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ENTERPRISE AND CULTURE COMMITTEE 
 

12th Meeting, 2005 (Session 2) 
 

Tuesday, 24th May 2005 
 
The Committee will meet at 2 pm in Committee Room 1.  

1. Items in private: the Committee will consider whether to take agenda item 5 at 
this meeting in private and whether to consider its approach to fact-finding visits 
as part of its inquiry into business growth in private at a future meeting. 

2. Inquiry into business growth: the Committee will take evidence from— 
 
Janet Brown, Head of Competitive Business and Clusters, and Terry Currie, 
Director, Small Business Services, Scottish Enterprise, and Jackie Wright, 
Director of Growing Business, Highland and Islands Enterprise, and Ken 
Abernethy, Chief Executive, Argyll and the Islands Enterprise;  
 
Ian Howie, Head of Business Growth and Innovation Division, and John 
Ireland, Head of Analytical Services Division, Enterprise, Transport and 
Lifelong Learning Department, Scottish Executive.  

3. Arts in the Community: the Committee will consider a response from the 
Scottish Executive to its 1st Report 2005: Report on Arts in the Community (SP 
Paper 302).  

4. Restructuring Scotland’s Tourism Industry: the Committee will consider a 
response from the Scottish Executive to its 2nd Report 2005: Restructuring 
Scotland's Tourism Industry: Report on the Review of Area Tourist Boards (SP 
Paper 305). 

5. Internal reviews in the BBC: the Committee will consider a draft report. 
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Introduction & Background  
 
Scottish Enterprise (SE) welcomes the opportunity to submit evidence to the 
Enterprise and Culture Committee’s review into business growth.  
 
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.  
 
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.’  
 
The growth of businesses, from small start-ups to international firms is essential for 
the health of any economy. It is the process by which wealth is generated for the 
benefit of all. A growing business will generally be one that is more innovative, 
utilising new technologies to improve productivity and profitability through the 
development of new products, processes and services. And one that is constantly 
looking for new market opportunities in which it can improve its performance in all 
aspects of its operation.  
 
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). 
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The leaders of growth businesses often exhibit strong creativity and drive and embed 
these cultures within their organisations. High productivity, high levels of research 
and development and recognition of the value of their staff and strong support for 
career and skills development are common features of growth companies.  
 
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 
characteristics entrepreneurship 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. 
 
 
Scotland’s performance – the global perspective 
 
Scotland’s progress towards a Smart, Successful Scotland is analysed in the SSS 
Measurement Framework published by the Executive.  
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The framework looks at a range of indicators and compares Scotland’s position as 
much as statistical sources allow with OECD countries (it also looks at intra UK 
comparisons). The table above is taken from the latest report and summarises 
Scotland’s position and relative change in the lead indicators of the framework over 
the period 1999-2002.  
 
This framework provides a useful overall starting point for understanding where 
Scotland is placed, what progress it is making and where the challenges lie. Overall 
performance in terms of GDP per head is towards the top of the third quartile of 
OECD countries. All of the lead growing business indicators are in the third quartile, 
while learning and skills and global connections comparisons range from top to third 
quartile. This emphasises the challenges faced in addressing the growing business 
agenda. The progress towards closing the gap also emphasises that this is a moving 
target as other countries develop. Improvements have been made in a number of 
indicators but equally others have declined. On balance there is more positive 
progress against the OECD, although progress is more mixed relative to other parts 
of the UK.  
 
Challenges for Growing businesses 

 
An indication of the growth potential of a business is its commitment to seek and take 
advantage of opportunities. In order to do so, it must be able to access the necessary 
external resources and operate within a supportive business environment. The 
environment in which businesses operate is a key driver of their ability to succeed.  It 
is important that Scotland has this supportive environment, both in terms of the 
availability of resources and the regulatory framework. 
 
There are many different assets or resources that a company needs to draw upon to 
support its growth and these will vary at the different stages of its life cycle. The more 
rapidly a business grows the more assets it requires - skills, technology, finance, 
strong networks, market knowledge and good infrastructure. Increasingly, the 
competitiveness of global markets means that businesses need to respond rapidly to 
take advantage of opportunity. Businesses that are in an environment that makes it 
easy for them to grow and take advantage of opportunity are much more likely to be 
successful.  
 
It is therefore important to understand the aspects of the business environment in 
Scotland that have an impact on the ability of the Scottish business to grow, and to 
highlight issues or gaps faced by Scottish businesses that must be addressed.  By 
addressing these challenges, Scotland can create a self-reinforcing spiral of growth, 
with Scottish-based businesses being more creative, well informed and linked into 
the global market place. 
 
 
An Environment for Business Growth 
 
There are many countries that are recognised as having conditions which are 
conducive to the formation of new companies and the growth of existing ones.   A 
given region will have its own strengths and challenges and in many instances, the 
public sector has intervened to strengthen aspects of the environment, e.g. the 
establishment of the technology intermediaries such as the Fraunhoffer Institutes in 
Germany and the Ontario Centres of Excellence in Canada to support the growth of 
business R&D. 
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Evidence suggests that companies which are growing have an increased reliance on 
the availability of skills e.g. recent research indicates that growth companies have 
twice the demand for recruitment and key skills than other comparable organisations. 
Concentrations of companies within Growth sectors put an even bigger demand on 
particular common key skills required by many companies - this is an area of 
significant focus for SE in terms of clusters and key industries policy.  
 
A business must also be able to ‘fuel’ its growth by having access to skilled people, 
technology, to finance and business networks. All firms draw on these assets 
particularly during periods of growth, but larger companies can often channel internal 
resources to support growth.  However, small and medium sized companies 
generally absorb these resources from external sources, making them very 
dependent on the business environment in which they operate. 
 
An important part of this business environment, over which Governments at all levels 
can exert significant influence, is the regulatory framework in its broadest sense 
(including planning regulations for example) within which companies operate. If 
developed carefully, in collaboration with business and other stakeholders, this can 
become a source of competitive advantage.  
 
It is essential that the fiscal regime, with business rates and regulation in balance to 
ensure both good governance and tax revenue returns does not impede business 
growth potential.  Most of these issues are reserved to Westminster, but have 
significant impact on businesses in Scotland. 
 
The main components of a strong business environment are considered below, along 
with commentary on Scotland’s performance and a view on the actions that are 
required to strengthen our position.   
 
 
1. People 
 
 Characteristics 
 
 One essential characteristic of a strong business environment is the 

availability of skilled and talented people, to work at all levels of the business. 
This includes technical skills and competences and the increasingly important 
area of core skills such as customer care, communication and team working.  

 
 In regions that have supportive business environments, high level positions 

are easily filled and often attract candidates with international experience. 
Business R&D is well served by Higher Education Institutions (HEI) through 
academic resource and graduate output. The region or sector is well 
recognised as being aspirational, with ambitious goals and a clear roadmap of 
how to get there. This in itself acts as a magnet to key talent.  Evidence also 
suggests that a relatively small number of key individuals stimulate a 
significant amount of company growth. Their leadership, strategic approach 
and management capabilities are the major contributors to the success of 
individual companies.  The population density of actual and potential 
entrepreneurs is a key indicator of the future growth of the economy of a 
region.  
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 Scotland’s performance 
 

 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. 

  
 Scotland produces a large number of well qualified graduates, although a 

number of them leave Scotland to find jobs that fully utilise their skills. 
Employers can readily source high quality graduates but they have much 
more difficulty in recruiting and retaining individuals with significant 
management and international experience, skills that are often required to 
take a business forward.  Similarly, there is anecdotal evidence of potential 
investors’ concern about the competency of management in small firms - 
investors often back ‘B’ class technology with an ‘A’ class management team 
whilst turning away ‘A’ class technology brought to them by a ‘B’ class 
management team.   

 
 Scottish entrepreneurs are plentiful and can be found in major companies 

across the globe - the challenge for Scotland is how to attract them back, or 
encourage them to stay and start their business here. There are many 
businesses in Scotland which could, with more ambitious leadership, exhibit 
significant growth. Lower levels of ambition or a desire to maintain a ‘life style’ 
business means that opportunities may not be grasped and growth is 
curtailed.  

 
 Scotland must also learn to celebrate the contributions these people make to 

the well being of Scotland - we must recognise that business growth requires 
risk taking and that great lessons are often learnt by failure subsequently 
applied to the next challenge.  

 
 There is a vast evidence base on general issues concerning management 

skills in Scotland.  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 but suggests 
that the management skills demanded by companies meet their current needs 
in terms of efficiency and productivity. In addition there is no conclusive 
evidence that the supply of management skills is inadequate to support faster 
growth.  However, 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, all key factors identified in successful growing 
companies. 
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 There is evidence which is suggests a link between the current quality of 

management skills in the UK and UK economic performance.  For example, 
Porter and Ketels argue that the quality of management skills could be one of 
the factors that explain the UK’s relatively poor performance with respect to 
innovation and the application of technologies; and a study by the Chartered 
Management Institute argues that management styles in many UK 
businesses are not conducive to the creation of high performance cultures in 
which innovation and creativity can flourish. 

 
 Comparing managers of businesses in Scotland and the USA, one report 
 finds that: 

 ‘Scottish entrepreneurs seem more concerned with … ‘internal’ growth 
dynamics, with less emphasis on growing the business through a 
focus on external expansion through technical innovation, new 
products and new markets. This is in contrast with their US 
equivalents, who attach much greater importance to achieving 
‘external’ growth, through increased sales,  and expansion into new 
territories and new markets.’ 

 
 While another report identifies the characteristics of companies with 
 consistently outstanding performance as: 

• ‘a strong management, clear of its strategy, able to communicate it easily 
to staff, customers and investors, and then execute it rigorously’ 

• ‘an ability to innovate, be it technology, product design or customer 
relations’ 

• ‘successful international expansion.’ 
 

In summary, two of the key characteristics of the outstanding companies are 
the ability to innovate and successful international expansion. It is in these 
that Scottish managers need to assess themselves if they wish to perform 
better. 

 
 Actions required  
 
 Scotland must ensure that it continues to provide the level of skilled 

employees to support a growth economy. The flow of science and technology 
graduates must be sustained by increasing the awareness and interest in 
these areas in Scotland’s schools, and we must continue to build confidence, 
and a ‘can do’ attitude amongst our young people. Careers Scotland has an 
important role to play here. Entrepreneurship must be recognised as a key 
skill that can be valued, encouraged and nurtured.  

 
 SE’s current initiatives seek to address several skills issues – both from the 

standpoint of specific technical skills but also the softer skills. Support must 
be provided for company & management development, to enable businesses 
to grow and globalise. Industrial Studentships, Enterprise Fellowships and the 
Bioscience Advisory Service are examples of support available.  The 
importance of entrepreneurship is widely recognised and there must be an 
increased effort in this area to support both those in business and the next 
generation that will enter business.  The Scottish Institute for Enterprise 
should ensure that all students within higher education have a strong 
grounding and awareness of what it takes to be a good entrepreneur.  
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 There must be a coordinated plan to ensure continued provision of high 
quality people to support the growth economy embodied in ‘A Smart 
Successful Scotland’. Working in partnership, SE is committed to increasing 
the awareness of the career opportunities available in business, science and 
technology both in the future workforce of educational institutions as well as 
with businesses locally and internationally. Enterprise education is as a key 
part of life long learning and is essential to the economic health of Scotland. 

 
 We believe the key is to work more closely with individual account managed 
 companies to stimulate demand for higher levels of skills and new 
 technologies. 
 
 We must address the ‘chicken and egg’ conundrum – high quality 

experienced people will come to Scotland and fewer will leave when there are 
exciting and demanding positions for them to fill – high quality experienced 
entrepreneurs are the drivers of companies that create these opportunities! 
Both ends of the problem must be tackled simultaneously.  

 
 Activities underway to foster the establishment and growth of companies that 

have the potential to achieve significant size are of critical importance. The 
work underway to support the building of high quality management teams 
along side high quality business plans and ideas together with linking key 
individuals both locally and globally with business through the activities such 
as SE’s Global Scot programme and High Growth Team support are 
significant steps along the way. 

 
 There is sufficient evidence to show that there is a need for some collective 

action in Scotland to improve awareness of, demand for and supply of 
management and leadership development activity. It is important that this 
issue is addressed through partnership of the key stakeholders including 
employers themselves.  

 
 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.  

 
 
2. Physical Infrastructure 
 

Characteristics 
 
Regions experiencing strong growth have general physical infrastructure that 
support that growth. The road, airports and telecommunications networks 
facilitate business both locally and internationally and constraining issues are 
quickly addressed. One only has to look at the speed of development in areas 
such as Shanghai to understand how critical ease of communication is in the 
modern global market place.  There are three specific aspects to business 
infrastructure: connectivity, business accommodation and business 
infrastructure.  All require a planning environment that supports economic 
growth.  
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Connectivity: 
Broadband is a key part of a successful business infrastructure - the 
requirements for Next Generation Broadband (NGB), in terms of connection 
speeds and timescales, are a minimum availability of 20Mb/s by mid-2007.  In 
addition, transport networks in the successful business environment are 
integrated and well connected both internally and globally. 
 
