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Tuesday, 1st February 2005 
 
The Committee will meet at 2 pm in Committee Room 4.  
 
1. Declarations of interest: Members will make declarations of interest relevant to 

the remit of the Committee.  

2. Business Growth inquiry: the Committee will consider a paper on the proposed 
structure of its Business Growth inquiry. 

 
3. Business in the Parliament 2005: the Committee will consider a paper on the 

proposed structure for the Business in the Parliament 2005 conference and take 
evidence from: 

 
Mike McElhinney, Head of Business and Trade Union Liaison, Scottish 
Executive Enterprise, Transport and Lifelong Learning Department; 
 
Rebecca Robinson, Policy Advisor Business and Trade Union Liaison, 
Scottish Executive Enterprise, Transport and Lifelong Learning Department. 

4. European Union State Aid: the Committee will consider a paper on European 
Union State Aid.    

  Stephen Imrie  
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Enterprise and Culture Committee 
 

Meeting 1 February 2005 
 

Business Growth Inquiry: Proposed Terms of Reference, Methodology and 
Work Programme 

 
Introduction 
 
This paper sets out a proposed terms of reference, methodology and work 
programme for the business growth inquiry. The inquiry has the potential to be very 
broad-ranging and so will need to be carefully focused to enable Members to reach 
meaningful conclusions.  
 
This is the second occasion that the Committee has discussed the remit for the 
inquiry. Members first considered a ‘top-line’ remit on 30 November, following 
presentation of the external research commissioned from Firn Crichton. At that 
meeting it was agreed that the ‘top-line’ remit would be: 
 

“An inquiry into what needs to be done to increase the level of sustainable 
business growth in Scotland in the next 10 years” 

 
In December 2004, the clerks sent this ‘top line’ remit and the paper produced by 
SPICe to a range of organisations to ask for feedback on this issues the Committee 
had raised as the possible focus for the inquiry. 
 
It is necessary now to finalise the process of agreeing a more detailed terms of 
reference, methodology and work programme for the inquiry, in order to launch a full 
call for evidence in due course and to begin to take oral evidence after the 
conclusion of the Committee’s work on the HE/FE Bill. 
 
To help achieve this, the Convener asked SPICe produce a paper on the broader 
challenges for business growth in Scotland and the factors that contribute to these 
challenges. The SPICe paper is attached as Annexe A. 
 
Proposed Terms of Reference 
 
Economic growth is the Scottish Executive’s stated top priority. To achieve this, 
improving business growth will be critical. This growth must come in the form of the 
creation of new businesses, the development of existing firms into efficient and 
productive world leaders in their field, and inward investment. This growth must also 
recognise the principles of sustainable development. 
 
The Scottish Executive and its agencies have a wide range of initiatives and 
programmes already underway aimed at improving business growth in Scotland. 
Some successes can be identified, but can we do better and how do you achieve 
that? 
 
This inquiry aims to “add value” to that debate. Over the course of our inquiry we will 
look at what is being done in Scotland to stimulate sustainable business growth, 
compare ourselves with others around the world in terms of best practice, identify the 
challenges we face over the next decade and propose actions for the longer-term.  
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The challenges we will face over the next decade are enormous. How will we 
increase our R&D base and how do we stimulate greater innovation and 
commercialisation within this? How do we boost our level of business start-ups and 
encourage firms to grow into world leaders? How do we improve our productivity and 
our investment levels?  How should we respond to changing demographics and how 
can we overcome our peripherality from our export markets? Do our businesses 
compete on a level playing field? And what role is there for all of us in the public and 
private sector in terms of tackling these challenges? 
 
To answer these questions, we will seek to address the following points: 
 
1. Why is business growth in Scotland lower than other parts of the UK and other 

regions and countries worldwide? 
 
2. What challenges will we face as we seek to stimulate long-term, sustainable 

business growth in Scotland? 
 
3. What are we currently doing to tackle these challenges, how effective are our 

efforts and what should we be doing both in the public and the private sectors to 
increase their effectiveness? 

 
4. Can we learn from others and can we identify best practice that can be 

replicated in Scotland? 
 
5. What is our vision for the next decade in terms of business growth and how are 

we going to get there?  
 
Methodology and timetable 
 
The proposed timetable (attached at Annexe B) sets out the various stages for the 
inquiry. It is proposed to start with an open call for written evidence. As per best 
practice, a period of 8-10 weeks should be allowed for receipt. Additionally, a 
targeted mailing of specific organisations and individuals will be carried out1. Drawing 
on the written submissions received, although not necessarily exclusively, the 
Committee will select organisations and individuals who will be asked to give oral 
evidence. As per previous practice in the Committee, we will look at other innovative 
ways of encouraging people to submit their evidence and views. 
 
In addition to meetings held in Edinburgh to hear oral evidence, the Committee may 
wish to hold formal meetings outwith the Parliament premises. It is proposed that 
at least one Committee meeting, at which oral evidence is taken, should be 
organised along these lines. As the remit of the inquiry is to look at business growth, 
a possible venue would be at a business or organisation that could be considered as 
a good example (assuming suitable facilities are available to host the meeting). 

It would also be possible to combine formal Committee meeting(s) outwith Edinburgh 
with fact-finding visits to local businesses and organisations in the area that are 
role models, exhibit certain characteristics that are of relevance to the inquiry etc. 
 

 
1 Members are free to make suggestions to the clerk of local organisations that can be added to the mailing list 
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It is also proposed to divide the Committee into groups of 3 Members and to then 
organise a series of visits overseas as part of the fact-finding process. These 
would help demonstrate good practice and act as success stories to help inform our 
recommendations. It is proposed also that the Committee selects one or more 
representatives from the business sector to accompany each of the groups of 
MSPs during these visits and provide advice and support to maximise the lessons 
learnt. 
 
The choice of countries and regions for the visits need not be decided at this stage. 
However, it would be useful to set out some criteria to judge where they may be. It is 
suggested that these criteria would include the following: 
 
• likely to be EU members’ although there may be scope for non-EU countries 
• they would be high growth areas 
• they should have similar political structures 
• they should have similar socio-economic structures 
 
Finally, the Committee may wish to appoint an adviser(s) to assist with this Inquiry. 
If the Committee is so minded, the clerks could begin the administrative process to 
seek the approval of the Bureau and bring forward a shortlist of possible advisers. 
 
Work schedule 
 
A proposed inquiry timetable is attached at Annexe B.  Points to note include: 
 
1. Slots have been left open in the schedule to allow additional evidence to be taken 

from those who make interesting written submissions.  
 
2. Assuming the Committee continues to meet weekly on Tuesdays until the HE/FE 

Bill is completed in mid-March 2005, the proposal is that the Committee moves to 
a fortnightly pattern of meetings until the summer recess. During this time, the 
now agreed follow-on inquiry into ‘employability’ can be brought on-stream. This 
pattern of work will enable the Committee to more easily complete any visits in 
the UK and overseas. 

 
3. It is proposed that consideration of interim findings be undertaken in public to 

allow for maximum transparency. However, it is proposed that the Committee 
take formal consideration of its draft final report in private to help reach a 
common view and to maximise impact with the media. Under standing orders a 
formal decision by the Committee is required for each meeting in private. 

 
4. It is envisaged that the Committee would have a draft final report ready by the 

summer 2005 recess, which would form the basis of a document to discuss at the 
Business in the Parliament conference (to be held in September 2005). This 
would enable the Committee to ‘test’ key findings with the delegates at the 
Conference and subsequently publish the report shortly thereafter. 

