
EC/S2/05/23/A 

 

 
 

ENTERPRISE AND CULTURE COMMITTEE 
 

AGENDA 
 

23rd Meeting, 2005 (Session 2) 
 

Tuesday 15 November 2005 
 
The Committee will meet at 9.30 am in the Main Hall, North Highland College, Ormlie 
Road, Thurso, Caithness. 

1. Item in private: The Committee will consider whether to take item 3 in private. 

2. Inquiry into business growth: The Committee will take evidence from— 

William Roe, Chair, Sandy Cumming, Chief Executive, and Jackie Wright, 
Director of Growing Businesses, Highlands and Islands Enterprise;   

 Jack Perry, Chief Executive, Terry Currie, Acting Senior Director of Growing 
Business, Scottish Enterprise, and Martin Togneri, Chief Executive, Scottish 
Development International. 

3. Budget process 2006-07: The Committee will consider a draft report to the 
Finance Committee. 

Stephen Imrie 
Clerk to the Committee 

Tel. 0131 348 5207 
enterprise.committee@scottish.parliament.uk 

 
* * * * * * * * * * 



EC/S2/05/23/A 

 

 
The following meeting papers are enclosed: 
 
Agenda Item 2 
 
Submission from Highland and Island Enterprise 
 
Submission from Scottish Enterprise  
 
Agenda Item 3 
 
Budget process 2006-07 – draft report (private paper) 
 
  

 
 
 
 
 
EC/S2/05/23/1 
 
EC/S2/05/23/2 
 
 
 
EC/S2/05/23/3 
 
 
 

 



EC/S2/05/23/1 

Enterprise & Culture Committee 
 

Business Growth Inquiry 
 

Written Evidence submitted by Highlands & Islands Enterprise. 
 

 
The Strategic Context 
 
HIE welcomes the opportunity to submit evidence to the Enterprise and 
Culture Committee’s inquiry into business growth. 
 
The Highlands and Islands Enterprise Network (HIE), comprising the core 
based in Inverness and Linicleat, ten Local Enterprise Companies (LECs) and 
the Careers Scotland locality offices, is the Scottish Executive’s economic and 
social development agency for the north of Scotland.  The HIE area covers 
just over half of the landmass of Scotland, yet is home to only 9% of the 
national population.  
 
At the present time, HIE is reviewing its own strategic direction recognising 
that we align, not only to the three strategic – but crucially inter-related – 
objectives of “A Smart, Successful Scotland”, but that our existing fourth 
strand of Strengthening Communities continues to be fundamental in our 
sparsely populated region where community activity and enterprise are 
inextricably linked.  
 
Since the mid-1960’s, following a century of decline, the economic fortunes of 
the Highlands and Islands have turned round remarkably.  Many factors have 
contributed to the recovery process and the clearest picture of how dramatic 
the change has been comes from the growth of population and jobs in the last 
30 years: the population has grown by around 20%, while the number at work 
has increased by nearly 50%. 
 
Perhaps the most striking feature of the period is the range of new business 
activities which have sprung up in an area whose economic base was very 
narrow just 30 years ago.  Jewellery, healthcare products, high-quality food, IT 
help desks and specialist contact centres and, most recently, assembly of 
renewable energy devices, testify to the attractiveness of the Highlands and 
Islands.  While the external perception may have been of remoteness and 
high transport costs, the reality is that concerted effort has steadily overcome 
the traditional obstacles to economic progress facing a sparsely-populated 
area. 
 
While there remains much to do, we have benefited enormously from the 
modernisation of infrastructure and a cultural renaissance has also taken 
place, including measures to stimulate the Gaelic language and visual and 
performing arts.  The Scottish year of Highland Culture 2007 offers a huge 
opportunity to present the range of this progress on the national and 
international stage. 
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In any period of such change, there are important lessons to be learned and 
we would summarise these as: 
 

• The importance of a strategic approach to development.  Key regional 
imperatives can only be tackled by all relevant agencies and 
organisations being focussed on the issue. Partnership working is 
critical.  

• Geographical targeting where the needs of the most fragile 
communities are not swamped by the drivers of the more economically 
active. 

• Local delivery, which enables both prioritisation and decision-making to 
take place in the right place at the right time. 

• Community involvement is critical since confidence at the local level in 
the sustainability of economic improvement can be both cause and 
effect of development. 

 
Perhaps the most significant lesson however is that it takes consistent 
application of development measures over a long period of time, by many 
bodies to turn around and sustain an area’s fortunes. 
 
Present situation 
 
While positive gains have been made in our economy, productivity remains 
low and some sectors are experiencing structural change.  For example the 
fish farming sector is now experiencing a severe downturn following its growth 
during the 80’s and early 90’s.  Many of the jobs in this sector are in our more 
remote communities where potential job losses have a high impact on the 
sustainability of rural services such as shops and schools.   
 
Where productivity is concerned, it is important to note that in 2003, 82.5% of 
firms in the Highlands and Islands had 10 employees1 or less and only 2.8% 
employed 50 or more!  Achieving productivity gains, in terms of output per 
worker, with such a high percentage of micro businesses is therefore 
exceptionally challenging. 
 
The gains we made in the contact centre industry, which today employs 3,000 
FTE’s across the Highlands, must be sustained by demonstrating the skills 
available. For this reason, HIE has joined with Strathclyde University, the 
industry body (the Contact Centre Association) and the Contact Centre 
Industry itself to create the UK’s first Academic Research centre in this field. 
The Centre for Business Process Outsourcing is designed to research and 
analyse world trends and anticipate future developments in the industry. This 
will help our contact centre businesses secure higher value jobs, ensuring that 
Highlands and Islands contracts are not so vulnerable to being moved 
offshore. 
 
