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SUBMISSION FROM THE SCOTTISH COUNCIL FOR DEVELOPMENT 
AND INDUSTRY 
 
Summary of Main Conclusions and Recommendations 
 
 Economic Climate 
 

• The domestic economic climate is crucial in determining how firms 
perform.  Currently the UK and Scottish economic climate is fairly 
benign with the main economic fundamentals providing a positive basis 
from which to build business growth. 

 
 Entrepreneurial Attitude 
 

• There is a strong correlation between business growth and a positive 
decision by owners and managers of businesses to grow the company.  
Effort is required to train, develop and support management teams to 
instil that attitude. 

 
• Growth, and a more positive business attitude, can also be achieved by 

bringing in new key players to the management team. 
 

• Alongside immediate action under the “Fresh Talent Initiative”, SCDI 
recommends a Scottish Centre for Economic Migration Studies. 

 
 Business Taxation and Regulation 
 

• Fiscal and microeconomic issues such as the burden of business 
taxation and regulation are also important in facilitating business 
growth. 

 
• Although the overall business tax burden seems to compare well with 

our competitors, it is notable that revenue from non-domestic rates in 
Scotland is higher than elsewhere. 

 
• The Scottish Executive should bring the Scottish poundage rate into 

line with the rest of the UK and, in the longer term, a distinctive 
competitive advantage for business and enterprise in Scotland could 
be created by significantly reducing the business poundage rate.  This 
should be done without increasing council tax or reducing funding to 
Local Authorities. 

 
• SCDI members feel there is a growing burden of regulation especially 

in regard to “goldplating”.  This must not be compounded by Scottish 
regulators. 

 
• UK and EU regulations must be negotiated to take into account 

Scottish needs and the Scottish Executive has a major role to play in 
this negotiation. 
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• Educating business in regard to complying with regulation is as 
important as the policing of regulation.  Regulators should be given 
clear guidelines on this function. 

 
• Regulations that are properly and efficiently implemented can provide 

benefits for companies, their workforces and the economy as a whole 
by creating a level playing field and combating unacceptable business 
practice which undermines quality and standards. 

 
• SCDI would wish to see the recommendations of the Hampton Review 

on Regulatory Inspections and Enforcement fully implemented in 
Scotland. 

 
• SCDI would support the introduction of an enforceable protocol 

covering all relationships between farmgate and plate including 
farmers, processors, the food service sector and retailers. 

 
 Support Network 
 

• SCDI has no evidence that that there is any need for additional support 
measures for companies, although this position needs to be regularly 
assessed.  Simplified access to support and clarity of eligibility and 
decision making is required. 

 
• It must be determined whether the array of business support initiatives 

are necessary and sufficient to support the requirements of Scottish 
business and whether they are sufficiently easy to access and properly 
marketed and presented by the public sector.  The cost effectiveness 
of the initiatives should be determined. 

 
• SCDI has no specific knowledge of the effectiveness or otherwise of 

the support schemes in aggregate. 
 

• There is a strong and ill-founded perception that the RSA scheme in 
many instances does not provide the support that addresses 
manufacturers’ problems.  The conclusion is that the communication of 
this assistance, and alternatives, is inadequate. 

 
• A programme of on-going mentoring for start-ups should be provided 

with a review undertaken at intervals of one and three years and 
beyond. 

 
• Intensive research should be carried out with companies that have 

been supported by the public sector to determine the effectiveness of 
the involvement and how successful it has been. 
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Innovation and Research & Development 
 

• Growing companies need to be innovative companies and this may 
also be a source of Scotland’s poor performance.  Low levels of R&D 
are a particular problem in Scotland. 

 
• The definition of R&D for tax purposes should be altered so as to be 

more relevant to the type of product development that is undertaken in 
smaller companies.  Traditionally R&D has been associated with 
technological research.  However, many Scottish companies are in 
sectors where the greatest returns come from research into their 
customer base and needs. 

  
• Continued support for Scotland’s research intensive universities is 

required.  Of vital importance to business growth is the 
commercialisation of their R&D.   

 
• Innovation is not simply about developing high-tech products.  

Additional factors are the design, quality and performance of products 
and services.  This means design standards must continually change 
and improve. 

 
• The factors of high productivity, good design, high quality and efficient 

performance of products and services must be paramount within 
Scotland’s economy. 

 
 Skills and Management Issues 
 

• Lifelong learning is crucial in improving productivity and supplying 
Scotland with a quality workforce.  In order that business is not 
compromised by a lack of high quality labour, on-going investment in 
education and training is necessary. 

 
• Investment to ensure basic education promotes an interest in science 

and technology will lead to a pool of skilled young people from which 
employers can draw.  The network of around 180 Young Engineer 
Clubs, involving some 3500 youngsters, operated by SCDI since 1986 
is entirely funded by the private sector.  Government should match this 
financial investment to enhance and extend this successful model. 

 
• A greater priority needs to be given to providing those in Further and 

Higher Education with a grounding in entrepreneurialism and greater 
information on business and risk. 

 
• Companies themselves must ensure that their management has 

access to and knowledge of advances in management practice and 
that training is a priority throughout the workforce. 
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• In general, ensuring that companies have workforces that are suitably 
trained and incentivised will be aided by good quality workplace 
relations and where the workforce has an appropriate voice within the 
company. 

 
 Exporting and Global Presence 
 

• There is a significant relationship between a firm’s export behaviour 
and its growth state. 

 
• SCDI believes the Scottish Executive should support mixed sector 

Scottish trade missions open to all sectors and organisations which 
demonstrate the capacity to develop international business.  The 
administration and delivery of trade missions should not be 
monopolised by public sector agencies funded by the taxpayer. 

 
• The successful Scotland House model should be extended. 

 
• Higher priority should also be given to language training.  Successful 

international business is maximised through better cultural 
understanding and linguistic skills.  The National Centre for Languages 
model should be replicated in Scotland to support language learning. 

 
• SCDI believes that UK membership of the Euro, at an appropriate 

exchange rate, will benefit existing and potential Scottish exporters, 
helping them to grow their market share in this vital market, and raise 
inward investment in the longer term. 

 
 Other Issues 
 

• High quality transport links and a supportive planning system are both 
fundamental to providing business with the best environment in which 
growth can occur. 

 
• In electronic communications, widespread and effective use of new 

technology, most particularly broadband, must be encouraged.  There 
still exists a gulf between establishing an internet presence and 
actually using the internet as an effective global marketing and selling 
tool to produce real value added to a business. 

 
• SCDI supports measures which free up public sector resources for 

front-line public services and economic development.  Government, the 
private and voluntary sectors need to work in partnership to deliver 
services more effectively. 

 
• There will be a substantial change to the Structural Funding process 

after 2006.  Action must be taken to obtain as beneficial a result from 
the post-2006 Structural Funding as possible or the effectiveness of the 
Funding will be compromised. 
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• Business and economic growth must take account of the environmental 

impact that it can cause.  SCDI does not believe that development and 
the environment are mutually exclusive.   Successful business practice 
takes cognisance of sustainable development. 

 
Introduction 
 
1. The Scottish Council for Development and Industry (SCDI) is an 

independent economic development organisation that strengthens 
Scotland’s economy through the formulation and promotion of 
innovative public policies to encourage sustainable economic 
prosperity.  Its members are drawn from businesses, local authorities, 
trades unions, educational institutions and the voluntary sector. 

 
2. SCDI welcomes the Committee’s decision to undertake an inquiry on 

what needs to be done to increase the level of sustainable business 
growth in Scotland in the next 10 years and is pleased to provide the 
following written evidence to the Committee. 

 
3. Scotland’s economic and social wellbeing is dependent on our 

continuing ability to create wealth and to develop businesses.  Growth 
in businesses comes from both new starts and from making more of 
what we already have.  SCDI last researched the issue of Scottish 
business growth in detail in 1994 when it produced the report, “The 
Scottish Business Growth Survey”.  It asked the key question 

 
 What factors help or hinder the growth of Scottish businesses? 
 
Economic Climate  
 
4. One of the clearest findings of that report, perhaps unsurprisingly, was 

that the domestic economic climate is crucial in determining how firms 
performed.  Currently the UK and Scottish economic climate is fairly 
benign with the main economic fundamentals providing a positive basis 
from which to build business growth.  This position has been developed 
over a number of years with UK GDP at market prices having risen for 
50 quarters in a row since the second quarter of 1992.  The Scottish 
pattern of growth is somewhat different from this and will be touched on 
below.  

 
5. Furthermore, policy developments such as the independence of the 

Bank of England and the establishment of the Monetary Policy 
Committee (MPC) with an inflation target, currently 2% growth in the 
Consumer Price Index plus or minus 1%, have taken control of inflation 
away from political interference and looks to have reduced inflationary 
expectations.   
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Inflation, as measured by the Consumer Price Index, sat well below the 
MPC’s target rate throughout 2004 and since 1997 the plus or minus 
1% target range has never been breached -  in itself a remarkable 
achievement.  As a result, base interest rates, although rising over the 
course of 2004, are now considered to be at, or near, their peak for this 
cycle at the current 4.75% and have not been higher than 7.5% since 
the MPC was established. 

 
6. One other difference in the economy is that this low inflation 

environment has not led to a rise in unemployment.  The rate of 
unemployment in both the UK and Scotland, based on the claimant 
count, remains at a level last seen in the early to mid 1970s and the 
headline Labour Force Survey rate www.statistics.gov.uk has fallen to 
below 6% in Scotland and below 5% in the UK although there was a 
slight rise recorded in Scottish unemployment at the start of 2005. 

 
7. The consumer has been paramount in sustaining this economic 

climate.  Buoyant consumer confidence on the back of rising average 
incomes and house price increases has ensured consumers have 
continued to spend.  However, consumers also seem to be increasingly 
price sensitive making it difficult for retailers to raise prices and thereby 
add to inflationary pressures. Given the significance of consumer 
expenditure as a factor of GDP that buoyancy has more than 
compensated for more sluggish sectors of the economy such as 
manufacturing. 

 
8. However, despite this relatively beneficial economic background, the 

Scottish economy has not fared quite as well as that of the UK having 
experienced falls in quarterly GDP growth in 1998, 1999 and 2002.  
The longer-term growth rates for the UK and Scottish economies also 
show that the Scottish economy has delivered a less positive 
performance.  In the 40 years 1963 to 2002 the Scottish economy grew 
by an average of 3.1% whereas the UK grew by 3.9%. 

 
9. Nonetheless the current general economic situation, whether in 

Scotland or the UK, does not suggest that it would be the source of a 
major barrier to business growth at this time.  Indeed, it could be 
considered that the economic environment is such that it should be a 
springboard for business growth.  The fact that this hasn’t happened to 
any great extent suggests there must be other factors at work deterring 
business growth in Scotland. 

 
Entrepreneurial Attitude 
 
10. The strongest correlation that SCDI found in its 1994 survey of 

business growth was between growth and the positive decision to 
grow.  Almost all the fast growth firms identified in the report and over 
65% of slow growth firms attributed their growth to an overt strategic 
decision.  Although this could be dismissed as a truism, it underlines a 
vital ingredient in the growth mix.   
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Overwhelmingly, firms that grow must first have a management team 
that wants the firm to grow.  The survey also found that not all firms 
with growth potential take steps to implement growth.  This was often 
explained in terms of limited aspirations, risk aversion and an 
individual’s trade-off between earnings and leisure time.  This may be 
grouped under the heading of entrepreneurial attitude. 

 
11. This view is supported by the Scottish Executive’s Smart, Successful 

Scotland (SSS) www.scotland.gov.uk.  This lists Growing Businesses 
as one of its priorities with entrepreneurship listed as being of key 
importance.  A challenge listed in SSS is that entrepreneurial attitudes, 
creativity and drive are differentiators that lead to success and are 
relevant both to encouraging individuals to establish new businesses 
and develop existing businesses.  As SSS states on page 15 in the 
section on a culture of enterprise and more businesses of scale, “level 
of ambition and management capability can be among the principal 
barriers to growth”.  Efforts to train, develop and support management 
teams of whatever type of business are more likely to be successful in 
the long run to overcome those barriers. 

 
12. This is a theme that is taken up by Dr Carol Craig in her work on 

Scottish confidence.  In her book, “The Scots’ Crisis of Confidence”, Dr 
Craig states, “Much of the difficulty the Scots have with setting up 
business emanates from…. – a general lack of confidence, a fear of 
failure, a fear of success, an ambivalence about money, an over 
concern with others’ views.  But just as important is the fact that 
Scottish culture as a whole is ambivalent about wealth creation.”  Dr 
Craig concludes that, “One of the best actions that Scottish agencies 
could take to stimulate more interest in business development is to 
promote business not just as something which you can do to improve 
your own life but as something which has positive social benefits for 
the community.”  www.centreforconfidence.co.uk  

 
13. Growth, and a more positive business attitude, can also be achieved by 

bringing in new key players to the management team.  The ability of 
Scottish companies, and Scotland as a country, to be able to attract 
“new blood” and individuals with the appropriate management skills 
has been lacking.  Alongside immediate action under the “Fresh Talent 
Initiative” www.scotland.gov.uk, which SCDI supports, SCDI 
recommends a Scottish Centre for Economic Migration Studies, 
possibly attached to a university or college.  Such a body could make 
an important contribution towards a better understanding of how 
economic migration could and should benefit our economy.  It would 
co-ordinate research and its findings to produce a better understanding 
of the problems, issues and possible solutions to population decline in 
Scotland.  Scotland must attract skilled economic migrants to build a 
cosmopolitan workforce at all levels.  In addition more effort is required 
to provide sufficient economic opportunities and a quality of life that 
encourages people to live and work in Scotland given the longer term 
demographic trends that show Scotland’s population declining. 
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14. However, recent evidence suggests that things are improving slightly.  

The Scottish Executive’s background analysis to the refreshed 
Framework for Economic Development www.scotland.gov.uk refers to 
the Global Entrepreneurship Monitor produced by the London Business 
School www.london.edu.  This surveys levels of entrepreneurial activity 
between countries.  It shows that in 2003 Scotland sat in the middle 
grouping of countries as listed by the Monitor and scored at the 
average level for all of the 17 European nations included in the report.  
This compares to being positioned in the middle of the lowest grouping 
in 2002. 

 
15. Figures collected by the Committee of Scottish Clearing Bankers 

www.scotbanks.org.uk show that there is a rising trend in new business 
start-ups with 18,518 account openings in 2002, 21,468 in 2003 and 
20,808 in 2004.  National Statistics data for VAT registrations of 
businesses show that the number of business start-ups in Scotland per 
10,000 of the adult population stood at 29 in 2003, up from 28 in 2002 
although this has been fairly constant throughout the last decade.  This 
is below the rate in every English region apart for the North-East but 
equal to Wales and Northern Ireland.  Furthermore the stock of VAT 
registered businesses in Scotland has increased to 126,000 in 2003 
from 118,700 at the start of 2000 as the number of deregistrations has 
fallen compared to the UK as a whole. 

 
16. Nonetheless, as much of the research in this area has concluded, such 

as the Scottish Enterprise Business Birthrate Strategy www.scottish-
enterprise.com, and summarised by Neil Hood and Calum Paterson in 
their chapter (The Growth and Development of New Firms) in the book 
“Scotland in a Global Economy: The 2020 Vision” there is much more 
that should be done particularly in regard to “higher quality start-ups, 
business counselling and the standardisation of multiple schemes of 
government assistance”. 

 
17. However, given that entrepreneurial attitude is important, it would seem 

that there is only a certain grouping of firms that should be targeted for 
support.  At one extreme there are firms that will grow regardless of, 
and perhaps in spite of, any barriers that may exist to business growth.  
Their management has decided to grow and they are acting on that.  At 
the other extreme there are firms that simply do not wish to grow, again 
based on the decision of their management.  No matter what support is 
available or whether any barriers exist or not, these firms will not grow.  
This leaves the relevant group for the purposes of this study being 
those firms that wish to grow but are deterred from doing so due to 
either real or perceived barriers. 

 
18. Therefore, given those firms that are willing but apprehensive about 

expanding, what factors may be behind that attitude? 
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Business Taxation and Regulation 
 
19. Alongside the macroeconomic climate, further factors that are 

important in facilitating business growth are fiscal and microeconomic 
issues such as the burden of business taxation and regulation. 

 
 Business Taxation 
 
20. A report by the Scottish Executive on the Comparative Study of 

Business Tax Revenue carried out as a result of a recommendation by 
the Scottish Manufacturing Steering Group (SMSG) in its 2003 report 
“Nurturing Wealth Creation” www.scotland.gov.uk showed that the 
overall tax revenue from business comprising corporation tax, 
employers’ social security contributions and business property tax, i.e. 
business rates, stood at 9.2% in Scotland compared to 9% in the UK.  
Only the USA (7.5%) and Ireland (7.1%) were lower.  Although the 
overall burden seems to compare well, it is notable that revenue from 
non-domestic rates in Scotland is higher than anywhere else. 

