief on travel and subsistence expenses at the end of each tax 
year; 

 The remit of the Gangmasters Licensing Authority should be 
extended to include the construction sector; and,  

 The bar set by HMRC for the criminal prosecution of labour 
providers who break the law should be lowered. 

 
Full-time and part-time employment: The labour market is seeing a shift from 
full-time employee positions to part-time workxvi. Although this trend was 
apparent before 2008, events since have quickened the pace: 
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Employee jobs: The shift from full-time employee position is also apparent in 
the employee jobs data: 
 

 
 
Gender impact: It must also be stressed that ILO unemployment remains 
some 70,000 up on pre-recession levels. Despite a small decrease over the 
year to December 2012, the claimant count is still around double pre-
recession level. A divergence in male/female claimant count trends is also 
becoming apparent:  
 

 
(STUC analysis of NOMIS figures)  

 
Reflecting in part the low level of female unemployment prior to the recession, 
the relative percentage increases over the past five years are nonetheless 
stark:  
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Employment and inactivity: In trying to determine the true state of the labour 
market it is also important to consider the unemployment statistics alongside 
those for employment and economic inactivity (those who are not in 
employment and not actively seeking employment): 
 
Employment fell by 11,000 in 3 months to December 2012, by 40,000 in the 
six months between June and December and is still nearly 100,000 below its 
pre-recession peak. Of the 12 ONS nations/regions, only Northern Ireland 
performed worse than Scotland over the past year. 
 
At the end of last year, it is clear unemployment did start falling in Scotland 
but, rather than people finding jobs, this fall is attributable to people leaving 
the labour force altogether. Over the three months to December 2012, 
economic inactivity increased by 9,000 and by 27,000 over the year. Scotland 
(0.8%) has seen a much bigger rise in inactivity over the year than any other 
ONS nation/region; indeed, 8 regions saw a fall in inactivity over this period 
and two witnessed no change. Wales (0.1%) was the only other nation/region 
in which inactivity actually increased. 
 
At a time when the women’s unemployment level and rate has fallen 
significantly over the year (by 18% compared to 6% for men), it is crucial to 
stress that this isn’t because women are finding jobs – again, it is because 
they’re leaving the labour market altogether: 25,000 more women became 
inactive over the year but only 1,000 more men. The female inactivity rate 
increased by 1.5%; the male inactivity rate by 0.1%.  
 
Very long-term unemployment (claiming JSA for over 2 years) continues to 
increase significantly across all age groups; the increase has been much 
greater for women (apart from for the 50+ age group): 
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 (STUC analysis of NOMIS figures)  

 
Long-term unemployment (claiming JSA for over 6 months) has tripled over 
the past five years although the pace of increase has slowed significantly over 
the past year: 
  

 
 (STUC analysis of NOMIS figures) 

 
Youth unemployment: In responding to the latest statistics, the Scottish 
Government highlighted the fall in the level of ILO unemployment and also the 
‘largest annual drop in the youth unemployment rate since the data series 
began in 2006’xvii. The information provided in the Scottish Government’s 
subsequent briefing paperxviii barely justifies the positive rhetoric about falling 
youth unemployment. On the face of it, the figures for youth unemployment 
(16-24 age group, ILO measure, Labour Force Survey) over the year to 
December 2012 are encouraging: 
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 ILO unemployment fell by 28,000 over the year to stand at 74,000; the 
rate fell from 24.3% to 18.4%. The equivalent figures for the UK as a 
whole are a fall of 56,000 to 969,000; a much smaller fall in the rate 
from 21.9% to 20.6%. 

 
However, inactivity amongst this cohort in Scotland also rose by 2.6% to stand 
at 32.7% and, in the UK, it fell by 0.7%. More worrying is the Annual 
Population Survey data, which the Scottish Government describes as the 
‘preferred source for measuring youth economic activity due to the increased 
reliability and quality’. (The ILO figures above are extracted from ONS 
‘experimental data’ to which are attached major caveats given the small 
sample size). The APS shows that in the year to September 2012: 
 

 Youth unemployment in Scotland fell by only 2,000 (UK increased by 
16,000) and the rate actually increased to 21.2% (UK rate 21.0%);  

 Youth employment in Scotland fell by 19,000 (UK 55,000) to stand at a 
rate of 52.5% (UK 49.4%) which is a 2.5% (UK 0.5%) fall over the year; 
and 

 Youth economic inactivity increased by 14,000 (UK 2,000) to stand at a 
rate of 33.3% (UK 37.4%) and increase of 2.6% (UK 0.0%) over the 
year.  