Performing in global markets offers great opportunities for the Highlands and 
Islands and sectors such as tourism and food and drink have always 
competed well. Brands such as Baxters and our fine whiskies are 
                                                 
1 ABI (Nomis) HIE Strategy Group 
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internationally renowned and the Highlands and Islands is a mature and 
upmarket product as a tourism destination. We have also begun to see 
progress in the Knowledge Economy and commercialisation of research & 
development. We are seeing strong growth in the Creative Industries, Nuclear 
Decommissioning, Marine Biotech and Healthcare, Renewable Energy and 
specialist electronics. For example, within the Life Sciences sector 1,200 
people are now employed at Lifescan Scotland in Inverness and we are now 
seeing Marine Bio-Science spinouts from the world class Scottish Association 
of Marine Science (SAMS) at Dunstaffnage such as Aquapharm, a company 
developing active pharmaceutical and nutraceutical compounds from marine 
organisms.  Further development of the renewables sector offers 
opportunities, not only for fabrication of wind turbines, but for 
commercialisation of research and development in wave and tide energy. AEA 
Technology Battery Systems are already world leaders in lithium ion cell 
technology from their manufacturing plant in Thurso and their sister company 
in Golspie leads the way in lithum ion battery recycling.  
 
Significant opportunities also exist in the new area of Nuclear 
decommissioning. The HIE Network, working with University of the Highlands 
& Islands Millennium Institute (UHIMI) and local companies has created a 
decommissioning centre of excellence, which will house the Trials, Training 
and Test Facility (TTTF) and North Highland College's Decommissioning and 
Environmental Remediation Centre (DERC). The centre is designed with a 
dual role, firstly to act as a focal point for new technologies and processes in 
the field of decommissioning, and also to train a new generation of engineers 
with globally applicable skills.  Thurso also is home to the UHIMI’s 
Environmental Research Institute, undertaking key research into Climate 
Change in partnership with other academic institutions around the UK. 
 
The manufacturing sector still has a strong base in the Highlands & Islands 
with companies such as JGC Engineering and Technical Services, a supplier 
of high quality stainless steel and mild steel fabrications; and multi-national 
presence such as Alcan and Arjo Wiggins.  However, this sector continues to 
operate under pressure from cheaper global competition and we must 
anticipate structural change in the future.  
 
It is also important to note that the social economy, which is comprised of 
those community bodies that are constituted as companies and which trade in 
order to generate profit to be used to further a social purpose, is traditionally 
strong in the Highlands & Islands.  In an area where the public sector is often 
unable to provide a level of services comparable with more populated parts of 
the country, access to such services frequently comes from community self-
provision.  This sector is growing with remarkable speed.  In 2002, HIE 
measured the size of the social economy and identified 2,700 organisations 
with a combined turnover of more than £200m.  The sector employed 8,800 
people and benefited from the input of 25,000 volunteers. 
 
Whilst the population of the Highlands and Islands has grown in recent 
decades there remains a critical gap in our demographics within the 18-30 
age group. Our young people continue to leave us, primarily to take up tertiary 
education and we estimate a gap of around 10,000 in this age range. 
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Business Growth 
 
It is imperative that, in future years, we are able to hold onto the gains we 
have made in terms of economic performance.  This will mean that we, our 
businesses and partners, will have to be agile as markets and trends change, 
focussing on the joint aims of sustainable business growth. 
 
The activity and level of business start-up enquiries is a key indicator of 
entrepreneurial attitudes and business growth.  In the past 3 years 2,026 
businesses have been assisted as start-ups in the Highlands and Islands and 
our survival rates after three years are 77%.  Many of these operate at below 
the vat registration limit and therefore do not appear on national statistics but 
nevertheless provide sustainable self-employment for individuals, particularly 
in remote and rural areas.  
 
While the sectors our businesses start in tend to be the more traditional ones 
of service and retail, an independent review of our European-funded HIE 
Starts programme identified 5% of those starting as having high growth 
potential and very exciting evidence of a growing Creative Industries sector 
with 13% of business starts being in digital media, design, music production 
and arts.   
   
It is these small number of new firms, perhaps only 25-30 out of 5-600 new 
starts each year, working in the emerging fields of science and technology 
and knowledge industries which offer significant opportunities for growth. 
Sectors such as the creative industries offer an interesting insight into what, a 
few years ago, was seen as a marginal activity in the Highlands and Islands, 
employing a few lifestyle entrepreneurs. Now a major growth area serving a 
global market place it is providing real opportunities for highly skilled, well paid 
jobs, which are located throughout the rural and remote parts of the Highlands 
and Islands. 
 
We have also refined our approach to business development, recognising that 
a large segment of our market tends to be micro businesses with whom we 
have had strong and generally positive relationships over several years.  
Many of these businesses request, and receive, modest levels of advice and 
financial assistance and these high volume, lower risk cases applications are 
now dealt with through a streamlined process in an average of 10 days.  
Future on-line and “self-service” developments will enable us to continue 
providing a speedy service to small businesses, always recognising that 
personal customer contact is important to both parties. Our approach means 
that staff time has been released to enable us to more fully address the 
requirements of significant business opportunities starting, developing or 
entering our region. 
 
Business growth can be measured through a number of indicators such as 
employment, sales, profit and productivity, and businesses which grow have 
distinct characteristics – they are market-led and agile, productive and have 
highly motivated managers and leaders.  We have many businesses 
displaying such characteristics in the Highlands & Islands, evidenced by the 
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turnaround in employment figures over the past 10 years. (For example in 
Lochaber 10 years ago, unemployment was regularly over 10% whereas 
today it is 1.7%). Despite these positive indicators, the Highlands and Islands 
continues to have an earnings gap, such that average wages are only 90% of 
the Scottish average, which in itself is around 90% of the UK average. Helping 
to address this issue is a key priority for the HIE Network and, through our 
financial interventions, we try to assist companies achieve 110% of the local 
private sector wage level. 
 