 
21. Since the Scottish Executive abolished the Uniform Business Rate 

(UBR) in the 2000 revaluation SCDI has campaigned for it to be 
reintroduced.  Its abolition was a retrograde step that has undermined 
the competitiveness of Scottish business.  In 2002, SCDI called on 
Ministers to introduce a three-year freeze on the Scottish poundage as 
a first step to re-alignment.  A one year freeze was announced in 
December 2002.  However, this was not repeated and, as shown by 
the Scottish Executive report on the Comparative Study of Business 
Tax Revenue, revenue from business property tax is a larger 
proportion of GDP in Scotland and a larger proportion of total tax 
revenue than our main competitors. 

 
22. As the SMSG report made clear in the section on Business Rates on 

page 15, “Scotland still remains at a competitive disadvantage with the 
rest of the UK and possibly with the country’s main competitors 
overseas.”  SCDI would reiterate Recommendation 10 of “Nurturing 
Wealth Creation”, that “The Scottish Executive should bring the 
Scottish poundage rate into line with the rest of the UK.”  However, the 
SMSG went further and recommended that, in the longer term, the 
Scottish Executive should consider creating a distinctive competitive 
advantage for business and enterprise in Scotland by significantly 
reducing the business poundage rate.  However, SCDI would 
emphasise that this should be done without thereby increasing council 
tax or reducing funding to Local Authorities.  Given the Scottish 
Executive’s statement that growing the economy is its top priority, the 
message that such a policy would send to investors and companies 
seeking to grow and locate in Scotland would strengthen that 
commitment substantially. 
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23. SCDI notes that the Local Government Finance Review Committee, 
under the Chairmanship of Sir Peter Burt, has been established to 
review different options for local taxation and identify the pros and cons 
of implementing any changes to the local taxation system in Scotland, 
including options for replacing business rates. 

 
 Regulation 
 
24. A supportive regulatory environment is important for economic 

competitiveness.  SCDI is increasingly being informed by its members 
of the growing burden of regulation despite the findings of the results of 
the 2003 Omnibus Survey of Small Business in Scotland 
www.scotland.gov.uk which showed that regulation was mentioned by 
only 15 percent of respondents as being the main obstacle to success.  
One of the main issues is in regard to “goldplating” of regulation.  This 
can be defined as a more stringent standard applied within legislation.  
Alternatively, and increasingly of concern to SCDI members, it is where 
a more stringent enforcement and inspection regime is adopted.  This 
“goldplating”, whether real or perceived, is damaging to Scottish 
business and must not be compounded by Scottish regulators.  

 
25. A consistent regulatory environment across the UK is important, but in 

some cases there are particular Scottish issues that also need to be 
considered.  Regulations must be negotiated to take into account 
Scottish needs and the Scottish Executive has a major role to play in 
this negotiation.  The growing presence of representatives of UK 
regulators in Scotland is welcomed and should be replicated by all. It is 
vital for the Scottish dimension to be properly represented at the top 
level within the staff and board of UK regulators.  The role of the 
Improving Regulation in Scotland (IRIS) unit www.scotland.gov.uk, 
alongside the UK Better Regulation Unit, is also important in supporting 
this necessary enhancement of the regulatory environment. 

 
26. Educating business in regard to complying with regulation is just as 

important as the policing of regulation.  Regulators should be given 
clear guidelines on this function as regulations that are properly and 
efficiently implemented can provide benefits for companies, their 
workforces and the economy as a whole by creating a level playing 
field and combating unacceptable business practice which undermines 
quality and standards.  Again, the SMSG, of which SCDI was a part, 
made a number of recommendations regarding regulation in “Nurturing 
Wealth Creation”.  The SMSG’s recommendation 15 stated, “The 
Scottish Executive should develop an approach to implementing 
regulation that encourages best practice rather than focuses on 
enforcement”.  This was accepted in principle by the Scottish Executive 
in its response to the SMSG’s report in November 2003 with the 
statement that the “Improving Regulation Unit will be further promoting 
the Enforcement Concordat through a series of meetings and seminars 
with the regulatory and business communities”.   
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The Scottish Executive hoped that these will continue to improve the 
relations between the business community and enforcers.  However, 
as the SMSG report also states, despite certain initiatives, there is little 
evidence of any real progress in reducing the regulatory burdens on 
business.  The introduction of annual reports from IRIS detailing the 
work it has carried out over the preceding year should help to pinpoint 
how the regulatory burden has been addressed by the Executive. 

 
27. SCDI is pleased to note that the recent Hampton Review on Regulatory 

Inspections and Enforcement www.hm-treasury.gov.uk addresses 
many of these issues and that the government has accepted the 
report’s recommendations in full.  SCDI noted that Budget 2005 stated 
that “Many regulators within the scope of the review operate in Wales, 
Scotland and Northern Ireland, and the recommendations on these 
bodies will need to be implemented following discussion between the 
Government and the Devolved Administrations.”  SCDI would hope that 
these discussions will result in the recommendations being fully 
implemented in Scotland. 

 
28. As specific issue that has been brought to SCDI’s notice is in regard to 

business development in rural areas, particularly farms.  Price pressure 
on farmers has the potential to undermine vibrant rural areas as 
businesses at their heart are driven out of production.  Scottish farmers 
should be paid a fair price for what they produce, reflecting their costs 
of production and the quality of produce.  SCDI would support the 
introduction of an enforceable protocol covering all relationships 
between farmgate and plate including farmers, processors, the food 
service sector and retailers.  An independent “commissioner” could 
monitor these supply chain relationships. 

 
Support Network 
 
29. Of the businesses that wish to grow but are reluctant to do so, one 

area that may be of concern is the type of advice that is available to 
them or access to appropriate financial support. 

 
30. SCDI has no evidence that that there is any need for additional support 

measures for companies, although the recently established 
Manufacturing Advisory Service is a welcome addition to the available 
measures and indicates that this needs to be regularly assessed.  
SCDI members have called for simplified access to support and for 
clarity of eligibility and decision making.  The nature of the support 
offered by existing agencies does need to be reviewed. 

 
31. There has been quite a bit of emphasis by the Scottish Enterprise 

Network, as the main business support agency, on providing sufficient 
backing for enterprises.  A number of programmes have been 
established to provide this support and are outlined in the “Background 
Analysis to the Framework for Economic Development in Scotland”: 
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 Equity Investment Package, which includes the Scottish Co-
investment Fund, the Business Growth Fund and the Investment 
Readiness Programme. 

 
 “The Scottish Co-investment Fund is targeted at the current 

equity gap of up to £500,000 and will invest in existing and new 
private sector funding vehicles, over next 3-5 years.  The funds 
will be private sector managed and driven; 

 
 The Business Growth Fund has been redesigned as a debt and 

equity vehicle able to provide funds in the £20k-£100k range, 
offering opportunities to companies to obtain investment in the 
lowest end of the funding range; 

 
 The Investment Readiness Programme will provide financial 

support to growth businesses to assist with the costs of making 
their propositions investment ready – up to 50 per cent of the 
cost to a maximum of £10,000. 

 
  Business Gateway 
 
 This is a partnership initiative between Scottish Enterprise and 

the Local Authorities.  It is a “new system of first-stop access for 
businesses of all sizes to all public support available both locally 
and nationally within the Scottish Enterprise area.  The core 
services of business information and advice on start-ups and 
business growth are backed up with targeted support including 
e-business, technology and innovation, skills and finance.  And 
there is built-in flexibility for discretionary services at a local 
level.  The aim is to provide high quality, easily accessible 
services – and an end to the duplication between different public 
agencies.” 

 
 A similar initiative exists in the Highlands and Islands area and 

is run by Highlands & Islands Enterprise and Local Authorities. 
 
 Other support initiatives listed in the “Background Analysis to the 

Framework for Economic Development in Scotland” are the 
Scottish Institute for Enterprise and Enterprise in Education. 

  
32. Scottish Enterprise has just announced a new fund of £100 million to 

address the second equity gap of £2m-£5m www.scottish-
enterprise.com.  Entitled the Scottish Investment Fund and established 
as a Scottish Limited Partnership it will operate as a standard fund-of-
funds, with Scottish Enterprise as General Partner and Manager. 
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33. The question that requires to be addressed is whether these initiatives 
are, firstly, necessary and, if so, sufficient to support the requirements 
of Scottish business and whether they are sufficiently easy to access 
and properly marketed and presented by the public sector.  Finally the 
cost effectiveness of the initiatives should be determined.  Although 
SCDI is informed that the Co-Investment Fund has been a success and 
there has been high demand for its funding, we have no specific 
knowledge of the effectiveness or otherwise of these schemes in 
aggregate.  It should be noted that new businesses are at their most 
vulnerable in the first three years and Scotland’s record on supporting 
business through that period does not seem to compare well with the 
rest of the UK.  According to statistics produced by National Statistics 
in its “Regional Competitiveness and State of the Regions” document 
on the survival rates of business, defined as the proportion surviving 
three years or more, in 1999 (the most recent data available) 65.3% of 
businesses in Scotland survived.  Although this is an increase from the 
62.2% recorded in 1994, this ranks below 66.4% in England, 68% in 
Wales and 72.4% in Northern Ireland.  Scotland also ranks below every 
English region apart from London and the North West. 

 
34. Furthermore, it has been suggested that much bigger sums than those 

provided by the support agencies are required.  Gavin Don, SCDI 
Board member and a corporate financier, in a paper included in the 
publication, “Scotland’s Economy: New Points of Departure” produced 
by The Policy Institute www.policyinstitute.info has stated that 
“innovative companies are created only with large lumps of investment 
- £10 million to £20 million is not uncommon, £40 million to £50 million 
is not unheard of.”  The paper continues, “we need to create a small 
family of very large, very Scottish investment companies with longer 
time horizons.  Given the sums involved these need to be big – 
capitalised at a minimum of £400 million each, preferably £700 million.” 

 
35. Another Scottish Executive backed source of financial support is 

Regional Selective Assistance.  SCDI chaired a sub-group of the 
SMSG that looked in detail at financial support for industry and 
collected views from companies directly.  Although it was concluded 
that RSA as currently structured should meet most manufacturers’ 
requirements, provided they were based in Assisted Areas, a strong 
perception remained that the RSA scheme in many instances did not 
provide the support that addressed manufacturers’ problems.  The 
conclusion was that the communication of the policy was inadequate.  
For example, there is still a lack of understanding that RSA can be 
granted for investment in both jobs and capital equipment and is 
relevant for both inward investors and indigenous companies.  
Furthermore, there was a lack of information concerning other forms of 
support for industry and business, perhaps through local authorities, 
should RSA not be the appropriate support funding for certain 
businesses.  SCDI was concerned about the training of Enterprise 
Network business advisers in regard to their knowledge of the range of 
support open to companies. 
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36. SCDI understands that Scottish Enterprise Gateway advisers are 
measured and remunerated according to the number of company 
registrations that are gained.  This may bring into question the longer 
term sustainability of companies that are established under the scheme 
and whether this form of remuneration provides the appropriate 
incentive to advisers.  It may be the case that a programme of on-going 
mentoring for start-ups should be provided with a review undertaken at 
intervals of one and three years and beyond.  This would allow an 
analysis of the effectiveness of support programmes and allow issues 
that are facing young companies to be addressed. 

 
37. Support for new and young enterprises can also be provided by the 

private sector.  Organisations such as SCDI, Connect, the 
Entrepreneurial Exchange, We-Entrepreneurs and other business 
networks and organisations play an important role in helping 
companies to grow through networking and aiding the exchange of 
ideas and information.  For example, SCDI has previously offered to 
provide one year’s free membership to companies that Scottish 
Development International have helped to invest in Scotland as part of 
an after care service.  There was no take up of this offer.  We would be 
pleased to reiterate this and extend it to new businesses with which the 
Enterprise Network has dealings. 

 
38. The type of support that is provided to Scottish companies must be 

determined by the fact that Scotland has a higher than average 
proportion of small businesses and that they are highly fragmented into 
different industries.  For example the type of support that is offered to 
tourism businesses needs to be very different from that offered to a life 
sciences company. 

 
39. SCDI recommends that research should be carried out with companies 

that have been supported by the public sector to determine the 
effectiveness of the involvement and how successful it has been. 

 
40. The lack of such detailed research on the outcomes of public sector 

initiatives was highlighted in a slightly different context by the Scottish 
Parliament Finance Committee in its March 2005 report of Cross-
cutting Expenditure Review of Economic Development 
www.scottish.parliament.uk.  One of the Committee’s conclusions was 
that, “in parts of the budget claimed by the Executive as playing a vital 
role in the promotion of economic growth, spending decisions were not 
systematically assessed or prioritised on the basis of their economic 
development impact.  This lack of analysis by the Executive makes it 
extremely difficult to judge whether particular allocations at project, 
programme or departmental level are delivering the best return in terms 
of the promotion of economic growth.  The Committee recommends 
that the Executive improves the resource allocation process to target 
resources more effectively towards delivering its top priority.” 
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41. The development opportunities for businesses in rural areas can be 
distinct as are many of the barriers to growth.  In rural areas, remote 
from the hinterland of larger towns and cities, there are more restricted 
employment possibilities.   However, the potential can be widened both 
by making the support infrastructure as good as possible and by 
building on existing businesses.   Agriculture constitutes a substantial 
part of existing businesses and the skills of practitioners may be 
applied to new ventures.  The weak trading position of most farm 
businesses adds to the pressure for diversification.  This is aggravated 
by recent reform of the Common Agricultural Policy.  The Scottish 
Executive’s “Forward Strategy for Scottish Agriculture” 
www.scotland.gov.uk has some supportive measures for business 
diversification and the Committee should take cognisance of this as an 
important contribution to generating jobs in rural areas.  Business 
growth in this context can help combat rural depopulation which is an 
ever present threat. 

 
42. Scotland needs a successful, profitable farming industry.  The health of 

its rural economy depends on the viability of its agricultural businesses. 
Scotland has a worldwide reputation for high quality food and drink and 
its farmers are the first step in that supply chain. With the right 
operating environment, Scottish farming and the food industry can 
capitalise on its strengths to the benefit of all who work and live in 
Scotland. 

 
Innovation and Research & Development 
 
43. Growing companies need to be innovative companies and this may 

also be a source of Scotland’s poor performance.  Low levels of R&D 
are a particular problem in Scotland.  The amount of R&D as a 
percentage of Gross Domestic Product undertaken by Scottish 
business is below the UK average which, in turn, is well below the 
levels found in our main European and world-wide competitors.  As 
with general business support there are a number of programmes to 
support business R&D.  Again these are outlined in the “Background 
Analysis to the Framework for Economic Development in Scotland”: 

 
 “SMART, a competition that provides funding of up to 75% 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% of eligible costs for projects of 

over £75,000 lasting between 6 months and 3 years.  The 
maximum award is £150,000 
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SPUR+, a scheme that covers 35% of eligible costs for projects 
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 expansive leading-edge 
technology.” 

 
44. At a UK level, the introduction of R&D tax credits has been successful 

and SCDI supports their extension.  These currently encompass an 
SME credit allowing an extra 50% deduction on qualifying current R&D 
expenditure on top of the 100% already available and a large company 
credit allowing an extra deduction of 25% over the 100% relief.  
However, again the SMSG raised some concerns over R&D.  It 
concluded that the definition of R&D for tax purposes was not 
sufficiently wide to include much of the product development that is 
undertaken in smaller companies.  It recommended that the UK 
Government should redefine R&D to cover product development.  
Questions about defining R&D were also raised at SCDI’s International 
Forum in March 2005 during a discussion group on moving up the 
value chain.  Traditionally R&D has been associated with technological 
research.  However, many Scottish companies are in sectors where the 
greatest returns come from research into their customer base and 
needs.  Furthermore, R&D spend alone was not perceived to be a 
guarantee of added value or innovation.  The focus needs to be on the 
outcomes of any research rather than the research itself. 

 
45. Another major source of R&D is the university sector and continued 

support for Scotland’s research intensive universities is required.  Of 
vital importance to business growth is the commercialisation of this 
R&D.  As Smart, Successful Scotland states on page 16, “Universities 
should be helped to package the knowledge generated by their 
research and to bring it to the attention of business.  Equally, business 
must articulate its demand for such knowledge and seek to exploit the 
commercial potential of university-produced research.  This requires 
close co-operation, marketing understanding and a desire to maximise 
the impact of high quality research on product and processes.”  The 
Scottish Executive has recognised this with the introduction of the 
Proof of Concept Fund and the Scottish Enterprise/Royal Society of 
Edinburgh Enterprise Fellowship Scheme and, more recently, the SME 
Collaborative Research (ScoRE) Programme and the Scottish 
Executive Expertise, Knowledge & Innovation Transfer (SEEKIT) 
Programme.  At a UK level there is the Knowledge Transfer 
Partnership scheme, funded by the DTI, www.dti.gov.uk linking 
companies requiring product or process enhancement with academics 
from the Higher and Further Education sector.   These programmes are 
welcome and, in the case of the Scottish Executive ones, their success 
will hopefully allow them to continue past the pilot stage. 
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46. The work of the Intermediary Technology Institutes (ITIs) www.scottish-
enterprise.com is also important here and is welcomed.  Established in 
2003, these focus on “market-based, pre-competitive research in areas 
of high potential concentrating on technology and digital media, energy 
and life sciences. 

