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EXECUTIVE SUMMARY 

Gross Domestic Product (GDP) measures the value of all goods and services produced by an 
economy or economic unit, usually over the course of a year.  This could refer to a country like 
Scotland (£126 billion), a city like Glasgow (£17.9 billion) or even the impacts associated with an 
event, industry or company, for example Scottish Wildlife Tourism (£65 million). 

GDP does not account for the wearing down or use of equipment, infrastructure or other capital.  
For example, the GDP for transport & storage in Scotland is around £5.1 billion but this doesn’t 
account for the wearing away of the Forth Road Bridge or the vehicles of hauliers. 

GDP counts activities within a defined geographic area.  For example Scottish GDP excludes 
the operations of Scottish owned banks in the rest of the UK but includes the Scottish 
operations of banks headquartered in the rest of the UK. 

GDP captures income generated during the course of a specific time period, usually one year or 
one quarter.  GDP does not include income derived from production from previous years, for 
example it excludes household income from pensions and other forms of savings. 

GDP can be measured using three different approaches; output, income and expenditure.  The 
output approach measures the difference between the value of goods and services produced 
and the costs incurred during production.   The income approach measures the wages of 
individuals and the profits of companies and other organisations.  The expenditure approach 
measures all spending on finished goods and services and the balance of trade. 

The three different approaches should, in theory, provide the same GDP figure.  In practice the 
three different approaches are often used to cross check accuracy. 

Gross Value Added (GVA) is sometimes used as a measure of the size of the economy instead 
of GDP. The two measures are related, the difference between GDP and GVA being the extent 
to which taxes and subsidies are included. 

GDP can be shown in current prices or constant prices.  GDP measured in constant prices 
removes the effects of inflation by fixing the prices of goods and services so that only the 
volumes change over time.  GDP or GVA measured in constant prices provides a more 
meaningful measure of economic growth. 

The strength of GDP is that it is a single figure and widely available.  As such GDP is frequently 
used by governments, development agencies and international organisations to measure 
economic growth and development.  Scotland Performs uses GDP measures in two of the 
framework’s seven purpose targets. 

GDP has a number of limitations as an indicator of economic development, well-being or 
welfare.  Measures of GDP do not wholly account for externalities.  For example, GDP does not 
fully capture the value of natural resources consumed or pollution produced in the production of 
goods and services.  GDP as a single measure of economic development is therefore likely to 
overstate the progress of an economy.  The welfare of a nation cannot be shown from 
measuring GDP alone. 
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WHAT IS GDP? 

Gross Domestic Product (GDP) measures the value of all goods and services produced by an 
economy or economic unit, usually over the course of a year.  This could refer to a country like 
Scotland in 2012 (£126 billion1), a city like Glasgow (£17.9 billion2) or even the impacts 
associated with an event, industry or company, for example Scottish Wildlife Tourism (£65 
million3). 

GDP measures the Gross value produced and does not account for the wearing down or use of 
equipment, infrastructure or other capital.  For example, the GDP for transport & storage in 
Scotland is around £5.1 billion4 but this doesn’t account for the wearing away of the Forth Road 
Bridge or the vehicles of hauliers. 

GDP is a Domestic measure as it captures the value of all goods and services produced within 
a defined geographic area.  For example, the GDP of financial services in Scotland is around 
£8.8 billion4.  This excludes the operations of Scottish owned banks in the rest of the UK but 
includes the Scottish operations of banks headquartered in the rest of the UK. 

GDP is a measure of Production as it captures income derived from the production of all goods 
and services during the course of a specific time period, usually one year or one quarter (three 
months).  GDP does not include income derived from production from previous years.  For 
example, Scotland’s GDP of £126 billion includes £69.7 billion of wages and salaries but 
excludes household income from pensions and other forms of savings. 
 
GDP is a useful indicator of the economy as it allows the comparison of the value of goods and 
services produced by the vast range of economic units from farms to internet providers and 
hairdressers to computer games designers.  For example, we know that the GDP4 of: 

  accommodation and food service in Cumbria (£457 million) was around the same size 
as transport and storage in the Highlands & Islands (£449 million) 
 

  onshore oil and gas in the North East of Scotland (£3.1 billion) was larger than real 
estate activities in Essex (£2.7 billon) 

 

MEASURING THE VALUE OF EVERYTHING 

Total sales or revenues in Scotland’s economy during 2012 was £231 billion1 compared to GDP 
of £126 billion.  Total revenues include sales between businesses in Scotland and in some 
cases the value added in producing goods and services may be double counted in sales figures. 