As previously explained, micro businesses dominate the Highlands and 
Islands area.  Accordingly the area has a quite different SME marketplace 
than other parts of Scotland and the UK, and the issues and opportunities in 
pursuing business growth also differ.  As a result, a key issue for us is raising 
entrepreneurial aspirations and capacity, to encourage more firms to grow and 
become businesses of scale. This requires a change in culture and attitude, 
with programmes such as Determined to Succeed seeking to embed 
enthusiasm for starting or running businesses in schools, HIE’s Youth 
Challenge project consolidating this with young people leaving school, and a 
management development programme led by the Institute of Directors 
supporting a group of business owner/managers to improve their leadership 
skills through peer to peer networking.  
 
Another method of business growth is through business transfer, acquisition 
and merger. The DTI’s Small Business Service report 2explored the barriers 
to business transfers and succession, and identified this as hindering 
business growth. To the Highlands and Islands this issue is challenging 
because of the preponderance of micro-businesses and their geographic 
distribution. We will therefore continue to liaise with the SBS in finding ways to 
encourage and facilitate more successful business transfers by raising the 
awareness of the benefits of succession planning and providing practical and 
financial support for businesses going through the process. 
 
With existing firms, HIE is concentrating resources on a focussed programme 
to help ambitious businesses transform themselves through the 
implementation of new technology, business process and investment in skilled 
staff and quality initiatives. Ranging from investment in new plant and 
machinery, innovative technologies,  specialist advice services and new e-
business systems, HIE Network support concentrates on increasing 
productivity levels and raising average wages. 
 
We also have well-established links with the Scottish Executive, Scottish 
Enterprise and DTI schemes, and are able to target the most appropriate 
funding to business need.  Gaps do exist however in businesses’ ability to 
raise cash, particularly in the area of commercialisation of research and 
innovation. While cash may be relatively cheap with low interest rates, 
institutions are understandably more cautious following the dot.com ‘bubble’ 
burst. We must therefore ensure that we identify future opportunities to 
partner with others, such as ITI Scotland in this aspect. 
 
                                                 
2 Passing the Baton – DTI Small Business Services Nov 04 
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HIE and its LECs are recognised by businesses in the area as the conduit for 
public sector support. The HIE Network must also be recognised as a modern 
organisation, and, in the past two years, our LECs have become even more 
focussed on customer service and delivery. A single client database operates 
throughout the Network, linked to a client management policy which enables 
us to identify and focus on organisations with growth potential. 
 
Challenges 
 
There remain challenges facing the Highlands & Islands if we are to achieve 
significant and sustainable business growth over the next 10 years and we 
have summarised some of these below. 
 
 Business Infrastructure  
 
 * ICT 
 
  The infrastructure that allows a knowledge-based business community 

to function and grow is vital and, whilst the Highlands and Islands has 
made significant gains in this area, gaps and concerns remain. By the 
end of 2005, as a result of significant Scottish Executive investment, 
the area will enjoy a ubiquitous Broadband infrastructure, vital for 
modern business activity. Yet HIE is already planning for the next 
generation of ICT Infrastructure, as it is clear that market forces are 
unlikely to deliver these services to all parts of the region.  

 
 * Transport 
 
  There has been significant investment in transport networks throughout 

the Highlands & Islands over the last two decades, but transport 
remains one of the primary concerns of businesses in the region. 
Whilst the A9 has been vastly improved as far north as Dornoch, the 
other strategic trunk routes (A82, A96) have been neglected and suffer 
from poor journey times, reliability and safety records.   

 
  Air services between Inverness and London have benefited from new 

competition on the route (easyJet, bmi), resulting in more choice and 
lower fares, but for most island communities there is a distinct lack of 
choice, and air services may be both infrequent and expensive.  

 
  Ferry services have improved in parts of the region, with major 

investment recently in services to Orkney and Shetland, and inter-
island services in the Western Isles. However, many services are slow 
and infrequent, with timetabling that does not always meet the needs of 
businesses, coupled with high costs of transporting goods.  

 
  The importance of strong transport links – particularly air services 

through London -  cannot be overstated, as this issue is continually 
highlighted by our business community as an area of concern, along 
with delays caused by the planning system and issues of business 
rates. 
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 * Property & Housing 
  
  While the Highlands and Islands has a robust private housing property 

market at present, market failure still exists in the industrial property 
sector outwith the immediate Inner Moray Firth area.  The HIE Network 
will therefore continue to intervene financially to ensure that an 
adequate supply of business properties are available throughout the 
area. 

 
  The lack of affordable housing is a major constraint on development in 

the Highlands and Islands.  Linked in many areas to issues of 
insufficient capital investment in water and sewerage, other issues 
such as planning and legislation also constrain potential housing 
developments.  The unprecedented rise in housing prices in recent 
years means that those on a low or even modest incomes are unable 
to compete in the housing market.  If we are to achieve economic 
growth through more people living and working in the Highlands and 
Islands this issue will have to resolved.  

 
 University 
 
  In 2001 HIE undertook research into key indicators of the knowledge 

economy,  to allow ourselves to benchmark the Highlands & Islands 
against other rural regions of the EU.  In all cases, the Highlands and 
Islands had significantly more people in work, had a much more educated 
workforce, but poor employment in high tech industries, low levels of 
patent applications, low levels of graduate employment in the private 
sector and poor productivity. The research, and other linked studies, 
highlighted that the key difference between the Highlands and Islands and 
other regions was the absence of a strong regional, research based 
university in the North of Scotland. This same study highlighted that 
regions experiencing business growth have high levels of graduates 
working in their businesses and access to university Research & 
Development.  

 
 HIE is addressing this gap with a comprehensive Knowledge Transfer 

programme, involving all Scotland’s Universities, but led by University of 
the Highlands & Islands Millennium Institute  (UHIMI), supported by the 
Scottish Executive’s SEEKIT programme. 