 
47. Innovation is not simply about developing high-tech products.  

Additional factors are the design, quality and performance of products 
and services.  SCDI has previously highlighted this issue in its 
submission to the Framework for Economic Development in 2000.  
Design can be used as a source of competitive advantage and in many 
markets this can help to transcend price considerations.  This means 
design standards must continually change and improve.  Emphasising 
that quality is paramount in purchasing considerations would be an 
important change in culture.  For too long there has been a culture of 
buying cheapest.  SCDI recognises the importance of good design for 
the country’s international reputation and thereby the competitive 
position of Scotland’s companies and as a driver of increased company 
growth. 

 
48. The factors of high productivity, good design, high quality and efficient 

performance of products and services must be paramount within 
Scotland’s economy.  If these are not given priority and used to drive 
Scottish business up the value chain it will become increasingly difficult 
to compete with, not only companies in the EU and USA, but those in 
the rapidly developing areas of China, India and Eastern Europe which 
already have an advantage on cost terms and are also using design 
and innovation to increase demand for their goods and services.  For a 
more detailed analysis of the role that design can play in business 
growth and competitiveness, SCDI would commend to the Committee 
the submission of SCDI members Farm7, an independent research 
and consultancy organisation www.farm7.com. 

 
Skills and Management Issues 
 
49. The quality of the workforce is also a potential factor in ensuring that 

Scotland’s companies are staffed with individuals equipped with the 
appropriate skills to enable growth to occur. 

 
50. Lifelong learning has been identified as crucial in improving productivity 

and supplying Scotland with a quality workforce.  In order that business 
is not compromised by a lack of high quality labour, on-going 
investment in education and training is necessary.  There are a number 
of school based initiatives that are welcomed and should be further 
supported.  Investment to ensure basic education promotes an interest 
in science and technology will lead to a pool of skilled young people 
from which employers can draw.  The network of around 180 Young 
Engineer Clubs, involving some 3500 youngsters, operated by SCDI 
since 1986 is entirely funded by the private sector.   
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Almost 20 years since its inception perhaps Government should match 
this financial investment to enhance and extend this successful model.  
Other initiatives such as Generation Science should also be supported.  
Also relevant in this context is the Determined to Succeed enterprise 
education programme.  It must be ensured that this is effectively 
engaging with both pupils and the business community.  A longitudinal 
study of those involved in enterprise education should be established 
to track the success of these programmes over many years. 

 
51. However, graduates and diplomates rarely leave formal education with 

the attitude of “what business can I now create?”, but more usually, 
“who is going to employ me?”  There is a lack of emphasis within the 
Further and Higher Education sector on entrepreneurialism and much 
more on providing the student with employability potential.  Most 
students are of an age and period in their lives where it should be 
easier to take on the risks associated with entrepreneurialism.  Indeed, 
throughout the population, attitudes to risk and an understanding of the 
trade-offs between risks and rewards in business and investment are 
very limited.  A greater priority needs to be given to providing students 
in Further and Higher Education with a grounding in entrepreneurialism 
and greater information on business and risk. 

 
52. More generally, Future Skills Scotland (FSS) 

www.futureskillsscotland.org.uk has, for a number of years, provided 
data regarding Scotland’s skills requirements.  This has shown that 
skills shortages, defined as “a specific type of hard-to-fill vacancy that 
occurs when applicants lack the required skills, qualifications or 
experience for the job” are less prevalent than skills gaps, defined as 
“someone in a job who is defined by their employer to be not fully 
proficient.” 

 
53. FSS also identifies “Growing Businesses” as those under 250 

employees whose turnover increased in the previous year and whose 
employment is expected to increase in the coming year.  FSS’s latest 
report, “Skills in Scotland 2004”, shows that both the hard-to-fill 
vacancy rate and the skills shortage rate were significantly higher 
among growing businesses than non-growing businesses.  The types 
of skills that employers require were the softer core skills such as 
communication and problem solving skills.  This matches a long-
standing view of SCDI that education investment in the primary and 
secondary sectors must be a priority.  It is there that the basic skills 
that support educational attainment throughout life are gained. 

 
54. Management skills and development are crucial to provide Scotland 

with business leaders who, as the Framework for Economic 
Development states, “have the knowledge and insights to make key 
decisions on investment, R&D, innovation and employee 
development.”   
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This is also touched on in paragraph 11 above.  Companies 
themselves must ensure that their management has access to and 
knowledge of advances in management practice and that training is a 
priority throughout the workforce. 

 
55. One specific area of skills deficiency that has been brought to SCDI’s 

notice is in regard to marketing and selling skills.  We are informed that 
the ability of Scottish firms to attract and retain international “high fliers” 
has proved to be difficult. 

 
56. In general, ensuring that companies have workforces that are suitably 

trained and incentivised will be aided by good quality workplace 
relations and where the workforce has an appropriate voice within the 
company. 

 
Exporting and Global Presence 
 
57. SCDI’s 1994 study showed a significant relationship between a firm’s 

export behaviour and its growth state.  In those sectors in which 
exports play a part, Scotland has an encouraging track record and this 
should be used both to increase the international presence of existing 
exporters and expand the number of companies that export. 

 
58. SCDI has undertaken trade missions for Scottish companies for over 

40 years and believes the Scottish Executive should support mixed 
sector Scottish trade missions open to all sectors and organisations 
which demonstrate the capacity to develop international business.  The 
administration and delivery of trade missions should not be 
monopolised by public sector agencies funded by the taxpayer. 

 
59. However, there is more to a global dimension than exports and 

imports.  While there are some genuinely global products, the 
significance of international corporations is their ability to develop and 
adapt products and services to the prevailing conditions in the different 
markets they serve.  If Scotland is to continue to have world class 
companies many more will have to take the multinational route 
themselves.  This process of internationalisation should be encouraged 
and supported. 

 
60. One way of supporting this internationalisation would be extending the 

successful Scotland House model most recently called for in the 
Chairman’s Address by Shonaig Macpherson at the SCDI 34th 
International Forum in March this year www.scdi.org.uk.  This 
public/private co-location, multi-partner model would increase 
Scotland’s competitiveness in other strategic locations such as China 
and India.  Interestingly, this concept is being developed by private 
sector investors and there is a Scotland House in Tallinn, Estonia with 
plans to create others.   
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Brian Wilson, former DTI Minister, recently called for a Scotland House 
in New York.  Furthermore, the expanding network of SDI 
representation overseas should be widely promoted as a Scottish 
resource.  Representatives should be multi-tasked, pursuing 
opportunities for trade, investment, tourism and attraction of 
conferences and events.  Where appropriate SDI’s international 
network should be developed as a joint asset with VisitScotland, arts 
and cultural organisations and others. 

 
61. Higher priority should also be given to language training.  Pupils, 

students and adults should have access to a broad range of courses 
which relate closely to the work environment.  While many consider 
English to be the language of global business, evidence suggests that 
successful international business is maximised through better cultural 
understanding and linguistic skills.  The National Centre for Languages 
model should be replicated in Scotland to support language learning. 

 
62. SCDI exports statistics show that 56% of Scottish manufactured goods 

were exported to the EU.  SCDI believes that UK membership of the 
Euro, at an appropriate exchange rate, will benefit existing and 
potential Scottish exporters, helping them to grow their market share in 
this vital market, and raise inward investment in the longer term. 

 
63. A global presence for Scottish business will be enhanced if the public 

and private agencies work effectively in partnership to support 
Scotland’s international activity.  Partnership working is a key theme of 
SSS and stated as a key mechanism for delivering the Scottish 
Executive’s top international priorities in its International Strategy 
released in October 2004 www.scotland.gov.uk.  However, partnership 
working in practice has been more difficult to achieve.  In the Cameron 
Wallace Memorial Lecture given by SCDI Chief Executive, Alan Wilson, 
in November 2004 www.scdi.org.uk, he stated that SCDI “believes the 
Scottish Government’s interpretation of partnership working leaves a 
lot to be desired in some key respects.  It seems reluctant to utilise and 
enhance the specialist services of the not for profit, membership 
organisations outwith the realm of government machinery.   
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Other Issues 
 
64. There are other basic economic development issues that need to be 

addressed to provide business with the best environment in which 
growth can occur and be nurtured.  Arguably these issues are more 
fundamental to business success than the more micro measures 
discussed above.  These include: 

  
 Transport networks, both within the country, such as road and 

rail,  and international links, including direct air and sea routes 
and access to major airport hubs, and the development of a 
quality transport infrastructure; 

 
 Planning system, this must be reformed to be a facilitator of 

sustainable, evenly distributed development throughout the 
economy and its communities and not, as is presently the case, 
a constraint on development.  This would help facilitate an 
increase in affordable housing and ensure an appropriate supply 
of business premises.  The related issue of development 
constraints caused by a lack of resources provided to Scottish 
Water is also relevant here. 

 
65. In electronic communications, widespread and effective use of new 

technology, most particularly broadband, must be encouraged.  There 
still exists a gulf between establishing an internet presence and 
actually using the internet as an effective global marketing and selling 
tool to produce real value added to a business.  There are also legal, 
financial and cultural aspects that can be problematic when a company 
is visible and selling anywhere in the world. 

 
66. An efficient and effective public sector that supports and encourages a 

thriving private sector should also be a goal.  SCDI supports efficiency 
measures which free up public sector resources for front-line services 
and economic development.  Government, the private and voluntary 
sectors need to work in partnership to deliver services more effectively. 

 
67. Many areas of Scotland have benefited from European Structural 

Funding.  This has helped to enhance local economies and 
communities by improving infrastructure and the skills base thereby 
providing a stronger platform on which local businesses can prosper.  
SCDI has consistently supported the use of EU Regional Policy and 
associated funding programmes in Scotland and believes the additional 
funding and partnership working have added considerable value to 
domestic efforts to reduce regional disparities for Scottish regions in 
comparison to other UK and EU regions.  There will be a substantial 
change to the Structural Funding process after 2006 and SCDI has 
previously submitted detailed views on this process.  SCDI’s 
submission included the recommendations: 
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 Continuity of Regional Policy funding in existing receipt areas 
until their relative prosperity is confirmed in real terms by 
adequate statistical indicators; Continuity of multi-annual 
programmes should be retained as it helps generate longer 
term, more sustainable projects and reduces strain on 
partnership working; The maintenance and extension of the 
Scottish Partnership model for sub-national level decisions 
regarding Regional Policy; With the changing geography, 
demography and economics of the enlarged EU, it is even more 
essential for the European Commission to consider peripherality 
issues across the entire EU area when agreeing the reformed 
Regional Policy package. Enlargement to the east also 
increases the distance from the centre to the western and 
northern Atlantic boundaries. There is also the limitation for 
Scotland of not having a land border with any other Member 
State; The EU should continue to maintain budgetary control, 
oversight and management of EU Regional Policy – covering all 
Member States. This should not be devolved to Member States. 

  
68. The threat is that without action on the above points Scotland will not 

obtain as beneficial a result from the post-2006 Structural Funding as it 
could have and the effectiveness of the Funding will be compromised. 

 
69. Business and economic growth must take account of the environmental 

impact that it can cause.  SCDI does not believe that development and 
the environment are mutually exclusive, but good, successful business 
practice takes cognisance of sustainable development.  Perhaps more 
than most places, Scotland is sensitive to others’ perceptions of 
environmental quality.  Many products and services are to some 
degree dependent on a portrayal of Scotland as a “clean and green” 
place.  There will be major issues to be resolved of how to maintain 
and extend that status and environmental performance as an aspect of 
competitiveness. 

 
70. With this in mind, the appropriateness of the traditional GDP per head 

measure as an indicator of true economic success is limited.  
Scotland’s economy and society features many areas where increased 
prosperity has not reached.  GDP may also measure the wrong things.  
Alternative economic measures are available and others should be 
developed.  In future, it may be more appropriate to focus on these 
measures when attempting to identify Scotland’s true economic well 
being.  More widely based measures are likely to show that there are 
many areas in which Scotland must improve its performance to ensure 
an equitable distribution of the benefits of economic growth.  Wider 
“Quality of Life” measures would more clearly represent the true 
performance of Scotland’s economy with regard to a wide variety of 
factors. 
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71. Fostering an open understanding of Scottish culture and encouraging 
confidence are important in promoting Scotland externally and 
unleashing creativity and entrepreneurship internally. The link between 
cultural policy and national and regional competitiveness should not be 
forgotten.  SCDI has submitted its views to the Cultural Commission, 
currently inquiring into the administration of arts and culture in Scotland 
www.culturalcommission.org.uk In its submission, SCDI stated that, 
“from the work of Prof. Richard Florida’s on ‘creative communities’ to 
the hard figures associated with particular developments such as Eden 
Court Theatre’s contribution to the economic success of Inverness, the 
need to recognise the links between culture and economic 
development should be made apparent.” www.scdi.org.uk  

 
72. Finally, using motivators to growth designed to enhance the status and 

recognition of growth firms as something worthy of exploration.  Some 
form of recognition of good work and achievement could provide a 
stimulus to encouraging companies and management to seek growth.  
SCDI will consider introducing a Growth Business category to its 
Annual Awards for Enterprise and Exports. 
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INQUIRY INTO BUSINESS GROWTH IN SCOTLAND 
 

SUBMISSION BY THE FINANCIAL SERVICES SKILLS COUNCIL 
 

 
Purpose 
 

To provide the FSSC contribution to the above inquiry. The remit of which is 
given below.  
 
“The remit for the inquiry is to inquire into what needs to be done to 
increase the rate of sustainable business growth in Scotland over the 
next 10 years.” 

 
1. Introduction 

1.1 The Financial Services Skills Council provides strategic leadership for 
training, education and workforce development in the industry.  Employer-led, the 
Skills Council is licensed by government to 

• co-ordinate improvements in the sector's skills base;  
• raise productivity; and  
• Improve business performance.   

1.2 At FSSC we are taking the lead in a number of key areas on behalf of the 
sector.  These include but are not restricted to the following   

• Represent employers' interests and directly influence the planning and 
funding of education and training across the UK with relevant government, 
national and international organisations  

• Lead the review of examinations initiated by the Financial Services 
Authority from 'approved' to 'appropriate' exams, develop a coherent 
approach towards assessment, and determine the standards and 
syllabuses for each exam  

• Attract staff into the sector by developing a recruitment strategy for young 
people, encouraging universities to introduce financial services degrees, 
addressing skills gaps such as IT and management, forging strong links 
between employers and colleges and improving access to local labour 
markets and public funding  

• Provide opportunities for everyone in financial services, from the largest 
companies to sole traders, to realise their full potential through the 
promotion of lifelong learning and developing career pathways  

• Provide unrivalled analysis and intelligence about the sector, 
communicated in a straightforward, jargon-free style  
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• Promote the concept of spending on training to meet the strategic needs 
of  businesses, rather than being driven by the need simply to comply with 
regulation  

• Offer business coaching  
• Enhance the profile of British qualifications in the global community  
• Promote the development of an integrated national standards framework 

for financial services 
• Provide a forum where members can exchange views, agree policy, 

influence local funding and inform research 

2. Current Position in Scotland 
 
2.1 The Future Skills Scotland, Skills in Scotland 2004 Report provides 
important information on the Skills needs of the Financial Services Sector.  
These figures contradict the perception that the sector is self sufficient and 
requires little support from Government.  The headline figures are 
 

• The sector has the highest Vacancy Rate (6.6%) of any sector in 
Scotland  

  
• There are 5,500 vacancies, 58% of which are hard to fill.  Again, the 

highest of any sector.   
 

• 47% of vacancies were hard to fill because of skill shortages.  Once 
again, the highest figure of any sector. 

 
2.2 These figures are of even more concern when set against the contribution 
the sector makes to the Scottish Economy.  

• Without the growth in Financial Services over the last 5 years the Scottish 
economy would be in recession. 

• Current estimates are that Financial Services account for nearly seven per 
cent of Scotland’s GDP.   

• Eight out of the top 20 companies (and four of the top five) in Scotland are 
Financial Services companies. They account for 70 per cent turnover; 84 
per cent profit and 50 per cent employment of the top 20 companies. 
   

• Employment in Financial Services in Scotland has grown by 22 per cent 
over the last 10 years compared to 1.5 per cent employment growth for 
Scotland as a whole.   

