
 
 
 

SUBMISSION FROM SCOTTISH PROPERTY FEDERATION 
 
1. We welcome this opportunity to comment on the committee’s inquiry into local 
government finance.  We are happy for our comments to be made public in due 
course at the committee’s discretion. 
 
2. The Scottish Property Federation is a representative body for the Scottish 
commercial property industry and speaks for over 100 corporate members.  Included 
within our membership are commercial property developers, landlords and 
managers, fund managers, property owners and long term investors in both 
commercial and residential property.  We are an integral part of the UK-wide British 
Property Federation which represents most of the UK’s largest property investors, 
developers and professional property industry advisers. 
 
3. According to research published at the end of 2007 the commercial property 
industry in Scotland was worth some 8.5% of gross value added to the Scottish 
economy, representing some £7.34bn in 2005.1  Since the onset of the credit crunch 
in late 2007 the economic output of the sector has been significantly impaired 
leading to a fall of some 40% in the value of new construction orders by the 
commercial property industry in Scotland from 2007 to 20082.  Commercial property 
values in Scotland are also estimated to have fallen by some 40% since their peak in 
mid-20073. 
 
Consequences of the current recession for local authorities 
 
4. The current recession brings many potential threats to resources for local 
authorities.  These include a withdrawal of private finance investment, reduced local 
economic activity, greater demand upon local services supporting communities and 
reduced fee and council tax income.  Adding to the pressure on local authority 
finance is the spectre of reduced support from the national level of government.  Our 
comments are restricted to the impact of the credit crunch on the development sector 
and how this has a bearing upon local revenues and economic vitality.  We make 
some suggestions for local authorities and the Scottish Government to initiate 
change in certain taxation, economic development and planning policies that we feel 
could help the development industry to lay a greater role in economic recovery at the 
local level, which will ultimately be to the benefit of local authorities and the 
communities they serve. 
 
Reduced private finance investment 
 
5. Local authorities have a keen interest in the performance of their local 
economies.  Without strong local economies the local authority will face demand for 
support of local businesses and residents and the possibility of community decline as 
an area loses its attraction as a place to live and work.  This will have onward 
                                                 
1 GVA Grimley: the role and contribution of commercial property in the Scottish economy, 
commissioned by the Scottish Property Federation (2007) 
2 Annual Construction statistics, then UK Department for Business, Enterprise & Regulatory Reform 
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implications for the provision of local services, including education and community 
health services in particular. 
 
6. Planning and development can be significant contributors to the local economy.  
This can take the form of revitalising local commercial centres or attracting new 
employment and business to a town location.  Development can sometimes only 
become effective through proportionate and related planning agreement 
contributions to infrastructure however.  In the present credit crunch environment 
lenders are however more constrained in their approach to lending to real estate 
related projects.  The fall in commercial property values of some 50% and the drop in 
land values mean that previous banking covenants are under severe pressure.  The 
development industry is therefore unable to access the private finance that was 
previously available to fund such projects.  This has a major consequence for the 
provision of local infrastructure. 
 
Revenue implications for local authorities 
 
7. For developers it is increasingly unlikely that they will be able to meet the 
previous level of planning agreement demands (whether through s75 or other 
means).  It is doubtful in the extreme that ‘up front’ demands for contributions will 
allow a development to be viable – again leading to pressures upon local services 
and infrastructure.  This implication may be keenly felt in the education sector for 
example and the Scottish Government may wish to review how the Scottish Futures 
Trust might quickly enhance its support for schools programmes in the light of 
shortfalls that were anticipated from development contributions.  
 
8. Local authorities are also under increasing pressure as a result of a loss of 
planning fee income as applications have dried up.  In the wider context of squeezed 
public finances there is major concern in the development industry about the 
potential consequences for local authority planning services as a result of reduced 
private sector planning fee revenue and pressure upon the public finances. 
 