 
5. It is proposed that the Committee would then bid for time in the Chamber to 

debate the report during the last quarter of 2005. 
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Recommendations 
 
The Committee is invited to: 
 
1. discuss and agree the proposed terms of reference; 
 
2. accept the general structure and timetable outlined in this paper for the 

implementation of the inquiry; 
 
3. agree to make the written evidence received publicly available during the 

course of the inquiry; 
 
4. agree to consider a range of case studies during the inquiry and from these 

to identify those where a visit by a cross-party delegation would be 
appropriate. The Convener and clerk will bring proposals to the Committee 
for approval and then take forward the necessary requests internally;  

5. agree to delegate power to the Convener to deal with any witness expenses 
claims which may arise as part of this inquiry;  

 
6. agree to seek appropriate authorisations to enable the Committee to hold at 

least one meeting outside the parliamentary campus in the first half of 
2005; 

 
7. consider whether an adviser(s) is needed for this inquiry and, if so, instruct 

the Convener and clerk to seek the necessary approval and bring back a 
shortlist of possible advisers; 

 
8. formally agree that the meetings, or parts of meetings, which are utilised to 

agree the draft final Report, shall be held in private, but agree that prior to 
that stage there would be an opportunity to discuss interim views and 
findings in public; 

 
9. agree that the Report, once agreed by Committee, be given full publicity via 

press briefings; 
 
 
Alex Neil MSP 
Convener 
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PAPER PRODUCED BY SPICe 
 
Business Growth – Introduction 
 
Concern has been expressed that the rate of business growth in Scotland 
compares unfavourably with other parts of the UK and that this will have 
adverse effects on the rate of innovation, employment opportunities, growth of 
earnings and level of the tax base in Scotland. On 30 November 2004, the 
Enterprise and Culture Committee agreed the following broad terms of 
reference for its inquiry into Business Growth in Scotland: 
 
“an inquiry into what needs to be done to increase the level of sustainable 
business growth in Scotland in the next 10 years.” 
 
It is important to make the distinction between business growth and economic 
growth. Whilst economic growth involves overall growth in the economy, 
business growth is restricted to the corporate i.e. private sector.  
 
Business growth can be measured in a number of ways including:  
 

• The number of new businesses started in a given time 
• The rate of increase in the total number of businesses 
• The rate of increase in the number of large businesses (>250 

employees and/or >€50m turnover) and the number of medium sized 
businesses (50-250 employees and/or between €10m and €49m 
turnover)2 

 
Business growth is deemed to be desirable because it increases the number 
of jobs and the amount of wealth generated as well as increasing innovation 
and hence productivity as new and fast growing companies are less bound by 
traditional ways of doing things.  
 
“Growing Businesses” is one of the priorities outlined by the Executive in the 
original and recently refreshed enterprise strategy, A Smart Successful 
Scotland. However, one interesting finding of the research commissioned by 
the Committee and carried out by John Firn and David Crichton, was that 
none of the Enterprise Agencies they benchmarked3 “could demonstrate a 
robust, systematic approach to measuring the impact of their business growth 
sector.” 
 
Indeed, an issue the committee may wish to explore in its inquiry into 
business growth is: is the evidence base adequate? Is there sufficient 
statistical knowledge of business growth and the reasons for business growth 
to allow for robust evidence based policy? This issue is particularly important 

 
2 The criteria for medium and large businesses are based on the European Commission 
definitions. 
3 The benchmarked agencies, in addition to Scottish Enterprise and Highlands and Islands 
Enterprise (HIE), were from Estonia, Nova Scotia, Pittsburgh, Wales, Nordrhein Westphalia, 
North East England, Emilia-Romagna and Ireland. 
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given the priority status the Executive gives to “growing businesses” in Smart, 
Successful Scotland.  
 
The Perceived Problems 
 
Committee members have identified the following perceived problems with 
business growth in Scotland, which an inquiry into the matter would wish to 
consider.  
 

1. There are not enough business start-ups in Scotland and not 
enough small businesses growing to higher value businesses 

 
The most dynamic and competitive economies produce the largest numbers 
of new businesses. Scotland’s business start-up level is low compared to 
much of the rest of the UK, particularly London and the South East. Members 
may wish to consider what is holding people back from starting a business, as 
well as analysing the reasons for business failure.  
 
VAT registrations are the best official measure of new business formation. No 
consistent international comparisons are available on new business formation, 
due to differences in company law and data collection procedures. However, it 
is possible to compare variations within the UK. 
 
The figure below shows Scotland’s VAT registration rate in 2002 at 9th out of 
12 regions and 26% below the UK average. 
 
Figure 1: VAT Registrations per 10,000 adults, 1999 and 2002 

 
Source: Measuring Scotland’s progress towards a Smart, Successful Scotland 
2004.  
 
Table 1 (below) shows the rate of new business registrations over the period 
since 1997 to have averaged 9.3% per annum in Scotland but 10.4% in the 
UK. The rate of business closures has averaged 8.6% per annum in Scotland 
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and 9.0% in the UK. The net increase in the business stock has averaged 
0.7% per annum in Scotland and 1.4% in the UK with the result that the total 
increase over the period was 4.7% in Scotland, but 10% in the UK.  
 
Table 1: Registrations, Deregistrations and Net Change in Stock of VAT 
registered Businesses in Scotland and the UK  
 
Year 1997 1998 1999 2000 2001 2002 2003
Scotland
Start of year Stock 120,915 122,700 123,970 124,550 125,215 125,650 126,020

Registrations in year 12,440 11,860 11,435 11,260 10,850 11,010 11,915

Registrations as % of stock 10.3 9.7 9.2 9.0 8.7 8.8 9.5

Deregistrations in year 10,655 10,585 10,860 10,595 10,415 10,635 11,380

Dergistrations as % of stock 8.8 8.6 8.8 8.5 8.3 8.5 9.0

Net change in year 1,785 1,270 580 665 435 370 540

Percent net change in year 1.5 1.0 0.5 0.5 0.3 0.3 0.4

Percent increase in Scotland over period: 4.7%

UK
Start of year Stock 1,645,950 1,683,675 1,719,330 1,744,380 1,767,535 1,783,135 1,794,920

Registrations in year 185,950 184,770 178,450 179,585 168,445 175,700 189,890

Registrations as % of stock 11.3 11.0 10.4 10.3 9.5 9.9 10.6

Deregistrations in year 148,230 149,115 153,400 156,440 152,840 163,920 174,355

Dergistrations as % of stock 9.0 8.9 8.9 9.0 8.6 9.2 9.7

Net change in year 37,725 35,655 25,050 23,155 15,600 11,785 15,540
Percent net change in year 2.3 2.1 1.5 1.3 0.9 0.7 0.9

Percent increase in UK over period: 10.0%
 

Source: Small Business Service  
 
Total entrepreneurial activity (TEA) data from the Global Entrepreneurship 
Monitor (GEM) allow for a degree of international comparison (see figure 
below). The proportion of the labour force who were actively taking steps 
towards setting up, or had recently set up a business, in Scotland was 5.5% in 
2003, placing Scotland in the 3rd quartile of 18 developed countries. 
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Figure 2: Total Entrepreneurial Activity Index, 2000 and 2003 

 
Source: Measuring Scotland’s progress towards a Smart, Successful Scotland 
2004.  
 
Improving the level of entrepreneurial activity is a key theme of Smart 
Successful Scotland, and some of the Executive’s policies are outlined below. 
During the course of the inquiry, members may wish to scrutinise the 
effectiveness of these policies, and indeed the ability of a public body to 
significantly improve Scotland’s rate of entrepreneurial activity.  
 
Another problem that has been identified by members is that not enough 
Scottish businesses grow into larger sized businesses. 
 
Despite the strategic aim of increasing the numbers of high growth new 
businesses in Scotland, no data are available which would allow for 
international comparisons – an information gap which the committee may 
wish to consider as a problem in its own right. There is also no official data on 
variations in high growth new businesses within the UK. Recent work by the 
Scottish Executive on the Inter - Departmental Business Register (IDBR), a 
register of businesses held by the government, identified businesses in 
Scotland which registered for VAT and/or started a PAYE scheme in 1998 
and 1999 and tracked their progress to 2001 and 2002 respectively. These 
data are used here as they provide useful insights into the dynamics and 
scale of high growth new firm formation. The research showed that of the 
businesses which had registered for VAT and had less than five employees in 
1999 only 50 or 0.55% had grown to employ more than 15 people by 2002.  
 
However, an element of perspective is useful when looking at this research. 
This study was conducted over a 3 year period, and it would be ambitious for 
any company to grow its employee numbers by 300% in such a timescale.  
 
Having said that, the Committee may wish to consider the fact that around 
40% of the businesses tracked over the period closed. During the course of 
the inquiry, members may wish to explore the reasons for business failure in 
Scotland.  
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Figure 3: 2001 and 2002 Employment Levels of 1998 and 1999 VAT 
Registrations (% of total) 

 
 
Source: Measuring Scotland’s progress towards a Smart, Successful Scotland 
2004.  
 
It is useful to consider problems 2 and 3 together. 