 
 The role of UHIMI in economic development in the Highlands and Islands 

cannot be overstated. Significant positive progress continues to be made 
in the UHIMI attaining university status in 2007.  Until then however, and 
realistically in its early years, the Highlands & Islands will continue to have 
a gap in its population profile in the 18/30 range until the UHIMI is able to 
attract young, often non- Highlands & Islands, students through its doors.  
However the UHIMI cannot only be a teaching university. It also needs to 
implement its ambitious R&D strategy and HIE is committed to assisting 
this aim. Working in partnership with SHEFC, and accessing EU Funding, 
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HIE will help UHIMI develop and expend substantial new capacity in key 
areas of Environmental Science, Agronomy and Healthcare. 

  
 People 
 
 Although population has grown over the past 20 years, as detailed above, 

the Highlands & Islands has a clear gap in its population profile of 18/30 
year old range.  However, the Highlands & Islands needs even more 
people to achieve sustainable business growth. Employment levels are at 
their highest ever, and attracting staff is one of the major issues for all 
types of business in our region.  It is not inconceivable that 10,000-15,000 
more people could be working in the Highlands & Islands in the next 10 
years. 

 
 This region has had a long history of attracting both UK and foreign 

workers, and we must continue to perpetuate this trend. The Highlands & 
Islands offers fantastic quality of life choices in a modern and dynamic 
space.  Quality of life, low crime rate, sense of community and the ability to 
live in an outstanding natural playground should be strongly capitalised in 
the future, notwithstanding the critical housing issues previously 
mentioned. 

 
 Commercialisation of Research & Development 
 
 Successful commercialisation of R&D requires a functioning “Innovation 

System” whose different components link business, academic, 
infrastructural and human networks. Under the Innovative Actions 
programme for Scotland, the Scottish Executive is researching how such 
an Innovation System functions in Scotland. Early evidence suggests that 
the system in the Highlands and Islands is much smaller, more fragmented 
and operating at a different phase of the innovation cycle to the rest of 
Scotland. This is a significant weakness for the region, and will require 
focussed, substantial, long term effort by HIE, UHIMI and key stakeholders 
to both address and alleviate. 

 
 Initiatives at the Scottish level, such as the Intermediary Technology 

Institutes, co-investment funds and national strategies in areas such as 
Biotech, are of crucial importance to funding and commercialising research 
activities in the Highlands and Islands. However significant effort by HIE is 
required to help develop both the research and company base of the 
Highlands and Islands to the stage where they can take full advantage of 
these Scottish level activities. 

 
Conclusion 
 
The shape and structure of any economy is dynamic.  Today, the economy of 
the Highlands and Islands is stronger than ever before with more people in 
work, more businesses moving into new sectors and a new city growing fast, 
in both physical and economic terms. 
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There remain pockets of higher unemployment and, in some of our more 
remote areas, the economy is more fragile and subject to negative changes. 
 
Against this backdrop, productivity remains low and is one of the key areas 
which the HIE Network is trying to tackle along with the fundamental issue of 
attracting more people to our region. 
 
We believe that in the future we can help to address these by focussing more 
of our resources on sectors such as renewables and the knowledge economy, 
by assisting the development of a world renowned university and by helping 
even our micro companies to explore all routes to business growth. 
 
Taking the next major steps for the Highlands and Islands will continue to 
require investment by many bodies, both public and private sectors, over the 
long term to ensure that our area achieves the ambitions of all of us who live 
in it. 
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Introduction  
 
This paper is presented in addition to previous evidence given – both oral and 
written.  Scottish Enterprise (SE) welcomes this opportunity to submit a final paper to 
the Enterprise and Culture Committee’s consideration of business growth in 
Scotland.   
 
Growing Scotland’s economy is the Scottish Executive’s top priority. The Framework 
for Economic Development sets out the Executive’s overarching economic 
development strategy and the recently refreshed ‘A Smart, Successful Scotland’ 
(SSS) sets out an enterprise strategy for Scotland.   Growing Business is one of the 
three main strategic themes of SSS, alongside Skills and Learning and Global 
Connections.  
 
At this year’s Business in the Parliament Conference in September, the Enterprise 
and Culture Committee produced a paper outlining the ‘Emerging Issues’ they had 
identified as part of the their inquiry into Business Growth in Scotland.  This 
submission will address those issues, while highlighting some of the achievements 
and milestones SE has reached in recent months.   
 
 
Contents 
           
1.0 Background & Context       
 
2.0 Growing Business Strategy       

2.1 Priority Industries Review      
2.1.1 National Priority Industries      
2.1.2 Regional Priority Industries      

 
3.0 Inward Investment        

3.1 Fresh Talent Initiative       
 
4.0 Metropolitan Regions        
 
5.0 Communications Infrastructure      
 
6.0 SE’s 2004-5 Annual Report:  Key successes     

6.1 The Scottish Co-Investment Fund     
6.2 The Business Growth Fund      
6.3 R&D plus        
6.4 Intermediary Technology Institutes (ITIs)    
6.5 Skills & Training       
 

7.0 Going Forward        
 7.1 R&D Productivity       
 7.2 A National Focus       
 7.3 The Growing Business Strategy     
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1.0 Background & Context 
 
 One of the characteristics of a vibrant and self sustaining economy is a 

dynamic, innovative and adaptive business base that can compete globally 
where appropriate to capture existing and emerging markets.  Scotland has 
companies that can and do compete with the best in the world (15 of 
Scotland’s companies were in Europe’s top 600 by added value in 2002/03 – 
source: RBS). The challenge is to develop and grow more companies that 
can emulate them in terms of scale, competitiveness and global reach. Given 
the speed at which other parts of the world are developing we need to 
address this challenge with a real sense of urgency, a point constantly 
emphasised by our International Advisory Board.   