9. In addition to the revenue pressures outlined above the local authority will also 
face reduced council tax and business rate income through empty properties.  While 
the impact of business rates will be smoothed out by the national pool system, there 
is likely to be increased demands made of the local authority as the collector of rates 
to make allowances for hardship relief or void periods.  Similarly on the domestic 
side there is the possibility of reduced council tax income because of increased 
repossessions and long term empty dwellings.  
 
Ability of local authorities to ameliorate impact of recession 
 
10. Local authorities have a range of measures that could be used to ameliorate the 
impact of the recession in terms of retaining employment and investment.  Each one 
carries risks and consequences for either long or short term finances however so 
would need to be carefully considered.  A first initiative would be to revise policy 
towards developer contributions.  Up front demands for developer contributions will 
deter investment in the current conditions.  Local authorities could seek to phase in 
any appropriate developer contributions which would have the benefit of helping to 



 
 
 
enable the developer to complete the project and achieve revenue in order to pay 
their contribution. 
 
11. In our view there is a need to recognise that there must be an effective supply of 
employment plan for development projects to become viable.  Directing development 
towards lower value sites, without extensive infrastructure support, may simply not 
manage to attract investors in a current climate where investment will flow towards 
areas of lower risk and securer return.  This may be contentious, but we feel that 
there must be some prioritisation in an era of limited public and private finance.  It 
would be better to ensure resource is directed where it will be able to repay 
investment.  However, this will be a political decision at local and national levels of 
government and we do not underestimate the challenges that will be presented to 
decision-makers seeking to balance community demands with long-term sustainable 
economic growth goals. 
 
12. There has inevitably been much discussion and speculation of financial models 
that could help the public sector to deliver infrastructure that would support local 
economic development.  The role of the public sector in bringing forward 
infrastructure projects designed to improve and enhance communities and economic 
opportunities as well as replace existing but ageing infrastructure is key.  Private 
investment has lost vast amounts of credit that was previously available to the UK 
economy and therefore the ability and appetite of investors is much diminished. 
 
13. Prudential borrowing has been one area that commentators have focused upon 
as a means of funding key projects.  However, the ability of local authorities to enter 
additional prudential borrowing will vary greatly and will ultimately be limited.  There 
is also the issue of risk to consider for local authorities in relation to providing 
infrastructure to potential development sites and the timing or likelihood of potential 
return for the public sector investment.   
 
Scottish Government role 
 
14. The Scottish Government also has a key role to play to support local authority 
finances and to promote economic resilience and recovery at the local level.  The 
SPF would like to see the Scottish Parliament ask Ministers about the ability of the 
government to support local authority initiatives through under-writing or 
guaranteeing infrastructure or development initiatives.  Some authorities have also 
expressed interest in the notion of tax increment financing which this Federation has 
strongly supported, albeit recognising that TIFs are not a panacea for all 
infrastructure funding gaps and will only be of benefit to certain projects and 
authorities. 
 
Use of local property taxation to bolster local services and economy 
 
15. SPF is aware of the debate over additional council tax receipts from additional 
housing.  Many local authorities might have benefitted from being allowed to retain 
the benefit of additional taxation without these additional receipts being ‘equalised’ 
through subsequent negative consequences for their revenue support grant.   
 



 
 
 
16. SPF would welcome any further consideration the committee might be able to 
give to the subject of retention of additional council tax receipts from new housing as 
we believe this could have wider economic benefits for the community and would 
reward local authorities directly for encouraging and facilitating additional house-
building in their area.  We assume that any final decision on enabling retention of 
additional council tax in order incentivise local authorities to support the housing 
industry would require Ministerial and Parliamentary approval. 
 
17. The ability of local authorities to retain the benefit of additional economic activity 
is a key attraction of the TIF model previously referred to.  Although not applicable in 
many instances, the TIF depends on local property taxation in the designated area 
being earmarked for repayment of the investment made to attract development in the 
TIF – thus enabling a local authority to obtain a direct economic return for the 
additional business (rates) created by the TIF. 
 
18. We would be pleased to explain our thoughts in more detail at the Committee’s 
convenience. 
 
 
 
David Melhuish 
Director 
Scottish Property Federation 