• In the last five years Financial Services in Scotland has grown by 42 per 
cent while the Scottish economy has grown by only 10 per cent 
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3. Key Issues 
 
3.1  Increasing Regulation   
 
3.1.1 There is a perception that the industry is cash rich and that it is therefore 
not a priority for investment in skills from Government.  While the Global 
companies are no doubt very successful businesses, this perception fails to 
recognise that 98% of the companies in the sector are SMEs.  These companies 
are struggling to cope with the additional demands and costs of regulation. 
 
3.1.2 The qualifications that small firms must undertake to comply with FSA 
regulation do not attract any Government Funding and this has an impact on 
what employers can afford to offer in terms of more mainstream training for staff. 
 
3.1.3 Investment in training that might help grow their business is limited as a 
result. 
 
3.2 Offshoring 
 
3.2.1 Given the shortage of skills and the costs of operating in the UK, there is 
also pressure to move jobs to the emerging economies.  If the sector is to grow in 
Scotland, the Government must support the improvement and supply of skilled 
labour. 
 
3.2.2 Most of the Skills Gaps are in customer facing roles and employers 
describe difficulty in recruiting people with the right kind of Core Skills to operate 
effectively.  To address this issue, the industry is keen to explore different 
aspects of the labour market which it has not traditionally taped into. E.g. B&Q 
model of employing more mature people.  
 
3.2.3 The industry is also keen to explore new qualifications and training which 
will furnish people with the skills they need to ‘hit the ground running’.  The 
initiatives undertaken by SQA on developing Financial Services qualifications for 
school age pupils is seen as a positive move forward. 
 
3.3 Marketing the Sector 
 
3.3.1 Another key issue which is not exclusive to Financial Services is around 
making a career in Financial Services more attractive to people leaving school 
and college.  FSSC is exploring ways in which the huge variety of roles and 
opportunities in Financial Services can be better marketed. 
 
3.3.2 There are a huge variety of roles and careers open to people who come 
and work in the sector including returners to work and those coming back from a 
career break.   This must be communicated and marketed better.  
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4. What the Parliament and Executive Can Do 
 
4.1 FSSC is the only organisation in the Financial Services Sector which is 
both led by employers and licensed by the Executive, through the SSDA, to 
articulate the Skills Demands of employers.   
 
4.2 The Financial Services Strategy Report was published by the Scottish 
Executive in March this year.  It will come as no surprise to the committee that 
matching the demand and supply of skills was a key plank of that strategy.   
 
4.3 The Sector Skills Agreement (SSA) Process will be vital to ensuring that 
the skills the sector needs are delivered.  In order for this process to be a 
success, it is vital that the Parliament and the Executive include FSSC in 
discussions on policy and strategy at the highest level.  
 
4.4  To address the issues identified through the SSA process will require 
significant investment from both the industry and government.  The industry 
spends over £300m a year in the UK on Learning and Development, however 
there is a perception that it perhaps does not receive the same level of 
Government investment as is afforded to other sectors. 
 
4.5 We believe the distribution of funding needs to be reviewed in line with the 
needs of each sector and the contribution it makes to the Scottish economy.  
 
5. FSSC’s Progress in Scotland 
 
5.1 FSSC is a new organisation and our National Manager for Scotland (Paul 
Devoy) joined the skills council at the end of 2004.  Paul has been actively 
engaging employers and stakeholder in Scotland.  The main headlines so far 
are:- 
 

• Scottish Launch held on 4th October 2004 with keynote speech from Jim 
Wallace MSP 

• Marcia Campbell, Group Operations Director of Standard Life based in 
Edinburgh sits on the UK Board of FSSC representing the interests of 
Scottish employers 

• Our Membership roster includes RBS; Aegon; Standard Life; HBOS; 
Abbey National; Lloyds TSB; HSBC and Baillie Gifford who all have 
significant operations in Scotland. 

• We have undertaken research into Core Skills gaps and shortages.  In 
other words, the critical areas of verbal & written communication;  
numeracy; I.T Skills, teamworking etc  

• Held event in Edinburgh for influential Employers in the sector where 
some of the key issues described previously were identified 
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• Set up an Employer Steering Group which is representative of all sub 
sectors and size of business.  The members of the group will help steer 
the activities in Scotland and also act as advocates for the Skills Council in 
Scotland 

• Run Employer Forum in Inverness on 9 June.  (Edinburgh Forum planned 
for 29 June)  

• Engaged with all key stakeholders 
 
6.  Contacts 
 
6.1 Our National Manager for Scotland, Paul Devoy would be delighted to 
discuss these issues with you in more detail.  His contact details are given below. 
 
  
Paul Devoy 
National Manager, Scotland & Northern Ireland 
Financial Services Skills Council 
28 Castle Street 
Edinburgh 
EH2 3HT 
 
Tel: 0131 226 4642 
E-mail: Paul.Devoy@fssc.org.uk
Mobile: 07841 408 962 
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SUBMISSION FROM SECTOR SKILLS DEVELOPMENT AGENCY 
 
1. Background 
 
The Sector Skills Development Agency was established in July 2002 and 
funds, supports and champions the new UK wide network of employer led 
Sector Skills Councils (SSCs).  It is therefore the only UK wide, sector based, 
productivity driver.  The role of the SSDA is to: 
 

• Assist employers in sectors to become SSCs 
• Fund, support and monitor the performance of SSCs across the UK 
• Ensure quality and consistency of standards across SSCs 
• Provide cover for those sectors without an SSC 
• Promote best practice and benchmarking 
 
 

Currently 21 SSCs have been licensed and a further 4 in development are 
nearing finalisation.  Once this happens the full network will be in place.  
Individual SSCs actively involve trade unions, employers, professional bodies 
and key stakeholders in tackling the skills and productivity needs of their 
sector across the UK.  Each SSC has four key goals: 

 
• Reducing skills gaps and skills shortages 
• Improving productivity, business and public service performance 
• Increasing opportunities to boost the skills and productivity of the 

workforce including action on equal opportunities 
• Improving learning supply, including apprenticeships, further and 

higher education and national occupational standards 
 
The SSDA and the SSCs together make up the Skills for Business network 
(SfBn).  This response is made on behalf of the Skills for Business network as 
a whole.  Individual responses to this enquiry have also been made by some 
individual Sector Skills Councils. 
 
2. Context 
 
2.1 Three strategies, produced by the Scottish Executive, underpin the 
skills and productivity agenda for the Skills for Business network.  These are:  
 
• Life through Learning; Learning through Life, 2003 
• A Smart Successful Scotland, refreshed in 2004 
• The Framework for Economic Development in Scotland, refreshed in 2004 
 
2.2 It is in the light of these three strategies that the Sector Skills 
Development Agency is supporting the new UK-wide network of employer-led 
Sector Skills Councils (SSCs). 
 
2.3 In addition to these three strategies, in making this response we have 
borne in mind:   
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• the developing sector skills network  
• the need to work in partnership with other bodies in Scotland in supporting 

that network 
• Scottish Vocational Qualifications, accredited by SQA, and other 

vocational qualifications in Scotland 
• The Scottish Credit and Qualifications Framework  
• Futureskills Scotland’s Labour Market Projections, (2004) 
• the continuing slow decline in population in Scotland over the next ten 

years 1 
 
3. Possible limiting factors in relation to business growth  
 
It is our view that the following are possible limiting factors in relation to 
sustainable business growth. 
 
a. Evidence from some of the SSCs showed that there are sometimes not 

enough people to do the jobs we already have in Scotland. Sometimes this 
results from a lack of applicants with the right skills and sometimes from a 
lack of applicants altogether.  When this happens, industries are less able 
to take advantage of growth opportunities and find it more difficult to 
improve their position within Scotland.  For example the following was 
reported to us by two of our SSCs.  

 
• Research by e-skills UK noted that Scotland’s employers show very 

low growth expectations for the IT workforce and that they experience 
above average skills gaps and skills shortages. Because of the 
relationship between IT and business growth, improving the quality and 
extending the size of the IT professional workforce will be a precursor 
to future business growth.  

 
• Skillfast-UK noted that for textile companies it is not only the lack of 

skills that is the issue in terms of maintaining a competitive advantage 
and business sustainability.  It is also the lack of people entering the 
industry, either from education or from other industry sectors, and of 
people who have left being unwilling to return. The SSC reported that 
some companies in Scotland think that this will seriously impact upon 
the viability of their businesses over the next 5-10 years. This is of 
particular concern when 51% of Scottish companies in the sector 
anticipate growth in their businesses which may be constricted by the 
lack of skilled staff. 

 
b. Businesses which are based on a low cost, low value-added and low 

skilled approach will not flourish in Scotland in the 21st century. The pace 
of change in the global economy and global competition require Scotland’s 
businesses to become more innovative and more productive.  

                                                 
1 Labour Market Projections 2004, Futureskills Scotland (2004) 
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Scotland cannot be prosperous and cannot enjoy high living standards if 
its businesses fail to develop and fail to produce goods and services of 
high quality.   

 
c. There are difficulties in recruiting young people and retaining them in some 

jobs. While this is less likely to be the case with industries which are 
perceived as having high skills and high pay, problems with recruitment 
and retention can arise in other important, but less obviously appealing, 
sectors. This may be because: 

 
• the industry may have a poor image amongst potential recruits, 

possibly arising from a perceived lack of status or from other factors, 
such as unsocial hours 

 
• there may be a perceived lack of a clear career path in some areas and 

potential and possible candidates for a career in a particular industry 
may reject it at the start simply because they do not see the chance to 
progress up the promotion ladder  

 
• the need to licence individuals to do a job could mean that younger 

people are excluded/exclude themselves from the selection process as 
they do not possess the necessary licence to perform the work 

 
d. When the workforce in an industry is largely at the upper end of the age 

range then there is a need to ensure that training provision meets the 
continuing needs of the sector and is attractive to young people.   
 

e. Access to training may sometimes be limited. This is particularly likely to 
be the case in work with unsocial hours or in small or single operator 
(‘micro’) businesses.  In addition it is an issue specific to many rural areas. 

 
f. Provision of training may not be relevant to the needs of the sector and 

this may reduce willingness to buy into it, both on the part of employers 
and employees.  Skillfast-UK noted that a survey of the sector had 
revealed that 62% of respondents had reported dissatisfaction with current 
services on offer.  

 
g. Lack of funding, or limited funding for training, may deter potential 

candidates from attempting to enter a particular job sector. In relation to 
this, it was noted that there may be a tendency to assume that industries 
perceived as wealthy (eg the finance sector), do not need funding support 
for skills. However, it should be borne in mind that many employers in 
apparently cash-rich industries are SMEs and that, therefore, they are 
likely still to be in need of funding for skills. The Financial Service Skills 
Council, for example, reported that 98% of the companies in its sector are 
SMEs yet the sector is not a priority for funding for skills training.  

 
h. We also note that funding is often not supplied for training which is legally 

required (eg a driving licence) yet this is often the single biggest training 
cost. This presents a barrier both to SMEs and also to potential 
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employees, particularly where the potential employee is a younger person.  
It is reported that the successful Scottish (lorry) Driver Training Scheme, 
funded by the Scottish Executive and administered by Skills for Logistics, 
has demonstrated that, where funds are made available, there is a 
genuine demand for large vehicle licence acquisition 

   
 
i. It is also the case that a lack of skills in one area can have implications for 

other areas particularly where there is a supply and demand relationship.  
 
 
j. Poor management and inadequate leadership are barriers to Scotland 

achieving significant business growth. By ‘management’ and ‘leadership’ 
we mean all employers, owner managers, supervisors and decision 
makers in Scotland. These individuals will need to have the right skills to 
support the attitudes, creativity and drive that will be required to improve 
Scotland’s position.   

 
k. We also need to consider the way in which skills, which were once thought 

to be discrete to one sector are now found across the workforce as a 
whole. For example:  

 
• As technology pervades all sectors across the economy its exploitation 

becomes a critical factor in business performance. The value of the 
contribution of the IT professionals to the economy is rising. Scotland, 
however, has a relatively small IT professional workforce. Research by 
e-skills UK showed that Scotland’s total IT workforce of 48,000 
accounts for just 4% of the UK’s total IT professionals’ workforce2.  
This is disproportionately low compared to its share of the UK 
workforce as a whole. Just one in 55 members of the Scottish 
workforce is an IT professional, compared to 1 in 25 of the UK 
workforce as a whole and 1 in 13 in London.   

 
• It is not, however, only IT professionals who now use IT skills. 

Research by e-skills UK reported that out of a total workforce of 27 
million in the UK, 20 million currently use IT in their everyday jobs. This 
is forecast to grow still further. Compared to 74% today, 90% of new 
jobs will require IT user skills, and at increasingly higher levels. The 
research showed that current use is often quite basic use of word 
processing packages and spreadsheets but that sophisticated use of IT 
by businesses is growing rapidly3. 

 
• GoSkills supported this view, noting the increasing use of information 

and communication technology right across the sector from 
sophisticated scheduling systems to satellite tracking and on board 
computers.  

 
 

                                                 
2 e-skills UK Regional Gap Analysis Scotland  
3 Business in the Information Age International Benchmarking Survey DTI 2003 
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l. With a shortage of skills and the high cost of operating in the UK, there 
can be pressure to outsource jobs to emerging economies. Consideration 
needs to be given to how to support the improvement and supply of skilled 
labour in Scotland. 

 
m. There are sectors which cannot export jobs from Scotland.  Jobs within 

service industries are a case in point (eg transport and hospitality) and 
there are others too.  With insufficient numbers entering these sectors 
already and with the forecast of a gradual decline in the number of people 
in the job market it is unclear how posts in these sectors will be filled in 
future.   

 
n. The rates on business premises are 11% higher in Scotland than in 

England. This was reported specifically by one SSC as having a limiting 
effect on businesses in their sector but it cannot do otherwise than have 
implications for all businesses in Scotland.   

 
o. The need to ensure compliance with various forms of regulation can 

impact adversely on the success of a business. Some industry-specific 
regulatory devices were perceived as having the capacity to hamper 
business growth.  

 
p. It should be noted that some employers take on part-time workers to help 

them to overcome difficulties in filling posts with, for example, unsocial 
hours. If part-time employees are not given access to training and 
qualifications they may be unlikely to remain in post and their employers 
will certainly be less likely to profit from growth opportunities.  

 
q. We feel that access to education and training and appropriate 

qualifications is crucial to achieving a competent and skilled workforce. It is 
possible that self-employed and part-time employees will find it difficult to 
access education and training opportunities and thus fail to reach 
necessary skills levels and to achieve qualifications. The cost and time 
involved could be a problem for the self-employed while part-time workers 
could find that employers are not willing to invest in training for them.  

 
4. Possible factors that assist growth 
 
4.1 The Skills for Business network supports the development of 
meaningful qualifications across all the sectors and for all skills. The SSCs 
endorse the need for qualifications that are fit for purpose and have a large 
part to play in delivering access to such qualifications by way of Sector Skills 
Agreements.  Through these, the Skills for Business network will work in 
partnership with their employers, the funding bodies, economic development 
bodies, regulatory bodies, awarding bodies and other partners and 
stakeholders to ensure that high value, relevant qualifications are available to 
meet employers’ needs and are accessible for those employed or seeking 
employment in businesses in Scotland.   
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This involves each SSC in detailed research, evidence gathering and analysis 
looking at both the demand side in terms of skills needs and shortages, in 
addition to an analysis of current training and covers the following five stages: 
 
- Assessment of current and future skills needs 
- Assessment of current provision 
- Analysis of the gaps and weaknesses 
- Agreeing the scope for collaborative action 
- Developing an action plan with partners 
 
This work will mean that the Skills for Business network will be crucial in the 
development of qualifications which meet the needs of Scotland in the 21st 
century.    
 
4.2 It is our opinion that support for training by an employer and the 
provision of meaningful qualifications and access to these are more likely to 
result in employers being able to retain employees. Several SSCs gave 
examples of relevant training accessed with the sectors. 
 
4.3 Similarly employers who are able to show that there is a career 
structure in their industry may help to retain employees in post and/or the 
industry.  By career structure we mean not only promotion and the ability to 
move to supervisory and management positions within a company but also 
development by employees who may move on into self-employment and 
starting businesses in their own right.  This in turn can in turn lead to business 
development and growth.  
 
4.4 The development of the Scottish Credit and Qualifications Framework 
(SCQF) supports the development of meaningful, transferable qualifications. It 
can help those who are seeking training and qualifications to use their existing 
certificated learning to contribute, where relevant, to the acquisition of other 
qualifications.  This will be helpful to employers and businesses in Scotland 
when seeking to provide their employees with appropriate training for the 
posts they occupy.  A number of SSCs are currently involved in looking at 
mapping the qualifications and learning programmes within their sector to the 
SCQF. 
 