 
 SSS is a strategy, not just for SE and Highlands and Islands Enterprise (HIE), 

but for Scotland as a whole. Within this context, SE has a pivotal role to play 
in realising Ministers’ ambitions for the Scottish economy.  SE’s primary 
function is to act as a catalyst to stimulate greater, better and faster 
investment in Scotland’s economy.  SE’s focal customers are businesses 
who, with our support, offer the potential to have a higher than average 
impact on the Scottish economy.  This means working with companies to help 
them achieve their potential, create jobs, raise incomes and ultimately put 
Scotland on a higher growth path.   

 
 Given the breadth of the issues involved that impact on business growth we 

recognise the importance of working with others to develop an understanding 
of the wider challenges that need to be addressed and take action to promote 
business growth in Scotland. Indeed we welcome the central theme of the 
refreshed SSS of ‘success through partnership’. 

 
 Strong growth of existing businesses and increasing the number of high 

growth start up businesses has a direct long term impact on GDP - this is 
demonstrated across the world. As with many countries a small number of 
companies make a big contribution to Scotland’s output and growth. Less 
than 0.5% of all new firms grow beyond 50 employees over 6 years, and most 
businesses remain small employing under 10 people. Conversely, Scotland’s 
top 100 companies generated added value of over £40bn across all of their 
operations in 2002/03 (although not directly comparable Scotland’s GDP in 
2002 was £73bn) and grew by 5.7% significantly above overall GDP growth 
(source: RBS). 

 
 Growing businesses are wealth generators that support the expansion of both 

the private and the public services. The public sector has a key role to play in 
generating an environment that is conducive to growing business. Indeed 
many of the entrepreneurship characteristics which are essential for 
stimulating company growth, are also vital in building a strong and supportive 
public sector. The quality of public institutions can make a significant 
difference to the overall economic strength of a country and can be a factor in 
influencing investment decisions.  
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2.0 Growing Business Strategy 
 
 Three of the perceived challenges raised within the emerging issues paper 
 relate to the number of businesses and business start-ups in Scotland: 
 
 ‘There are not enough business start-ups in Scotland and not enough small 

businesses growing to higher-value businesses’.  
 
 ‘There are not enough medium sized businesses in Scotland, and not enough 

of our medium sized businesses grow into large businesses’. 
 ‘There are not enough large sized business in Scotland, particularly those that 
 remain ‘headquartered’ in Scotland’. 
 
 Scottish Enterprise’s approach to Growing Business is being given a sharper 

focus with the development of a new Growing Business Strategy, which 
provides a new framework for prioritising SE’s interventions in the market for 
business support, following the priorities defined by Smart, Successful 
Scotland. 

 
 The Growing Business Strategy is based on an assessment of the 

effectiveness – and economic impact – of past interventions by the SE 
Network, and on the contributions to economic growth of different dimensions 
of the market for business development in Scotland.  The Strategy seeks to 
provide a clearer statement of how SE will realise its focus on business as its 
main customer group. 

 
 The Growing Business Strategy sets the generation of greater business 

growth as a key strategic priority, seeking to improve Scotland’s performance 
by: 

 
• Improving the outputs from SE’s interventions, in terms of the additional 

economic impact generated from support for growing businesses; 
 

• Increasing the efficiency of SE’s interventions, reflected in the delivery 
of our services and the capabilities of our advisers; and 

 
• Stimulating the “pipeline” of future growth companies, increasing the 

number of growing businesses over the longer-term. 
 
 The Strategy identifies a number of key segments in the Growing Business 
 “Market”, recommending in each area some important changes in approach: 
 

• Volume Start-up – business start-ups, including the self-employed, sole 
traders, VAT-registered businesses;  

o  while the economic impact of interventions in this area is relatively 
low, given Scotland’s structural weaknesses in terms of low 
business birthrate and low levels of entrepreneurship, this 
segment plays a significant role over the longer term, by acting as 
an important ‘feedstock’ of future companies.  
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• High-Growth Start-up – start-ups that achieve rapid growth (defined as 

achieving sales of over £800,000 in the first three years of trading).High-
Growth starts, while low in number, generate significant impact.  
There is also a strong case for SE intervention in this area – both 
to support the growth of such companies and to increase the 
“pipeline” of future starts, such as those being generated in some 
of Scotland’s leading-edge industries and those emerging from our 
Universities.  

• Business Growth – established companies that achieve significant 
growth (defined as achieving growth in sales of around £1m over a three-
year period). 

 
o This is the key element of the Growing Business market, 

generating significant economic impact.  There is also evidence 
that SE intervention in this area has been effective – particularly in 
the earlier stages of a business’s development, when the business 
is still relatively small. 

 
• Companies of Scale – companies that achieve significant scale (defined 

as businesses with turnover of between £20-80m that grow to exceed 
£100m); 

 
o These businesses form an important element of the economy, 

generating significant impact. In Scotland the “pipeline” of 
companies that grow to this level is less than effective; with little 
track record in this area.  However experience developed during a 
current pilot programme encourages us to believe that 
engagement by SE in this sector can help generate positive 
results. 

• “Important to the Economy” – businesses that are economically-
important, both at local and national level; this includes large non-growth 
employers, companies headquartered outside Scotland and businesses 
that are important to the development of key clusters and industries. 

 
o There is a valid case for intervention to support this type of 

business, where there is a clear opportunity or threat; 
intervention tends to be effective in this area where the focus is 
on longer-term growth opportunities rather than sustaining 
fragile businesses. 

• “Corporate Scotland” – the top 50 Corporates in Scotland, defined by 
turnover; this includes financial services. These businesses generate 

significant impact, through the effects of Headquarter Functions 
and local supply linkages.  The key task for SE is to ensure that 
these companies continue to contribute to economic development 
in Scotland by developing the environment and infrastructure that 
makes Scotland an attractive place to invest. 
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• Business Base – the remainder of the business market, largely made up 

of established Small- to Medium-sized Enterprises (SMEs). 
 

o While this forms the bulk of all businesses, SE's interventions have 
tended to generate modest growth. SE needs to focus more on 
targeting businesses capable of achieving growth, moving away 
from the target-based approaches of the past.  This will require 
new ways of delivering support to this group - including better 
ways of working with partners and the private-sector. 