 
Therefore the APS data suggests that the performance of the youth labour 
market may be much more closely aligned to the wider market than the LFS 
figures suggest. 
 
Regional inequalities: there can be little doubt that the recession has further 
embedded regional labour market disparities. While other areas have seen 
much bigger percentage increases in the claimant count, the six areas 
(Dundee City, Glasgow City, North Ayrshire, East Ayrshire and Inverclyde) 
with a rate of over 3% in March 2008 have the highest rates in August 2012; 
five with a rate of over 6% (Inverclyde 5.9%)xix.  
 
The current claimants to vacancy ratio (JSA claimants/Jobcentre Plus 
standard full-time vacancies) gives lie to the suggestion that sufficient jobs 
exist for unemployed people. Again, the claimants to vacancy ratios show 
significant regional disparities within Scotland: 
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(STUC analysis of NOMIS figures) 

 
Hysteresis: what economists describe as the ‘hysteresis’ effects of 
unemployment (erosion of skills and confidence, health consequences) are 
already increasingly apparent as the mistakes of recessions past are blindly 
repeated. The economic and social costs will be huge and long lasting. The 
IMF recently confirmed the serious economic consequences of allowing 
unemployment to become long-term: 
 

The large and persistent output gap raises the risk of hysteresis 
effects, where factors arising from a cyclical downturn depress 
potential GDP permanently. These factors could include skill 
erosion from persistently high long-term unemployment, scrapping 
of idle capital, and inadequate investment eroding the capital stock 
and hindering the development of new technologies. Indeed, staff’s 
central scenario assumes that hysteresis effects will lower potential 
GDP growth by about a third of a percentage point annually on 
average over the medium term, with other lingering effects of the 
crisis (e.g., restrained global demand for financial services) taking 
off another fifth of a percentage. The magnitude of hysteresis 
effects are uncertain, but cross-country experience with persistent 
large output gaps suggests that hysteresis effects in this range are 
plausible. 

 
Active Labour Market Policy 
 
The Appeal Court’s decision that the mandatory work activity element of the 
Work Programme is unlawful is but the latest setback for the Government’s 
attempts to find a successful replacement for the Future Job Fund; a 
programme that the evidence has confirmed to be effective. 
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The STUC believes that a radical new approach to labour market policy in the 
UK is essential if the ‘great recession’ is not to leave a legacy of generational 
disadvantage similar to the 1980s recession. In this context, it is worth noting 
that the UK spends comparatively tiny amounts on active labour market 
policiesxx: 
 

 
 
This is especially true for active labour market measures: the practical 
assistance such as training, employment incentives, job rotation and sharing, 
direct job creation, supported employmentxxi: 
 

 
 
Fewer unemployed people in the UK participate in activation measures than 
any other EU nation: only 1.5% in 2010 compared to 95% in Belgiumxxii. 
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Eurostat reports that ‘countries with the lowest level of long-term 
unemployment are among those where the level of participation in ALMP is 
the highest…expenditure on active labour market policies is indeed more 
likely to reduce unemployment with a lower fiscal costs as savings may be 
generated on passive policies such as unemployment benefits’xxiii. 
 

 In 2010, the latest year for which comparable statistics are provided by 
Eurostat, the UK spent less than any other EU nation on labour 
market measures; 

 As a % of GDP, Denmark (1.166%) spent over 28 times what the UK 
(0.041%) spent on active labour market measures. In 2010 Denmark 
spent significantly more (1.4%); UK figures are not yet available 
although it is fair to assume that the figures will have risen give the 
policy response to recession; 

 Only Bulgaria, Romania and Malta spent less on labour market policies 
than the UK; Belgium spent over 5 times as much; 

 The activation rate (the number of individuals on active measures per 
100 unemployed people) of 1.5% in the UK, is the lowest for any EU 
nation. 

 
Budget Recommendations 
 

 The Government to remove all requirements for Mandatory Work 
Activity from current programmes – the evidence shows that such 
activity doesn’t work. 

 Government to increase spend on active labour market measures 
to EU average by 2018. 
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 Reestablishment of job guarantee initially limited to young people 
but gradually extended to other disadvantaged groups – job 
guarantees should be real jobs paid at least the minimum wage 
and with full employment rights to avoid exploitation and 
minimise the risk of displacing other workers. 