5 Future action  
 
The Skills for Business network is very willing to contribute further to the 
debate on sustainable business growth in Scotland.  
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SUBMISSION FROM FUTURESKILLS SCOTLAND 
 
SUMMARY 
 
1. Investment in education and training has given Scotland a workforce whose skills 

are generally fit for purpose.  The supply of skills is not in general a constraint on 
business or economic growth, given the quantity and quality of demand in our 
economy.  In fact, the quality of Scotland’s labour force stands favourable 
comparison with the world’s best performing economies. 

 
2. However, these general conclusions do not hold as strongly in the case of 

growing businesses, particularly very small growing businesses.  Compared with 
other firms, growing businesses: 
• are more likely to expect “attracting appropriately skilled people” to be a 

challenge that will confront them; 
• have markedly higher rates of vacancies, hard-to-fill vacancies and skill 

shortages; 
• have higher rates of labour turnover, reflecting both a higher recruitment rate 

and a higher leaver rate; and 
• are significantly more likely than others to invest in training. 

 
3. While Scotland’s skills are generally fit for purpose, evidence from employers 

highlights a limited number of specific areas in which the supply of skills does not 
meet the market’s requirements and may contribute to making the environment in 
which businesses operate less conducive to growth than is desirable.  They are: 
• gaps in the skills of some people in jobs that typically require lower levels of 

skills and qualifications; 
• the readiness for work of people going directly from school into work; and 
• where employees have gaps in their skills, the quality of their ‘softer’ skills. 

 
4. Management skills in Scotland are generally fit for current needs and supply is 

sufficient to meet current demand. There is no conclusive evidence that the 
supply of management skills is inadequate to support faster growth.  Although 
enhanced leadership skills and greater ambition are likely to contribute to faster 
business and economic growth.  Enhancing leadership skills in a way that will 
raise business growth rates will be a long-term endeavour.  

 
5. Benchmarking evidence and results from Futureskills’ Employer Skills Survey 

suggests that the skills challenge for Scotland in relation to business growth lies 
more on the demand side than the supply side. 
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INTRODUCTION 
 
1. Futureskills Scotland (FS) welcomes the opportunity to submit evidence to the 

Committee’s Business Growth Inquiry. 
 
2. FS is part of Scottish Enterprise and Highlands & Islands Enterprise.  It aims to: 

• analyse the labour market to inform policy development; 
• enhance access to information about the labour market; and 
• work with Careers Scotland to provide its staff and clients with information. 
Further information about FS is available at www.futureskillsscotland.org.uk. 

 
3. The evidence in this paper is based largely on work undertaken by FS, including: 

• research which benchmarks aspects of Scotland’s labour market performance 
and labour quality against other nations and regions; 

• more than 19,000 interviews with employers between 2002 and 2004 as part 
of the Employers Skill Survey (ESS).  Most of the data presented in this paper 
are drawn from 7,500 interviews undertaken in mid-2004; 

• case studies with employers who had recruited school leavers to obtain 
evidence about the work readiness of school leavers. 

 
4. This paper considers the following issues: 

• the quality of Scotland’s workforce in general; 
• the skills challenges facing growing firms; 
• the areas in which skills supply does not meet the demands of the market and 

may therefore adversely affect the business environment; and 
• the influence of management and leadership on business growth. 

 
THE QUALITY OF SCOTLAND’S WORKFORCE 
 
5. Scotland’s workforce stands favourable comparison with the world’s best 

performing economies.  As measured by GDP per person, Scotland ranks in the 
third quartile of the OECD countries.  On a range of indicators of labour quality, 
Scotland lies in the first and second quartiles1. 

 
6. In the ESS, FS has used five indicators to assess whether the supply of skills 

meets employers’ needs.  They support the argument that the supply of skills is 
generally fit for purpose. 

 
(i) Skills as a challenge facing employers 
7. Employers are asked whether they expect to face any particular challenges in the 

next 12 months and, if so, what they are.  Attracting appropriately skilled staff is 
consistently a mid-ranking challenge.  In 2004, 9% of workplaces cited it and it 
ranked fourth behind: 
• increasing competition from within Scotland – 18%; 
• business regulations – 15%; and 
• cash flow – 10%. 

 
(ii) Skill shortages 
8. Skill shortages arise when an employer has a vacancy that is hard-to-fill because 

applicants lack the necessary skills.  They are uncommon, affecting one in 20 

                                                 
1 For further details see International Comparisons of Labour Market and Skills Performance (available on the 
Futureskills website) 
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workplaces.  The 18,000 skill shortages in 2004 were equivalent to 0.9% of 
employees. 

 
(iii) Skill gaps 
9. Skill gaps arise when an employee is not fully proficient at their job.  They affect 

one in five workplaces and 9% of employees.  Around two-thirds of gaps arise 
because the employee has either recently started the job and/or not completed 
training.  Thus, more deep-rooted gaps affect some 3% of employees. 

 
(iv) Readiness for work 
10. Employers who have recruited staff from schools, colleges or universities are 

asked to assess the work-readiness of these recruits in terms of their technical 
and core skills.  Around four out of five employers report that their college and 
university recruits are well prepared for work.  In contrast, around half of 
employers report that their school recruits are well prepared for work. 

 
(v) Supply of education and training for employees 
11. The 2004 ESS asked employers who had used colleges and private training 

companies to train their workforce whether they were satisfied with that service. 
• 82% of employers who had used colleges were satisfied and more than one 

in four were very satisfied; 
• 88% of employers who had used private training companies were satisfied 

and more than one in three were very satisfied. 
 
Reaping the dividend of investment in education 
12. One explanation of the generally satisfactory quality of the supply of skills is 

Scotland’s history of investment in education and training.  David Bell and 
Vadims Sarajevs note that, “[public] expenditure per student [on education] in 
Scotland has remained more than 18% higher than in England since the 1970s.”2 

 
SKILLS AND GROWING BUSINESSES 
 
13. A number of the general conclusions do not hold as strongly for growing 

businesses, particularly very small growing businesses.  This suggests that some 
growing firms face particular challenges in recruiting and retaining the skills they 
need.  However, the general conclusion – that the supply of skills is sufficient to 
meet the demands of the market – holds for most growing businesses. 

 
14. Table 1 summarises a selection of the ESS results for growing businesses, very 

small growing businesses and other firms.  It shows that: 
• growing businesses are twice as likely as non-growing businesses to expect 

that attracting appropriately skilled staff will be a challenge; 
• labour turnover is markedly higher among growing businesses, not only 

because an expanding business is more likely to have recruited staff than a 
non-growing firm, but also because growing firms are less likely to retain staff; 

• one in ten growing businesses has at least one skill shortage vacancy, 
although this is largely a consequence of them being more likely than non-
growing businesses to have any vacancies; 

• as a proportion of employees, the numbers of vacancies, hard-to-fill and skill 
shortage vacancies are markedly higher among growing firms than non-
growing firms.  These rates are considerably higher among very small 
growing firms.  This suggests that very small growing firms may face specific 
challenges relating to the recruitment process; 

                                                 
2 Bell, D and V Sarajevs, Scottish Education: Spending More – Earning Less?, scotecon, 2004 
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• growing forms are significantly more likely than non-growing firms to train 
their staff and people who work in growing firms are more likely than those in 
no-growing firms to receive off-the-job training. 

 
Table 1 

Results from Employers Skill Survey 2004 

 Growing 
businesses a

Very small 
growing 

businesses b
Other 

businesses c

% reporting Attracting appropriately skilled 
staff  is a challenge 12 6 6 

    
Labour turnover rate, % 34 54 27 
Leaver rate, % 35 66 30 
Recruitment rate, % 33 43 24 
    
% of firms with a vacancy 36 30 13 
% of firms with a skill shortage 10 7 4 
    
Vacancies as % of employees 8 25 3 
Hard-to-fill vacancies as % of employees 4 18 1 
Skill shortage vacancies as % of employees 3 11 <1 
    
% of employees with skill gaps 11 9 9 
    
% of firms providing training 70 61 56 
% of employees receiving off-the-job training 35 36 31 
 

a  private sector establishments with fewer than 250 employees in which turnover increased in the 
previous year and in which employment is expected to increase in the coming year..  
b  as for a above but for establishments with fewer than five employees. 
c all private sector establishments with fewer than 250 employees who do not fit the criteria for 
Growing (this category therefore includes those whose business is in decline as well as those for 
whom turnover and employment are static.) 

Source: Employers Skill Survey 2004 
 
15. The distinctive challenge which faces growing businesses is the recruitment and 

retention of labour, rather than the ability to recruit particular skills. 
 
GENERAL SKILLS CHALLENGES 
 
16. The general conclusion about the adequacy of the supply of skills does not hold 

true in three areas.  These may contribute to making the environment in which 
businesses operate less conducive to growth than is desirable. 

 
Skill gaps in jobs requiring lower levels of skills and qualifications 
17. The rate of skill gaps is higher among people doing jobs that typically require 

lower levels of skills and qualifications.  For example, while 6% of professional 
employees have skill gaps, the rate among workers in elementary jobs is 12%. 

 
Work readiness of school leavers 
18. More than one-third of employers who have recruited them report that school 

leavers are not well prepared for work.  The 2003 ESS found that: 
• almost six out of ten employers disagree that most school leavers have a 

positive approach to employment; and 
• three out of four employers disagree that most school leavers understand the 

world of work. 
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19. Further employer case studies have shown that where young people do not meet 
employers’ expectations and do not adapt to work, the causes are more likely to 
lie in the attitudes and motivations of the recruits, than in technical or basic skills. 

 
Skill gaps and softer skills 
20. When skill gaps arise, their cause is more likely to be weaknesses in ‘softer’ skills 

such as communication, working in a team and problem solving, than 
weaknesses in technical skills.  Table 2 summarises the results from ESS 2004 
which show that the mix of skills which employers report as deficient is broadly 
the same for growing businesses as for other businesses. 

 
Table 2 

Skills lacking among employees with skill gaps 
Rank among growing 

businesses Skill lacking Growing 
businesses 

Other 
businesses 

1 Planning and organising 55% 53% 
2 Problem solving 49% 50% 
3 Customer handling 49% 54% 
4 Team working 48% 47% 
5 Oral communication 43% 45% 
6 Other technical and practical skills 42% 37% 
7 Written communication 28% 33% 
8 Strategic management 27% 25% 
9 Basic computer literacy / using IT 26% 26% 
10 Using numbers 26% 18% 
11 Advanced IT or software skills 21% 19% 
12 Literacy skills 18% 17% 

Source: ESS 2004 
 
21. Among both growing and non-growing businesses, the skills people with gaps 

lack are more likely to be ‘softer’ skills than either technical or basic skills.  This is 
not to argue that these skills are unimportant.  Rather, the process of education 
and training more successfully imparts these than it does the softer skills. 

 
MANAGEMENT AND LEADERSHIP 
 
22. There is a vast evidence base on general issues concerning management skills.  

However, the evidence on the specific issues of management skills and ambition 
and their links to organisational and economic performance is thin.  Much of the 
research is partial. 

 
23. The evidence of the ESS and others is that: 

• the supply of management skills is generally fit for current purposes and skill 
shortage rates among managers are reported to be very low; and 

• there is no conclusive evidence that the supply of management skills is 
inadequate to support faster growth.  There are indications that Scottish 
managers are more concerned with internal growth dynamics rather than 
growing the business through a focus on external expansion through 
technical innovation, new products and new markets, key factors which have 
been identified in successful growing companies. 

 
PRODUCT MARKET STRATEGY 
 
24. The Employers Skill Survey records characteristics of the product market strategy 

of businesses and the market conditions in which they operate. 
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25. Some key differences between growing and other businesses in this regard are: 
• growing businesses are less dependent on price competition for their 

business success and are less likely to face serious competition from low-cost 
countries; 

• growing businesses are more likely to operate in premium quality markets 
and to have experienced changes in their products/services or the way in 
which they are delivered in recent years; and 

• growing businesses are more likely to have a state-of-the-art IT infrastructure, 
a business plan and an HR plan. 

 
26. In summary, growing businesses tend to operate in dynamic, quality-driven 

(rather than price-dependent) markets. They also tend to be more strategically 
operated and managed than non-growing businesses. 

 
27. It is important to emphasise that these correlations do not necessarily imply a 

‘cause and effect’ relationship between the various characteristics and the 
probability of being a growing business. For example, higher quality IT 
infrastructure may enable businesses to grow faster, but equally, businesses 
which are growing may require better quality IT infrastructure to manage this 
change efficiently and effectively.  

 
CONCLUDING REMARKS 
 
28. Faster business and economic growth would put greater demands on the supply 

of skills in Scotland.  An important question therefore, is whether faster growth 
can be achieved in the first instance through investment in the supply of skills in 
general, and of management skills in particular.  The evidence to support this 
proposition is not persuasive.  The benchmarking evidence shows that Scotland’s 
labour force compares favourably with the best performing economies.  It seems 
unlikely, therefore, that the supply of skills is a first order constraint on business 
and economic growth. 

 
29. In short, the challenge for Scotland lies less in the first instance on the supply 

side, but more on the demand side.  Growing businesses stretch the available 
labour pool more than non-growing firms.  Unpublished evidence from case 
studies conducted for FS show that it is when businesses attempt to move into 
higher value added product markets that the demand for skills rises.  If Scotland 
had more such businesses, the quantity and quality of demand for labour would 
be likely to rise. 

 
 

FS_Submission_BusinessGrowth_Final 
Futureskills Scotland 

June 2005 
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BUSINESS GROWTH INQUIRY 

 
PAPER BY DR WOLFGANG MICHALSKI, ADVISER TO THE COMMITTEE 

 
 
Introduction 
 
1. Attached as Annex A is a paper by the Committee’s adviser, Dr Wolfgang 

Michalski. This sets out the views of Dr Michalski on the global trends and 
challenges and the policy perspective for Scotland in the 21st Century. It 
outlines his suggestions for an economic and social policy approach to 
achieve more dynamic growth and higher employment in Scotland. 

 
2. The paper is intended to help shape the Committee’s discussions on the 

themes emerging so far in the Business Growth Inquiry. This will help 
members ‘take stock’, discuss emerging areas for conclusions and 
tentative recommendations and discuss the way forward for the inquiry. 

 
Action 
 
3. Members are requested to consider the contents of the adviser’s paper 

and to discuss the broad thrust of the inquiry to date. Along with paper 
EC/S2/05/16/6, setting out a timetable for the way forward, members are 
requested to outline their views on the requirements to conclude the 
inquiry. 

 
 
Stephen Imrie 
Clerk to the Committee  
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ANNEX A 
 

PAPER BY DR WOLFGANG MICHALSKI 
 
 

Responding to the Policy Challenges of 21st Century Transitions: 
Suggestions for an Economic and Social Policy Approach to Achieve 

more Dynamic Growth and Higher Employment in Scotland 
 

Position Paper 
 
There are many indications that the beginning of the 21st century holds in store once again a 
fundamental transformation of our economies and societies, - an evolution which manifests itself in 
many dimensions and at all levels: local, regional, domestic and international. There are quite a few 
observers who compare the present process of deep and rapid change with the transition from the 
agricultural to the industrial society. Both, theory and history suggest that the progression towards a 
new economic and social paradigm is always marked by a broad pallet of unprecedented opportunities 
and chances, but also by many new uncertainties and risks. 
 
It appears important in such a context, first to accept the challenge of change, second to shape the 
circumstances of the future wherever possible and desirable, and third, where the latter cannot be 
achieved, to adapt flexibly to the new economic, social and technological environment. In terms of 
policy challenge this implies two basic orientations: on the one hand, the active pursuit of economic 
and social policies, at domestic and international level, which positively spur the mutual interaction of 
technological, economic and social change; on the other, a design of policies which ensures that the 
benefits of the future technological, economic and social dynamism are fully reaped and shared and the 
associated costs and risks are controlled and contained. 
 
This paper has two distinctive parts: The first section is devoted to the elaboration of a policy 
perspective and the identification of priority themes which in the context of the “Business Growth 
Inquiry” would deserve particular attention. The second part is related to the study of policy 
approaches in other countries in terms of international comparisons and benchmarking.    
 
 

Part One: The Policy Perspective 
 
 
The purpose of this part of the paper is: First to highlight a number of fundamental trends and provide 
a first rough assessment of what these may entail for Scotland. And second, to zero in on a number of 
specific areas where the Scottish Parliament and the Executive may consider improving present 
policies or taking new policy initiatives in order to respond positively to the challenges of the world of 
tomorrow. It should be emphasised from the outset that this contribution is to be seen as a think piece 
only. It does not pretend to represent or replace the comprehensive analysis to be done elsewhere. 
        

I.  Major Driving Forces Shaping 21st Century Transitions 
 
No doubt, it is impossible to forecast the future. What can be done, however, is to seek to identify 
fundamental trends in economic and social developments, analyse the driving forces behind them and 
speculate about trend-breaks and new trends. Also this – and even if integrated in a thorough scenario 
approach - will never fully protect against the unexpected, but it may help to uncover developments 
which are not sustainable as well as potential new opportunities and risks. 
 