 
The Growing Business Strategy also described an important role for SE in 
developing the Business Environment that supports growing businesses, including:  

• access to finance and investment;  
• the development of key skills through workforce development; 
• technology and support for innovation; 
• access to markets, both at home and internationally; 
• physical infrastructure, such as property and transport linkages; and  
• networks, both between businesses in Scotland and internationally. 

 
2.1 Priority Industries Review 
 
 Another area to which we are adding greater focus is our priority industries.  

Over the past 15 years, SE has supported a number of industries in a variety 
of ways.  

 
 To make sure that our support is as effective as possible we have been 

reviewing our activities to date.  This has included a wide scale consultation in 
order to determine our future priorities.  We have also been consulting our 
partners and customers to make sure that our approach reflects the market 
place and creates maximum benefit for the Scottish economy. 

 
 As a result of this review SE has identified those industries which will be 

priorities for our support.  These industries have been grouped as either 
National or Regional priorities as follows: 

 
2.1.1 National Priority Industries 
 The national priority industries for the Scottish Enterprise Network are: 
 

• Electronic Markets; 
• Energy; 
• Financial Services; 
• Food and Drink; 
• Life Sciences; and 
• Tourism. 
 

 These industries have been identified as those which should have greatest 
economic impact for Scotland, and in which SE’s involvement can make a 
significant difference. 
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 In addition there are 2 enablers which are essential to support these 
 industries and these are:- 
 

• Advanced Engineering; and 
• Enabling Technologies, such as micro opto and nano technologies, 

software development and digital media 
 

 SE’s challenge is to develop strategies which are led and ‘owned’ by these 
 industries and which will form the basis for our future service and support for 
 them.  
  
 
2.1.2 Regional Priority Industries 
 The regional priority industries for the Scottish Enterprise Network are: 
 

• Aerospace; 
• Chemicals; 
• Construction; 
• Forest Industries; 
• Shipbuilding and Marine; and  
• Textiles 

 
 These industries have been identified as important to the Scottish economy 

but potential for growth is likely to be more limited and their impact will be 
more regionally focussed. 

 
 SE will take an ‘Industry’ approach in supporting these industries.  The 

‘industry; approach focuses on common groups of companies within a single 
industry, providing support for dealing with generic issues for these 
companies, such as skills or commercialisation. 

 
 Our overall approach to working with industry groups will focus on creating 

the environment for industries to grow and become more internationally 
competitive.  The constraints to growth vary from industry to industry however 
the type of activities we will typically be involved in to improve the operating 
environment may include developing  specialist infrastructure, supporting 
collaboration between industry players and encouraging networks, and 
developing the skills capacity of the industry. 

 
3.0 Inward Investment 
 Contribution of high value inward investment to Scotland 
 
 The Committee identified inward investment in its report on emerging themes 

as one of the four perceived challenges with business growth in Scotland:  
‘There is not enough inward investment in Scotland – not in the traditional 
sense of low-value manufacturing type FDI, but high value inward investment 
that would have positive spin-off effects for Scottish businesses’.  Several 
sets of relevant figures have been published since the Committee began its 
enquiry and this section provides a summary of the updated picture. 

 
 Overseas-owned enterprises already make a significant contribution to 

boosting Scotland’s economic growth rate.  It is not surprising that they are 
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more productive than the much larger and more diverse base of Scottish firms 
(they constitute1% of the enterprises in Scotland but provide12% of the 
employment and account for 21% of the turnover)1.  Scottish Executive data 
also show that productivity2 in foreign owned manufacturing firms is over 60% 
higher than in Scottish owned firms.  In service sector firms productivity is 
20% higher.  But their contribution to the knowledge economy in Scotland is 
less widely understood, and in light of the perception highlighted by the 
Committee it is particularly encouraging to highlight the fact that they 
accounted for nearly two thirds (63%) of all business research and 
development expenditure in Scotland in 20033. 

 
 The United Nations Committee on Trade and Development very recently 

published international figures on inward investors’ expenditure on R&D 
across different countries.  Although further work needs to be done to confirm 
that the data is compiled on a fully comparable basis to the Scottish figures, it 
is interesting to note that Ireland showed the highest proportion of business 
R&D expenditure accounted for by overseas firms, at 72%, with Singapore at 
60%, the UK at 45% and Sweden was the highest of the Nordic countries at 
43.3%4.   

 
 Scotland has also maintained its strong track record in attracting investment 

over the last five years as the global foreign direct investment (FDI) market 
has halved and patterns of investment have changed substantially.  Figures 
released by UK Trade & Investment and by Ernst & Young in the summer of 
2005 show that Scotland is among the top performers: 

 
• Projects coming to Scotland have been 30% larger than the average UK 

project size over the last five years5 
• Scotland’s share of FDI projects coming to the UK in the last five years is 

behind only London and the South East of England6 
• The projects coming to Scotland involved a higher proportion of R&D 

projects (14%) than either the UK or Europe as whole, both averaging 
around 8%7 

 
 SE works through the joint venture Scottish Development International and 

the network of local enterprise companies to attract new inward investors and 
work with existing investors to seek to secure higher-value functions. 

 
 For the last three years, the main measure for assessing the success of our 

inward investment effort has been to secure high value jobs rather than to 
meet an overall job target which takes no account of the nature of the 
employment to be created.  High value jobs are defined as jobs earning more 
than 20% above the Scottish average or jobs in the knowledge intensive 
functions of research & development or in design.  The focus of SDI’s efforts 
can be seen in the fact that these kinds of jobs accounted for 28% of all the 
planned jobs supported by SDI during the last three years.   