Business Accommodation: 
In a successful environment, the specific business infrastructure needs of 
companies are catered for with the (private or public) provision, of specialised 
incubators or growth expansion space.   
 
Business Infrastructure: 
Business benefits from a strong infrastructure including communications, 
water and sewerage, and power infrastructure which is developing at a pace 
which anticipates and accommodates businesses’ aspirations to grow.  The 
approach that has been taken in Denmark to public investment in physical 
infrastructure and test facilities that support the on-shore wind turbine sector 
has helped them capture 50% of the global market in on-shore wind power 
generation equipment.  

 
          Scotland’s Performance  
 

Connectivity: 
Virtual connectivity infrastructure has improved with the roll out of mass 
broadband, predominately for the consumer market – neutral fibre is required 
to enhance competition and increase provision of broadband for businesses. 
Currently, the take up of broadband by business is approximately 36%, a 
position that has improved relative to other UK regions over the past year.   
 
International transport connections have also improved with a range of new air 
services in Scotland funded by the Route Development Fund. However, 
internal connections have not kept pace with the demands in relation to the 
movement of people and goods.  Scotland certainly faces significant 
challenges; congestion in the central corridor and major rail hubs working at 
capacity; poor connectivity between the cities and airports and congestion in 
many of the major cities.   
 
Business Accommodation: 
General markets for high quality business accommodation is operating 
effectively in particular within the main city regions.  Major challenges remain in 
providing accommodation for high growth technology companies, where the 
scale of investment in specialist accommodation is high and is challenging to 
many private sector partners.  Significant investment continues to be made in 
this type of accommodation by Scotland’s principal competitors for technology 
based investment. 
 
Basic Infrastructure: 
Constraints exist in basic infrastructure and utilities provision, in particular 
water and drainage at a number of key economic development locations in 
Scotland’s city regions.  Significant business infrastructure projects are 
currently being delayed and costs incurred as a direct result of these 
constraints.   
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SE’s submission to the Executive’s ‘Modernising the Planning Process’ 
consultation contained many cases studies of the drag which the current 
planning regime exerts on economic development.  Planning regulation is often 
identified as a major constraint on business development. 

 
 Actions Required 
 

Connectivity: 
SE will 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. 
 
Business Accommodation: 
Additional investment is required in accommodation for high growth 
technology companies to support growth opportunities afforded by the 
strength of the research base – e.g. implementation of the Centre for 
Biomedical Research as part of Edinburgh Science Triangle, and continuation 
of SE Strategic Investment Plan which has approximately £35m of spend in 
05/06 related to SE’s priority industries. 
 
Basic Infrastructure 
It is important to ensure that basic infrastructure investment is aligned to the 
economic development priorities for Scotland.  This means clear priority for 
investment in locations such as Clyde Waterfront, Clyde Gateway and 
Edinburgh Science Triangle (e.g. from Scottish Water in particular). 
 

 
3. Knowledge 
 
 Characteristics 
 
 Business growth is driven by innovation - the ability to develop, access and 

apply knowledge, in response to a market need is critical to innovation.  
Regions that experience high growth have well established academic 
research, attracting funding from both public and private sectors, and both 
business and government recognise the value that the research brings. 
Patent levels are high and accessed on a regular basis, transfer of knowledge 
from the academic base is strong and intellectual property (IP) intermediaries 
are active and growing. 
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 Companies are actively engaged in research, resulting in a high level of 

business and enterprise research and development (BERD) with most 
companies within the sector owning and developing their own IP.  The strong 
sense of belonging to a growth sector is reinforced and demonstrated by the 
fact that sharing and pooling and trading of Intellectual Assets are 
commonplace.  

 
 Scotland’s Performance 
 

Scotland has a strong knowledge base most notably in its higher education 
institutes but is beginning to make more of it in commercial terms through a 
range of knowledge transfer mechanisms.   Scotland continues to perform 
extremely well in terms of academic research (reflected in the number of 
Higher Education Institutes’ departments achieving a 5* rating in the research 
assessment exercise). Much of this research is recognised as world class and 
is increasingly attracting high levels of public and private funding and 
attracting a higher proportion of UK research council funding relative to its 
research population. 
 
Scotland university sector has a higher level of patent publications than the 
rest of the UK with all Scotland’s HEIs having well established 
commercialisation offices.  The uptake and application of this research and 
associated patents is however, the major challenge for Scotland.   

 11



EC/S2/05/12/1 

 
The level of business & enterprise research and development undertaken by 
companies in Scotland is very low - at 0.8% GDP it is 50% of that of the UK, 
most of this BERD being undertaken by a small number of firms.  The 
interaction between the research base and the business community is weak, 
although there is significant interaction in some sectors. 

 
 Overall there is a strong supply of knowledge but little demand from the   
 business community, resulting in low knowledge transfer rates and poor 

market drive for research. There has been a demonstrable increase in the 
emphasis being placed upon commercialisation by the HEIs with higher levels 
of business funded research, higher levels of spin out activity, and increased 
licence revenues. 

 
The importance of building new and existing companies through the transfer 
of intellectual property (IP) has long been recognised in Scotland and 
programmes have been put in place to promote the intellectual capital base 
within business. Modifications have been made to the allocation of funding by 
Scottish Higher Education Funding Council (SHEFC) to support knowledge 
transfer (KT) and inclusion of KT metrics in the research assessment exercise 
(RAE).  
 
Programmes targeted to supporting the commercialisation of knowledge 
include the Proof of Concept Fund, Enterprise Fellowships and the Edinburgh 
Stanford link. Other mechanisms have been put in place to support the 
interaction between researchers and businesses such as Score and SEEKit.  

 
The establishment of three intermediary institutions, ITI Life Sciences, ITI 
TechMedia and ITI Energy, to identify significant market opportunities is 
aimed at highlighting the potential to businesses, strengthening demand and  
supporting their entry into the global market place in areas where Scottish 
companies can play a major role.  The ITI’s have been structured to support 
the specific strengths and challenges in Scotland but are based on 
intermediaries that have been established and impacted elsewhere.  The ITI’s 
will help identify opportunities for new technology development clearly aligned 
to global emerging markets – acting in many ways as a proxy for the relative 
lack of strategic corporate R&D in Scotland. 

 
 Actions Required 
 

Many mechanisms are available to support the commercialisation of 
research. An increasing focus must be placed on the support of those 
businesses that recognise the importance of R&D to their success.  R&D is 
essential to the creation of new products and services. To support business 
growth, Scotland must increase the level of R&D undertaken within its 
business base. This will reflect the innovation taking place within growing 
businesses as they seek to address new markets and to capture a larger 
share of existing ones.  
 
A business may not be able to utilise new technology immediately, it must 
develop an understanding of and ability to undertake R&D - a business may 
not have internal resources in R&D and will need to gain this knowledge from 
elsewhere. It is often difficult for an SME to interact with external researchers. 
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It is important that businesses experience the value of R&D to the bottom line 
of their business. It is insufficient to provide access to funding for R&D without 
also providing support to enable an SME to take its business forward. An 
SME will often benefit most from specific problem solving, access to ‘know-
how’ and the support of others who have experience of applying R&D.  
 
In addition to supporting those academics who are interested in undertaking 
commercially driven research, there is a critical need to support business 
interactions with those academics who are driven more by the excitement of 
problem solving and the transfer of know how to SME’s.  Existing 
mechanisms make this difficult – in terms of the ability to identify the most 
appropriate partners but also in terms of the recognition given to those 
academics who engage in this activity. 
. 
Universities Scotland recently announced the formation of a single entrance 
point for SMEs to the HEI’s which will simplify these interactions. It is also 
important that further progress is made on increasing the recognition of and 
the availability of funding to those academics who work with SMEs in this 
way. Knowledge transfer metrics are increasingly being used in allocating 
funding through SHEFC. 
 
Recognising the components that must be in place to allow a business to 
begin to undertake R&D and ensuring that the business can finance its 
growth over the longer term is critical.  
 
Several mechanisms are presently in place to support businesses who wish 
to undertake R&D, notably SCIS, SMART, SPUR and SPUR+ schemes as 
well as the recent R&D Plus scheme to support large businesses. SE 
welcomes the debate on the funding of business R&D which it will be hosting 
in June.   
 

 
4. Access to Finance 
 
4.1 Characteristics 
 
 In a region that has a strong business environment there are knowledgeable 

& sophisticated lenders/investors active at all levels of investment. There is 
ready access to a pool of investors/lenders at all stages of company growth 
and the skills, attitudes and capabilities of companies in the region attract the 
confidence of investors.  

 
 The conditions of investment are reasonable and acceptable and a fiscal 

environment enables the financial support of companies. Overall there is a 
demonstration of the effectiveness of the system through good deal flow and 
the availability of follow on funding. 

 
 The publication of the Macmillan Committee on Finance and Industry report 

was the first to highlight an early stage risk capital gap in the UK that was 
inhibiting the growth of companies. Since then a raft of government and 
regional policy initiatives has been implemented aimed at closing “the equity 
gap” and by so doing improving national/local economic performance.  
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 The effectiveness of this single market gap ‘silver bullet’ approach has, 

however, been questioned in recent years with the publication of reports (by 
the UK Treasury, EIB/EIF, OECD, etc. and SE’s own research) that look at 
the relationship between the overall investment market of economies and 
their productivity and competitiveness. This more systemic approach 
indicates that economies with a well developed overall investment market 
tend to be more competitive. By contrast, where a weak or fragmented 
investment market exists, competitiveness is likely to be poorer and economic 
growth slower. 

 
 
 Scotland’s Performance 
 
 From this perspective SE has been gathering data on the Scottish investment 

market for the past 5 years. Using this primary data and other secondary 
sources, several key indicators for the Scottish economy suggest that the 
investment market is not operating efficiently at a number of levels in addition 
to the early stage equity gap. 

 
• British Venture Capital Association (BVCA) figures show a steady drop in the 

number of all deals reported by members in Scotland between 2000 and 
2003. The same report show the £ level of BVCA member investments at all 
stages in Scotland to be the lowest since 1994, falling from a high of £440m 
in 2001 to £109m in 2003 (a 75% drop). 

• The average size of deals also reduced over the 2000-2003 period 
suggesting an increasing under-capitalisation issue for many companies. 

• While other empirical research indicates that the actual number and value of 
deals happening in Scotland over the 2000 to 2003 period was considerably 
higher that the BVCA figures, largely because of angel syndicates, the market 
is nevertheless very weak in key areas. 

• The number of VCs regularly active in the Scottish market has dropped 
significantly in the past 5 years. VCs also now tend to be involved in larger, 
later round deals and much less frequently syndicate with the angel 
syndicates who undertake the majority of early stage investments.  

• A range of recent reports commissioned by SE and others have highlighted a 
continuing market gap for companies in the £2-5m range.  

• Recent figures for investment in early stage venture capital as a % of GDP 
show: USA 0.147%, Sweden 0.094%, UK 0.066%, EU 0.050%, Scotland 
<0.050% (estimated).  

• The Business Enterprise R&D (BERD) as a % of GDP figures for Scotland, 
which themselves are directly affected by the amount of investment capital 
available to companies, show a similar picture: Sweden 2.6%, US 1.75%, 
OECD average 1.5%, UK 1.24%, Scotland 0.77% 

• The Global Entrepreneurial Monitor report continues to indicate that Scotland 
is under performing in terms of business start-up rates relative to economies 
of a similar scale and sophistication. If the GEM upper quartile average for 
risk capital investment is used as a baseline, instead of the £200m being 
invested in Scotland annually, the figure ought to be closer to the £1 billion 
level. 
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• A recent RBS report highlighted the disproportionate contribution of medium-

sized firms (£250m - £1billion in turnover) to Scottish GDP and GVA. 
However, the paper then went on to report that such firms are 
underrepresented in the Scottish economy and that no new medium-sized 
firms have been formed in the Scottish economy for the past decade. By 
implication, the absence of a source of long term patient capital appears to be 
a major contributing factor to this. 

 
Evidence shows Scotland attracts investment from a relatively small group of 
investors.  One key aspect to improve is to attract investment from a wider 
and more international pool of funders. SE’s current programmes seek to 
address this and include the Business Growth Fund, Scottish Co-Investment 
Scheme, Investor Readiness programme in addition to generating attractive 
investment prospects through POC, Spinouts, ITI’s. 