For example, a customer’s restaurant bill will take into account the cost of the restaurant 
sourcing food and drink from suppliers.  Furthermore, the prices charged by seafood suppliers 
to restaurants will take into account the cost of purchasing produce from the fishing industry. 

                                            
1
 Scottish Government, Scottish National Accounts Project (SNAP) data for 2012, excluding North Sea 

2
 Office for National Statistics (ONS), Regional Accounts headline data for 2011 

3
 Scottish Government, The Economic Impact of Wildlife Tourism in Scotland 

4
 Office for National Statistics (ONS), Regional Accounts headline data for 2010 

http://www.scotland.gov.uk/Resource/Doc/311951/0098489.pdf
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To address the issue of potential double counting the value added (GDP) is measured at each 
stage in the production of goods or delivery of services as shown in Figure 1.  Every billion 
pounds of revenue across Scotland’s hotels and restaurants generates £580 million of GDP, 
and £420 million of operating costs.  Around 60% of these operating costs (£250 million) are 
from suppliers in Scotland of which £130 million accrues to producers of Scottish food and drink. 

Only part of the £130 million paid to Scottish food and drink producers will be counted as value 
added as they incur costs by sourcing raw produce and other inputs.  Every £100 million of 
revenues among Scotland’s fish processing sector generates £26 million of GDP and £74 
million of operating costs.  Around 59% of these operating costs (£44 million) are from suppliers 
in Scotland, of which £18 million accrues to the Scottish fishing and aquaculture sector. 
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Figure 1 – Scottish GDP 2009 & operating costs as a share of total sales (output) 

 

 

 

 

 

 

 

 

 

 

Fish processing Share 
 

  Operating costs 74% 
 

     Suppliers outside Scotland 30% 
 

Operating costs Share 

   Suppliers from Scotland 44% 
 

Scottish Suppliers 44% 

Value added (GDP) 26% 
 

Fishing & agriculture 18% 

   Wages 19% 
 

Other food 8% 

   Operating surplus (profits) 6% 
 

Transport 7% 

   Taxes - subsidies (production) 1% 
 

Other 10% 

   Taxes - subsidies (products) >1% 
   

Total sales (output) 100% 
   

 

 

 

Hotels & restaurants Share 
 

  Operating costs 42% 
 

 

    Suppliers outside Scotland 17% 
 

Operating costs Share 

   Suppliers from Scotland 25% 
 

Scottish Suppliers 25% 

Value added (GDP) 58% 
 

Food & drink 13% 

   Wages 36% 
 

Property 5% 

   Operating surplus (profits) 13% 
 

Transport 3% 

   Taxes - subsidies (production) 3% 
 

Other 4% 

   Taxes - subsidies (products) 7% 
   

Total sales (output) 100% 
   

 

Fishing Share 
 

  Operating costs 52% 
 

     Suppliers outside Scotland 13% 
 

Operating costs Share 

   Suppliers from Scotland 39% 
 

Scottish Suppliers 39% 

Value added (GDP) 48% 
 

Boats 12% 

   Wages 10% 
 

Fuel & utilities 9% 

   Operating surplus (profits) 29% 
 

Insurance & finance 6% 

   Taxes - subsidies (production) 3% 
 

Other 12% 

   Operating surplus (profits) 5% 
   

Total sales (output) 100% 
   

Source: Scottish Government Input-Output Tables 2009, excluding North Sea 

 

http://www.scotland.gov.uk/Topics/Statistics/Browse/Economy/input-output
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APPROACHES TO MEASURING GDP 

GDP can be measured using three different approaches: 

Output approach 

The output approach (also referred to as the production approach) measures the difference 
between the value of the goods and services produced and the value of goods and services 
used in the production process.  
 