 
2. There are not enough medium sized businesses in Scotland, and 

not enough of our medium sized businesses grow into large 
businesses 

 
3. There are not enough large sized business in Scotland 

 
The recently refreshed publication of A Smart, Successful Scotland states that 
Scotland lacks “a critical mass of larger businesses” and that “a key challenge 
is growing and sustaining businesses of scale” (Scottish Executive 2004a, 
p15). The December 2004 Scottish Enterprise newsletter for Corporate 
Scotland, Inform, states that “the real challenge facing Scotland, in economic 
terms, is not encouraging more start-ups but in developing its mid-size sector 
to become companies of scale. Currently Scotland has only 12 firms with a 
value added of between £250m and £1bn, compared with 221 firms of this 
size in the UK. The recent, and much-debated, research report by Royal Bank 
of Scotland highlighted that the top 10 companies in Scotland account for 
nearly 70% of the value-added of the top 100 (Scottish Enterprise 2004, p6).”  
 
Table 2 reveals that businesses in Scotland account for 7.16% of total VAT 
registered enterprises in the UK in 2004. When defining business size by the 
number of employees, businesses in Scotland account for 7.16% of total 
small businesses (0-49 employees), 7.50% of medium sized businesses (50-
249 employees), and 6.78% of large businesses (over 250 employees) in the 
UK in 2004.  
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Table 2: VAT based enterprises in 2004 by Government Office Region and Country by 
employment size band (%) 
 

% of total small % total med sized % of total large % of total 
businesses in UK businesses in UK businesses in UK businesses in UK

North East 2.50 3.28 3.20 2.52
North West 9.43 10.91 9.86 9.46
Yorkshire and the Humber 7.19 8.24 7.78 7.21
East Midlands 6.91 7.43 6.59 6.91
West Midlands 8.36 8.98 8.41 8.37
East  10.17 9.27 8.60 10.15
London 15.22 15.67 18.58 15.24
South East 15.73 14.38 14.75 15.70
South West 9.49 7.67 6.84 9.44
Wales 4.49 3.76 3.08 4.48
Scotland 7.16 7.50 6.78 7.16
Northern Ireland 3.35 2.91 2.07 3.34
UK 100.00 100.00 100.00 100.00

 
Source: Office for National Statistics 2004 

 
Table 3 below shows businesses by UK region, as a proportion of the total 
number of UK businesses, broken down by turnover size band. It can be seen 
that businesses in Scotland account for 7.40% of the total number of UK 
businesses in the smallest turnover category (£0-£49k). Scottish businesses 
account for 6.17% of the total UK businesses that are in the highest turnover 
size band (£5m +). In terms of its contribution to the overall UK figure, this 
ranks Scotland 9th out of the 12 regions, with only the North East (2.55%), 
Wales (2.74%) and Northern Ireland (2.46%) contributing lower proportions to 
the total number of UK businesses that fall into the highest turnover category.  
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Table 3: VAT based businesses by Government Office Region and Country (%) 
by turnover size band (£000’s), 2004 

0-49 50-99 100-249 250-499 500-999 1000-4999 5000+ Total
North East 2.08 2.57 2.69 2.70 2.56 2.57 2.55 2.52
North West 8.54 9.50 9.73 9.78 9.72 9.85 9.92 9.46
Yorkshire and the Humber 6.74 7.17 7.38 7.37 7.43 7.40 7.50 7.21
East Midlands 6.84 6.95 6.96 7.03 6.78 6.85 6.50 6.91
West Midlands 8.20 8.25 8.40 8.48 8.62 8.78 7.99 8.37
East  10.00 10.46 10.17 9.95 10.18 9.94 9.36 10.14
London 12.89 14.73 14.98 15.98 17.34 18.89 22.89 15.29
South East 15.33 16.41 15.59 15.37 15.50 15.45 15.68 15.70
South West 10.70 9.75 9.49 9.14 8.42 7.39 6.27 9.44
Wales 5.95 4.38 4.46 3.94 3.53 3.25 2.74 4.47
Scotland 7.40 7.03 7.35 7.46 6.88 6.46 6.17 7.16
Northern Ireland 5.35 2.80 2.78 2.81 3.04 3.18 2.46 3.34
UK 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

 
Source: Office for National Statistics, 2004 

 
It can be seen from the table and graph below that of the total number of VAT 
registered enterprises in Scotland, 8.75% have a turnover of £1 Million or 
more in 2004. In comparison, 9.81% of total businesses in the UK have a £1 
Million or more turnover. In terms of these figures, Scotland would be ranked 
10th out of the 12 regions. 
 
Table 4: Businesses with a turnover of £1Mill or more, as a proportion of 
the total number of businesses within each Government Office 
Region/Country, 2004 
 

% of businesses with £1m + turnover
North East 10.00
North West 10.23
Yorkshire and the Humber 10.11
East Midlands 9.60
West Midlands 10.06
East  9.48
London 12.75
South East 9.69
South West 7.39
Wales 6.86
Scotland 8.75
Northern Ireland 8.81
UK 9.81  
 

    Source: Office for National Statistics, 2004 
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Figure 4: Businesses with a turnover of £1Mill or more, as a proportion 
of the total number of businesses within each Government Office 
Region/Country, 2004 
 

% of Businesses by Government Office Region with £1mill+ turnover
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Policies for Promoting Business Growth in Scotland (dealing with 
Perceived Problems 1-3) 
 
Smart, Successful Scotland outlines a number of “policy levers” designed to 
assist in “growing businesses”. The Committee may wish to look at 
 

• Careers Scotland support to education providers in developing 
enterprise in education 

• The effectiveness of the Business Growth Fund, Business Gateway 
and First Stop in providing support to business start-ups. Are these 
being used? Are they necessary?  

• The effectiveness of the Scottish Co-investment Fund. 
• The effectiveness thus far and potential value added deriving from the 

Intermediary Technology Institutes (ITIs)  
• The Scottish Executive Expertise, Knowledge & Innovation Transfer 

(SEEKIT) programme  
 
The committee may wish to assess the effectiveness of these policies in 
improving the number of business starts, medium and large sized enterprises. 
What is the view of the business community on these policies? The 
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Committee may also wish to consider the effectiveness of some of the funding 
programmes available to Scottish businesses. What type of business makes 
use of the Scottish Enterprise funding streams? Have any of these policies 
been the key causal factor allowing a business to move from a small to large 
scale? Some funding programmes available to Scottish business via Scottish 
Enterprise are:  
 

• Small Company Innovation Support, providing financial support to 
companies for projects that lead to the development and introduction of 
new products and processes 

• R&D Plus, designed to assist large companies engaged in R&D 
activities in Scotland, by providing up to 25% of project costs in pre-
competitive R&D 

• SMART, a competition that provides funding of up to 75 per cent of 
eligible costs for a technical  and  commercial  feasibility  study  lasting  
between  6  and  18  months.    The maximum award is £50,000.  

• SPUR, a scheme that covers 35 per cent of eligible costs for projects of 
over £75,000 lasting between 6 months and 3 years.  The maximum 
award is £150,000.  

• SPUR+, a scheme that covers 35 per cent of eligible costs for projects 
of over £1 million lasting  between  6  months  and  3  years.    The  
maximum  award  is  £500,000,  and  the scheme is only open to SMEs 
involved in markets that demand expensive leading-edge technology.  

 
The funding programmes mentioned above are geared toward improving the 
levels of private sector R&D in Scotland which are lower as a proportion of 
GDP, than in several competitor economies, (see figure 5). The effectiveness 
of Executive attempts to tackle Scotland’s relatively low levels of R&D is an 
issue that the Committee may wish to consider during the inquiry.  
 
Figure 5: Business Enterprise R%D expenditure as % of GDP, 2002 
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Source: Scottish Executive 2004d 

4. There is not enough inward investment in Scotland – not in the 
traditional sense of low-value manufacturing type FDI, but high 
value inward investment which would have positive spin-off 
effects for Scottish businesses 

 
The importance of FDI has changed in emphasis since the 1980s with a shift 
in the Scottish economy from manufacturing to services. As inward 
investment matures, the importance of re-investment by existing investors has 
grown. There is a perception that Scotland has not got enough high value 
inward investment and that this has contributed to Scotland’s low levels of 
private sector R&D.  
 
Is this the case? Members may wish to probe this issue during the course of 
the inquiry. Scotland was recently named European Region of the Future by 
“FDI” (Foreign Direct Investment) publication, produced by the Financial 
Times. In a press release announcing the award, FDI states:  
 

“The country [Scotland] has one of the largest and most active investment promotion 
networks, which has successfully targeted high-value-added sectors, such as 
microelectronics, life sciences and financial services. Recent investments include: 
Raytheon’s investment in Glenrothes to build missile guidance systems for the 
Harrier, Tornado and Eurofighter planes; JPMorgan’s investment in a systems centre 
in Glasgow responsible for developing its global technology; and Johnson & Johnson-
owned life sciences company Inverness Medical’s expansion of its research and 
development activities in Inverness, creating more than 400 jobs.”    