 
 Actions Required 
 
 While the recently introduced Scottish Co-investment Fund and the Business 

Growth Fund have had a remarkable impact on the Scottish early stage 
market (in 2003/4, with only 4% of money invested, SCF and BGF were 
involved in 44% of all early stage deals), this tackles only one stage in the 
investment market. If, as the data suggests, the Scottish market is not 
adequately supporting the growth of businesses beyond the early investment 
stages and not investing sufficiently at the R&D stage, then the Scottish 
economy has a deep rooted problem that must be addressed. 

 
A recently published Edinburgh University Management School report, based 
on SE sponsored research, summarises the challenges for Scotland well:  
• Scotland lacks a fully ‘joined up’ risk capital market. 
• An exit crisis exists for mid-sized Scottish technology companies because 

of a shortage of Scottish trade sale buyers for such companies. 
• There is a deep rooted funding crisis in Scotland resulting from an 

absence of long term patient development capital. 
 
On the supply of capital, the report, drawing on evidence from a range of 
sources and the experience of the authors, concludes that existing venture 
capital in Scotland is unlikely to expand significantly and that angel investing 
will not pick up the slack because of a lack of depth of personal wealth. 
 
Finally the report recommends that: 
• New sources of risk capital must be established in Scotland; 
• New long term patient capital funding instruments need to developed; 
• A flow of venture capital from outside Scotland should be sought; and, 
• New investors should be brought into Scotland. 
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Research from around the world strongly suggests a strong positive 
relationship between well developed local investment markets and economic 
performance. The Scottish investment market is currently weak in a number 
of critical areas. SE has already introduced very successful products to 
increase deal flow and investments levels in the early stage market 
(Investment Ready Support, the Business Growth Fund and the Scottish Co-
investment Fund).Currently we are also undertaking market consultation on 
the possible establishment of a major later stage fund (target £150m+), to 
support the growth of mid-sized companies by providing long term patient 
capital investment in deals above £2m. Proposals have also been put before 
the SE Board for the possible development of a Stretched Seed Capital 
Fund to provide risk equity at the pre-seed, seed and pre-revenue stages to 
companies undertaking high growth potential R&D.  

 
This suite of products once fully operational will not only be critical in helping 
build a much larger and more active private sector investment market in 
Scotland but also make sure that risk capital is available for the high growth 
potential companies emerging from other initiatives such as the ITIs, Proof of 
Concept, the SE National High Growth Start-Up Unit, RSE Enterprise 
Fellowship Scheme, PSYBT, etc.  
 

 All of the above schemes need to maximise private sector leverage 
 wherever possible. 
 
5. Market Connectivity 
 
 Characteristics 
 
 A region that has a strong environment for business growth is recognised 

globally as being amongst the best in the world in a given market sector and 
exhibits a higher rate of growth when compared to the world market. 

 
 There is strong, active engagement in global markets through market   
 research, strong connectivity and targeted product development and sales. 

The Sector as a whole - and as individual businesses - will be closely linked 
with growth markets and have a deep understanding of their customers 
requirements and the competency and nature of their competitors.  
Businesses within the region compete on more than price differential – 
focusing on aspects such as innovation and value product features well 
beyond its local markets. 

 
 The global recognition will be manifested in the region regularly attracting 

major exhibitions, conferences and visits that enable others to learn from its 
experience.   

 
 Scotland’s performance 
 
 Scotland has many sectors that are well connected to the global market 

place. The Energy sector, particularly those aspects associated with oil and 
gas extraction is an excellent example of business sector with strong links to 
the important global centres for their industry. This has led to many of the 
businesses forming international partnerships as well as diversifying into 
other markets beyond the North Sea.  
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The Life Sciences community is recognised internationally as having 
significant key competencies and with whom many major international players 
have formed alliances.  
 
Scotland has been successful in the past in attracting foreign direct 
investment, with over 13% of the inward investment into the UK coming to 
Scotland, and significantly 16% of all the UK’s R&D inward investment has 
been attracted to Scotland, 

 
 Actions Required 
 

Scotland must increase its understanding of the global market place and seek 
to identify those areas in which it can most effectively compete. Businesses 
must gain a more detailed knowledge of both the markets they wish to target 
and the competitors they will face - there and increasingly in their home 
space.  
 
The work being undertaken by the ITI’s in specific market areas associated 
with Energy, Life Sciences and TechMedia will enhance the awareness and 
connectivity of businesses working in these fields. The international nature of 
their membership will encourage a deeper understanding of global trends and 
enable businesses in Scotland to gain better access to overseas markets. 
 
The Global Connections strategy within SE’s operating plan has a clear focus 
on increased involvement in global markets. As a consequence we are 
currently recruiting 33 new posts to increase our presence in key global 
markets. Companies must be supported in their efforts to understand and do 
business in the world marketplace. 
 
Increasingly, markets are becoming truly global and geographical remoteness 
is less of an issue. However, the importance of personal contact remains 
significant in terms of understanding market and customer requirements as 
well as the ability to form partnerships and transact business. Businesses 
must be able to travel to and from their chosen markets and there must be a 
cost efficient and effective transportation system that allows those goods to 
move freely to the customer. 
 

 
6. Networks 
 
 Characteristics 
 
 In an environment that supports strong business growth, there is active 

interaction between organisations aimed at mutual benefit. There is a 
proliferation of joint venturing, partnering and cooperation with often common 
investment in ‘infrastructure’ that is needed by all for success – agreement on 
standard procedures, staff training, and health & safety accreditation etc.  
This cooperation is predominantly positive and there is little collusion between 
players. 

 
 There are frequent and fruitful industrial to academic links, with knowledge 

networks and events being widely used and actively attended.  Local industry 
association’s work together to build the capacity of the sector which 
recognises the benefits to all members of the growth of all aspects of the 
sector. 

 17



EC/S2/05/12/1 

 
 The major players within a sector work to support the growth of the sector as 

a whole and do not over exploit the power which they wield within it. 
 
 Scotland’s performance 
 

SE has taken a clusters based approach to industry support and has focused 
on several key sectors – Energy, Micro and opto- electronics, Life Sciences, 
Creative Industries and Digital Media, Forestry, Food & Drink, etc as well as 
providing specific support for other industries – construction, textiles etc (see 
appendix). A review of the approach taken by SE in key sectors is presently 
underway and will inform the way forward in key sectors. 
 
An essential component of the clusters approach is the importance of 
fostering the development of strong networking of all of the main players 
within the sector.  There is evidence of strong networking taking place in 
many sectors and there is an increasing linkage to other partners out-with 
Scotland.  The recently published Community strategy for Life Sciences in 
Scotland is evidence of both the recognition of the value of networking but 
also the way in which it can drive a coherent approach to the development of 
a sector through joint working.   
 
There are many industry bodies in Scotland that act as key components of 
the network, many of these having identified partner organisations who have 
shared agendas. An example of this is the linkages being explored in the 
Scottish Technology Forum. Many industry sectors have created a specific 
forum in which they can discuss issues common to all business in the sector 
for example, Forum for Renewable Energy.   
 
It is important however, that these networks are not over-parochial, each 
region having to have their own.  Scotland is a very small place and critical 
mass in networking can only be achieved when being addressed at the 
national level.  All too often, the competition is seen as another city of region 
in Scotland rather than from another region of the world. Edinburgh and 
Glasgow together are a powerful force. 

 
 Actions Required   
 

Scotland must 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. 
 
Each industry should have a vision for the future that recognises the 
importance of connections with others, establishing partnership and shared 
goals. It is important to develop a better understanding of the ways in which 
networking is employed in regions similar to Scotland, highlighting the 
benefits to individual businesses of partnership and sharing. 
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7. Other factors and issues
 

The distribution of the contribution of different types of business to the 
Scottish economy is striking, over 40% of Scotland’s GDP is generated by 
10% of its businesses. The over-whelming number of businesses in Scotland 
employ less than 10 people. There is a lack of companies of size in Scotland 
(only about 50 firms with turnover of £20 – £80M) and few companies exhibit 
the capacity for high growth (only 20% of companies with turnover of £20 – 
£80M grown to over £100M). 
 
In order to enable business growth, we must enable small companies to grow 
larger and medium size companies to become businesses of significant scale. 
This means a focus on the pipeline of company growth, recognising and 
supporting the needs of companies as they progress.  It is also important to 
remember that business ‘churn’ is also a valuable component of growing 
economies – the sell-on or closure of businesses is a significant way in which 
resources are developed and recycled into other potentially more vibrant 
business opportunities. 
 
It is important to ensure that individuals in Scotland understand and execute 
on the benefits of starting a business, this creates jobs and entrepreneurial 
experience. As in any economy, many of these businesses will reach a size 
and stabilise, others will go out of business and recycle the experienced 
people back into the economy. It is especially crucial that those businesses 
that have the potential and aspiration to grow are encouraged and supported 
to do so.   
 
The recent report on the impact of attracting and retaining HQs on business 
growth highlights the importance of these entities to the broader environment 
for business growth.  While the direct economic benefits from HQs 
(employment, etc.) are relatively small, the indirect, developmental benefits 
are much more significant. These relate to purchasing, R&D, the development 
of extensive and deep labour markets, and to the attraction and retention of 
talent. 
 
More high-level HQ functions are likely to come from indigenous companies 
rather than inward investors.  This supports the move to stimulate the growth 
of existing companies, for example through the SE Companies of Scale 
initiative. It also highlights the fact that the number of HQs in Scotland is 
ultimately a function of size of the stock of companies and the role played by 
continued efforts to support the creation of new companies. 
 
SE is presently completing its strategy to support the Growing Businesses 
agenda within SSS and is also undertaking a review of the approach being 
taken to key industry sectors and clusters. Both of these will be available to 
the committee when completed. 
 
 

8. Conclusion 
 
 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. 
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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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Enterprise and Culture Committee 

Inquiry into business growth 

Submission from the Scottish Executive 

Introduction 
1. As the Committee is aware, the Scottish Executive’s overarching 
strategy for increasing economic growth through dynamic competitiveness 
and, in particular, higher productivity is set out in The Framework for 
Economic Development in Scotland (FEDS).  FEDS is based on the 
underlying principle that growth is primarily determined by the success of 
private enterprises that can compete effectively both domestically and 
throughout the world.  While government can make an important contribution 
by creating an environment where enterprise can flourish, it is the dynamism 
of the private sector on which future prosperity depends.  The Executive’s role 
is therefore to complement private enterprise and encourage increased 
productivity and competitiveness.   
 
2. Within the Framework, the devolved Scottish government has identified 
five key drivers of economic development that are especially important and to 
which it will give priority. 
 
3. These are key elements in promoting both private sector and public 
sector productivity: 
 
• basic education and skills: crucial to any strategy for economic growth 

and the bedrock for the foundation of a competitive economy;  
• research & development and innovation: the foundations for 

improvements in productivity and for sustainable global competitiveness;  
• entrepreneurial dynamism: the creation of new enterprise and a positive, 

risk-taking attitude to enterprise are central to the establishment of a 
dynamic economy;  

• the electronic and physical infrastructure: joining business to business, 
consumer to business, and ensuring the efficient movement of goods, 
people, and ideas to the right places at the right times; and  

• managing public sector resources more effectively: improving the 
efficiency and effectiveness with which resources are deployed in the 
provision of public services. 

 
4. FEDS underpins the Executive’s enterprise strategy, A Smart Successful 
Scotland (SSS), one of the key themes of which is “growing businesses”.  The 
structure of our evidence to the enquiry is based upon the challenges to 
growing businesses and learning and skills identified in SSS.  This is 
supplemented by discussion of other issues relating to the business 
environment.  The paper represents a standalone document and is not 
intended as a response to the work of the Committee to date.     
 
5. Any discussion of business growth needs first of all to acknowledge that 
the macroeconomic climate plays a key role, though this is a policy area 
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reserved to Westminster.  Macroeconomic stability, with low interest rates and 
inflation and an effective counter-cyclical economic policy, which has seen the 
UK and Scotland avoid recession during the recent global downturn, has been 
a benign influence on the business environment.   
 
6. It is important to recognise the regional dimension to business growth.  
Resource endowments and economic legacies vary across Scotland, which 
means there are different development challenges.  Some local economies 
are overheating, with pressure on skilled labour supply and traffic congestion.  
In other areas, traditional industries are in decline, with business and public 
services suffering from a loss of critical mass.  Regional intervention to reduce 
the local constraints on economic adjustment and dynamism can help to 
address such challenges.   

Reasons for intervention 
7. Market failure describes inefficiencies which arise due to imperfections in 
the market system.  There are various types of market failure which may 
justify interventions to aid small and growing firms.  An example relates to 
information gaps, or “asymmetries”:  
 
• Providers of finance do not have full information about lending/investment 

opportunities which can lead to greater uncertainty about levels of risk and 
lower the likelihood that lending/investment will be approved, even for 
otherwise viable projects.  Businesses with projects which only realise 
returns in the longer-term may also face financing difficulties; and that  

• In terms of advice to small firms, for example, accessing information about 
regulations and help in the form of loans and grants could prove difficult for 
some firms or potential entrepreneurs.  This may constrain start-ups and 
business expansion.   