Figure 2 shows overall output, or sales, of good and services from Scotland totalled £211 billion 
with intermediate cost of producing those goods and services £104 billion.  The difference 
between total sales and total costs, £107 billion, represents the value added (GDP) by 
Scotland’s economy. 

Income approach 

The income approach measures the wages of individuals and the profits of companies and 
other organisations. 
 
Figure 2 shows compensation of employees (including wages and salaries) in Scotland was £64 
billion with gross operating surplus (including the profits of companies) of £38 billion.  Adding 
taxes less subsidies on products (such as VAT) and production (such as business rates) to 
compensation of employees and gross operating surplus gives overall income (GDP) of £107 
billion accruing to Scotland’s economy. 

Expenditure approach 

The expenditure approach measures all spending on finished goods and services by consumers 
and the government, investment spending and the balance of trade (the difference between 
exports and imports). 
 
Adding the spending items in Figure 2 (households, non-profit institutions serving households5, 
capital, government and tourism) shows £119 billion of spending with total exports (rest of UK 
and rest of world) of £62 billion and total imports of £74 billion.  Adding the balance of trade (the 
difference between exports and imports) to spending shows value added (GDP) of £107 billion. 
  
 
The three different approaches should, in theory, provide the same GDP figure.  In practice the 
three different approaches are often used to cross check accuracy.  The latest Input-Output 
tables for 2009, published by the Scottish Government, reconcile all three measures to show 
Scottish GDP at £107 billion. 
 
 
 
 
 
 
 
 
 
 

                                            
5
 This includes institutions such as universities and charities 

http://www.scotland.gov.uk/Topics/Statistics/Browse/Economy/input-output
http://www.scotland.gov.uk/Topics/Statistics/Browse/Economy/input-output
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Figure 2 – Approaches to measuring GDP (2009) 

Output Components 
Value 
(£m) 

Total sales (output) £210,920.4 

Total intermediate consumption £104,138.9 

Difference of above equals GDP £106,781.5 
Source: Scottish Government, Input-Output Tables 2009 

 

Income Components 
Value 
(£m) 

Compensation of employees £63,560.9 

Gross operating surplus £38,441.3 

Taxes less subsidies on products £3,547.1 

Taxes less subsidies on production £1,232.1 

Total of above equals GDP £106,781.5 

Source: Scottish Government, Input-Output Tables 2009 

 

Expenditure Components 
Value 
(£m) 

Households £64,890.1 

Non-Profit Institutions Serving Households £2,680.3 

Gross capital formation £18,435.1 

Central government £19,461.7 

Local government £10,554.9 

Tourism £2,598.6 

Rest of UK exports £42,738.6 

Rest of world exports £19,177.5 

Imports rest of the UK -£54,758.7 

Imports rest of the world  -£18,996.6 

Total (minus imports) equals GDP  £106,781.5 

Source: Scottish Government, Input-Output Tables 2009 

The estimates of GDP are based on information from government surveys of businesses, data 
from government departments and administrative sources.  The Scottish Government has 
published a guide on the sources of data used to compile GDP figures. 

The output approach requires 
less information and data is 
usually available more 
promptly than for the income 
and expenditure approaches.  
 
 
The output approach is 
typically used to compile 
short-term GDP indicators, 
for example quarterly 
economic growth figures. 

http://www.scotland.gov.uk/Topics/Statistics/Browse/Economy/GDP/GDPcalc
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GROSS VALUE ADDED 

Gross Value Added (GVA) is sometimes used as a measure of the economy instead of GDP. 
The two measures are related with GVA usually measured in the same way as the income 
approach for GDP.  The difference between GDP and GVA is the extent to which taxes and 
subsidies are included. 

GVA is often shown at basic prices which includes taxes (minus subsidies) on production such 
as business rates.  When taxes (minus subsidies) on products, such as VAT, are also included 
then GVA is shown at market prices. 

GVA at market prices is equivalent to GDP as shown in the table below.  When taxes (minus 
subsidies) for both production and products are excluded GVA is shown at factor cost.  The 
ONS has published a short guide which describes the different measures. 