 
The Committee may wish to receive evidence from the judges of the award 
and consider how Scotland can build on some of the strengths outlined by 
them.  
 
In general terms, business growth benefits deriving from inward investment 
are:  
 

• The creation of trading opportunities for companies already located in 
Scotland;  

• The introduction of new business, management and manufacturing 
practices; 

• The learning effects for indigenous companies and potential future 
business owners. 

 
The Committee may wish to consider how inward investment is to be attracted 
to Scotland. Not all FDI results from the efforts of public agencies, some, like 
foreign oil companies, simply follow market conditions. Factors deemed 
conducive to attracting inward investment might include: 
 

• the availability of a skilled and adaptable workforce,  
• the tax regime and grants,  
• good physical infrastructure and tele-communications,  
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• closeness to markets, and clusters of inter-related activities and 

suppliers,  
• flexible labour laws,  
• level of profitability, 
• the attractiveness of the environment and the quality of life.  

 
These are all issues that the Committee will wish to consider during the 
course of its inquiry and some of them are considered in greater detail below.  
 
Priorities of Scottish Development International (SDI) who are the main public 
body responsible for FDI, include:  

• Encouraging direct inward investment, concentrating on research, 
design and development projects with high knowledge content;  

• Helping to strike licensing deals between Scottish and overseas 
companies and universities;  

• Increasing trade growth by encouraging the expansion of Scotland's 
portfolio for first class exported goods and services to new markets, 
and  

• Forging partnership investments between Scottish and other 
companies to open new channels to markets, technologies and 
products. 

In gathering evidence, members may wish to explore the effectiveness of SDI 
policies in attracting FDI, and the organisation’s approach to attracting FDI, 
and what they consider to be the key factors in attracting high value FDI and 
mobile R&D to Scotland. 
 
It might also be beneficial for the Committee to assess the impact of FDI on 
indigenous Scottish companies as it has been suggested (see Scottish Affairs 
Select Committee, 1999) that FDI can have an adverse effect on indigenous 
Scottish businesses.  
 
Another influence on FDI coming to Scotland is Regional Selective Assistance 
(RSA). RSA is a national grant scheme, aimed at encouraging investment and 
job creation in the areas of Scotland designated for regional aid under 
European Community (EC) law (the Assisted Areas).  Businesses of all sizes 
can apply for RSA, whether they are Scottish-owned or owned or 
headquartered outside Scotland. One criticism of RSA (see Scottish Affairs 
Select Committee 1999) has been that since it is only available in certain 
areas of the country it distorts the market and companies and authorities in 
areas which do not receive it have been known to complain. It has also been 
criticised for doing little to create the so-called “high value” jobs. 
 
The current phase of European regional aid is due to come to an end in 
December 2006, the implications of which members may wish to consider.  
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1. The Issues 
 
This section of the paper considers some of the issues arising from and 
causing the perceived problems mentioned above.  
 
Demography 
 
Scotland’s declining population has been identified by the First Minister as 
“the single biggest challenge facing Scotland as we move further into the 21st 

century” (Scottish Executive 2004b). The Committee may wish to consider the 
issue of demography as “people” are the single biggest asset for businesses 
in Scotland, and fewer people leads to a potential shortage of adaptable 
labour with new skills. Futureskills Scotland research on the Scottish labour 
market suggests that “Scotland is unlikely to ‘run out’ of workers and there 
remains time to address most of the challenges that might emerge” 
(Futureskills Scotland 2004). Nevertheless, the effects of changing age 
structures are worthy of further consideration by the Committee.  
 
At just over 5m, Scotland’s overall population total remains very similar to the 
level of 50 years ago. However, this broadly similar total figure hides 
important changes to the age structure of the Scottish population. Specifically, 
the Scottish population is now significantly older than 50 years ago, with half 
the population aged over 38 years in 2001 and 10% aged over 71 years 
compared with 31 years and 64 years respectively in 1951 (GROS, 2002).  
 
Figure 6 below depicts the changing demographic structure of Scotland, with 
figure 7 projecting forward to 2041 the number of people below 15 and over 
65. Figure 7 shows that the number of people aged 65 and older is expected 
to rise from 800,000 in 2001 to 1.2m by 2041, while over the same period, the 
number aged 15 and under is expected to fall from 900,000 to 650,000. 
 
Figure 6: Changes to the Scottish Population Structure, 1993-2003 
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Figure 7: Projected population in different age groups, 2001-2041 

 
 
The policy response from the Scottish Executive on changing age structures 
in Scotland, has been the Fresh Talent Initiative, which aims to encourage 
inward migration and retain Scots in Scotland. The Committee may wish to 
scrutinise this policy in the context of business growth.  
 
A study carried out for Scottish Enterprise entitled “The Attraction and 
Retention of High Skilled Labour in Scotland: A Preliminary Analysis” makes 
the following point:  
 

“Talented workers are attracted by the availability of attractive 
career-enhancing employment opportunities. The social and 
cultural infrastructure, and accompanying values, which 
attracts talent is based on a prior economic infrastructure, 
which to some extent acts as the anchor around which the 
talent accumulates. However, these opportunities, and the 
dynamic knowledge-based companies that provide them, will 
not come to, develop in or stay in a region that does not have 
and cannot attract and retain talented people” (Harrision et al 
2003, p8).  

 
This study goes on to list a number of policies deemed to be conducive to 
attracting and retaining talented people. Specifically: 
  

• Tap into pools of expatriates working in particular sectors or with 
particular skill-sets. One way of doing this is in conjunction with 
university alumni who can increasingly provide information on the 
location and current activities of their alumni  
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• Actively promote those activities that already exist in Scotland and 

have achieved, or are close to achieving, a critical mass (like the 
media/creative industries sector)  

 
• Make efforts to attract “Affinity Scots” – non-Scots with a personal life 

experience of Scotland. This requires the targeted promotion of 
Scotland’s lifestyle and leisure attractions, whereby visitors to Scotland 
become potential in-migrants in the future, thus implying a wider 
economic development rationale for VisitScotland  

 
• The universities have a role to play in attracting students to Scotland 

from other parts of the UK and overseas. Research suggests that many 
non-Scottish students enjoy the experience of living in Scotland and 
wish to remain in Scotland after graduation. However, appropriate jobs 
are sometimes not available and entry routes into jobs and 
organisations are often not clear. There is, therefore, scope to expand 
and better co-ordinate placement programmes for international 
students 

 
Level Playing Field 
 
Tax 
 
An area where Scottish businesses often refer to the lack of a level playing 
field, within the UK context, is in the Scottish business rate, which, as the 
table below reveals, has in recent years been higher in Scotland than in 
England and Wales.  
 
Non Domestic Rate poundage (pence) Scotland England Wales
2000-01 45.8 41.6 41.2
2001-02 47 43 42.6
2002-03 47.8 43.7 43.3
2003-04 47.8 44.4 44
2004-05 48.8 45.6 45.2
2005-06 46.1 42.2 42.1

 
The tables presented below show the UK taxation levels in comparison with 
various competitor nation-states. Table 5 reveals that the UK top marginal 
rate of income tax is lower than in many OECD countries, but with a lower 
trigger threshold than many. Table 6 shows the rate of corporation tax to be 
higher in the UK than many other OECD countries. However, it is worth noting 
that the UK has a 19% corporate tax rate for small companies with a turnover 
of £300,000 or less.  
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Table 5: Top marginal personal income tax rates for employee in OECD 
countries, 2003 1 