 
8. The background analysis to FEDS1 examines market failure in various 
policy contexts, including R&D and innovation, whereby the inability of firms to 
capture the full benefits of their research, including spillovers to the wider 
economy, results in the under-provision of research.    
 
9. Geographical rigidities, including those relating to regional labour and 
housing markets, may hinder regional economic development with the result 
that the public sector intervenes to try and promote local entrepreneurship, 
and inter-regional market failures may arise where the social costs, for 
example of congestion in booming areas, exceed private costs.   
 
10. Establishing the existence of market failure is by no means wholly 
sufficient to justify public involvement.  This requires that intervention should 
aim to tackle the causes rather than the consequences of market failure.  The 
issue is where public intervention is most effective.  That means identifying 
the specific market failures that can be effectively addressed by public 
intervention.   

                                                 
1 “Background Analysis to the Framework for Economic Development in Scotland”; Scottish 
Executive, 2004. 
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11. Market failure is not the only justification for government intervention; 
there may be equity grounds or other reasons.  Government can intervene to 
improve the business environment generally, be that to encourage positive 
attitudes to entrepreneurship or improve transport infrastructure. 

Entrepreneurial attitudes 
12. SSS identifies entrepreneurial attitudes, creativity and drive as 
increasingly being differentiators that lead to success.  It stresses that these 
attitudes and behaviours are not only relevant to rates of business start-ups 
but also to innovation in established businesses, the public and voluntary 
sectors and education establishments, while FEDS highlights the need for 
positive and supportive attitudes towards business.  The Committee will no 
doubt be aware that there has been considerable debate around whether 
Scottish attitudes to business, risk and success in general are restricting 
economic development.  A focus on wider attitudes in Scottish society has 
attracted most attention: it has been claimed that there are anti-business, risk-
averse tendencies within the Scottish psyché which, combined with an 
aversion to “getting above oneself”, constrain entrepreneurial dynamism.  
 
13. Evidence to support this conjecture is mixed.  Global Enterprise Monitor 
(GEM)2 and MORI/Scottish Enterprise3 survey findings suggest that Scotland 
lags behind the UK in terms of attitudes to entrepreneurship.  However, both 
surveys show evidence of the gap closing.  Moreover, results from the 
Household Survey of Entrepreneurship 2003 carried out by NOP for the Small 
Business Service and the Scottish Executive found very few statistically 
significant differences between respondents in Scotland and England when 
asking people about their attitudes to entrepreneurship.  Finally, econometric 
research has found no separate “Scottish” effect which lies outside more 
usual economic factors, for example, household income, demographics and 
wealth.  However there is no question that an increase in entrepreneurship 
offers significant economic benefits. 
 
14. Actions to engage this cultural question include the following:   
 
• SSS stresses the leading role of the education system in developing the 

skills, experience and behaviours which support creativity and 
entrepreneurship.  Determined to Succeed (DtS) – is a major strategy 
which sits within the education system. Launched in March 2003 DtS aims 
to instil enterprise and enterprising values in our young people, better 
preparing them for the world of work. DtS has 4 key themes – enterprising 
education, entrepreneurial education, work based vocational learning with 
a relevant qualification for 14 years plus and appropriately focused career 
education.  It aims to help Scotland’s young people develop self-
confidence, self-reliance and ambition to achieve their goals - in work and 
in life.   

                                                 
2 Global Entrepreneurship Monitor; Hunter Centre of Entrepreneurship, University of 
Strathclyde 2005. 
3 “Attitudes to Entrepreneurship”; MORI/Scottish Enterprise 1999. 
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• The Executive’s Fresh Talent initiative can also play a key part, since there 
is some evidence that migrants to Scotland and elsewhere tend to be more 
entrepreneurial.  For example, the most recent GEM found that migrants 
from abroad and particularly from the rest of the UK were considerably 
more likely to be engaged in entrepreneurial activity than native-born 
Scots.  The aim of Fresh Talent is to attract bright, talented, hard working 
people who can make a positive contribution to the Scottish economy, and 
promote diversity.  In October 2004 the Scottish Executive opened the 
Relocation Advisory Service, a one stop shop advice service designed to 
offer help and assistance to anyone thinking of moving to Scotland.  

• A Centre for Confidence and Well-being has been set up in Glasgow to 
research related issues with funding from the Executive and the Hunter 
Foundation.   

 
15. There has been a debate about the ambitions, capability and 
commitment to innovation of existing business managers.  A UK government 
report4 highlighted the role of poor management and leadership in 
constraining competitiveness.  Policies such as the Investor Readiness 
Programme aim to raise the aspirations of managers and have been generally 
well-received.  Business Mentoring Scotland brings together experienced 
business mentors to guide and support new and growing companies although 
this is necessarily offered to a limited number of companies.   

Business starts 
16. The development of new firms is set out in FEDS as one of the prime 
drivers of growth in the Scottish economy.  SSS notes that the rate of start-
ups is an indicator of potential for economic growth; a high rate of business 
births drives up levels of competitiveness and productivity.  This is an area 
which has had past consideration by the Committee and academics.  
Research5 has attributed 30-50 per cent of productivity growth in the UK and 
US to the entry and exit of firms in their markets, as firms are replaced by 
more competitive enterprises in the important process of business churn.  
Some academic research (see section 5) shows that increasing the number of 
start-ups can have the effect of increasing the number of high-growth 
businesses, while data on firm survival between 1973 and 1999 shows that 
the percentage of VAT registered firms remaining registered during the VAT 
year is remarkably stable, even across the economic cycle.  This may mean 
that an increase in the birth rate feeds through to an increase in the stock of 
firms.  Following the global downturn in flows of Foreign Direct Investment 
(FDI) and the withdrawal from Scotland of some foreign-owned enterprises, 
particularly in the electronics sector, the creation of domestic firms has 
assumed a position of renewed importance.  As global FDI flows pick up again 
from 2004 onwards a balanced approach to encouraging both indigenous 
start-ups and inward investors is important for the sustained growth in the 
economy. 
 
                                                 
4 “Managers and leaders: raising our game”; Centre for Excellence in Management and 
Leadership (appointed in 2000 by the then DfEE and DTI), 2002  
5 “Productivity in the 1990s: Evidence from British Plants”; Barnes and Haskel, mimeo, Queen 
Mary College, University of London, 2000. 
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17. Chart 1 shows the number of businesses registering for VAT in 2003 in 
Scotland, the other UK regions/countries and the UK as a whole.  This is an 
indicator of the number of business start-ups but excludes most of the very 
small one person businesses.  With 29 new business registrations per 10,000 
resident adults, Scotland has a relatively low rate of business starts compared 
with the UK figure of 40.  The UK figure is boosted by a higher number of 
start-ups in London and the South East; their exclusion results in the UK 
figure falling to 35 per 10,000 resident adults.  Scotland also has a lower stock 
of VAT-registered firms: 307 per 10,000 resident adults compared with the 
UK’s 378.  Scotland’s relative position on these measures has changed little 
over the long term. 
 

Chart 1.  VAT registrations per 10,000 resident adults by 
Government Office Region / Country, 2003 
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18. GEM evidence allows an international comparison.  Table 1 below 
benchmarks the total entrepreneurial activity (TEA) rate (the proportion of the 
adult population who say they were actively setting up a business or had set 
one up in the previous 42 months) for Scotland for both 2003 and 2004 
against the UK, the Global TEA rates, the 17 GEM countries included from 
2000-2004, a sub-group of 14 European countries and a group of small high 
income nations6.   
 
Table 1: Scottish and benchmark TEA rates 2003-2004 
  

  TEA 

Scottish TEA as a 
% of other TEA 

rates 
  2003 2004 2003 2004 
Scotland 5.5 5.1 n/a n/a 
UK 6.4 5.8 86 88 
Global TEA rate  7.5 9.3 73 55 
17 GEM countries 2000-
04 8.7 8.4 n/a 60 
14 European Countries 5.6 5.1 100 100 

                                                 
6 Denmark, Finland, Ireland, New Zealand, Israel and Norway.   
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5 small high income 
nations average 8.4 7.8 65 65 

 
19. The table shows that the TEA rate in Scotland declined from 5.5 per cent 
in 2003 to 5.1 per cent in 2004.  Whilst lower than the UK figure of 6.4 per 
cent it is not significantly different in statistical terms.  In comparison the global 
TEA rate increased to 9.3 per cent, but this was almost wholly due to a 
change in countries participating in GEM 2004 (neither India nor China were 
included in 2004).    Therefore, while Scotland’s TEA rate as a percentage of 
the global TEA rate declined from 73 per cent in 2003 to 55 per cent in 2004, 
it has remained unchanged as a percentage of the other benchmark country 
groups.   
 
20. Commentators have suggested a number of reasons for Scotland’s low 
VAT registration rate, including lower household income, wealth and home 
ownership; ageing population; smaller existing business base; under-
representation of business services in the economy; and higher proportion of 
UK public sector employment,7 as well as attitudinal differences discussed in 
the previous section. 
 
21. Policies to support start-up activity include the following: 
 
• There are now 44 Business Gateway outlets (plus a website) which offer 

start up information, support and advice to people interested in running 
their own business in the Scottish Enterprise area.  Equivalent services for 
start-ups are available through the Local Enterprise Companies in the 
Highlands and Islands area.  These are bringing improved access to 
consistent, quality business support provided by the public sector.  They 
also offer current, relevant business information for growing firms.   

• A new High Growth Start-Up Unit has been established in Scottish 
Enterprise, which aims, over three years, to generate 30 high growth starts 
capable of reaching a turnover individually of £5m.   

• The Enterprise Networks’ have established a National Unit for Women’s 
Enterprise and have recently published Sharpening the Focus, their 
strategy for women’s enterprise.  A challenging target has been set: to 
increase the proportion of the self-employed who are women from 26 per 
cent in 2003 to 28 per cent in 2009, i.e. an increase of about 10 per cent in 
the 11,000 women who become self-employed each year.   

• The new Business Start-Up Grant pilot offers £1,000 grants to young 
people aged between 18-30 who want to start a business in the Scottish 
Enterprise area.  Highlands and Islands Enterprise has its own grant 
assistance scheme to support business start-ups. 

                                                 
7 “New Firm Policies and Job Creation”; Botham and Simpson, Training and Employment 
Research Unit, University of Glasgow, 2004.  “New Firm Formation in the British Counties 
with Special Reference to Scotland”; Ashcroft, Love & Malloy, Fraser of Allander Institute, 
University of Strathclyde, 1991. 
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Growing firms 
22. As the committee knows there has been increasing discussion as to 
whether public assistance should focus more on helping firms grow than on 
encouraging more starts.  SSS comments that “increasing new business 
starts are not enough to impact significantly on overall productivity.  There 
remains significant scope to improve productivity levels in established 
businesses and, while Scotland has successful, innovative businesses, we 
lack a critical mass of larger businesses.  A key challenge is growing and 
sustaining businesses of scale – both nationally and relative to others in their 
local area.”8  An independent review of Scottish Enterprise’s Business Birth 
Rate Strategy (BBRS) argued that the organisation ought to increase the 
proportion of its programme spend on high-growth starts because “additional 
high-growth starts offer the potential for a significant direct contribution to the 
economy … while the probability of displacement is lower given their focus on 
new products and processes and their greater export orientation.”9  Some 
research10 argues that public assistance should concentrate on existing high-
growth firms (i.e. not on starts) which demonstrate a wish to continue growth.  
The key challenge in this type of targeting in this way is in identifying suitable 
firms.  However, other research11 finds that variations in the employment rate 
are more closely correlated with the overall business birth rate than with the 
number of high-growth new starts, i.e. the volume of new starts is more 
important for job creation than the volume of high-growth new starts.  Scottish 
Enterprise is currently looking into the evidence as part of the organisation’s 
strategy development.   
 
23. It is important to recognise the economic impact of larger firms.  Official 
figures show that, in 2003, there were 2,270 enterprises in Scotland with over 
250 employees.  These employed over 860,000 people.12  A related issue is 
the economic effect of headquarters.  A recent study13 identifies only a 
modest impact in terms of employment but argues their main contribution is in 
longer term developmental effects through spillovers, such as innovation and 
supply linkages.  FEDs stresses the importance of creating the economic 
environment  that  attracts  new  corporate headquarters  to  and  retains  
existing  ones  in  Scotland.    Their presence is seen to be beneficial to the 
Scottish economy: they create high-quality employment and generate a strong 
demand for business services.  The Executive also recognises the importance 
of retaining  international  business  headquarters  for  reinforcing  Scotland’s  
reputation  as  an outward-looking and dynamic economy.  
 