In a global perspective, key determinants of the economic and social evolution of the foreseeable future 
would include: 
 

 2



EC/S2/05/16/5 

+    Demographic developments with ageing and frequently declining populations in nearly all OECD 
countries and China and fast growing young populations in most of the developing world. 

 
Looking at Scotland, an ageing and in the long-term further declining population would normally 
correspond to the basic trend in most industrialised countries. Nevertheless, there are three aspects 
of concern: First, the trend of population decline does not show up so far in other parts of the 
United Kingdom, in particular not to England and Northern Ireland. Why does it occur in 
Scotland? Second, outward migration is strongest in the age group between 20 and 35. What are 
the reasons for this? Inward migration can be observed for the age groups above 60. To what 
extent is this to the benefit of Scotland, or does it primarily contribute to higher social policy 
burdens?     

 
+    A continuation of the globalisation of production and distribution structures – although 

perhaps less vigorous than in the 1990’s, - resulting in further growing international economic 
interdependence, increasing competition both at home and on export markets, and intensifying 
pressures for structural change. 

 
Scotland has experienced this kind of adjustment pressures already in the past. The development of 
shipbuilding is a perfect illustration. At the end of the 1950´s, there were 22 shipyards and 10 
slow-speed engine builders on the Clyde, producing nearly 50% of the world’s new-building 
tonnage and employing around 45,000 people. Today there are 3 shipyards and 1 ship-repair 
facility with a workforce of around 4,000. Scotland’s textile industry, although in a long-term 
decline too, is still employing around 25,000 people. In the light of the end of the MFA and the 
competition in particular from China, there is no doubt that, with the exception of technical textiles 
which are doing well, a further re-structuring is unavoidable. Structural adjustment pressures, 
frequently due to the application of new technologies, will intensify in many other traditional 
sectors, including in particular in traditional consumer services such as banking, insurance or 
travel agencies. 
 

+   Globalisation of economic activities does not only result in sharper competition on markets, but also 
in keener international competition of locations in terms of attractiveness for investment. The 
many factors influencing business decisions in this respect range from the general social climate 
and the macro-economic conditions over market access, cost and tax considerations to the 
availability of adequate infrastructure, qualified labour and an acceptable regulatory environment. 

 
      Scotland’s past record in attracting international investment is fairly positive, with more than 50% 

of all FDI coming from within Europe. Although accounting for only slightly more than 1% of 
registered enterprises in Scotland, foreign owned firms represent more than 12% of non-
government employment and contribute nearly 23% of all Scottish based enterprises´ turn-over. 
Taking into account in particular the new locational options in Eastern Europe where wages for 
qualified labour are partly even below the Chinese levels, what are the options for the Scottish 
Executive to maintain and further enhance the attractiveness of Scotland for FDI?       

 
+   The transition to a knowledge-intensive economy and society where the information content of 

processes, products and services is becoming equally or even more important than relevant 
physical inputs. 

 
There are several indications that Scotland’s position could be strong in this respect. Scottish 
universities are considered first class. Within industry the move towards high-value-added 
activities is continuing. And with an average annual growth rate of 3.1% since 1998, the service 
sector contributes almost 70% to the GDP. Nevertheless, there remain a number of important 
questions: For instance, why do so many of the graduates of the Scottish universities not remain in 
the country? To what extent do present government support programmes for traditional economic 
activities advance or in the contrary delay the shift to a more knowledge-intensive economy? With 
financial and business services showing an outstanding performance, what is the overall impact of 
the relatively huge public service sector on the economy?   

 
+    An accelerated trend towards a globally networked economy and society with a further 

growing speed in the diffusion of information and new ideas and increasingly shortened life-cycles 
of products and intellectual property. 
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      Should Scotland succeed in restructuring the economy, in performing the leap towards a 

knowledge-intensive economy and society and maintaining its comparative attractiveness for 
foreign direct investment, the evolution towards a globally networked economy and society 
represents a great opportunity. In fact, this development abolishes, at least for the countries and 
regions which are participating, the old notion of an economic periphery. The challenge for 
Scotland is, however, not only to support the move towards the digital society, but also to create at 
least one or two highly dynamic clusters which get fully integrated in the associated new pattern of 
world economic development, namely an increasingly unevenly spread economic evolution with a 
small number of globally interlinked hotspots of economic and social dynamism. Has there any 
consideration been given to whether and how to develop the Glasgow – Edinburgh – Dundee 
region (with or without Aberdeen) into such kind of globally interlinked dynamic cluster?  

 
II.  Scotland’s 21st Century Policy Challenges. 

 
      Dynamic economic and social development is driven by a great variety of determinants which 

interact in many complex ways, and government policies are only one factor among a multitude of 
others. Among the most important determinants are a general societal climate which implies a 
positive attitude to the new and the unknown and which embraces change; an overall economic 
evolution that is conducive to creative investment, experimentation, risk-taking and 
entrepreneurship; a market environment where prices as signposts for consumers and investors are 
not distorted, where the adjustment to changing economic, social and technological conditions is 
as flexible and frictionless as possible, and where private initiative is not impeded and punished 
but encouraged and rewarded. Other important factors include the present and future size and 
sophistication of the market, the intensity of competition, the ease of entry into the market and the 
costs of exit. Important questions in this context are: 

 
+   What can policy contribute to create a general societal climate in which striving for a promising 

future is regarded as more desirable than preserving obsolete structures of the past? Part of the 
answer could be to compensate the losers, but in order to create a broad-based alliance for 
change that voices the opportunities of tomorrow and embraces a culture of creativity, 
experimentation and continuous discovery, this may not be enough. 

 
+    What is the role of macro-economic policies which ensure dynamic and sustainable economic 

growth with higher employment in enhancing innovation generally and in creating enabling 
conditions where creative forward-looking innovations become more important than defensive 
innovations of which the main objective is cost cutting including, as a side effect, labour 
shedding? 

 
+    What is the potential contribution of structural, competition, regulatory and tax policies to 

enhance an overall economic and social climate and other enabling conditions which are 
favourable for creative investment and innovative approaches throughout economy and 
society including the public sector? 
 

+    Selective and more targeted government intervention can make a major contribution to 
innovation and economic dynamism, too. But it should remain exceptional, be applied and 
designed very carefully and regularly undergo an assessment of its effectiveness. 

 
For Scotland, being part of the European Union and part of the United Kingdom, the first 
important issue to be determined is the scope and ability of possible and effective governmental 
action. There are many areas such as trade and monetary policy which are not under Scottish 
control, but decided in Brussels or London. There are other areas of policy such as macro-
economic policies where as a consequence of increased international economic interdependence 
even national governments of major countries such as the UK have lost much their historical scope 
of influence. Nevertheless, this does not imply that policies at regional and local level have also 
lost their importance. In the contrary, with world-wide competition of locations for investment, 
with the move towards a knowledge-intensive economy and society, and with the evolving trend of 
globally networked clusters of economic and social dynamism the relevance of regional and local 
policies is not diminishing, but definitely growing. 
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Policy areas under regional and local responsibility, which deserve particular attention in this 
regard, include the following: 
 
+    First, policies which affect the general economic and social climate of a region or location, 

in particular policies which foster entrepreneurship, innovation and risk-taking. Many of the 
dimensions relevant in this context are related to attitudes and behavioural patterns of society 
and very difficult to influence through government policies, especially directly and in short-
term. But this does not mean that governments cannot act at all. Most important are horizontal 
policies ranging from an active information and publicity policy over effective administrative 
assistance for the establishment and creation of companies, in particular SME`s, towards a 
general policy in favour of simplification of administrative and regulatory procedures. In more 
concrete terms, it is important to build an attractive regional image on the region’s own 
identity in the wider, even global economy. At   the same time, a policy of proximity would 
entail a pro-active information policy on available government business services. And finally, 
consideration may be given to institutionalise a routine assessment procedure which performs 
an ex-ante analysis of each new measure envisaged of its impact on business dynamics and 
innovation, - in a similar way as this is done in many cases for the environmental impact.        

    
+    Second, policies which impact on the availability of qualified human resources. This is not 

only a question of the quality of the education system and the level of  educational attainment, 
but also an issue of providing an economic and social environment that is sufficiently 
attractive for qualified people to stay or even immigrate. On the first point, in particular with 
regard to the quality of Scottish universities, the record of Scotland is excellent. But there are 
two issues which need to be addressed in all OECD countries with great urgency. The first is 
that the life cycle of acquired knowledge is increasingly shortening. The second is that 
structural change and with it potential changes in work content are speeding up. Both require 
effective new provisions for life-long learning and maybe major changes in curricula, - for 
instance more emphasis on horizontal capabilities including entrepreneurship. For Scotland an 
additional and specific problem is to offer a more attractive work and social environment for 
qualified people at the beginning of their professional career, the age group between 20 and 
35. And finally two further questions: First, what about Scotland’s performance in upper 
secondary education, where UK as a whole compares very poorly with the majority of OECD 
countries? Second, why is the share of Scottish youth in the 16-19 age group who are not in 
education, employment or training higher than elsewhere in the UK? 

 
 +   Third, targeted government intervention to encourage innovation.  

Advanced countries, in particular those with an aging population and a shrinking workforce, 
have to rely on innovation as a main driver for economic growth. Innovation can take many 
forms including organisational and institutional change, but a major part is based on the 
development and commercialisation of new products and services and the introduction of new 
and more efficient production processes. It is primarily in this latter context where targeted 
government intervention to encourage innovation can play a decisive role, and it is obvious 
that the Scottish Executive has realised this when initiating a number of support programmes 
such as R and D plus or the ITI  set-up. Nevertheless, business R&D expenditure as a 
percentage of output is still much lower in Scotland than in other parts of UK and in other 
advanced OECD countries, including smaller countries such as Finland and Sweden. 
Important questions are therefore: first, whether and how the existing programmes could be 
made more efficient (e.g. changing the institutional set-up and the budget procedures for the 
ITI’s), second, whether the existing programmes need to be complimented by additional 
measures (e.g. additional tax breaks; closer links between public research and business), and 
third, to what extent the real impediments for business R&D and innovation are linked to 
broader factors such as the general economic and social climate which for whatever reasons 
(including policy-induced reasons) could be unconducive for experimentation and risk-taking.     

    
 +   Fourth, policies in support of small and medium-sized businesses.  Productivity enhancing 

structural change takes place between economic sectors, within sectors, within companies and 
through the creation of new businesses and the contraction or exit of established, but less 
productive firms. New businesses, both within existing companies and in the form of new 
firms attract resources to new activities, and when they prosper and are able to grow rapidly, 
they do not only contribute to economic growth, but also generate significant numbers of new 
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jobs. In particular new and small firms, where in contrast to the big and established ones 
cross-subsidisation of activities is not possible, must have a definitive innovative edge on their 
competition in order to succeed and survive. Creating a business environment conducive to 
entrepreneurship and enterprise creation, in which innovative young firms are likely to expand 
rapidly, requires a broad range of mutually reinforcing and supportive policies. Most of these 
affect the economy as a whole, but in order to unlock the full potential of innovative enterprise 
creation and resulting economic dynamics some specific measures are needed in addition. 
Most of these are to be targeted to address policy and market failures and many of these are of 
particular relevance at regional and local level. This is true in the field of finance, with regard 
to market access, with respect to ITC applications and e-business as well as in the area of 
cluster and network building. 

 
+   Fifth, policies which relate to the public budget, not only with respect to its relative size, but 

in particular with regard to the economic impact of the regional and local tax regime and the 
quality of the expenditure. Frequently the discussion on the impact of public budgets on 
economic dynamism is entirely focused on the size of the public budget as a share of GDP and 
on the issue of possible unsustainable deficits. Scotland’s aggregate government expenditure 
corresponds to around 50% of GDP, and the net borrowing requirement is above 10%. It may 
be advisable for both to ensure that there is not a trend of a further increase in the longer-run. 
More important, however, and perhaps even more worrying appears the composition of the 
expenditure. Taking identifiable expenditure on services by programme in 2002/2003, 40% of 
the Scottish budget is on social protection and nearly 20% on health, whereas - apart from 
education and training with about 16% - other potentially future oriented expenditures on 
services such as science and technology, and enterprise and economic development combined 
reach no more than 2%. In the same vain, two further questions arise: First, why are per capita 
expenditures for employment policies and for general public services in Scotland by and large 
twice as high as in the UK? And second, with a relation of about 38 million to 1.9 million £ in 
2003, is there not a dramatic imbalance between public consumption and public investment? 
There may be good reasons for all this, but an outside observer could have some doubt 
whether Scottish policies do not tend to subsidise the presence at the expense of the future.   

  
+   Sixth, territorial development policies. Both globalisation and European integration have 

shown the possibility of a simultaneous occurrence of convergence between countries and 
growing divergence between regions. In other words, while the economic catch-up process of 
countries with lower per capita incomes results in average income levels of nations  becoming 
more equal, the same process frequently pushes certain regions, in particular those with 
traditional industries, into potential economic and social decline. Experience in many 
countries has demonstrated that policies primarily based on moving resources into regions 
with sector-specific difficulties have very limited impact. They are inefficient for defending 
out-dated structures and insufficient for triggering new developments. What is needed is a 
progressive shift from traditional sector-specific support and redistributive measures towards 
targeted policies which unlock the competitive potential of the region. This would apply also 
for Scotland. The main thrust of modern territorial development policies is therefore on 
improving enabling conditions for wealth creation, growth and employment and on building 
capacity for multi-level governance. In more concrete terms this includes: the recognition of 
flexibility and adaptability as key factors of regional competitiveness; the efficient provision 
of regional and local public and collective goods, both in terms of physical and soft 
infrastructures; the development of clusters that provide a means to increase productivity and 
achieve critical mass; efforts to link universities with local economic actors to support 
innovation; the setting up of multi-layer public-private co-operation networks. 

 
To sum up: It appears that there are five priority themes which in the context of the “Business 
Growth Inquiry” would deserve particular attention: 
 

1. Demography, migration, human resources and skills 
2. Business climate, regulatory policies and local taxes 
3. Entrepreneurship, R&D and Innovation 
4. Public sector performance: the size and the quality of the budget 
5. Regional policy approaches: how to foster dynamic clusters  
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Part Two: The Study Missions 

 
Also this part of the paper has two sections. The first is devoted to the development of criteria for 
choosing comparative successful regional economies for studying best practices. The second is aimed 
at suggesting possible destinations and priority issues for discussion in preparation for a number of 
visits in such a context. 

 
I. Reference Points for International Comparisons and Bench-Marking 

 
Studying policy approaches in other countries and regions, the search for best practices in terms of 
results and cost efficiency, and compare these with the policies implemented at home is a very useful 
path on a learning journey with the aim of improving policy effectiveness. It would be essential, 
however, to pursue two different approaches in parallel. 
 
+   The first option is comparing Scotland with a successful foreign country. The advantage of this 

approach is its holistic nature. It would be applicable to Scotland as a whole, and the bench-
marking with respect to economic and social policy performance would take into account the 
whole range of policies, the policy mix and the interactions of policies. The drawback of this 
approach is that it must necessarily remain at a more general level.  

 
+   The second option is a clearly targeted approach where the focus is on specific issues and problem 

solving in selected regions or major urban areas. Good illustrations for this kind of procedure 
could be the revitalisation of a major urban area or the successful transformation of a declining 
industry. The advantage of this approach is its concreteness and specific relevance; its 
inconvenience is its selective nature and its restricted applicability. 

 
1. The horizontal approach: choosing a country  

 
The main problem in such an endeavour is to identify comparable countries and regions with 
comparable situations and problems. There are a great variety of possible criteria and indicators, and 
normally none is fully satisfactory. Looking for illustrative learning cases with respect to Scotland does 
not represent any exception. Possible reference points include the size of the population, the type of 
country or region, past and present economic performance, the level of development, the nature of the 
policy challenges, the possible scope of governmental responsibility and action, and many others. 
Some of these criteria will be discussed in what follows: 

 
+   Size of population and type of country or region. Scotland has a population of just over 5 million. 

Looking at OECD Member countries with less than 10 million inhabitants and leaving aside 
Luxembourg, Scotland is situated between Sweden (9.0), Austria (8.1) and Switzerland (7.3), 
Denmark (5.4), the Slovak Republic (5.4) and  Finland (5.2), on the one side, and Norway (4.6), 
New Zealand (4.0) and Ireland (4.0) on the other side. All these countries represent democracies 
and market economies, and there is no city state in the group.  
 
      With the exception of New Zealand, Norway and Switzerland, they are all Members of the 
European Union, so that for the latter countries the policy environment in all areas which are under 
common European rules is by and large the same as for Scotland.  Austria, Belgium, Ireland and 
Finland belong to the Euro Zone, but the question is to what extent the Central Banks of smaller 
non-Euro countries can de facto exercise an independent monetary policy. As a consequence, it 
seems that with the exception of the three non-EU members (and perhaps not even of Switzerland) 
only population size remains a dimension of relevance in the present context, - with a certain 
preference for Denmark, the Slovak Republic, Finland and Norway. 
 