Country Combined All-in

Australia 48.5% 48.5% 1.2 45,505
Austria 42.9% 42.9% 2.9 74,074
Belgium 45.1% 59.3% 1.2 40,319
Canada 46.4% 46.4% 2.6 85,991
Czech Republic 28.0% 40.5% 2.2 28,409
Denmark 54.3% 62.3% 1.0 37,548
Finland 51.1% 57.4% 2.0 58,424
France 37.9% 48.1% 3.5 85,779
Germany 51.2% 64.2% 1.7 59,214
Greece 33.6% 49.6% 2.3 39,051
Hungary 55.9% 68.4% 1.2 10,865
Iceland 42.0% 42.0% 1.5 42,832
Ireland 42.0% 48.0% 1.0 27,786
Italy 46.1% 46.1% 3.6 93,769
Japan 47.1% 47.8% 5.3 159,730
Korea 38.6% 41.1% 4.1 136,158
Luxembourg 33.9% 47.8% 1.3 41,057
Mexico 29.3% 31.7% 3.8 34,404
Netherlands 52.0% 52.0% 1.6 53,242
New Zealand 39.0% 39.0% 1.4 41,354
Norway 47.5% 55.3% 2.8 91,996
Poland 26.2% 44.9% 3.4 49,912
Portugal 35.6% 46.6% 6.8 85,889
Slovak Republic 33.1% 45.9% 4.6 40,133
Spain 45.0% 45.0% 3.1 67,583
Sweden 56.2% 56.2% 1.8 46,152
Switzerland 37.6% 48.2% 4.0 137,578
Turkey 40.6% 40.6% 10.2 164,017
United Kingdom 40.0% 41.0% 1.7 55,081
United States 41.4% 42.9% 9.6 319,749

Top marginal rates Threshold 
(multiple 
APW) 2

Threshold in $ 
(using PPP)

 
Key to abbreviations: 
Combined=the combined central government and sub-central government (top marginal) rate, calculated as the 
additional central and sub-central government personal income tax resulting from a unit increase in gross wage 
earnings. 
All-in=the all-in (top marginal) tax rate, calculated as the additional central and sub-central government personal 
income tax, plus employee social security contribution, resulting from a unit increase in gross wage earnings.  
Threshold=the multiple of the average production wage (APW) at which the reported combined top marginal rate is 
first observed.  
Footnotes to this table: 
1. This table reports for each country the marginal combined personal income tax rate on gross wage income 
(derived according to the OECD Taxing Wages framework) for a single person without dependants based on the 
earnings level where the top statutory rate first applies. The third column shows the gross wage earnings threshold at 
which the top combined rate is met, measured as a multiple of the APW.  The table also reports the 'All-in' rate at this 
threshold.  The results, which use tax rates applicable to the tax year, take into account basic/standard income tax 
allowances and tax credits.  The marginal tax rates are derived on the basis of a unit increase in gross wage 
earnings at the column 3 threshold. The reported marginal tax rate may not be the maximum possible marginal tax 
rate. A higher rate may be observed for higher income earners where tax allowance provisions may be diminished or 
eliminated as is the case in Belgium, France, Luxembourg, Mexico and Switzerland. A higher rate may also be 
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possible at lower levels of income where there is a withdrawal of a tax relief as is the case in Italy, New Zealand, the 
United Kingdom and the United States. 
2. This column reports the level of gross wage earnings (expressed as a multiple of APW) at which the top marginal 
combined personal income tax rate is reached. 

Source: OECD, Tax Database
 
Table 6: Corporate income tax rate in OECD countries, 2003 1 
 

Country

Australia 30.0 30.0 30.0 N
Austria 34.0 34.0 34.0 N
Belgium 33.99 (33.0) 33.99 34.0 Y
Canada 24.1(23.0) 24.1 12.5 36.6 Y
Czech Republic 31.0 31.0 31.0 Y
Denmark 30.0 30.0 30.0 N
Finland 29.0 29.0 29.0 N
France 35.43(33.33) 35.43 35.4 Y
Germany(a) 27.96(26.5) 23.2 17.0 40.2 N
Greece 35.0 35.0 35.0 n.a.
Hungary 18.0 18.0 18.0 Y
Iceland 18.0 18.0 18.0 N
Ireland 12.5 12.5 12.5 Y
Italy(b) 34.0 34.0 34.0 N
Japan 30.0 27.4 13.5 40.9 Y
Korea 27.0 27.0 2.7 29.7 Y
Luxembourg 22.88 (22) 22.88 7.5 30.4 Y
Mexico 34.0 34.0 34.0 Y
Netherlands 34.5 34.5 34.5 Y
New Zealand 33.0 33.0 33.0 N
Norway 28.0 28.0 28.0 Y
Poland n.a. n.a. n.a. n.a.
Portugal 30.0 30.0 3.0 33.0 Y
Slovak Republic 25.0 25.0 25.0 N
Spain 35.0 35.0 35.0 Y
Sweden    28.0 28.0 28.0 N
Switzerland(c) 8.5 6.45 17.65 24.1 N
Turkey 33 (30) 33.0 33.0 N
United Kingdom 30.0 30.0 30.0 Y
United States 35.0 32.7 6.7 39.4 Y

n.a.: Data not provided

Targeted 
corporate 
tax rates  6

Central 
government 

corporate 
income tax rate 2

Adjusted 
central 

government 
corporate 

Sub-central 
government 

corporate 
income tax 

Combined 
corporate 

income tax 
rate 5

 
 
Footnotes to this table:  
1. This table shows 'basic' (non-targeted) central, sub-central and combined (statutory) corporate 
income tax rates.   Where a progressive (as opposed to flat) rate structure applies, the top marginal rate 
is shown.  Explanatory notes can be found in the Annex. 
2. This column shows the basic central government statutory (flat or top marginal) corporate income tax 
rate, measured gross of a deduction (if any) for sub-central tax.  Where surtax applies, the statutory 
corporate rate exclusive of surtax is shown in round brackets ( ). 
3. This column shows the basic central government statutory corporate income tax rate (inclusive of 
surtax (if any)) adjusted (if applicable) to show the net rate where the central government provides a 
deduction in respect of sub-central income tax.  
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4. This column shows the  basic sub-central (combined state and local) statutory corporate income tax 
rate, inclusive of sub-central surtax (if any), in the most populated city (see illustrative rate,  Part II, 
Table 5). Where a sub-central surtax applies, the statutory sub-central corporate rate exclusive of surtax 
is shown in round brackets ( ). 
5. This column shows the basic combined central and sub-central  (statutory) corporate income tax rate 
given by the adjusted central government rate plus the sub-central rate.  
6. This column indicates whether targeted (non-basic) corporate tax rates exist (e.g., with targeting 
through a special statutory corporate tax rate applied to qualifying income, or through a special 
deduction determined as a percentage of qualifying income).  
(a) The rates include the regional trade tax (Gewerbesteuer) and the surcharge. 
(b) These rates do not include the regional business tax (IRAP). The base of the IRAP is broader than, 
but includes, corporate income. The general rate is 4.25 per cent, but regions may increase or decrease 
this by 1 percentage point.  
(c) These figures from adjusted tax rates are calculated by the Swiss Federal tax Administration ( For 
the method and exemples : Working paper : "Quels taux effectifs et nominaux d'imposition des sociétés 
en Suisse pour le calcul des coins fiscaux. Le procédé de la déduction fiscale en Suisse"). Church taxes 
are included, but the result excluding church taxes are indicated as comments. 
 

Source: OECD Tax Database
 
Table 7 (below) reveals the UK’s VAT rate to be fairly competitive when 
compared with most other OECD countries.  
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Table 7: Rates of  VAT/GST in OECD countries, 2003 
 

Domestic zero rate1 Reduced rate(s) Standard rate

Australia yes - 10.0
Austria no 10.0 and 12.0  20.0
Belgium yes 6.0 and 12.0 21.0
Canada yes - 7.0
Czech Republic no 5.0 22.0
Denmark yes - 25.0
Finland yes 8.0 and 17.0 22.0
France no 2.1 and 5.5 19.6

Germany no 7.0 16.0
Greece  no 4.0 and 8.0 18.0
Hungary yes 12.0 25.0
Iceland yes 14.0 24.5
Ireland yes 4.3 and 13.5 21.0
Italy yes 4.0 and 10.0 20.0
Japan no - 5.0
Korea yes - 10.0
Luxembourg no 3.0, 6.0 and 12.0 15.0
Mexico yes - 15.0
Netherlands no 6.0 19.0
New Zealand yes - 12.5
Norway yes 12.0 24.0
Poland yes 7.0 22.0
Portugal no 5.0 and 12.0 19.0
Slovak Republic no 14.0 20.0
Spain no 4.0 and 7.0 16.0

Sweden yes 6.0 and 12.0 25.0
Switzerland yes 2.4 and 3.6 7.6
Turkey no 1.0 and 8.0 18.0
United Kingdom yes 5.0 17.5
United States - - -  
 
1.  "Domestic zero rate" means tax is applied at a rate of zero to certain domestic sales. It does not 
include zero rated exports.  
 