24. Interventions to promote growing businesses include the following: 
                                                 
8 “A Smart Successful Scotland: Strategic Direction to the Enterprise Networks and an 
Enterprise Strategy for Scotland”; Scottish Executive, 2004. 
9 “Promoting Business Start-ups: A new Strategic Formula”; Fraser of Allander Institute, 
University of Strathclyde, 2001. 
10 “Understanding the Small Business Sector”; Storey, 1994. 
11 “New Firm Policies and Job Creation”; Botham and Simpson, Training and Employment 
Research Unit, University of Glasgow, 2004. 
12 Scottish Economic Statistics, 2004. 
13 “Corporate Headquarters in Scotland:  Their Nature and Contribution to Scotland’s 
Economic Development”; Botham, Training and Research Unit, University of Glasgow, 2005. 
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• Account management: In addition to the services provided directly by 

Business Gateway in the Scottish Enterprise area, a more hands-on 
approach is taken by the Local Enterprise Companies (LECs) directly in 
assisting growth businesses through a client and account managed 
process.  The scale of the services provided differ depending on the 
expected scale of growth. 

• The Scottish Enterprise High Growth Start-Up unit (see previous section).   
• The Investment Readiness Programme, operated by the Scottish 

Executive, provides support to help business improve their propositions to 
potential investors, aiming to raise the aspirations of business managers 
about the growth potential of their businesses.  Interim evaluation shows 
encouraging results, though with a significant amount of finance accessed 
from public sources as well as from the private sector. 

• Regional Selective Assistance is also available to aid investment and 
employment in the assisted areas.  The scheme seeks to enable or lever 
additional investment in order to secure or generate new employment in 
EU designated Assisted Areas.  The objective of the scheme is to secure 
employment in disadvantaged areas by assisting projects which otherwise 
would not have gone ahead.  The existing evaluation evidence confirms 
that the scheme is effective in supporting investment and employment, 
though there is some debate about the true net effect of this type of 
assistance, which partly reflects the difficulty in ascertaining the 
counterfactual i.e. what would have happened without the investment 
assistance.  RSA can be paid to domestic or foreign firms – for the latter it 
is a key tool for Scottish Development International (SDI) in attracting 
foreign direct investment (FDI), which can be seen as an immediate 
means of delivering the benefits of high-growth firms. 

FDI 
25. Despite a global downturn in foreign direct investment (FDI) in the early 
part of this decade and the relocation of some foreign owned plants to lower 
cost locations, the presence of foreign owned enterprises in Scotland remains 
significant.  A return to growth in many countries, especially the US and 
across Asia, has led to a moderate rise in FDI projects in the last year.  
Scottish Development International (SDI) overseas staff numbers will increase 
by 60 per cent in 2005-06 to help secure more such projects (especially high 
value added ones) for Scotland.  Whilst accounting for just 1 per cent of all 
registered enterprises, foreign firms represent 12 per cent of non-government 
employment and contribute 23 per cent of all Scottish based enterprises’ 
turnover excluding financial services.14  Productivity (gross value added per 
employee) in foreign owned firms also tends to be higher than in Scottish 
firms.  For example, in the manufacturing sector productivity in foreign owned 
firms is over 60 per cent higher, whilst in the service sector productivity is over 
20 per cent higher.15  Wages, as measured by labour costs per employee, are 
also higher in foreign owned manufacturing and service sector firms than in 
Scottish owned firms.  This suggests that jobs in foreign owned manufacturing 

                                                 
14 Inter-Departmental Business Register, 2003. 
15 Annual Business Inquiry, 2003. 
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plants are not merely assembly jobs.  Foreign owned companies also 
contribute a significant proportion of Scotland’s business expenditure on R&D 
– 70 per cent of the total in 2002.  
 
26. Flows of inward investment into Scotland have contributed strongly to 
the development and changing structure of the economy over the last twenty 
years.  In particular, foreign investment in electronics was an important source 
of employment growth and acted to significantly restructure manufacturing in 
Scotland following the decline of domestic heavy and other manufacturing 
industry.  FDI offers a number of additional benefits, including technology 
transfer and improved innovation.  The key downside is that international firms 
are less tied to a region; those with cost-sensitive lower value added activities 
are more likely to relocate to low cost locations.  This process has occurred in 
Scotland in recent years.  Inward investment projects supported by SDI have 
fallen since the beginning of the decade in line with the global slump in FDI 
inflows as reported in table 2 below.  This is a major reason why SDI no 
longer targets volume alone and now actively focuses on high value FDI, in 
2003-04 securing more than 1200 planned jobs through inward investment in 
the high skill areas of research, design and development or with salaries 20 
per cent above the Scottish average 
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Table 2: Inward Investment Projects Supported by SDI 

 Projects Jobs Investment (£m) 

1998-
1999 78 10,867 761.2 
1999-
2000 91 19,334 650.1 
2000-
2001 102 14,346 1763.3 
2001-
2002 59 6,386 272.2 
2002-
2003 57 7,159 205.2 
2003-
2004 65 5,475 231.5 

 
27. The decline in inward investment into Scotland reflects a global 
downturn in FDI in recent years and an effect that has also been felt across 
the UK as a whole.  For comparison, table 3 reports the share of Scottish 
projects reported to UKTI as a proportion of all projects reported to UKTI.  In 
terms of employment secured, with the exception of 1998-99, Scotland has 
still performed better than the UK as a whole over this period.   
 
Table 3: SDI Reported Projects as % of all Projects Reported to UKTI 

Year Projects (%) Jobs (%) 

1998-1999 8.3 6.2 
1999-2000 9.4 10.1 
2000-2001 8.4 11.0 
2001-2002 7.6 12.6 
2002-2003 6.9 9.8 
2003-200416 12.5 9.9 

 
Access to Finance 
28. SSS notes that access to finance continues to be a barrier to growth for 
some companies.  Surveys show that finance is cited as by far the biggest 
obstacle to starting a business.17  However, survey evidence for small 
businesses shows that, over time, finance has been mentioned less often as a 
problem for firms.18  The current low interest rate environment is a major 
factor and also, with an increasingly competitive UK finance market, banks 
appear to be paying more attention to the needs of small and growing firms.  
A key source of finance for growing firms, apart from commercial lending, is 

                                                 
16  These figures do not cover all FDI flows in the UK.  They reflect those projects reported by 
UK Investment Promotion Agencies to UK Trade & Investment.  2003-04 figures cover only 
those projects directly assisted by UK Investment Promotion Agencies. 
17 Global Entrepreneurship Monitor; Hunter Centre of Entrepreneurship, University of 
Strathclyde 2005.  “Attitudes to Entrepreneurship”; MORI/Scottish Enterprise 1999. 
18 NatWest/SERTeam Quarterly Survey of Small Business in Great Britain, 2005. 
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equity capital.  Here, recent studies19 have found considerably more venture 
capital available in Scotland than previously thought, though access by 
Scottish businesses, especially technology based start-ups, remains an issue. 
Nevertheless, these studies also found evidence that the high transaction cost 
of screening means that smaller projects are much less likely to be able to 
attract venture capital investment.   
 
29. Policy, therefore, can take two forms.  First, programmes to improve 
signalling, such as the Investment Readiness Programme, help growth 
businesses with the cost of developing robust proposals to attract equity 
investment.  Second, the public sector can provide finance targeted at 
particular points in the firm cycle.  Policies include the Scottish Co-Investment 
Fund, a programme of co-investment in a range of new and existing private 
sector led equity funds; and the Business Growth Fund, now redesigned as a 
debt and equity vehicle for investment in new and early stage growth 
businesses.  The Small Firms Loans Guarantee Fund guarantees loans from 
the banks and other financial institutions for small firms that have viable 
business proposals but who have tried and failed to get a conventional loan 
because of lack of security.  This is a UK wide policy but has a high rate of 
take-up in Scotland. 

Innovation  
30. FEDS identifies innovation as a key determinant of technical change and 
productivity in the Scottish economy.  Around two-thirds of total factor 
productivity growth in the UK is explained by innovation, while differences in 
innovation performance may account for around one quarter and one sixth of 
the productivity gaps with the US and France respectively.20  Innovative firms 
tend to be faster growing; by offering new and/or improved products and 
services and creating new markets they can more easily gain competitive 
advantage.  As SSS notes, opportunities to innovate occur at all stages of 
product and service life cycles and in the processes used to support delivery.  
There is an important role for the adaptation for local circumstances of 
innovation developed elsewhere.  
 
31. Evidence from the Community Innovation Survey (covering both product 
and process innovation) shows that Scotland performs well relative to the UK 
in terms of the proportion of firms innovating, but poorly relative to other 
European countries.  There is one important area where Scottish enterprises 
outperform their UK counterparts: Scotland has a significantly higher 
proportion of firms that are “radical” innovators i.e. firms that have introduced 
a new product that is just not new to their firm but also new to the market.  In 
addition, Scotland has a higher proportion of novel process innovators.  
Scotland also outperforms the UK in terms of spin-out businesses from higher 
education establishments.  However, Scotland has a poor record in business 
enterprise research and development (BERD) compared to the UK as a whole 
                                                 
19 “The Equity Risk Capital Market in Scotland: A Benchmark Analysis and Report”; Harrison 
& Don, 2004.  “Closing the Equity Gap?  A Critique of the Department of Trade and Industry’s 
Regional Venture Capital Funds Initiative”; Mason & Harrison, 2003. 
20 “A Perspective on UK Productivity Performance”, Fiscal Studies, vol. 22 no. 23; Crafts and 
O’Mahoney, 2001. 
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and the OECD.  The value of BERD in Scotland as a percentage of GDP is 
just under half of the UK figure.  Encouragingly this has been rising in recent 
years, nearly doubling between 1997 and 2002 compared with UK growth of 
just over a fifth, although the latest figure (2003) shows a slight fall.     
 
32. There is a portfolio of Scottish Executive policy interventions to assist 
innovating firms: 
 
• SMART and SPUR (and SPUR+) are long-established grant schemes;   
• The Proof of Concept Fund aims to address a gap in the 

commercialisation market between scientific discovery and prototype or 
proof of concept stage.  In Knowledge Transfer programmes academics 
work with companies on strategic projects lasting 2-3 years;  

• SCORE and SEEKIT,21 are aimed at encouraging greater co-operation 
between small and medium sized enterprises (SMEs) and the science 
base;   

• Three market-based Intermediary Technology Institutes, were set up in 
Scotland in 2004 with the aim of identifying future emerging markets and 
developing the technology required to exploit these commercially.   

 
33. Evaluation of SMART and SPUR at the UK level has shown that success 
both have encouraged nationally significant technological innovation and 
helped develop new products and processes.     

Skills and learning 
34. Skills and learning constitute one of the three key priorities identified in 
SSS, which focuses on improving the operation of the Scottish labour market, 
offering the best start for all young people and developing people who are in 
work.  Promoting the continual enhancement of skills is a key element of 
FEDS.  This is an important facet of the Executive’s drive to improve 
productivity and promote economic growth.  An emphasis on skills is also a 
vital part of the Executive’s commitment to tackling poverty and disadvantage, 
Closing the Opportunity Gap; SSS has a focus on narrowing the gap in 
employment and reducing economic inactivity.   
 
35. There is a substantial academic literature on the returns to education 
and training.  A recent paper22 suggests that 10 per cent increase in worker 
training leads to increase in productivity of around 6 per cent and an increase 
in wages of around 3 per cent. This suggests that there are potentially 
significant returns to training available at least at the industry level.  There are 
several reasons for the Executive’s focus on skills: 
 
• Skills impact on the other drivers of productivity.  For example, innovation 

is facilitated by the skills of those responsible for creating innovative 
products or procedures.  A second example is that enterprise will be 

                                                 
21 Scottish Executive Expertise, Knowledge and Innovation Transfer Programme 
22 Deerden, Reed and Van Reenen “The impact of training on productivity and wages : 
evidence from UK panel data” ”;  Deerden, Reed & Van Reenen, CEP discussion paper 674, 
February 2005. 
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boosted through the skills that school pupils are developing through the 
Determined To Succeed programme – and government has greater 
leverage on skills than on other drivers.   

• Despite the increase in productivity that skills development can bring, there 
are sometimes market failures that mean employers’ investment in training 
is below the optimum – some employers see training as a cost rather than 
an investment, and will not pay for training even where that training would 
bring business benefits; a further reason for market failure is that the 
person who invests in training will never get all of the benefits of their 
investment – as an employer who invests in training staff, some of the 
benefits will go to you but some will go to the employee, some may go to 
your competitors, etc.  Government can help to encourage economic 
growth by addressing this market failure.   