+    Economic performance and level of development. Economic performance can be measured in a 
number of ways, but for international comparisons average annual growth of real GDP over a 
decade or so appears one of the most reliable options. Scotland reports an average annual volume 
change over the period 1995 to 2002 of 2.2 %. For OECD Member countries comparative data are 
available for the period 1993 to 2003, and for the countries with by and large similar population 
size they are as follows: The by far strongest performer is Ireland with 7.8 %, followed by the 
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Slovak Republic with 4.2% and Finland with 3.6 %. Norway and New Zealand report 3.2 and 3.1 
% respectively, Sweden at 2.9 and Denmark at 2.5%. The poorest performer in the reference group 
is Switzerland with 1.8%. 

 
      It is important to note, however, that GDP growth alone, without taking into account the level of 

economic development, could be extremely misleading in the present context. Scotland’s per 
capita GDP in 2003 was 15,409 L or, adjusted on an average PPP basis for the UK, in the order of 
27,300 US $. Comparable data for the countries of by and large similar population size are as 
follows: Norway (36,100), Ireland (33,100), Switzerland (30,400), Denmark (29,800), Austria 
(29,500), Sweden (28,100), Finland (27,400) New Zealand (22,800), and the Slovak Republic 
(13,000). Taking real GDP growth and per capita income together, Norway ranks very high, but 
does not seem to provide a suitable reference because of the impact of North Sea oil on its 
performance which is not counted in the case of Scotland. If one excludes Switzerland because of 
its poor growth performance and New Zealand and the Slovak Republic as their per capita incomes 
are lower than that of Scotland, the choice for comparison is to be made between Ireland, the three 
remaining Nordic countries and Austria. 
 

+    Employment and unemployment. High rates of economic growth over longer periods and high 
per capita incomes are not the only important economic objectives of policy. At least as important 
is employment performance in terms of high labour force participation and low unemployment. 
Measured in % of the civilian labour force in 2003, the countries still under consideration as 
reference points for comparison and bench marking for Scotland report the following rates of 
unemployment: Finland 9.1%, Sweden 5.8%, Denmark 5.6%, Ireland 4.4% and Austria 4.3%. 

 
      Under the specific aspects of long-term unemployment and youth unemployment which in principle 

deserve particular attention, Ireland (35.4% of total unemployment), Finland (24.7%) and Austria 
(24.5%) are the worst performers in terms of long-term unemployment, whereas Austria and 
Ireland report with 7.7 and 7.6% respectively the lowest youth unemployment. The figures for 
Denmark are 19.9 / 9.8 % and for Sweden 17.8 / 13.8 %. As both countries came out fairly well 
under the other criteria, good arguments could be advanced to put these two onto the short list. 
   

2. The targeted approach: Focussing on specific problems and their solutions 
 
If the objective is the discussion and possible design of a comprehensive territorial development 
strategy, there is little doubt that the horizontal, holistic approach would represent the most promising 
avenue. On the other hand, it could be extremely useful to complement this approach with the more 
issue oriented and problem solving option, in particular if the challenge is cope with certain present or 
foreseeable major economic and social imbalances and pressures for structural adjustment. Looking at 
Scotland, two such problems stand out. The first is to overcome the specific economic and social 
difficulties in the Glasgow area. The second is to design a pro-active adjustment strategy for certain 
traditional Scottish industries in the light of the increasing competition on domestic and international 
markets. The textile industry which is still employing some 25,000 people in Scotland could be an 
appropriate candidate for such an endeavour. 
 
+    The regional perspective. Turning to the sub-national level, regions which come to mind in the 

context of this exercise would include Bavaria, Baden-Wurttemberg and Hessen in Germany, the 
Lombardy in Italy, Catalonia in Spain, Nuevo Léon in Mexico or a province of Canada. 

    
      Applying the criteria as for the countries, it seems that that the three German Federal States are not 

sufficiently comparable. Bavaria and Baden-Württemberg have a population of 12.4 million and 
10.7 million respectively and their GDP per capita is around 30,000 € compared with 21,600 € for 
Scotland. For historical reasons and not only thanks to good economic policies over the last decade 
these two regions also benefit from housing not only major production sides, bur also the world 
headquarters of leading German multinationals such as Allianz and Siemens in Munich and 
DaimlerChrysler and Bosch in Stuttgart. Finally, Hessen with a population of only 6.1 million and 
in this respect more comparable to Scotland stands out with a GDP per capita of above 32,000 €. 
Needless to say that this is partly due to the fact that its economic capital is Frankfurt with the 
German financial centre and the European Central Bank.  
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Leaving aside the non-European regions mentioned, also Catalonia with Barcelona and the 
Lombardy with Milan are under various aspects perhaps not the most appropriate references when 
discussing policy challenge and their solutions for Scotland. Catalonia represents 6.3 % of 
Spain’s surface area, 15.7 % of the Spanish population and 18.9 % of the country’s GDP. 
The region accounts for 27.7 % of total Spanish exports and 29.6 % of total Spanish 
imports. The Lombardy represents about one fifth of the Italian economy. It is the Italian region 
with the highest concentration of people, businesses and wealth. With 9 million inhabitants the 
region accounts for about 16 % of the total national population. The Lombardy is an avant-garde 
industrial area, and its per capita GDP is about 30 % higher than the Italian average. 

  
+    The primarily issues-oriented approach: Although Hamburg and Bremen are both city states, 

many of the problems they face are quite similar to some of the unresolved issues in Scotland. 
Both these cities are German Federal States and have to design their economic development 
strategies in cooperation and competition with the Central government and the neighbouring 
regions. They have longstanding traditions in marine related activities such as harbour services and 
shipbuilding. Both have been forced to scale shipbuilding down and specialise. Hamburg was 
particularly successful in restructuring its port activities. Both cities, after difficult transition 
periods, attracted a variety of new activities, including a number of flourishing new technology 
ventures. In the latter context, close links between universities and research establishments on the 
one hand and business and finance on the other play a decisive role. Other issues to be studied here 
could include the revitalisation of old port and industrial areas as well as the design of regional 
development strategies for major metropolitan agglomerations. 

 
 

II. Elements for Mission Planning: 
 Background Information, Topics for Discussion and Possible Dialogue Partners 

 
 

It is understood that in the light of the above there is a certain preference to opt for two missions: one to 
Sweden and Finland, the other to Hamburg and Bremen. First elements for the planning of such 
missions are provided below:  

 
 +  Sweden 
 

With a per capita income of more than 27,000 US$ and average annual growth of real GDP at 2.9 
% between 1993 and 2002 Sweden is one of the strongest economic performers among the 
members of the OECD. Despite the very hesitant pace of economic recovery in Europe as a whole, 
the country has been enjoying a continued, nearly uninterrupted expansion over the past three 
years, too. This has been driven primarily by demand for its exports, with the telecommunication 
and motor vehicle industries having done particularly well. The recovery broadened at the end of 
2004 to include domestic demand as well. With consumption and investment taking over as the 
main driving forces, economic expansion is expected to remain strong, - at 2.8 % in 2005 and 3.3 
% in 2006 

 
Themes to be discussed during a visit to Sweden could include: 

 
 Apart from successful macro-economic policies, what were the main elements of the structural 

and other policies which contributed to such strong economic performance? 
 Sweden is spending a greater proportion of GDP on research and development than any other 

OECD country and is only second after Finland in the share of researchers in total 
employment. How can it be explained that Sweden’s share in medium and high technology 
exports is lower than both EU and OECD averages? 

 Among OECD member countries, Sweden ranks first in general government consumption as 
percentage of GDP, second after Norway in public employment as percentage of total 
employment and very high in terms of the relative size of the public enterprise sector. What 
are the measures applied in order to successfully avoid major in-efficiencies? 

 Population density is extremely uneven in Sweden with one third of the population living in 
only three cities (Stockholm, Göteborg, and Malmö). What are the policies aimed at ensuring 
appropriate living standards in the thinly populated peripheral areas?  
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Possible dialogue partners could include: 
 
   Government and Parliament 

        (in particular Ministry of Finance and Ministry of Industry, Employment and       
Communications) 

   The Swedish Chamber of Commerce 
   VINNOVA, The Swedish Agency for Innovation Systems 
   NUTEK, The Swedish Agency for Economic and Regional Growth 
   One or two major companies such as Ericsson in the ITC or Etac in the bio-   technology 

sector  
 

+  Finland 
 
Notwithstanding a pause in economic growth in late 2004 and early 2005, real economic activity in 
Finland reached 3.4% in 2004 and is expected to regain momentum towards 2.2% real GDP 
growth in 2005 and 2.9% in 2006. With real economic expansion of 3.6% annually between 1995 
and 2002, Finland belongs, not only today but also over the past decade, to the group of strongest 
economic performers in the OECD area. It is important to note, however, that the same is not true 
for employment. With an unemployment rate of around 9% and long-term and youth 
unemployment both at nearly 25% Finland is much worse off than its Nordic neighbours, 
Denmark, Norway and Sweden. Yet it is also true that neither of these countries were exposed to a 
comparable economic shock of suddenly losing its major export market, which happened to 
Finland with the breakdown of the former Soviet Union. Finally, it should be stressed that the 
transformation of the Finnish economy over the last decade represents one of the few examples of 
the “new economy” taking hold in Europe. 

Themes to be discussed during a visit to Finland could include 

 What have been the most successful policy approaches in modernising the Finnish 
shipbuilding and wood-related industries? 

 What role policy played in developing the “new economy” aspect of the Finnish economy?  
 What interaction is there of big Finnish companies like Nokia with smaller firms and does 

government policy play a role in this context? 
 What prospects are there for the Finnish economy in the longer term, taking into account 

imminent population ageing, probably smaller productivity gains in the ITC sector as well 
as continuing falling ITC prices? 

 What role do future studies play in the design of Finnish policies? 

A possible itinerary for the visit in Finland could include:  

    Government and Parliament; 
    TEKES (public funding organisation for research and development); 
    SITRA (Finnish national fund for research); 
    NOKIA and the Merita Bank (both leading companies). 

 +  Hamburg 

The Free and Hanseatic City of Hamburg is the second largest city of Germany and one of the 16 
states of the Federal Republic. Hamburg is the commercial, industrial and cultural centre of 
northern Germany. It is the most important port in Germany, the second largest container harbour 
in Europe and ranks seventh world-wide. The municipal area of 755km2 is seven times the size of 
Paris and 2½ times the size of London. Hamburg has 1.7 million inhabitants within the city 
boundaries and a GDP per capita of nearly US$ 50,000. The greater metropolitan region with a 
population of about 4 million belongs to the most dynamic areas of Germany. 

      Themes to be discussed during a visit to Hamburg could include 
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 Policies for an integrated development of a major metropolitan region; 
 Strategies for converting old industrial sites into locations for new dynamic ventures; 
 Renewal of port and other maritime transport facilities; 
 Balancing specialisation and diversification of economic structures; 
 Experiences in linking up scientific institutions and start-up activities. 

      A proposed itinerary for visiting Hamburg could include: 

 The Senat (Government) and the Bürgerschaft (Legislature) 
 The Chamber of Commerce; 
 The harbour, in particular the container terminal; 
 The new Harbour City; 
 The Technical University Harburg; 
 One or two major companies such as Airbus, Beyersdorf, Norddeutsche Affenerie or one of 

the major German publishing houses. 
 
+   Bremen 
 

Bremen is the smallest of the 16 states of the Federal Republic and consists of two cities: the City 
of Bremen with 545,000 inhabitants and Bremerhaven with 118,000 inhabitants. Bremen is, after 
Hamburg, the second port of Germany; it is the home of major companies and production sites in 
the fields of car production, air and space activities as well as food industries. After some 
difficulties in economic development until the mid-1990s, Bremen has since succeeded in 
overcoming most of the weaknesses and is now in the top group of dynamic German cities. 

Themes to be discussed during a visit to Bremen could include 

 Policies for successfully competing for investment; 
 Approaches and experiences with the development of technology parks; 
 How to overcome too low R&D investment in the private enterprise sector; 
 The use of longer-term future visions for the design of regional economic development 

policies. 

A proposed itinerary for visiting Bremen could include 

 The Senat (Government) and the Bürgerschaft (Legislature); 
 The Chamber of Commerce and Industry; 
 The Technology Park Bremen; 
 One or two major production sites such as the DaimlerChrysler site and/or EADS SPACE 

Transportation 
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Enterprise and Culture Committee 

Inquiry into business growth – emerging themes 

Note by the clerk and SPICe 

Introduction 

This paper summarises written and oral evidence taken so far, drawing out 
emerging themes and proposals for recommendations etc. In essence, it 
begins to draw together some of the themes and structure of a draft final 
report. 

Action 

The Committee is invited to— 

1. Consider and discuss the themes outlined below; 

2. Agree what main themes have emerged from the inquiry; 

3. Agree what action it will take going forward, including any evidence 
taking over and above that already planned – a separate paper on 
forward planning has also been circulated; 

4. Look ahead and comment on any areas or avenues for possible inquiry 
conclusions and recommendations etc. 

Emerging themes 

The adviser has suggested that the Committee may wish to group themes 
emerging from evidence taken so far under main headings that members 
consider will make the biggest impact on improving business growth in 
Scotland over the next 10 years. These headings could be— 

1. Demography, human resources and skills 

NB – subsequent to the draft of this paper, the Committee will have 
taken oral evidence on the theme of "skills" from Futureskills Scotland, 
the Sector Skills Development Agency, sector skills council and the 
SCDI. Members may wish to highlight issues raised in that evidence 
during the taking-stock discussion. 

Demography 
The issue of demography has been important in the evidence presented thus 
far as “people” have been recognised as being the single biggest asset for 
businesses in Scotland (Janet Brown, 24/5 col 1863) and there being fewer 
people may lead to a shortage of adaptable labour with new skills. Indeed, 
Donald MacRae in his oral evidence to the Committee stated that, in his 

 1
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opinion, “the fact that our population numbers are static or declining is…the 
most important issue that Scotland faces”1.  

Donald MacRae argued that the reason for Scotland’s static population was 
the falling birth rate, which, at 1.5 births per women (BPW), is below the 
replacement level of 2 BPW2. However, it was also noted that falling birth 
rates are a trend throughout the developed world and that Scotland's birth 
rates are higher than those in countries like Spain and Italy, which have birth 
rates of 1.2 BPW. 

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”3. Nevertheless, there is consensus 
in the evidence received by the Committee so far that the effects of changing 
age structures are worthy of further consideration by the Committee. The 
labour market and skills issue is clouded by the fact that there are high levels 
of economic inactivity, particularly in west central Scotland (STUC). 

A consensus beginning to emerge on Scotland’s demography is that the issue 
is not necessarily that Scotland has a declining population but that the age 
profile of its population is unbalanced, with not enough people in the under-35 
age bracket. 

Productivity and skills 
Donald MacRae’s presentation to the Committee also looked at productivity 
levels in the Scottish workforce, pointing out that Scotland lagged the UK on 
GDP per hour worked in 2001 and that, in turn, the UK’s productivity is behind 
that of France, the United States and Germany.  

On skills, it is clear that Scotland has a highly educated workforce, ranking in 
the top quartile of OECD countries for 20- to 24-year-olds with a national 
vocational qualification at level 3. Where Scotland does less well is in the 
numbers of 16- to 19-year-olds who are not in employment, education or 
training.  

In her evidence, Janet Brown pointed to the work of Futureskills Scotland 
which suggests that there are sufficient skills in Scotland for the current labour 
market. She goes on to add, however— 

“However, if we want to grow the economy and businesses in Scotland, 
we must question whether the vision of businesses and the level of 
targets that they set are sufficient to allow that to happen. Such vision 
must come from management.”4

She suggests that, whilst businesses and management in the UK are very 
good at dealing with incremental changes and day-to-day management, they 
are less good at looking for opportunities, grasping an opportunity and 
                                                 
1 c 1720 
2 c 1719 
3 Futureskills Scotland 2004 
4 c 1875 

 2



EC/S2/05/16/6 

growing the business in turnover and employee terms5. One suggestion that 
she makes, for improving the skills of management to allow them to grow 
Scottish businesses, is "to pull people into Scotland – global Scots and non-
Scots" who have the experience of managing large businesses. Frank Blin 
also made the point in his evidence to the Committee that better use could 
be made of expatriates, encouraging overseas entrepreneurs to bring their 
companies to Scotland, with mentoring and coaching by international 
executives. 