Source: OECD Tax Database
 
Water Charges 
 
A paper produced on the "Principles of charging for water and wastewater" by 
John Sawkins (2004) compares water prices for small, medium-sized and 
large companies in the Thames, Wessex and Wales areas, with prices in the 
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Scottish water authority areas. The table for medium-sized companies shows 
that a medium-sized user would pay £6,815 per year in Scotland, but would 
pay £2,345 per year in Wales (see appendix 1). Members may also wish to 
consider the effects of water charges on Scottish businesses.  
 
Infrastructure 
 
The quality of Scotland’s physical infrastructure is widely considered to act as 
either a barrier to or enabler of business growth. The definition of business-
related infrastructure could include road, rail, air, water links, 
telecommunications, water and sewerage, business sites and premises. The 
role of the planning framework is also important to infrastructure decisions. 
Improving Scotland’s infrastructure also has the effect of reducing some of the 
effects of Scotland’s peripherality on Scottish business. The Committee may 
wish to consider whether Executive policies on capital investment and other 
policy decisions on, for instance, air routes have improved Scottish business’ 
competitive position. The Executive is shortly due to publish its Capital 
Investment Plan. In light of this publication, the Committee may wish to 
consider:  
 

• How the Executive identifies priorities for infrastructure investment 
• The degree to which infrastructure investment decisions taken or 

influenced by the Executive support or hinder business growth 
• What type of capital investment priorities would maximise support 

for business growth in Scotland? 
 
Culture 
 
Are Scotland’s relatively low levels of entrepreneurial activity explained by 
more deep-rooted cultural factors? Are business people held in the same 
esteem by Scottish society as doctors and nurses? Is there a perception in 
Scotland that one must not get above oneself, and that this impacts on the 
number of people willing to risk the “failure” and resulting stigma of failing in 
business?  
 
A recent article in the Sunday Times looked at the issue of the Scottish 
psyche and Scottish self-confidence as a determinant of Scotland’s poorer 
health record than the rest of the UK. Is there a link between Scotland’s lower 
levels of business start-ups? The article quotes Professor Phil Hanlon of 
Glasgow University who says:  
 

“We have to look at the impact that rapid industrialisation in the 19th 
and 20th centuries, followed by rapid de-industrialisation in the 1980s 
and 90s, has had on our confidence, motivation and psyche. This 
includes the Victor Meldrew ‘I don’t believe it’ factor and what I call the 
Chewin’ the Fat effect — where the guy in the work canteen chooses a 
salad and all his workmates go: ‘Salad — oo-oo-oh!’ “Another example 
is The Broons, where about two-thirds of the stories are the same plot 
— a member of the family tries to do something above their station, 
they fail and everyone laughs at them.  
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This business of not rising above your station, not having the 
individualism or confidence to strike out and (refuse to) adopt the 
stereotypical Scottish diet or behaviour may be part of what is holding 
us back.”  

This is a view shared by Dr Carol Craig, chief executive of the Centre for 
Confidence and Well-being, a Glasgow-based think tank recently opened and 
granted £150,000 over three years by the Scottish Executive. She argues that 
there is a crisis of confidence in Scotland that is holding the country back.  

“For many hundreds of years Scotland was one of the main countries 
that people were emigrating from. The vast majority of people who left 
Scotland were probably the most optimistic, adventurous and most 
likely to believe they could have a better life in another country. Our 
most optimistic and upbeat people were routinely taken out of the 
culture.”  

On launching the Centre, Education Minister Peter Peacock said that the 
Centre was designed to “help young people adopt a 'can-do' approach, 
encourage them to take all the opportunities that come their way and will 
ensure there is no limit to their ambition.” The Committee may wish to look at 
some of the projects being piloted by the Centre and also how the education 
system can help foster an entrepreneurial culture in Scotland. 
 
Make-up of the Scottish economy 
 
During the course of the inquiry, the Committee may also wish to consider the 
diversity of the Scottish economy. Figure 8 below shows the distribution of 
Scottish jobs against the distribution of UK jobs by sector – and reveals them 
to be broadly similar.  
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Figure 8: Percentage of the Scottish/UK workforce by broad industrial 
category, 2003 
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Source: Office for National Statistics, Nomis website
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http://www.publications.parliament.uk/pa/cm199899/cmselect/cmscotaf/84rep/8402.htm
http://www.publications.parliament.uk/pa/cm199899/cmselect/cmscotaf/84rep/8402.htm
http://www.publications.parliament.uk/pa/cm199899/cmselect/cmscotaf/84rep/8402.htm
http://www.scottishdevelopmentinternational.com/pages/Awards/fdi-award.asp
http://www.scottish-enterprise.com/sedotcom_home/about_se/what_we_do/relationshipmanagement/inform.htm?siblingtoggle=0
http://www.scottish-enterprise.com/sedotcom_home/about_se/what_we_do/relationshipmanagement/inform.htm?siblingtoggle=0
http://www.scottish-enterprise.com/sedotcom_home/about_se/what_we_do/relationshipmanagement/inform.htm?siblingtoggle=0
http://www.scotland.gov.uk/library5/enterprise/sssen-00.asp
http://www.scotland.gov.uk/library5/government/afttm-00.asp
http://www.scotland.gov.uk/library5/enterprise/MP Report 2004.pdf
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APPENDIX 1: OFWAT SAMPLE METERED WATER AND WASTEWATER BILLS - Medium Business  
  

 Business B  
2001-02  

Business B  
2002-03  

Business B  
2003-04  

%Change  
Charges  
2001-04  

Water  Waste Surface
Water1

Total 
Charges  
£/year  

Water    Waste Surface
Water  

Total  
Charges  
£/year  

Water  Waste  Surface  
Water*  

Total  
Charges  
£/year  

 

Dwr Cymru              1138 1098 * 2236 1143 1136 * 2279 1159 1186 * 2345 4.9  
Thames  872            1041 * 1913 878 1042 * 1920 905 1061 * 1966 2.8  
Wessex              1085 1545 * 2630 916 1570 * 2486 973 1640 * 2613 -0.7  
ESW  2085            3672 140 5897 2741 5000 240 7981 2870 3245 700 6815 15.6  
NSW              1142 293 1586 3021 2345 922 1000 4267 2870 3245 700 6815 125.6  
WSW              1879 833 674 3386 1949 1802 600 4351 2870 3245 700 6815 101.3  

 
ESW = East of Scotland Water Authority, NSW = North of Scotland Water Authority, WSW = West of Scotland Water Authority.  
Figures rounded  
 
Assumptions:  
Business B (Medium Business – Commercial Building e.g Hotel)  
£2000 Rateable Value (RV)  
8000m2 site area  
50mm supply pipe   
1000m3 water per year, wastewater, 5% reduction made for volume of wastewater returned  
All sewage is domestic strength  
 
Source: OFWAT (various) for England and Wales, Scottish Water, East of Scotland Water Authority, North of Scotland Water Authority, West of Scotland 
Water Authority Business Charges for Scotland.  
 
 
1 There are differences in the way in which surfacewater charges in England and Wales are calculated between companies. For example, some include 
surfacewater and highway drainage costs within the sewerage standing charge, which in turn inflates these charges. Further details are given in Ofwat (2003) 
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PROVISIONAL TIMETABLE (2005) 
 
30 November 

 
Considered and agreed ‘top-line’ remit 
 

 
w/c 6 December 
 

 
Published call for early views (to be submitted by 31/3/05) 
 

 
22 February, 1 March, 8 
March and 15 March 
 

 
HE/FE Bill 

 
25 March – 10 April 
 

 
Easter Recess 

 
tbc 

 
Brainstorming meeting - An informal meeting for MSPs, 
adviser(s), business representatives to discuss the aims, 
objectives and key issues for the inquiry at the outset 
 

 
12 April 
 

 
1st evidence taking session 

 
19 April 
 

 
Possible case study visit, meeting outwith Edinburgh or 
overseas visit 
 

 
26 April 
 

 
2nd evidence taking session 

 
3 May 
 

 
Possible case study visit, meeting outwith Edinburgh or 
overseas visit 
 

 
10 May 
 

 
3rd evidence taking session 

 
17 May 
 

 
Possible case study visit, meeting outwith Edinburgh or 
overseas visit 
 

 
24 May 
 

 
4th evidence taking session 

 
31 May 
 

 
Possible case study visit, meeting outwith Edinburgh or 
overseas visit 
 

 
7 June 
 

 
Possible final evidence taking session 

 
14 June 
 

 
Possible final evidence taking session 
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21 June 
 

 
Discussion of draft report/emerging issues 

 
28 June 
 

 
Discussion of draft report/emerging issues 

 
2 July - 4 September 
 

 
Summer Recess  

 
September 
 

 
Business in the Parliament Conference (tbc) 

 
Late September 
 

 
Publish final report, media launch etc 
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Enterprise and Culture Committee 
 

Meeting 1 February 2005 
 

Business in the Parliament Conference 
 

Introduction 
 
In April 2004, the Scottish Parliament and Scottish Executive organised the first 
Business in the Parliament Conference. The aim of this unique partnership event 
between the Executive and the Parliament was to engage Scottish business in 
continuing to grow Scotland's economy. Delegates heard about the Executive's 
current and planned initiatives and from business leaders before presenting their 
views during breakout group discussions and an open debate with Ministers1. 
 