• Demand for skills is a derived demand – skills at a particular level are 
required because employers require that level of understanding or 
aptitude.  In Scotland there are many jobs which do not require a high level 
of skill to be performed effectively, which creates a lack of demand by 
employers for high-skilled employees.  Fomenting an interest by 
employers in this area is another way to encourage economic growth; this 
requires a deliberate shift of focus to encouraging employer demand rather 
than the traditional focus on increasing the supply of learning.   

 
36. Skills interventions are required at two levels:  
 
• to meet replacement demand as people retire from jobs, and to equip 

people to operate effectively in the workplace, where posts are not being 
filled because of a skills shortage or are not being carried out properly 
because of a skills gap, to guard against any reductions in current 
productivity; and 

• to ensure that the workforce in Scotland as a whole has the appropriate 
skills required to grow the economy.  This addresses market failures where 
they mean that the Scottish workforce lacks the skills to support 
productivity growth, business development wider investment in products 
and processes and innovation. 

 
Skills Shortages 
37. Recent work by Future Skills Scotland23 has found that skills shortage 
vacancies amount to around only 1 per cent of all employees and affect 
around 5 per cent of establishments. Businesses themselves reported that 
“attracting appropriately skilled staff” was a mid ranking challenge. It is notable 
that skills shortage vacancies were more common amongst growing rather 
than non-growing businesses at 2.5 per cent and 0.6 per cent of all 
employees respectively.  
 
38. FSS data suggests that the current priority for Scotland is to address the 
small number of skill gaps that arise disproportionately: 
 

                                                 
23 Future Skills Scotland “Skills in Scotland 2004”  January 2005. 
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• among people in jobs that require lower levels of skills and 
qualifications;  

• because of weaknesses in ‘softer’ core skills such as communication 
and team working; and 

• in organisations that are innovative or growing. 

Demography 
39. Population decline will tend to reduce economic growth if less labour is 
actively engaged in production. Since economic prosperity is certainly 
promoted by a strong and growing domestic market in which domestic 
enterprises can build a firm operational base, measures which seek to halt 
and ultimately reverse the decline in the population can have a positive impact 
on economic growth. 
 
40. It is also important to emphasise that, apart from overall population 
numbers, the structure of the population and especially its age and skill profile 
are important determinants for the composition of the labour force and 
employment trends. Moreover, the labour market itself will respond to 
demographic changes. 
 
41. Scottish Ministers’ aim is to reverse the population decline and continue 
to maintain the necessary skills within the Scottish labour force.  Population 
ageing lengthens the time an individual can participate in the labour market 
and contribute to the economy. At present, however, attitudes, habits, and 
institutional obstacles make it hard to realise this opportunity. To contribute 
effectively, workers have to engage in lifelong learning and keep their skills up 
to date throughout their careers, a need recognised by the Executive’s 
commitment to a lifelong learning strategy. Ageing does not pose a 
fundamental problem to economic development if workers and employers 
seize the opportunities to meet this challenge. The responsibility to deal with 
this demographic trend primarily lies with the private sector, but the Executive 
has a role in facilitating the transition to new patterns of work that take 
account of an ageing workforce, by making sure that people have access to 
information and learning opportunities. 

Business environment 
42. Other policy areas which are less directly focussed on business growth 
at the micro level may be said to have impacts which are potentially at least 
as large. 

Planning  
43. FEDS notes that clear market failures exist in land use, in that there are 
costs and benefits which do not fall to the actual user of the land, so that 
development cannot be wholly market-led and there is a role for government 
intervention through the planning system.  The Partnership Agreement sets 
the Executive’s ambitions for Scotland: driving economic growth; improving 
public services; supporting stronger, safer communities; and promoting a 
democratic, confident nation.  Achieving each of these strategic objectives will 
result in development on the ground – for example, new or expanded 
business premises, improved transport and utility infrastructure, more 

 14



EC/S2/05/12/3 

housing, or investment to regenerate disadvantaged communities.  
Development is central to creating a prosperous, successful Scotland, and 
planning’s role is to help development happen where it is needed, in a way 
that is both sustainable and inclusive, providing certainty to investors, and 
commanding the trust and confidence of communities where decisions and 
actions have an impact on the ground.    
 
44. There is no doubt that the planning system in Scotland needs 
modernisation to meet the demands of a growing economy.  Scottish 
Ministers are preparing a White Paper on planning reform, which builds on a 
number of consultations over the past few years.  The Executive has 
consistently said that its objectives for modernising planning are to make the 
system more efficient and to give local people better opportunities to 
participate in the decisions that affect them.  The reforms will strike a balance 
between the need to increase efficiency and certainty in the system, making 
investment decisions easier, and the need to manage the impact of that 
investment on communities and the environment.  It is intended to publish the 
Planning White Paper this Summer. 

Infrastructure: transport / broadband 
45. Transport infrastructure plays an important part in facilitating business 
growth.  FEDS states that “an efficient transport infrastructure is central to 
Executive’s vision of a competitive economy… Located at the periphery of 
Europe, Scottish industry requires access to fast and efficient transport 
services in order to remain competitive.  The economy depends on people 
getting to their places of employment and education on time and safely, 
people being able to travel efficiently on business, and goods getting to 
market quickly.”24   
 
46. The Scottish Executive White Paper of June 2004, Scotland’s Transport 
Future, set out the Executive’s vision, objectives, policies and investment 
plans for all modes of transport.  The overall aim is to promote economic 
growth, social inclusion, health and protection of our environment through a 
safe, integrated, effective and efficient transport system.   
 
47. Promotion of economic growth is one of five key objectives for transport.  
The Executive is committed to delivering the infrastructure and services that 
link people and places to enable the economy to grow and develop.  This 
involves investing in new public transport (buses, rail, ferries, trams and park 
and ride), better facilities for freight, targeted improvements in the trunk road 
network, encouraging greater use of sea routes and canals and developing 
new direct air routes from and to Scotland. 
 
48. This is a time of unprecedented investment in transport in Scotland.  
Investment by the Executive has risen from £346 millions in 1999-2000 to 
around £1 billion in 2005-06 and by 2007-08 the budget will have risen to 
nearly £1.4 billions.   

                                                 
24 “Background Analysis to the Framework for Economic Development in Scotland”; Scottish 
Executive, 2004. 
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49. Investment is being made in improvements to both infrastructure and 
services.  Construction is well advanced on the Larkhall-Milngavie rail link and 
good progress is being made on the Stirling-Alloa-Kincardine, Airdrie-
Bathgate and Borders links, which will benefit passengers and freight.  
Businesses will benefit from the new rail links to Edinburgh and Glasgow 
airports and the Air Route Development Fund continues to develop new direct 
air links to Scottish airports.  The programme of targeted trunk road 
developments will complete the central Scotland motorway network. 
 
50. Looking forward, work is about to begin on a new National Transport 
Strategy which will set plans and priorities for the next decade or more.  The 
Strategic Projects Review, which will sit within the framework of the National 
Transport Strategy, will determine infrastructure investment priorities for the 
period after the current investment plan (approximately 2012 onwards). 
 
51. In FEDS the importance of electronic infrastructure is also highlighted.  
Broadband promotes competition, offering the prospect of lower costs and 
higher sales for Scottish businesses through improved access to markets, 
thus potentially facilitating increased productivity and economic growth.  It also 
offers reduced prices for consumers and more opportunities for people to 
develop their skills.  Currently about 94 per cent of Scottish households and 
businesses have access to broadband services, and this will rise to nearly 98 
per cent by the summer.  The Executive, in partnership with Highlands and 
Islands Enterprise and Scottish Enterprise, recently announced that it had 
signed a contract with BT which should ensure that every community in 
Scotland has access to broadband services by the end of this year.   
 
52. In addition, the Executive’s Infrastructure Investment Plan, published in 
February 2005, sets out where the Executive will target investment to grow 
the economy and provide better public services.  By providing a longer term 
vision of investment plans, it enables the private sector to plan ahead and 
gear up to take advantage of the opportunities available.  The plan adopts a 
more strategic approach and outlines future investment plans by portfolio area 
such as investments in investment in transport infrastructure; the renewal and 
modernisation of the school estate; water industry programmes; the provision 
of finance to local authorities to assist with waste treatment facilities.    

Regulation 
53. FEDS recognises that regulations can have implications for the 
competitiveness of businesses and the economy and it supports the principle 
of minimising the regulatory burden where possible.  The creation of a sound 
and appropriate regulatory environment is recognised as an essential feature 
of promoting economic and business growth. Amongst the most common 
complaints from businesses is the administrative burden and compliance 
costs that can be associated with certain types of regulation.  However, an 
OECD review of EU countries found that the UK has the lowest administration 
cost and fewer regulations for entrepreneurs than any other EU country.25  

                                                 
25 “Regulation, Productivity and Growth: OECD Evidence”, 13 Jan 2003 
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Even then, surveys of employers and SMEs suggest most of that burden 
emanates from legislation that is within the competence of Whitehall and the 
European Union.   
 
54. The Improving Regulation Unit in the Scottish Executive is closely 
involved in the development of policies, across all portfolios, which affect 
business. It ensures that Regulatory Impact assessments are completed to 
make sure that regulation is appropriate and proportionate and only enacted 
when all burdens have been assessed and evaluated. The Unit also works 
closely with industry representatives to try and ensure that UK and EU 
regulation also meets these criteria. It has supported the rolling out of the 
Better Regulation agenda both in Whitehall and Brussels. Current work 
includes evaluation and consideration for Scottish circumstances of the 
measures proposed by the Hampton and Better Regulation Task Force 
reports announced by the Chancellor of the Exchequer, in his most recent 
budget.   

Tax 
55. Tax and business taxation in particular is another issue which has 
generated much debate.  Non-domestic rates are devolved to the Scottish 
Parliament.  Since devolution, the Executive has controlled changes in the 
poundage rate to limit increases to no more than the growth in the Retail Price 
Index.  When assessing the overall tax burden on businesses, arguably it is 
more informative to consider all taxes rather than just ‘business taxes’.  Basic 
economic theory shows that, to a greater or lesser extent, taxes on labour will 
partly be borne by firms paying higher wages so they can still attract labour.  
Similarly, taxes such as VAT affect both businesses and consumers. Also, 
revenue through income taxes paid by unincorporated businesses is not 
included in business tax figures.  Considering total tax revenue as a 
percentage of GDP avoids the problems of the incidence of tax and analysing 
taxes in isolation.  Scotland lies towards the lower end of a cross-country 
comparison. 
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56. The chart below shows that, while business property taxation as a 
proportion of GDP is high by international standards, individual taxes should 
not be considered in isolation – other business taxes are lower than in most 
other countries.  An OECD review of EU countries found that small 
businesses in the UK also have the lowest tax burden of anywhere in 
Europe.26   
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16 May 2005

 
 
Dear Alex, 
 
I am pleased to enclose with this letter the Executive’s response to the recommendations in the 
Committee’s Report on its Inquiry into Arts in the Community.  I also enclose a copy of the 
Executive’s Cross-Portfolio Progress Report, which outlines achievements and actions, extending 
cultural provision across the Departments of the Executive since the First Minister’s 2003 
St Andrew’s Day Address.  When I gave evidence to the Committee for this Inquiry on 26 October 
last year, with my officials, we mentioned that this report was being prepared.  It states the position 
at the end of 2004; further actions have taken place since then. 
 
Regarding the Committee’s Report of this Inquiry, I wish to record my appreciation for the choice of 
subject matter and for the helpful contribution the Report makes – along with the record of evidence 
and research which have informed it – during the period of our major review into cultural provision in 
Scotland.  I believe James Boyle has already expressed his welcome for the Inquiry at this time.  
The Cultural Commission’s review can only be informed and assisted by your thorough examination 
of Scotland’s community arts activity.  This demonstrates how we can work together to promote 
cultural activity in communities. 
 
The Committee’s Report states that the Committee “are firmly of the opinion the arts has the 
potential to help to transform the lives of individuals and the well-being of communities”.  The 
Executive and Ministers are also of this mind; and the findings of the Executive’s 2004 Literature 
Review of the Evidence Base for Culture, the Arts and Sport Policy, as you rightly point out, strongly 
support this view.   
 
The Executive’s response to the recommendations in the Inquiry Report provides a detailed 
commentary on our current position.  We can accept the thrust of most of the recommendations; 
action on some is already in hand.  Where we cannot take action immediately, it is in some cases a 
matter of timing – you will understand that we would not want to pre-empt the Cultural Commission’s 
forthcoming report, which can be expected to address many of the aspects covered by the 
Committee’s recommendations. 
 
I look forward to continuing to work with the Committee in taking forward Scotland’s community arts 
agenda. 
 