Table 1 – Measures of GDP and GVA Scotland 2012 (£m) 

Alternative Measures GVA 

Gross Value Added at factor cost £110,841 

Gross Value Added at basic prices £112,129 

Gross Value Added at market prices (GDP) £126,004 

Source: Scottish Government, Scottish National Accounts Project (SNAP)  

CURRENT PRICES AND CONSTANT PRICES 

GDP can be shown in current prices, also referred to as GDP in nominal or cash terms.  GDP 
measured in current prices shows the value of goods and services measured by the actual price 
charged or paid for the goods or services at time of production or consumption. 

GDP can also be shown in constant prices, also referred to as GDP in real terms.  GDP 
measured in constant prices removes the effects of inflation by fixing the prices of goods and 
services so that only the volumes change over time. 

The latest data from SNAP suggests that GVA in Scotland increased by 5.2% between 2008 
and 2012 when measured in current prices, but fell by 1.5% when measured in constant prices.  
GDP or GVA measured in constant prices provides a more meaningful measure of economic 
growth. 

SPICe has produced an inflation tool based on HM Treasury’s GDP Deflator series.  This can 
be accessed from the Financial Scrutiny webpage on the Scottish Parliament website.  

NORTH SEA 

The UK Office for National Statistics (ONS) produces estimates of GVA for Scotland and all 
regions of the UK.  The estimates identify “extra-regio” activities that are not allocated to a 
specific region.  This includes offshore oil and gas extraction on the UK Continental Shelf 
(UKCS). 

GVA (basic prices)  
+ taxes on products 
- subsidies on products  
 
= GVA (market prices) or GDP 

http://www.ons.gov.uk/ons/guide-method/method-quality/specific/economy/national-accounts/articles/uk-national-accounts---a-short-guide-2012.pdf
http://www.scotland.gov.uk/Topics/Statistics/Browse/Economy/SNAP/expstats/aggregates/SNAP2012Q4
http://www.scottish.parliament.uk/parliamentarybusiness/16305.aspx
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There are a number of different ways to allocate a share of economic activity in the North Sea to 
Scotland including a zero share, population share and geographical share.  The Government 
Expenditure and Revenue in Scotland (GERS) publication (March, 2013) provides a detailed 
explanation of the different approaches to allocate North Sea activities to Scotland.  Allocating a 
geographic share of North Sea activity increases Scotland’s GDP by £22 billion (18%). 
 
Table 2 – Alternative Measures of GDP for Scotland 2012 (£m) 

Alternative Measures GDP 

GDP (onshore) £126,004 

GDP including population share of extra-regio £128,214 

GDP including geographic share of extra-regio £148,147 

Source: Scottish Government, Scottish National Accounts Project (SNAP)  

BENCHMARKING GDP AND ECONOMIC GROWTH 

Most developed countries produce measures of GDP using the same definitions allowing 
international benchmarking.  For example, the value added by Barcelona’s economy is 
marginally larger (3%) than that of the Scottish economy, as shown in Table 3.  The economy of 
Romania is 10% smaller than the economy of Scotland whilst the Hungarian economy is 30% 
smaller than the Scottish economy. 

Table 3 – 2010 GDP in current prices 

Country GDP (€bn) 
Difference with 

Scotland 

Barcelona €143 3% 

Scotland €139 - 

Romania €124 -10% 

Hungary €97 -30% 

Source: Eurostat, regional accounts (excluding North Sea) 

Differences in price levels between countries can make GDP comparisons difficult.  Even when 
countries share a currency, such as the euro, national price levels can still vary.  Differences in 
price levels mean countries producing a similar volume and pattern of goods and services may 
have economies of a significantly different size. 

Eurostat publishes GDP figures in a Purchasing Power Standard (PPS) taking into account the 
relative price of a basket of comparable goods and services representing national consumption 
patterns.  The GDP figures from Table 3 are shown again in Table 4 adjusted for PPS. 

http://www.scotland.gov.uk/Resource/0041/00415875.pdf
http://www.scotland.gov.uk/Resource/0041/00415875.pdf
http://epp.eurostat.ec.europa.eu/portal/page/portal/region_cities/regional_statistics/data/main_tables
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Table 4 – 2010 GDP using purchasing power standard 

Country GDP (€bn) 
Difference with 

Scotland 

Romania €245 78% 

Hungary €159 16% 

Barcelona €153 11% 

Scotland €137 - 

Source: Eurostat, regional accounts (excluding North Sea) 

The PPS measure tends to reduce the GDP of countries with relatively higher price levels and 
increase the GDP of countries with relatively lower price levels.  After adjusting for price levels, 
the Romanian and Hungarian economies are significantly larger than the Scottish economy.  
The price level adjustments are made at a national level (including the UK and Spain) and it is 
likely that Scotland and Barcelona would be closer if regional price levels were used. 