2. Entrepreneurship, innovation and research and development  

Entrepreneurial attitudes 
In relation to Scottish attitudes to entrepreneurship, Carol Craig argued in oral 
evidence that one of Scotland’s responses to Thatcherism was to reinforce 
the collectivist side of Scottish culture “in a way that increasingly is not very 
helpful" and that "a balance has to be struck between the collective and the 
individual”6. Professor Sara Carter also spoke of the cultural resistance 
among students to study a course with the word “entrepreneurship” in the title, 
stating that “the concept and the ideology that are associated with 
entrepreneurship are anathema not only to people of the generation…who 
remember Thatcherism but to students who were born after Thatcher left 
office”.7

In respect of moving towards a more entrepreneurial, less risk-averse culture, 
Carol Craig argued for the need to allow people the freedom to step out of 
restrictive organisational structures and to do things differently and more 
freely.  

It was pointed out in the evidence session with Craig and Carter that it is 
difficult to legislate to improve entrepreneurship. Amongst programmes that 
the Committee has been made aware of are the entrepreneurship classes 
held in schools under the Determined to Succeed initiative and the Committee 
took oral evidence on how these classes worked from the children of 
Berwickshire High School and All Saints Secondary School in Glasgow on 10 
May. However, Professor Carter explained that the effects on 
entrepreneurship in schools will take a generation “to filter through to 
economic activity”8. 

Evidence to the Committee from the Entrepreneurial Exchange pointed out 
that business failure is becoming less stigmatised in Scottish culture and is 
beginning to be seen as something that can be learned from. 

R&D and Innovation 
Donald MacRae in his evidence to the Committee stated that “there is a link 
from R and D expenditure to innovation, from innovation to productivity and 
from productivity to GDP growth”9 and highlighted that, although Scotland 
                                                 
5 c 1875 
6 c 1803 
7 c 1804 
8 c 1808 
9 c 1721 
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spends highly on public sector R&D, its record on corporate R&D is less 
impressive – standing at 0.77% of GDP in 200210. He suggested that 
Scotland, with its strong university sector, good quality of life and excellent 
publications record has all the ingredients to be a natural home for R & D.  

Scotland has a long history of invention, from penicillin and the telephone to 
Dolly the sheep, but it has been unable to make financial gain from these 
inventions11. Scotland produces around 17% of all registered patents in the 
UK but develops only about 5% of the UK patents. The evidence received by 
the Committee suggests that Scotland is missing out on the commercialisation 
of its inventions.  

Asked why Scottish corporate R&D was low, Janet Brown stated that Scottish 
business base does not include many businesses that make products 
requiring technology and therefore some interaction with a university or 
research institution. She added that there is a kind of language barrier 
between the SME and university sectors and that "often the researcher's 
agenda is more about creating novel technology instead of solving problems 
for an SME”12. There is a need, therefore, for better understanding and 
dialogue between Scottish SMEs and universities to allow them to work 
together for mutual benefit, a point also made by Frank Blin13.  

In respect of how much would be required to bring Scottish spending up to 
OECD levels supplementary written evidence from the Scottish Executive 
revealed that— 

“In 2002, the value of business R&D expenditure (BERD) in Scotland 
was £640 million (0.77% of GDP); while total expenditure on R&D in 
Scotland was £1,459 million (1.75% of GDP).  Based on the latest 
figures (2002) it is possible to calculate the increase in R&D 
expenditure required for Scotland to match the level of the 
targets/averages above.  The data below show the required increases 
for each: 

Required Scottish Increase 
% £mill

2002 OECD average for BERD as % GDP (1.54%) 100%                641 
UK target for BERD as % of GDP (1.75%) 127%                816 
UK target for Total R&D expenditure as % GDP 
(2.5%) 

43%                621 

Lisbon target for Total R&D expenditure as % of 
GDP (3%) 

71%            1,037" 

Much of the evidence received by the Committee pointed to R&D and 
innovation in the context of the hi-tech, science sector. However, it has also 
been pointed out that innovation can occur in all sectors of the economy and 
need not be limited to science and hi-tech industries (Janet Brown, 24 May col 
                                                 
10 Scottish Executive, 2004 
11 Peter Shakeshaft, 14/06/05 
12 c 1878 
13 c 1940 
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1862). Low-tech companies can innovate too, and a strong economy requires 
innovation. As Wolfgang Michalski pointed out— 

“It seems to me that there is too much equalisation of entrepreneurial 
behaviour with business. For me, entrepreneurial behaviour is to do 
with innovation, being different, and doing things differently; one can do 
that even working in public administration or in a bank, although it 
might be more difficult. However, I know people who have behaved in a 
highly entrepreneurial way in international organisations."14

Access to finance 
Frank Blin of PricewaterhouseCoopers argued in oral evidence that Scottish 
Enterprise funding schemes like the Scottish Co-investment Fund and 
business start-up schemes have been useful but have not closed the gap in 
respect of small company access to finance. He suggested that the creation 
of a new £1m to £5m equity fund is something that would be welcomed and 
could feasibly come from public sector sources15. Janet Brown of Scottish 
Enterprise (24 May) acknowledged that much of the need in Scotland is for 
deals of between £500,000 and £1m. 

However, the oral evidence received from a selection of business angels on 
14 June suggested that access to finance was less of a problem than some 
might think. Peter Shakeshaft stated that access to business angel finance is 
available for any amount from £25,000 to £2 million "as long as the business's 
style and potential are good"16. 

Janet Brown stated that it was impossible for the public sector to fund 
business growth to the extent that would be liked, which is why support from 
others, such as business angels, needs to be levered in in addition to direct 
support. She argued that it was important that finance is available at all 
stages of business growth to “ensure that there is a pipeline from business 
start-ups all the way to multinational companies" and that there is a need for a 
"strong infrastructure and a business-friendly environment that enables and 
facilitates the establishment and growth of businesses”17. 

3. Public policy framework, regulation and fiscal issues 

Fiscal issues and regulation 
Much of the evidence taken so far has raised taxation and regulation as an 
issue. Most of the business organisational bodies that responded to the 
Committee’s call for evidence pointed out that regulation and red tape were 
problems for them.18 CBI Scotland argued in its submission that Scotland’s 
rate poundage, at 10% above the English rate, puts Scotland at a competitive 
disadvantage compared with England. CBI Scotland called on the 

                                                 
14 c 1812 
15 c 1938 
16 c 1986 
17 c 1863 
18 See submissions from Renfrewshire Chamber of Trade and Commerce; Federation of 
Small Businesses in Scotland; the Scottish Council for Development and Industry; 
Confederation of British Industries Scotland.  
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Executive to produce an annual report outlining how the Executive has 
reduced regulatory burdens on Scottish businesses, and measure the 
total costs of new and existing regulations on Scottish business.  

Ian Howie of the Scottish Executive, however, voiced a different view— 

“There is a misconception that the UK is especially overburdened with 
regulation, but the evidence suggests that that is not the case. There 
may well be too much, but there is less than in some countries.“19

Moreover, the STUC quoted Paul Krugman in its submission to make the 
point that it may not be wholly surprising that the business community would 
claim that there is too much regulation— 

“You have to bear in mind that businesses talking about what they 
need are not exactly objective sources. So their views might need to be 
discounted, although never ignored."20  

In relation to the specific question of business taxation in Scotland compared 
with England, the STUC went on to state that it is "unaware of any rigorous 
research demonstrating that Scotland is anything other than a relatively low 
regulation, low tax economy" and that the notion that lowering the business 
rate would indicate to international business that Scotland is a good place to 
do business in is "nonsense"; according to the STUC, the availability and 
quality of labour, infrastructure and environment are far more important than 
"marginal differences" in the business rate between Scotland and England. 

Public sector performance – the size and quality of the budget 
Public expenditure, government consumption and the public sector comprise 
a larger share of the economy in Scotland than in the rest of the UK. In his 
presentation to Committee, Donald MacRae pointed out that Scotland has 
consistently had a 10% higher share of government expenditure as a 
percentage of GDP (compared with the rest of the UK) and that, in his 
opinion, “the balance [of increasing share of GDP coming from the public 
sector in Scotland] is going the wrong way”.  

                                                 
19 c 1898 
20 See also the evidence from Core Scotland Coalition which makes a similar point.  
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Supplementary written evidence to the Committee from Donald MacRae on 
the correlation between economic growth and the proportion of spend on the 
public sector in 23 OECD countries found that “countries with small public 
sectors report the “best” economic performance while countries with large 
public sectors show more equal income distribution.21” The size of the public 
sector was also raised by Carol Craig as a factor adversely affecting business 
growth in Scotland. She stated in her evidence— 

“If people have quite comfortable lives, they might just want to work in 
the public sector and not risk setting up a business”.22

CBI Scotland argued that a high level of public spending in Scotland risks 
“crowding out” the private sector.  

It has also been noted in discussions that it is not necessarily the size of the 
public sector that is the problem for business growth in Scotland but the 
quality of the public sector and, in particular, the productivity of the Scottish 
public sector (Wolfgang Michalski).  

4. Structure of the economy, infrastructure, clustering and 
revitalisation of old industrial areas 

The Committee has not yet received large amounts of evidence or very strong 
views in this area, although it has been referred to in some evidence and 
during the Committee's fact-finding visit to Dundee; it is also an issue that the 
adviser has highlighted. Members may wish to consider seeking further views 
on this subject during forthcoming evidence sessions and at the Business in 
the Parliament 2005 conference in September. Some related matters raised in 
evidence are outlined below— 

Business climate 
Donald MacRae's evidence to the Committee on 12 April 2005 benchmarked 
Scotland's current economic position. He said that GDP per capita is 
acknowledged to be the best measure of income and pointed out that, on that 
measure, Scotland is towards the bottom of the second division vis-à-vis the 
rest of the OECD. He suggested that the reason for Scotland’s low position on 
GDP per capita is a result of years of low growth. A slide of various 
economies over a 30 year period23 showed Scotland to be bottom of the table 
on overall GDP growth figures. 

However, evidence to the Committee has pointed out that the economy has 
undergone tremendous industrial and social change in the last few decades, 
since the time when coal, steel and shipbuilding were major industries in 

                                                 
21 European Central Bank Working paper series no. 242 (July 2003) Public Sector Efficiency: 
An International Comparison. Available at: 
http://www.scottish.parliament.uk/business/committees/enterprise/inquiries/bg/27%20Sup%20
evidence.pdf
22 c 1817 
23 The countries covered in the slide were, in ascending order of growth, Ireland, Norway, 
Canada, United States, Japan, Finland, Italy, France, United Kingdom, Germany, Sweden 
and Scotland.  
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Scotland (STUC; Donald MacRae). Scotland also has the lowest levels of 
recorded unemployment in 30 years, a well-educated and skilled workforce 
and a strong university sector (Donald MacRae)24. Concluding his 
presentation to the Committee, MacRae stated— 

"Finally, the fact that we are a little country on the edge of Europe is 
certainly not the impediment to economic growth that it was in the past 
two centuries. We have all the benefits of modern technology and 
communications and there is no reason why our geographical position 
should be an impediment to growth. We have the potential for much 
greater performance; the challenge is how to unlock that potential."25

Indeed, evidence to the Committee from Frank Blin of 
PricewaterhouseCoopers (31 May) suggested that it would be useful for 
Scotland to set itself a target for overall economic growth26. 

Support network – infrastructure 
Scotland’s physical infrastructure has also been cited as a barrier to greater 
business growth. The Federation of Small Businesses in Scotland (FSB) 
talked of inadequate water and waste water infrastructure, and others 
mentioned an inadequate transport network for business to flourish (Fife 
Council and CBI Scotland). 

The Executive has recently published its Capital Investment Plan which aims 
to 

• Improve the co-ordination of infrastructure investment by geographical 
area and between portfolios  

• Improve the business economy by enabling employment and training 
opportunities for Scotland's workforce  

• Improve the standard of infrastructure such as the transport network 
and school buildings  

• Improve the efficiency of how services are being delivered  
• Improve the co-ordination with the private sector and secure a mixed 

economy and mixed tenure of investment i.e. Executive capital 
investment and use of private finance 

Although new technologies make Scotland’s location on the north western 
periphery of Europe less of a problem for growing businesses than it has been 
in the past (see Donald MacRae quote above), the issue of access to markets 
remains a concern. In Dundee, on a visit to the Intermediary Technology 
Institute, the Committee heard of the problem of a lack of direct flights to the 
United States. This was highlighted as being a barrier to accessing North 
American markets and a barrier to encouraging investment in Scotland by 
North American firms.  

                                                 
24 c 1722 
25 c 1722 
26 c 1950 
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Although the Executive’s Route Development Fund has been welcomed by 
business (SCDI; Royal Society of Edinburgh) and there is a problem in 
attracting flights to the relatively small Scottish market size of 5 million people, 
there is a feeling that the number of direct flights to Scotland could be 
expanded (Royal Society of Edinburgh; Scottish Advisory Board of the 
Chartered Management Institute). 
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Enterprise and Culture Committee 

Inquiry into business growth – forward planning 

Note by the clerk 

Introduction 

1. This paper seeks members' views on what action should be taken going 
forward in relation to the inquiry into business growth, as well as related 
issues in respect of the Committee's work programme more generally. An 
indicative forward work programme is annexed and members' comments 
are invited. 

The inquiry 

2. Consideration of this matter will follow a presentation by the adviser of his 
paper on the overall direction of the inquiry, as well as planning for the 
fact-finding visits, and a general discussion of the themes emerging from 
evidence taken to date. 

Action 

3. The Committee is invited to— 

• Consider, comment on and agree the indicative work programme; 

• Consider and agree from what witnesses it would like to take evidence 
in the remaining inquiry evidence sessions; 

• Agree whether it is willing to commit to a seminar in the autumn run by 
John Sturrock QC1. 

                                                 
1 Further information has been circulated to members in the clerk's bulletin 
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INDICATIVE FORWARD WORK PROGRAMME 

 
2 July - 4 September 
2005 
 

 
Recess  

 
6 Sept 2005 
 

• [prior to the start of the formal meeting] Informal briefing 
on the St Andrew's Day Bank Holiday (Scotland) Bill 
from the NEBU bill team. 

• St Andrew’s Day Bill – evidence session 1  
− three panels 

• EU State Aid policy paper/formal Road Map 
consultation response  

• SSIs 
 

 
13 Sept 2005 
 

• St Andrew’s Day Bill – evidence session 2  
− member in charge 

• Business growth inquiry – review/update following 
Business in the Parliament 2005 Conference  

• Business growth inquiry evidence – investment 
challenge theme 

 
20 Sept 2005 
 

• Business growth inquiry evidence – co-operative/social 
economists, business in the community theme 

• St Andrew’s Day Bill – discussion of a draft report 
(private, t.b.c.) 

 
27 Sept 2005  
 

• Business growth inquiry evidence – wider public policy 
and regulatory framework theme  
− 2 panels 

• Executive report on progress of new tourism network 
• St Andrew’s Day Bill – discussion and finalisation of 

draft report (private, t.b.c.)  
 
4 Oct 2005 
 

• Football evidence –  
- Scottish Junior Football Association 
- Frank McAveety MSP 
- Scottish Federation of Football Supporters, 

Supporters Direct 
• Football – discussion of emerging issues 
 

 
10 – 23  October 
2005  
 

 
October Recess 

 
25 Oct 2005 
  

• Possible fact-finding visits – inquiry into business 
growth  

 
1 Nov 2005  
 

• Stage 2 consideration of 2005/06 Budget 
− Enterprise minister 
− Tourism, Culture and Sport minister 

• Discussion of a draft football report (private, t.b.c.) 
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8 Nov 2005 
 

• St Andrews stage 2 (day 1) [there is likely to be only 
one meeting where the committee will dispose of 
amendments at stage 2] 

• Discussion of the Committee’s budget report (private, 
t.b.c.) 

• Discussion and finalisation of the football report (private, 
t.b.c.) 

 
 
15 Nov 2005 
 

• Business growth inquiry – final evidence session— 
− Enterprise agency CEOs 
− Enterprise minister 

• Discussion and finalisation of the Committee’s budget 
report (private, t.b.c.) 

MON 21 NOV 
AWAYDAY (subject to Conveners’ Group approval of the 
proposed budget) 
• Business growth issues for report 
• Approach to meetings /preferences for extra-meeting 

activities 
• Work programme 2006-07, including preparations for 

the Bankruptcy Bill 
 
22 Nov 2005 
 

• Inquiry into business growth – 1st consideration of a 
draft report (private, t.b.c) 

• [expected] Stage 1 - Bankruptcy bill 
 
29 Nov 2005 
 

• Inquiry into business growth draft report (private, t.b.c) 
• [expected] Stage 1 - Bankruptcy bill 

 
6 Dec 2005 
 

• Inquiry into business growth draft report (private, t.b.c) 
• [expected] Stage 1 - Bankruptcy bill 

 
13 Dec 2005  
 

• Inquiry into business growth draft report (private, t.b.c) 
• Stage 1 - Bankruptcy bill 

 
Sat 24 Dec 2005 – 
Sun 8 Jan 2006 
 

 
Recess  
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