 

PATRICIA FERGUSON 
 

mailto:scottish.ministers@scotland.gsi.gov.uk
http://www.scotland.gov.uk/
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SCOTTISH PARLIAMENT ENTERPRISE AND CULTURE COMMITTEE 
INQUIRY INTO ARTS IN THE COMMUNITY 
 
RESPONSE BY THE SCOTTISH EXECUTIVE TO THE REPORT’S 
RECOMMENDATIONS 
 
Mainstreaming the arts
 
The Committee recommends that, as a matter of urgency, the Scottish Executive sets 
out what actions it will take to mainstream the arts into public policy, planning and 
funding. 
 
As the Committee acknowledges in its helpful report, the First Minister’s 2003 St Andrew’s 
Day Address set out the new direction for cultural policy, placing culture at the heart of 
government - …“Each member of the Scottish Cabinet will use the power of cultural activity 
to help them in their work – culture will not be an add on, it will be at the core of everything 
we do.”   
 
The Minister for Tourism, Culture and Sport has since held a series of discussions involving 
all Cabinet colleagues with portfolio.  At bilateral meetings they have developed a series of 
actions involving the arts and culture to help deliver objectives in a wide range of policy 
settings.  The Executive has compiled a “Cross-Portfolio Report of Cultural Achievements” 
(of the position at the end of last year), listing initiatives introduced since 2003 and others 
which continue to be developed.  We attach a copy of that Report, the plans for which were 
discussed when the Minister met the Committee regarding this Inquiry.  Two examples from 
the many initiatives mentioned in the Report are described below: 
 

• In collaboration between the Executive’s Health and Education (Culture) Departments 
and the Scottish Arts Council, a Mental Health Development Officer post has been 
created, based at the Arts Council.  Funding for this 2 year post of £150,000 was 
awarded by the Executive’s National Programme for Improving Mental Health and 
Well-being.  The post will research this area and consider a proposal for an Artist-in-
Residence initiative, whereby artists are placed in an organisation highlighting 
‘mental health at work’, raising awareness of mental health issues.  The Scottish Arts 
Council’s Mental Health Development Officer recently took up post. 

 
• In 2003, the Communities Minister announced funding of £40,000 for the inception of 

Arts and Business Scotland’s Arts & Disability Awards sponsorship scheme.  The 
scheme is open to any organisation or agency that has secured business sponsorship 
towards arts and disability activity.  Partnership projects between arts organisations 
and disability organisations are welcome.  Arts and Business Scotland received further 
funding of £20,000 for 2004-05 from the Executive’s Equality Unit for their Arts and 
Disability Awards scheme.  

 
The Executive jointly published with CoSLA in March 2003, “Guidance for Scottish Local 
Authorities on the implementation of the National Cultural Strategy”, to assist local 
authorities in their major role in delivering a wide range of cultural provision.  It discussed 
the many policy areas in which the mainstreaming of culture can assist delivery; and it 
stressed the need for cultural planning, and that the development of cultural provision should 
be embraced by the local Community Planning process.  

 1
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The Executive wants to see Scotland as a vibrant and creative hub in which individuals and 
communities are able to exercise their right to engage with the arts and culture.  This is why 
we established the Cultural Commission with a remit to provide: “specific guidance on how 
cultural bodies should relate to other Scottish Executive policy areas”.  The Commission is 
due to report to Ministers this Summer.  The Executive’s further action to build upon what is 
described above will be determined in light of its report and recommendations. 
 
Planning 
 
The Committee recommends that Scottish Executive guidance on community planning 
should make explicit reference to the inclusion of arts organisations in the process and 
that the Executive should explore more innovative means of encouraging Community 
Planning Partnerships to engage with the arts. 
 
The joint Executive and CoSLA guidance document mentioned above,(of March 2003) 
discusses the role of partnership within Community Planning.  It also sets out the partners 
with whom local authorities should engage, when planning and making cultural provision.  
This specifically includes local groups, youth work organisations and voluntary sector bodies, 
as well as other community planning partner organisations.  While that guidance was directed 
principally at local authorities, highlighting their core cultural role and ways to plan for its 
delivery in partnership, it is also available to the wide range of other bodies with a role to 
play.  It describes for them too the processes in which we look to see them all engage to 
develop and extend culture’s impact throughout the communities of Scotland.  As the 
Committee suggests, Community Planning is the principal partnership mechanism for this 
engagement.   
 
The Executive’s Community Planning Advice Note 1, encourages Community Planning 
Partnerships to include cultural provision in their Community Plans, noting culture’s unique 
ability to assist in the development of a wide arrange of life skills.  The Executive agrees 
strongly with the Committee’s view that it would be wrong to attempt to dictate to 
Community Planning Partnerships (CPPs) who exactly should be involved in the process at 
local level.  That has to be determined according to local circumstances; and this is the 
approach taken in official guidance.   
 
We agree with the Committee that there are other, more appropriate and imaginative ways to 
influence CPPs’ engagement with the arts.  Among the tasks set out for the Cultural 
Commission, it was asked to “ produce specific guidance on the responsibilities of other 
public sector agencies, and local authorities; to comment on guidance for the private and 
voluntary sectors in this regard; and to assess the merits, and potential, of cultural planning in 
this regard.”  The Executive will develop its approach to encouraging this engagement once it 
has received and considered the Commission’s recommendations. 
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Funding 
 
The Committee recommends that the Scottish Executive pilot a ‘themed funding’ 
approach to arts in the community, potentially via the Scottish Arts Council in the first 
instance, and that it share the results of its pilot with local authorities and the 
Parliament. 
 
The Executive is fully committed to promoting community access to the arts.  The 
programme of Government says so, and we have a Partnership for a Better Scotland (PABS) 
commitment to “Develop national and local programmes for excellence in arts and culture.”   
 
The Scottish Arts Council’s Arts and Social Inclusion Scheme has to an extent been replaced 
recently by a new community arts initiative “Partners”, involving artists-in-residence.  
“Partners”, a £1.4 million scheme, is specifically targeted at under-represented groups and 
includes a diverse range of arts activity.  This scheme also supports Aim 1 in the Scottish 
Arts Council’s Corporate Plan to “Increase participation by 5%, especially opportunities for 
young people by supporting national networks of artists in the community/development posts, 
including 24 new posts prioritising work with under-represented groups.”  
 
That initiative will be valuable in exploring the theme of social inclusion.  Other ‘themes’, 
such as arts in health and in promoting improved environments through design, are explored 
and supported through other programmes operated by the Arts Council, and by initiatives 
developed through Ministers cross-portfolio agendas.  The Executive and its agencies will 
evaluate these actions and the outcomes will certainly be disseminated as appropriate. 
 
The Cultural Commission’s review should also inform us about what works well, in pursuit 
of the Executive’s key objectives of access and excellence; and the specific guidance that is 
required by its remit should contribute substantially to our state of knowledge regarding how 
best to promote themes relevant to community arts. 
 
Raising the status and profile
 
The Committee recommends that the Scottish Ministers ask the Cultural Commission 
to investigate whether a duty on public bodies to consider arts activities and provision 
when developing mainstream policies would be an appropriate way to raise the status of 
arts and culture at local level, or whether other mechanisms would be more effective. 

 
The Cultural Commission is considering the matter of cultural entitlements and ways to 
extend provision at all levels, across Scotland.  The Commission is also looking at the 
existing infrastructure supporting the delivery of culture.  Its specific remit to provide 
guidance on the responsibilities of public sector bodies should also elicit advice on ways to 
raise the status of arts and culture locally.  Like the Committee, the Executive looks forward 
to receiving this guidance, and the Commission’s comments on any suggestions for 
legislation.  
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The Committee recommends that the Scottish Executive consider the creation of a 
Creative Leader Award. 
 
The Executive is keen to celebrate and recognise cultural and creative talent.  In 2004, we 
created a new accolade to recognising as our national poet, Edwin Morgan - “Scotland’s 
Makar”.  The Scottish Arts Council’s Creative Scotland Awards also reward achievement and 
give a unique opportunity to their recipients to demonstrate their acknowledged talents on 
projects of national significance.   
 
The Dewar Arts Awards, established by the Executive in 2001, are also an example of 
celebrating exceptional achievement.  These Awards aim to foster excellence in the arts by 
assisting exceptionally talented young people, with limited financial resources, to progress 
their talent to the highest level.  There are also many other well established Scottish and UK 
awards and prizes for artistic, cultural and creative achievements by organisations, 
professional and non-professionals.  The Executive would not wish to duplicate the existing 
channels for recognising talent. 
 
We shall however, be interested to know the Cultural Commission’s views on ways to 
promote excellence.  Its remit for its review reminds us that “The outcome of what may be a 
series of radical changes will be a nation that encourages the habit of creativity through the 
release and celebration of its citizens’ talents.”, and that “The test of the Commission’s work 
in the long-term will be the celebration of talent and evidence of enhanced creativity.  The 
Commission should imagine and describe how the nation might develop and direct such 
creativity in practical ways for the greater good.”   
 
The Executive does not want to pre-empt the Commission’s recommendations by 
commenting further at this stage on new ways to highlight the wealth of burgeoning talent 
within Scotland creative and artistic community. 
 
Funding and evaluation 
 
The Committee recommends that the Scottish Executive, together with CoSLA and 
local authorities and the Scottish Arts Council, should examine the spending patterns of 
local authorities on arts in the community, with a view to better understanding the types 
of provision, and the headings under which funding is provided.  The Committee 
considers that this data would be helpful in underpinning local and regional funding 
partnerships. 
 
The Executive’s joint guidance with CoSLA of March 2003 recognised that effective 
planning of culture and leisure provision needs to be based upon good management 
information.  At the same time, the Guidance acknowledged that approaches to reporting on 
provision differed across the Scottish local authorities, and therefore it would be desirable to 
aim for a more consistent approach, to improve the national dataset. 
 
To address this, the Scottish Executive, in partnership with the Chartered Institute of Public 
Finance and Accountancy (CIPFA) and a working group of representatives of CoSLA, 
VOCAL, certain local authorities and members of the national cultural agencies, have 
developed a single survey form (replacing several pre-existing forms) to obtain information 
in a common format on expenditure committed to culture and leisure by local authorities.  
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Community recreation and the range of local facilities hosting arts activities are all covered in 
the survey form. 
 
The new survey marks an important step forward for policy makers and culture and leisure 
service providers at both national and local levels.  We believe it will assist the planning of 
effective policies and provision from an established evidence base, be indispensable in 
providing a comprehensive picture of these local activities across Scotland, and helpful in 
assessing the outcomes and impacts of spending across the range of provision. 
 
CIPFA collect the information annually and will make it available on that basis to the 
Executive and subscribing local authorities and their representative bodies. 
 
 
The Committee recommends that the Scottish Executive establish an expert working 
group to produce recommendations on funding, monitoring and evaluation systems for 
arts in the community. 
 
The Executive agrees that monitoring and evaluation are critical – both in understanding the 
benefits of arts interventions, and in planning initiatives to have maximum impact.  
“A Literature Review of the Evidence Base for Culture, the Arts and Sport Policy”, published 
by the Executive in August 2004, was undertaken to identify and document robust research 
evidence on the impact of these policy areas on individuals and communities, in a wide range 
of policy settings including health, education, social inclusion and justice.  The Review 
identified much useful research, and also certain gaps in the evidence base which if filled 
would help supply data over a longer time frame.   
 
The Review has informed the development by the Executive of a three year Research 
Strategy, and inspired the formation of a research network for those interested in and 
involved with arts, culture (including cultural tourism), and sport research.  The main aim of 
the new network is to examine ways to build the evidence base, and exchange knowledge on 
culture and sport research which will in turn inform forward business and research planning 
and collaboration in this area. 
 
The Executive has recently commissioned research on the concepts of quality of life and 
well-being, in the context of participation in the arts, culture and sport.  The main aim of this 
research is to explore ways in which the impact on quality of life and sense of well-being 
through such participation can be identified and measured, both in social and economic 
terms.  The outputs will be disseminated through the new network to those engaged in 
delivering arts projects at community level. 
 
The Executive’s Research Strategy also identifies plans to develop a user-friendly, adaptable 
appraisal and evaluation guidance/toolkit, accessible on-line, to assist organisations in 
evaluating projects and programmes.  It will assist them to maximise community benefit from 
these projects and to provide information on ‘impact’ to funders.  The Executive is currently 
undertaking a review of existing appraisal and evaluation guidance, to identify existing 
‘toolkits’ that might be adapted to produce a definitive evaluation tool. 
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Such a working group must involve arts practitioners, academics, local authorities, the 
voluntary sector, national companies and the private sector. 

 
The Executive’s planned project to design evaluation guidance and measurement tools will 
draw expertise from the new network mentioned above.  The core of the Executive-led 
network includes representatives from the research departments of the cultural agencies.  
Those invited to join a wider group (that will be connected by a website to the core network) 
will comprise academic institutions involved in cultural and sport research, and voluntary and 
community-based organisations with an interest in such research.   
 