POLICY RELEVANCE AND LIMITATIONS OF GDP 

The strength of GDP is that it is a single figure and widely available.  As such GDP is frequently 
used by governments, development agencies and international organisations to measure 
economic growth and development.  Scotland Performs measures and reports on the progress 
of government in Scotland, two of the framework’s seven purpose targets are based on GDP 
including: 

 Economic Growth Purpose Target: To raise the GDP growth rate to the UK level by 2011 
and that of small independent EU countries by 2017 

 Productivity Purpose Target: To rank in the top quartile for productivity (GDP per hour 
worked) against our key trading partners in the OECD by 2017 

The latest assessment (at August 2013) showed an improvement in performance towards the 
economic growth purpose target and maintained performance towards the productivity purpose 
target.  A recent Scottish Parliament Information Centre (SPICe) research briefing provides an 
overview of progress against the Purpose Targets and National Indicators, set out in the 
National Performance Framework and the Scotland Performs website. 

GDP has a number of limitations as an indicator of economic development, well-being or 
welfare.  For example, a country’s GDP per capita does not reveal anything about the 
distribution of income among residents.  Gross National Income (GNI) is linked to GDP but 
provides a better measure of income retained by residents from the production of goods and 
services.  GNI is based on GDP but includes payments and receipts to and from the rest of the 
world, a description of GNI is provided by the ONS. 

The latest figures for Ireland show that in 2011 Gross National Income (GNI) per capita of 
€28,611 was 19% lower than Gross Domestic Product (GDP) per capita at €35,455 (Central 
Statistics Office, 2013).  The difference between income and GDP may be partly explained by 
the repatriation of profits among foreign firms in Ireland. 

http://epp.eurostat.ec.europa.eu/portal/page/portal/region_cities/regional_statistics/data/main_tables
http://www.scotland.gov.uk/About/Performance/scotPerforms
http://www.scottish.parliament.uk/ResearchBriefingsAndFactsheets/S4/SB_13-08.pdf
http://www.ons.gov.uk/ons/guide-method/method-quality/specific/economy/national-accounts/publications/2010---present/gross-national-income--gni--inventory/index.html
http://www.cso.ie/en/statistics/nationalaccounts/principalstatistics/nationalincomecurrentmarketpricesm/
http://www.cso.ie/en/statistics/nationalaccounts/principalstatistics/nationalincomecurrentmarketpricesm/
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Measures of GDP do not wholly account for externalities.  For example, GDP does not fully 
capture the value of natural resources consumed or pollution produced in the production of 
goods and services.  GDP as a single measure of economic development is therefore likely to 
overstate the progress of an economy.  The welfare of a nation cannot be shown from 
measuring GDP alone, this is discussed further in the SPICe briefing on alternatives to GDP. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.scottish.parliament.uk/ResearchBriefingsAndFactsheets/S4/SB11-63.pdf
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Scottish Parliament Information Centre (SPICe) Briefings are compiled for the benefit of the 
Members of the Parliament and their personal staff. Authors are available to discuss the 
contents of these papers with MSPs and their staff who should contact Richard Marsh on 
extension 85377 or email richard.marsh@scottish.parliament.uk. Members of the public or 
external organisations may comment on this briefing by emailing us at 
spice@scottish.parliament.uk. However, researchers are unable to enter into personal 
discussion in relation to SPICe Briefing Papers. If you have any general questions about the 
work of the Parliament you can email the Parliament’s Public Information Service at 
sp.info@scottish.parliament.uk. 

 

Every effort is made to ensure that the information contained in SPICe briefings is correct at the 
time of publication. Readers should be aware however that briefings are not necessarily updated 
or otherwise amended to reflect subsequent changes. 
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