  

                                                 
1 Source: Scottish Executive, ONS (IDBR) 
2 Source: Scottish Executive, ONS (IDBR) and defined as Gross Value Added per employee 
3 Source: Scottish Executive (BERD) 
4 Source: UN Committee on Trade & Development (World Investment Report 2005) 
5 Source: UK Trade & Investment (Annual Report 2004-05) 
6 Ernst & Young: (European Investment Monitor) 
7 Ernst & Young: (European Investment Monitor) 
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 In 2004-05, against a target range of 1,000 to 1,300, SDI and its partners 
succeeded in securing over 1,800 planned high-value jobs for Scotland. 

 
 We agree with the emerging issues report that the continuing challenge for 

Scotland is to attract increasingly high value investment, both from existing 
investors and through brokering innovative deals with new partners.  However 
it is clear that Scotland already has a good international record for attracting 
knowledge intensive inward investment.  It would be a boost to Scotland’s 
inward investment effort to have this performance more widely recognised 
and championed, and we recommend that the Committee highlight this issue 
in the final report of the enquiry. 

 
 We are pleased that the Committee has identified inward investment as a key 

component of business growth.  FDI is cyclical and there are three main 
factors that drive Scotland’s ability to attract it: the state of the international 
business environment, determining the global levels of FDI flows; the 
comparative health of the European economy, affecting companies’ desire to 
expand in this region; and the attractiveness of Scotland as a business 
location.  This third factor is the only one that can be directly affected by 
Scottish public policy helping to enhance the overall competitiveness of the 
business environment.  In making recommendations to stimulate business 
growth in Scotland, the Committee will also want to consider the impact of its 
proposed developments on Scotland’s attractiveness for high value inward 
investments. 

 
3.1 Fresh Talent Initiative 
 This initiative, launched in 2003 by the Scottish Executive, addresses the 

problem of population decline in Scotland.  It also addresses the second area 
of issue and complements the work undertaken by Talentscotland (a Scottish 
Enterprise initiative) by ensuring that Scotland is seen to be welcoming and is 
generally a good place to live, work, study or do business.   

 
 Schemes have also been put in place to make it easier for overseas students 

at Scottish universities and colleges to stay in Scotland to live and work after 
graduation.  The Relocation Advisory Service provides support to individuals 
and their families interested in living, working and studying in Scotland. It also 
supports companies by ensuring that their new employees can quickly settle 
into life in Scotland.  Talentscotland uses this service to help support 
enquiries from people attracted to Scotland by the project; and to support 
companies relocate staff.  In its first nine months, it has given detailed advice 
to 5,600 customers from over 110 countries on issues ranging from visa 
requirements to lifestyle inquiries. 

 
4.0 Metropolitan Regions 
 Scottish Enterprise is increasingly taking a metropolitan regions approach to 

economic development.  However, not all aspects of economic development 
lend themselves to a metro regions approach and sectoral, national and local 
approaches will continue to play a big part in our operations. SE’s current 
consideration of metro regions, within the national context, is focussed on 
transport & connectivity, place attractiveness, labour market and key industry 
issues. 

 
 For the SE network, the metro regions approach allows us to focus on the 

areas most likely to boost Scotland’s growth and to think beyond local 
boundaries to collaborate on more ambitious interventions.  
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  In practice, this will mean more collaborative working between LECs and 
local partners leading to: 

 
• Greater focus on priorities e.g. Strategic Investment plan; 
• Major collaborative projects such as the Clyde Waterfront; and 
• Opportunities to spread good practice across metro regions e.g. 

Construction Skills Action Plan in the west. 
 
 Scottish Enterprise will also become better equipped to play its role in 

supporting wider metro region working, in order to align partner priorities 
around increasing the growth of the Scottish economy. Opportunities include: 

 
• Structure Planning’s move to City region Strategic Plans; 
• Emergence of Regional Transport Partnerships; and 
• Aligning investment in key places e.g. joint working with Scottish Water or 

Communities Scotland. 
 

 The metro region approach is still at an early stage and SE hopes to work 
with others on the overall approach and developing specific projects. 

 
 The key measure of success at the metro region level is how successful they 

are relative to leading, but comparable, city regions across Europe (aiming to 
be in the top quartile of European metro regions) and beyond. However, our 
overall measure of success is how this will collectively boost Scotland’s 
economic growth (with the aim of being in the top quartile of OECD 
economies). 

 
5.0 Communications Infrastructure 
 
 The emerging issues paper also highlights the need for a sound 

communications network in Scotland.  SE continues to build on the ATLAS 
experience – with six business parks to pilot neutral broadband fibre benefits 
to business.  The Scottish Executive are about to commission a further phase 
of research on NGB with a view to developing a road map for Scotland.  
Further work is also required in demonstrating and promoting the use of 
broadband to create business advantage as part of e-Business adoption, 
particularly in relation to higher bandwidth applications.  
 

 There should be continued focus on the Route Development Fund, and 
significant investment in internal transport to support economic development 
priorities for Scotland.  The Scottish Executive’s Transport Delivery Plan is 
also important, the delivery of which will be a vital complement to SE’s 
business growth strategic objectives – e.g. improvements at Waverley 
Station, rail links to Glasgow and Edinburgh Airports, public transport 
developments in Edinburgh, the Borders rail link and a road building 
programme.  In addition, however, there needs to be further focus on 
connectivity within and between Scotland’s city regions, in particular between 
Edinburgh and Glasgow along the M8 corridor, and between Edinburgh, 
Dundee and Aberdeen. 
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6.0 2004-5 Annual Report 
 
 Since the paper on emerging issues was produced in September, SE has 

published its 2004-5 Annual Report which highlights a number of successes 
over the past year, particularly an increase in high growth business start-ups, 
the capture of a record number of high value jobs through inward investment 
and an increase in the number of employers SE now works with to share the 
risk of their investment in the training of their employees.  The following is a 
summary of these successes: 

 
6.1 The Scottish Co-investment Fund  
 Last year, this fund invested £4million in 40 deals leveraging in more than £10 

m from the private sector. Since its launch in 2002, 99 deals with 67 different 
companies have been made, to which the fund contributed £13million and 
leveraged in a further £30million from the private sector. In total £43million 
has been invested in some of Scotland’s most promising young businesses 
which would not have happened without the SCF. 