In September 2004, the SPCB agreed with the proposal that a second conference be 
organise for 2005. This would be a partnership event again, between the Enterprise 
and Culture Committee and the Scottish Executive. 
 
This paper sets out the background to the proposed 2005 Business in the Parliament 
Conference. It also provides Members with details of the planning undertaken to 
date. 
 
Proposed structure to the 2005 Conference 
 
The scheduled date for the Conference is 8-9 September 2005. This date avoids a 
clash with the party conferences held around that time. It also ensures full use of the 
Chamber and Committee rooms for the evening of Thursday 8 September and all 
day on Friday 9 September. This could not be achieved at other days during a 
parliamentary week. Prior to the Christmas recess, all MSPs were informed of these 
dates via an email, to enable them to have maximum notice of the event. Reminders 
will be sent. 
 
The proposed structure of the event is as follows: 
 
Day – 8 September 
 

Debate in the Parliament (Executive led or Committee led) on a business 
theme (subject to discussion in the Bureau)2

 
Evening – 8 September 
 

Welcome and registration 
Tours of the Parliament building 
Reception 
Speech from a prominent business person (The Chamber) 

 

 
1 More detail can be found at: http://www.scotland.gov.uk/Topics/Business-
Industry/Enterprise/18977/16091 
2 This would ensure that preceding the conference, Parliament was seen to be discussing appropriate 
business. Delegates who arrived early could observe this debate from the gallery. 
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Day – 9 September 
 

Registration 
Opening speeches (in The Chamber) (Presiding Officer, Executive Minister and 
Convener) 
Presentations by 2 business people (in The Chamber), followed by open 
discussion amongst delegates 
Breakout groups (in Committee Rooms) (probably 5 groups, focusing on the 
themes of the Committee’s business growth inquiry. Each would be convened 
by one of the business/trade associations and facilitated by a prominent 
academic or consultant) 
Lunch 
Feedback from the breakout groups (in The Chamber) (presentation by a 
rapporteur) 
Open debate on the Committee’s Business Growth inquiry interim report (in 
The Chamber) 
Question Time with Executive Ministers (in The Chamber) 
Closing remarks from conference rapporteur (prominent business person) (in 
The Chamber) 
Close 

 
The aim of the event on the 8 September is to secure a high-profile business person 
who would provide the focus for this part of the conference. The evening event would 
be styled as, “An evening with …” and the speech would be intended to be thought 
provoking and lively. There would be an opportunity then for questions from 
delegates. 
 
The events on the following day can be described as follows. After some very short 
opening welcomes and speeches from the hosts (Parliament and Executive), the 
intention is to have a open discussion on a business-related theme. The intention is 
to have this part convened by the PO/DPO. The Executive will publish a paper 
updating on progress on the issues raised by business at the 2004 Conference. This 
will also help discussion on issues raised by business.  
 
There would then be a series of up to 5 breakout groups. These would be as a 
roundtable free-flowing discussion (rather than a panel) and each one possibly 
focused around the themes from the Committee’s business growth inquiry.  The 
results from each group would be fed back to the conference. Each group would be 
hosted by one of the major business/trade associations and facilitated by a 
prominent academic or consultant. We will identify prominent business contributors 
in advance to start the discussions off.  
 
Following feedback, there would then be an open debate on the Committee’s 
business growth inquiry interim report and how best to secure effective delivery of 
the Executive’s strategy for Enterprise A Smart Successful Scotland. This would be 
followed by a ‘Question Time’ style session with a range of Executive Ministers being 
questioned by delegates. Any questions not called (due to any time constraints) 
would received a written reply from the Executive. The event would be summarised 
by a rapporteur and brought to a close. 
 
It is expected that there would be an associated exhibition, with display stands being 
invited from leading sources of information on business and from bodies such as the 
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Prince’s Scottish Youth Business Trust (entrepreneurship amongst a younger 
generation). 
 
Delegates 
 
It is expected that there would be between 200 and 300 delegates. These would be 
invited in a range of ways. First, all Members of Parliament would be asked to attend 
and to invite a prominent business person from their constituency or region. Second, 
each of the major business/trade associations would be invited to propose a 
selection of their members. Third, key organisations, sectors and business 
representatives would be approached personally by Committee Members and 
Ministers. 
 
Planning structure 
 
A small steering group has been set up consisting of Executive and Parliamentary 
officials. MSPs and Ministers can attend as appropriate, although the group would 
take its lead from and report to the Committee and the Executive. To assist with 
organisation, the Executive will launch shortly a call for tender for an event manager. 
S/he will work to the Steering Group and liaise with Parliament’s Event Manager and 
appropriate staff. 
 
Recommendations 
 
The Committee is invited to: 
 
1. Discuss the proposed structure 
 
2. Agree to progress the conference along the lines indicated 
 
3. Delegate day-to-day planning of the conference to the Convener and clerk and 

request that they report back to the Committee at appropriate intervals 
 
4. Make arrangements to ensure attendance where possible during all parts of the 

Conference, to identify delegates from their constituency/region and to encourage 
MSPs colleagues to support and attend the Conference. 

 
 
Alex Neil MSP 
Convener 
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Enterprise and Culture Committee 
 

Meeting 1 February 2005 
 

EU State Aids 
 

 
This paper 
 
This paper provides an update on the ongoing discussion in the European Union to 
reform state aid policy. This paper has been requested by a number of members of 
the Committee, following receipt of a briefing paper from a consultancy firm (EU 
Solution). The consultant’s paper is attached as Annex A. 
 
Background to state aids, their reform and the wider debate 
 
There are three parallel debates in the EU all with the aim of reforming certain 
aspects of EU policy on the Union’s global budget for 2007-2013 (its “financial 
perspective”), regional development programmes and the provision of state aids. 
These are summarised below 
 
• Financial Perspectives 2007-2013 - regional development funding through 

structural funds spending makes up 90% of the discretionary funding available 
for decision). The Luxembourg Presidency of the EU has announced its intention 
to reach agreement on the financial perspectives by the European Council in 
June 2004 and whilst this is not impossible, there are some hard issues to 
resolve. Alongside the wish of the 6 net contributors to EU’s budgets (includes 
the UK) to restrict the EU’s budget to 1% of its Gross National Income (GNI) 
compared with the Commission's proposal of 1.14% there are also tricky issues 
around the fact that Spain might end up being a net contributor and the UK 
rebate and the Dutch wish for the same. The last set of reforms took until the 
Council meeting in Berlin in March 1999, only 9 months before the end of the 
funding period to sort things out. It seems possible that the final decisions could 
go on to the UK Presidency (July to December 2004) and possibly beyond. This 
might clash with a referendum campaign on the EU constitution.  

• Structural Funds regulations - currently being negotiated in parallel by officials 
but will not be completed until decisions are taken on how much money is 
available  

• New state aids framework - this is a matter more for the European Commission 
to resolve and is not strictly a Council competence and the Commission is not 
obliged to seek the views of national governments but in practice it will do so, 
largely to have some influence over the Council decision making set out above. 
The Commission is currently still looking at the responses by Member States to 
its paper of early 2004, this process has been delayed by the change of 
Commissioner but observers expect an update soon. 

 
Decisions on these 3 strands of reform may be taken as a package, but it is not 
inevitable. This paper focuses on the last of these debates, although all are of 
critical importance to Scotland. EU regional development policy through structural 
funds benefited Scotland to the tune of nearly £1.1 billion between 2000 and 2006. 
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This slice of the overall budget is certain to fall with the accession of the less well 
developed economies of central and eastern Europe. However, experts in Scotland 
predict a share of anything between a 15% (best case) and 50% reduction (worst 
case) for 2006-2013 compared to 2000-2006. 
 