 
6 Welfare Reform 
 
The STUC will continue to work in partnership with other Scottish civic 
organisations to oppose the ongoing attacks on society’s poorest, most 
vulnerable people who rely on benefits to maintain the most basic living 
standards. Recent policy changes will reduce the incomes of all who receive 
benefits and hit the poorest hardest.  
 

 Budget Recommendation: the Government should reverse the 
provisions of the Welfare Benefits Uprating Bill. 

 
The Bedroom Tax is causing particular concern for families and communities 
across Scotland. Two-thirds of the people affected by this wholly iniquitous 
measure are disabled.  
 

 Budget Recommendation: while the STUC will continue to support 
moves to limit the impact of this UK Government policy in 
Scotland, the Chancellor is urged to withdraw the measure as part 
of the 2013 Budget. 

 
7 Economic Development Policy 
 
The Coalition’s business tax-cutting and deregulatory approach to economic 
development policy is not only failing in terms of growth and jobs (let alone 
rebalancing and regional disparities), it risks exacerbating inequality and 
instability. By further weakening bargaining rights and embedding more 
income inequality it will weaken resilience against future systemic crises. 
Cutting corporation tax has had no positive effect over the past two years and 
will not do so over the next; particularly when corporations are sitting on a 
cash pile they show no sign of investing. Further corporation tax cuts will 
inevitably fail to stimulate additional investment but will boost executive pay 
and bonuses even higher. 
 
The Coalition’s failure to deal with the proximate cause of the current crisis - 
the banking sector – is abject.  Weak reforms to be implemented by 2019 is 
not a credible response to immediate and huge problems. The Budget should 
also include a credible response to both the Heseltine Growth Review and 
John Kay’s Review of equity markets.  
 
The Government must change its mindset and begin thinking through how 
raising wages is a prerequisite for short-term recovery and building a fairer, 
more sustainable economy for the future. 
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Budget recommendations: 
 

 Government should drop plans for regional pay bargaining in the 
public sector and public sector pay cap should be ended. 

 Government should commit to mandatory disclosure of company 
pay ratios and reconsider the case for worker representation on 
remuneration committees. 

 Government should respond positively to Heseltine Review call 
for new approach to procurement. 

 
8 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. 
 
Following last year’s absurd decision to reduce the top rate of tax, restoring 
genuine progressivity into the tax system must be the priority. 
 
Budget recommendations: 
 

 Restore 50p tax rate and commit to retaining for at least 5 years to 
minimise distortions in first year and reinstatement of the 10p rate 
recognising both that raising thresholds is a poorly targeted, 
expensive way of enhancing fairness and that paying taxes and 
receiving the benefits of the welfare state is a core element of 
modern citizenship. 

 Additional resources for HMRC. 

 Reconsideration of all proposed and enacted supply-side 
‘reforms’ with tax avoiding potential. 

 Finalise quickly proposals to prevent tax avoiding companies 
bidding for public contracts. 
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9 STUC Priority 
 
A full five years after the economy first went into recession and almost six 
after the first manifestations of the credit crunch began to appear, the 
economy is still moribund and in desperate need of fiscal stimulus. Interest 
rates have been at historic lows for nearly four years and there has been 
£375bn of quantitative easing. The conditions simply don’t exist for an export 
led recovery. In these circumstances it is incumbent on the Government to try 
something new if it wants to avoid a lost decade and paying for the hysteresis 
effects of unemployment for years to come. 
 

 In this context the STUC is extremely concerned that since taking 
office the Government has cut public sector capital investment by 
£22 billion. There is a strong case for immediate reversal of these 
cuts, with priority given to investment in housing, public transport 
and green infrastructure. An investment programme of at least 1% 
of GDP should be introduced now.  

 VAT should be reduced. 

 The Government should announce its proposed Business Bank 
will be 100% state owned; capitalised with an initial £40bn over 
four years and allowed to raise funds on capital markets; 

 The Green Investment Bank must be allowed to borrow 
independently. 

 
Conclusion 
 
The Coalition’s strict adherence to austerity has brought all the problems we 
anticipated 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, a full five years after the initial 
technical recession, the Scottish labour market remains very weak. Youth and 
long-term unemployment are unacceptably high. Low demand for labour is 
masked by the rising levels of underemployment. Employers are using the 
recession to hammer wages and increase insecure, temporary low wage 
work. When a robust recovery eventually takes root, 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 2013 
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