 
6.2 The Business Growth Fund  
 This fund supported more than 60 high-growth firms with £5million leveraging 

in three times as much private sector investment. Since its launch in 1999 it 
has now invested £18million in 225 companies and in the last year four of our 
invested companies have floated on the Alternative Investment Market (AIM). 

 
6.3 R&D plus 
 Encouraging greater innovation is a major priority for us and we offer a variety  
 of ways to encourage and stimulate new investment in Scotland.  One of the  
 most exciting is the new R&D plus scheme which aims to encourage  
 companies in Scotland to undertake new and innovative research and  
 technical development 
 
 More than £15million was awarded to 11 projects under the R&D plus   
 scheme in the last year.  This investment has secured over £120million of   
 new R&D that simply would not have happened in Scotland without this   
 support and a further a further 7 projects are being finalised which will take   
 this total to beyond some £140million.   
 
 A number of companies have already been awarded R&D Plus including 
 AEAT and BAE Systems. The most recent award (£590K) was made to 
 Aviagen to support R&D identifying pest and extreme condition resistant 
 strains of chicken. 

 
6.4 Intermediary Technology Institutes (ITIs) 
 The last year has also seen good progress being made by the ITIs.  Over the 

course of 2004-5, the three ITIs – Energy, Life Sciences and Techmedia – 
identified and commissioned a total of 11 research programmes identified by 
the ITIs own members as having commercial potential which they believe 
they can exploit.   

 The ITIs are a long term project which will take many years to achieve their 
full potential but we believe they have made an excellent start and look 
forward to their continuing development to ensure that potential is realised. 
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6.5 Skills & Training 
 Overall, Scotland is well served in the current demand for people. Most 

evidence suggests that there are few general skills shortages for the current 
business requirements in Scotland (source: Futureskills Scotland), and 
Scotland has a well educated workforce (29% of those aged 25-64 have 
tertiary education, higher than Sweden, Germany and above the UK 
average). However there is evidence of some specific skills gaps, particularly 
core and soft skills, along with some specific skills shortages in certain key 
sectors e.g. energy and life sciences. 

 
 Over the past year, at least 42,000 people were in training (a 10 per cent 

increase over the last three years) of which 90 per cent are employed by 
businesses including our major corporates. The average proportion of those 
who go right through to the end of a training programme, often lasting up to 4 
years, is now 60 per cent in Scotland.  The corresponding published figure for 
England is 32 per cent. 

 
 Careers Scotland have helped more than 185,000 people with careers 

planning, and customer satisfaction levels topped 97 per cent. 
 
 The Fresh Talent initiative is an important component to deepening the 

experience base of the workforce and bringing new entrepreneurial 
perspectives to Scotland. Most regions experiencing rapid growth have 
significant inward migration of both entrepreneurs and required skills.  

 
7.0 Going forward 
 There is no single solution to enabling business growth; it can only be 

achieved by business itself. The role of the public sector must be to ‘enable’ 
businesses by ensuring a strong business environment exists around them. 

 
 However, this being the case, we would make the following 
 recommendations: 
 
7.1 R&D productivity 
 Many mechanisms are available to support the commercialisation of 

research. An increasing focus must be placed on stimulating higher levels of 
demand from business – particularly SMEs for higher level skills and 
technologies.  Our development of industry led strategies and better account 
management of the companies that can make a disproportionate impact on 
the Scottish economy will, we believe, help achieve this. 

 
7.2 A National Focus 
 Scotland must also begin to act together and strengthen not only its national 

connections, but also those with other regions that are necessary for the 
success of its business.  Intra-regional competitiveness has the potential to 
be both a positive and a negative driver.  Scotland must put aside local 
differences and recognise the benefits of the value of the whole being greater 
than the sum of each part.  Prioritisation of programmes and activities must 
be done at a Scottish level, recognising the different component that come 
from the different regions within it. 
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7.2 Business Growth Strategy  
 The implementation of the Strategy will be led by a new Growing Business 

Directorate, led by a newly-created post of Director of Growing Business.  
The new team will lead the implementation of the Strategy across the SE 
Network.  The new directorate will lead the key processes to improve SE’s 
effectiveness in this area, including improving the delivery of advisory support 
for businesses with growth potential and specialist programmes targeting key 
areas such as high-growth starts (the Network High-Growth Start-up Unit) and 
a pilot Companies of Scale programme. 

 
 This is supported by a drive to improve the effectiveness of different SE 

services to businesses, by rationalising the number of different services, and 
improving their impact on business performance and growth, across key 
areas such as Investment, Internationalisation, Innovation and Management 
and Leadership Development. 

 
 An important aspect of SE’s activity in this area is the Business Gateway, 

which plays a key role in maintaining our commitment to providing a universal 
service to all businesses seeking support – leading delivery in Volume Starts 
and the wider Business Base, and acting as a referral mechanism to all 
sources of business support in the public sector in Scotland. 

 
 As well as direct interventions with businesses, SE will seek to further 

improve its development of the environment for growing business in Scotland 
– increasingly sharing the risk of developing this infrastructure with the private 
sector.  This will include the development of key projects such as:  the 
Scottish Investment Fund and ITIs, along with a stronger business focus on 
developing the physical infrastructure, including developing faster transport 
links, and improvements in the communications and network linkages. 

 
 As the roll-out of the Growing Business Strategy progresses over the coming 

weeks, SE intends to carry out consultation with partner bodies, on the details 
of the Strategy and the wider implications for business development in 
Scotland. 
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