Reform to state aids, such as Regional Selective Assistance (RSA), is also well 
underway. According to the Commission, there are serious pressures on the current 
regime for state aids which will intensify after enlargement. Therefore, there is a 
need to limit population coverage in the EU25 in relation to eligibility for state aids 
and there is also a need for flexibility in current rigid guidelines. The Commission 
considers that a new state aid regime must reduce aid intensities and move away 
from investment aid. 
 
According to the paper from EU Solution, the Commission intends to prevent 
member states from giving support to large firms. In line with the guidelines agreed 
by national member governments at the Lisbon and Gothenburg Councils, state aid 
support would only be allowed for SMEs and for activities such as reclaiming 
contaminated land, promoting public services and for activities such as research and 
development. If adopted, these guidelines would require a very significant revision of 
the current RSA rules and for the way in which the Enterprise bodies and local 
councils operate their economic development activities. 
 
In Annexe A, EU solution proposes a series of questions that are important 
considerations for Scotland and the use of state aids. Significant sums of money will 
be affected by the decisions taken during the course of 2005-2006. The Committee 
may wish to investigate this issue further. 
 
Recommendations 
 
The Committee is invited to: 
 
1. discuss the issues raised in this paper. 
 
2. decide whether this is something the Committee would like to investigate 

further. One option would be to appoint one or more reporters to look into 
the issues raised by reform of the state aid regime and report back to the 
Committee. This could include holding meetings with key people in 
Scotland and in the EU institutions. The Committee may also wish to 
appoint an adviser to assist them with this inquiry. 

 
 
Alex Neil MSP 
Convener 
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BRIEFING PAPER PRODUCED BY EU SOLUTION  
 
THE FUTURE OF EU REGIONAL STATE AID GUIDELINES 
 
Debate is currently under way in Brussels about the future shape of the two key elements of EU 
regional policy affecting business growth: EU structural funds support to disadvantaged regions and 
employment training: and regional state aid guidelines (which govern for example RSA and SME 
grant schemes). The current policy frameworks expire at the end of 2006 and need significant 
reshaping to take account of the effects of enlargement as well as the decisions of recent European 
Councils to give greater emphasis to the competitiveness and sustainability agendas (Lisbon and 
Gothenburg conclusions).  
 
When the last such frameworks were agreed in 1999-2000 there was greater public interest in 
Scotland in the shape of the EU structural funds programmes, which provide funding worth some 
£150 million per year to disadvantaged areas in the Highlands and Islands, West, East and South of 
Scotland and to employment training initiatives. But the focus for 2006 should be on regional state 
aids, for two reasons: 
 
• The Commission's proposals  
 
(http://www.europa.eu.int/comm/regional_policy/sources/docgener/informat/reg2007_en.pdf)  
 
make it clear that in order to cope with the massive requirement for structural funds support to the 
new member states there will be a significant reduction in support to the existing member states, 
which will fall especially hard on regions which do not benefit from "convergence" (old Objective 1) 
status (with 75% or less of EU average GNP - the only area that looks set to benefit from this in 
Scotland is the Highlands and Islands, which may re-qualify under a provision to allow areas in which 
would otherwise have qualified if enlargement had not taken place). The UK’s position in these 
negotiations, promoted by the Chancellor and supported by the First Minister, is to focus nearly all 
structural funding on the new member states to allow a lower than planned increase in the Community 
budget and to allow Member States affected by such a reduction more flexibility in their state aids 
rules to allow them to provide support for such regional activity exclusively themselves. 
 
• The Commission's first set of proposals on regional state aids guidelines  
 
(http://www.europa.eu.int/comm/competition/state_aid/regional/consultation_paper_en.pdf)  
 
envisage a much stricter application of state aids guidelines, especially in non convergence areas, 
which would in effect prevent member states from giving support to large firms. In line with the 
Lisbon and Gothenburg guidelines State aid support would only be allowed for SMEs and for 
activities such as reclaiming contaminated land, promoting public services and for activities such as 
research and development. If adopted, these guidelines would require a very significant revision of the 
current RSA rules and for the way in which the Enterprise bodies and local councils operate their 
economic development activities. 
 
The logic of the Commission's proposals is very much in line with the thrust of the EU, UK national 
and Scottish policy that future economic development strategies should be focused on building up the 
potential of SMEs and supporting the knowledge economy. There is strong evidence from across 
Europe (including Scotland) that much of previous spending on support to large firms constituted 
economic deadweight and the Lisbon agenda envisages a reduction in state aid as a boon to Europe's 
international competitiveness. Moreover the tightening of state aids controls on other countries and 
regions must be of benefit to Scottish companies. But questions still need to be asked about the way in 
which such a support framework would work in future, and in particular whether the Commission’s 
intention to tighten the state aids framework is compatible with the UK's wish to have more flexibility 
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for national and regional support structures. Questions that need addressed include: 
 

• should there be an exemption for support to large firms outwith convergence regions in small 
areas which require major incentives for regeneration because of industrial closures or derelict 
land? (a point made by the UK in its response) 

• is the proposed aid intensity of 20% for large firms sufficient to compensate for the extra 
travel and other costs associated with development in remote areas of the Highlands and 
Islands? 

• does the proposed framework take sufficient account of the long term needs of sustainable 
development and European environment legislation, including Natura 2000? 

• will the proposed framework provide local flexibility to support the commercialisation of R 
and D? 

• how will the frameworks for public services obligations and services of general economic 
interest impact on business growth schemes and other aspects of Scottish policy? 

 
The Commission is currently considering responses from the Member States to its initial consultation 
paper. This is the time to make an input to that debate before positions start to harden up. 
 
Colin Imrie 
Edinburgh, December 2004 
 
Appendix: What is state aid? 
 
State aid that distorts competition in the Common Market is prohibited by the EC Treaty. 
 
The EC Treaty, however, allows exceptions to the ban on state aid where the proposed aid schemes 
may have a beneficial impact in overall Union terms. Article 87 of the EC Treaty allows the following 
forms of aid: 
 
• aid having a social character, granted to individual consumers;  
• aid to make good the damage caused by natural disasters or exceptional occurrences;  
• aid designed to:  
• promote the economic development of underdeveloped areas (regarded as particularly backward 

in accordance with Community criteria);  
• promote the execution of an important project of common European interest or to remedy a 

serious disturbance in the economy of a Member State;  
• facilitate the development of certain activities or areas,  
• promote culture and heritage conservation;  
 
(where, in the last two cases, such aid does not affect trading conditions and competition in the 
Community to an extent that is contrary to the common interest.) 
 
Article 87 of the EC Treaty prohibits any aid granted by a Member State or through State resources in 
any form whatsoever which distorts or threatens to distort competition by favouring certain firms or 
the production of certain goods. The aid in question can take a variety of forms as, for instance: 
 
• state grants;  
• interest relief;  
• tax relief;  
• state guarantee or holding;  
• provision by the state of goods and services on preferential terms. 
 
The Commission has adopted a number of "guidelines" or "frameworks" to clarify its State aid policy 
in a number of areas, listed below. 
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• Regions lagging behind in terms of development;  
• Research & development;  
• Employment;  
• Protection of the environment;  
• Rescue and restructuring of firms in difficulty.  
 
The Commission has also adopted a number of "block exemption" regulations for state aid to: 
 
• Small and medium-sized enterprises  
• Aid for training  
• Aid for employment  
 
Aid granted in conformity with all the conditions set out in these regulations is automatically 
considered compatible with the common market 
 
Lisbon and Gothenburg conclusions and regional aid 
 
The Lisbon European Council called upon Europe to become the most competitive and dynamic 
knowledge-based economy and formulated objectives to achieve this ambitious goal. The Gothenburg 
European Council expanded on these objectives, adding the notion of sustainability, including 
cohesion. The Stockholm European Council called for a reduction of the level of State aid .taking into 
account the need to redirect aid toward horizontal objectives of common interest, including cohesion 
objectives. The Barcelona European Council renewed .its call to Member States to reduce the overall 
level of State aid as a percentage of GDP by 2003, and onwards, and to redirect such aid towards 
horizontal objectives of common interest, including economic and social cohesion, and target it to 
identified market failures. Less and better-targeted State aid is a key part of effective competition. 
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