The Committee considers that the objectives of the working group should include the 
production of mechanisms to promote more mainstreaming of arts in the community 
funding as well as lighter touch monitoring methods.  These should not focus solely on 
numeric measures but should seek to develop more qualitative evaluation techniques. 
 
The main aim of the Executive’s 2004 Literature Review was “to establish what cultural and 
sport research has been carried out that provides sound evidence of real benefits, both 
economic and social, to communities and individuals, with a view to informing future 
investment and strategies in these field”.  It is clear from the Review that quantitative 
research is often required to establish the extent of an issue (such as participation in cultural 
activities) whilst qualitative research is necessary to understand people’s attitudes, behaviour 
and barriers to participation and highlight what could be done to address such issues. 
 
The Executive notes the Committee’s comments on evaluation approaches that are overly 
bureaucratic and burdensome.  That point will be taken into account in developing the 
proposed guidance/toolkit, mentioned above.  The Literature Review has confirmed that 
qualitative evidence can also constitute robust feedback.  Nevertheless, an appropriate 
balance must be struck, so that the evaluation captures key information on the quality and 
impact of projects undertaken, which can inform the design of future initiatives and 
contribute meaningfully to the evidence base.   
 
Practical support
 
The Committee recommends that local authorities take the lead in developing local 
networks between public, private and voluntary arts practitioners. 
 
The Executive agrees that local authorities have a key role to play in developing partnership 
links across the sectors, as was advocated in the 2003 guidance on the National Cultural 
Strategy..   
 
The Cultural Commission’s review is considering “the relationship between the sectors – 
public, private and voluntary.”   
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The Committee recommends that the Scottish Executive explore the potential to expand 
opportunities to link volunteers from corporate Scotland to voluntary arts 
organisations. 
 
Arts and Business (Scotland) provides services in the area of linking the business and arts 
sectors through a number of schemes.  Corporate Scotland’s engagement with the arts 
organisations through these schemes is ‘voluntary’.  The Executive fully appreciates the 
value of corporate Scotland’s links to the arts sector, and continues to encourage these. 
 
Recently, the Minister for Tourism, Culture and Sport hosted a reception for Arts and 
Business (Scotland) and guests from the business community to raise the profile and 
highlight the benefits to be gained from corporate engagement with the arts sector. 
 
The Executive understands that, in the consultative stages of its review, the Cultural 
Commission has engaged with the business community, the voluntary arts sector and bodies 
such as Communities Scotland.  The Commission’s remit explicitly requires it to examine the 
existing links between the sectors. 
 
The Executive will consider its response to the Commission’s report on these matters in due 
course. 
 
The Committee recommends that local authorities look to develop charging policies 
which are sensitive to the needs of community arts organisations, including those which 
relate to Public Private Partnership arrangements. 
 
The Executive is aware that the Cultural Commission has undertaken research into ways to 
expand the voluntary sector’s current contribution to cultural provision.  The Executive 
understands the point about charging for use of local facilities by local authorities and others, 
and look forward to seeing the conclusions from the Commission’s research study.  
Voluntary Arts Scotland was represented on the Advisory Group for the Commission’s 
research. 
 
The Committee recommends that the Scottish Executive ensures that outreach work by 
National Companies is expanded. 
 
The Executive is aware of the strength and quality of outreach and education work 
undertaken by the national arts companies, whose expertise in this activity is widely 
acknowledged.  The Cultural Commission’s remit requires it to consider “the designation 
‘national’ and how it might be more appropriately determined;” and is to “give special 
consideration to the national companies and how their potential might be realised more 
effectively.”  We await with interest the Commission’s comments on these matters. 
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The Committee recommends that the Scottish Executive provide funding to support the 
dissemination of good practice in the arts in the community. 
 
The Executive concurs fully regarding the value of good practice guidance, and will exhort 
the cultural agencies we fund to consider extending the good work they already undertake in 
this regard to embrace arts in the community.  This should be undertaken in collaboration 
with voluntary and community sector bodies. 
 
 
 
 
 
Scottish Executive 
May 2005 
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“I want to see imaginative and new proposals coming forward from all Ministers that 
help create access to cultural activity and help deliver social justice, that help us 
achieve our economic targets, our community safety and our other objectives.” 
  First Minister, St Andrew’s Day Address, 2003

 

 
Since November 2003 - the cross-portfolio actions described below 

have been developed and promoted between the Minister for Tourism, 

Culture and Sport Group and all Cabinet portfolio colleagues. 

 
CULTURE, HEALTH AND COMMUNITY CARE 
 
“A healthier Scotland must be holistic; it must be about the health of the body, but it must be 

about the health of the mind too. … Our Health team will look at the range of ways the arts 

have been used innovatively around the world both as therapy and to engender mental and 

physical well-being, and to see how we might apply that more in the Scottish context…”  

 First Minister, St Andrew’s Day 2003 
 
 
1. PROMOTE PHYSICAL ACTIVITY FOR BETTER HEALTH 
 
Achievements since 2003 
 
1.1 Through funding of £60,000 from the Executive’s Health Department, YDance 
(Scottish Youth Dance) are providing all secondary schools with some assistance in dance 
delivery.  This includes the YDance CD-ROM resource AnyBodyCanDance (ABCD) and a 
teachers handbook.  In addition, in a number of pilot areas, a total of 1000 hours of dance 
development work will offer a more in-depth programme of pupil workshops and teacher 
training.  YDance will work in consultation with the Active School Co-ordinators to deliver 
this programme.  
 
1.2 Through funding of over £6,000 from the Executive’s Health Department and 
managed in partnership with the Scottish Arts Council, a short DVD film and portfolio of 
photographs illustrating the links between dance and health for all ages and abilities in 
Scotland has been compiled.  This is being disseminated through health networks across 
Scotland with an information pack on how to get dance introduced into your community. 
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2. RECOGNISE THE ROLE OF THE ARTS AS CONTRIBUTING TO KEY 
POLICY AREAS OF THE NATIONAL PROGRAMME FOR IMPROVING MENTAL 
HEALTH AND WELL-BEING 
 
Achievements since 2003 

 
2.1 In collaboration between the Scottish Arts Council, and the Executive’s Health and 
Education (Culture) Departments, a Mental Health Development Officer post has been 
created, based at the Arts Council.  Funding for this 2 year post of £150,000 has been given 
by the Executive’s National Programme for Improving Mental Health and Well-being.  This 
post will research this area and look at a proposal for an Artist-in-Residence initiative, 
whereby artists are placed in an organisation in the business sector highlighting ‘mental 
health at work’; or placed in a school to raise awareness of mental health issues.  The Scottish 
Arts Council’s Mental Health Development Officer will be in post in early 2005. 

 
2.2 In Greater Glasgow Health Board an Arts Development Officer post has been created 
through collaboration with the Scottish Arts Council.  Action is in hand to fill the post. 

 
2.3 In collaboration with the Edinburgh International Festival and the Scottish Arts 
Council, the Executive’s National Programme for Improving Mental Health and Well-being 
funded a £30,000 education programme consisting of education workshops and a resource 
pack developed for Primary 4, 5 and 6 to raise awareness of mental health issues and 
accompanying the play, “Wonderful World of Dissocia” by Anthony Neilson which addresses 
mental health issues.  

 
2.4 In September, the Royal Lyceum Theatre invited community groups in the Edinburgh 
area to participate in an awareness raising and educational project using theatre and drama to 
explore some of the major issues around mental health and well-being.  This community 
outreach project received funding of £15,000 from the National Programme for Improving 
Mental Health and Well-being to enable community groups to attend the Lyceum’s 
production of “A Madman Sings to the Moon”, by Mark Thomson. 

 
2.5 The Health Department’s National Programme for Improving Mental Health and 
Well-being provided £10,000 to the Scottish Association for Mental Health (SAMH) to fund 
the “One in Four” booklet and CD, plus an associated festival to promote its message.  “One 
in Four” aims to raise awareness of mental health and break down the barriers surrounding it.  
Through music, “One in Four” highlights mental health issues and encourages discussion and 
understanding of the problems that many people may face.  SAMH intend to re-print “One in 
Four” in early 2005 for students within further and higher education.  It is proposed to re-
produce the booklet and CD and issue it to all first year students aged between 18-21 as a 
pilot exercise.  The National Programme will contribute £15,000 towards the re-print of the 
booklet and CD, which will cost approximately £50,000 overall.  Following the pilot 
exercise, an evaluation will be carried out to measure its overall impact. 
 
2.6 Through funding from the Health Department’s National Programme for Improving 
Mental Health and Well-being, the Highland User’s Group (HUG) Communications Project 
have worked in partnership with Lochaber Youth Minds and Eden Court Theatre to research, 
write, produce and perform an interactive drama production entitled “Stigma”.  This project is 
funded from the £25k allocated to HUG.. The production, which ran in Autumn 2003, aimed 
to examine misconceptions of mental health, historical stereotypes and attitudes of the media.  
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The play and workshops were supplemented by teachers’ resource packs, discussion sessions 
and follow-up workshops in schools.  HUG have received a further £50k from the National 
Programme for Improving Mental Health and Well-being programme for year two of their 
Communications project. 

 
Future action 

 
2.7 The Scottish Arts Council is drawing up a proposal for a Challenge Fund which will 
promote arts and health initiatives in schools through the Scottish Schools Cultural Co-
ordinators’ programme.  The Fund will reward innovation in making partnerships between, 
e.g. Healthy Living Centres and schools to deliver health messages through arts and culture.  
The proposal is being considered with Health and Education Department (Culture) officials. 

 
 

3. EXPLORE ROLE OF ARTWORKS ETC TO BRIGHTEN UP HEALTH 
BUILDINGS 

 
Achievements since 2003 

 
3.1 Executive Health and Architecture officials are to establish links with art colleges and 
Architecture and Design Scotland, when the new body goes live in 2005, to develop further 
policies on artwork in hospitals. 

 
 

4. RESEARCH  
 
Achievements since 2003 

 
4.1 The Executive’s research report, “A Literature Review of the Evidence Base for 
Culture, The Arts and Sport Policy” which identified clinical, hospital based research 
providing hard, undisputed facts on the improvement of health through cultural activities, was 
sent to Health Department colleagues and thereafter forwarded to NHS networks via Health 
Scotland.   
 
Future action 

 
4.2 There is scope for Health Department and Health Scotland to engage with the 
Education Department’s new cultural research network to discuss focus of joint research, and 
collaborate on research to examine clinical benefits of culture-based health interventions.   

 
4.3 Building on the successful Hearts & Minds’ “Clowndoctors” programme in children’s 
hospital wards, funding of £90,000 has been awarded from the National Programme for 
Improving Mental Health and Well-being, to extend the programme, develop a training pack 
and ensure its robust evaluation. 
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5. RE-USE OF HOSPITAL BUILDINGS  
 
Achievements since 2003 

 
5.1 Historic Scotland will explore the possible creation of a Scottish equivalent of the 
Historic Hospitals Working Group, and continue to work with the Executive’s Health 
Department on the re-use of hospital buildings.  Historic Scotland will encourage Health 
Boards to consider the regeneration and re-use of redundant health care buildings. 
 
 
CULTURE AND COMMUNITIES & REGENERATION  
   
“Culture cuts across every aspect of government – it can make a difference to our success in 

tackling poverty, it can make Scotland a healthier place and it has a significant contribution 

to make towards our economy.” 

  First Minister, St Andrew’s Day 2003 
 
6. USE CULTURE TO ADDRESS DISADVANTAGE 
 
Achievements since 2003 
 
6.1 In May 2004, the Minister for Communities and Minister for Tourism, Culture and 
Sport endorsed the Edinburgh Arts and Social Inclusion Forum’s report, “Arts for Social 
Inclusion in Edinburgh”.  The report highlighted examples of highly effective and important 
partnership working in which arts organisations have realised aspirations through projects 
such as: Altern8 – building strong, safe communities in environmentally satisfying settings; 
Cultivate – getting people back into work; Citizen Y – engaging young people; Young People 
Speak Out (YPSO) – raising educational attainment; and Alcohol Awareness Campaign – 
improving health.   

 
6.2 In 2003, the Communities Minister announced funding of £40,000 for the inception of 
Arts and Business Scotland’s Arts & Disability Awards sponsorship scheme.  The scheme is 
open to any organisation or agency that has secured business sponsorship towards arts and 
disability activity.  Partnership projects between arts organisations and disability 
organisations are welcome. Arts and Business Scotland received further funding of £20,000 
for 2004-05 from the Executive’s Equality Unit for their Arts and Disability Awards scheme.   
 
“While gardens and designed landscapes are important both culturally and historically, the 

planning system can today encourage the use of art in the design of new open spaces.  The 

inclusion of elements of art can encourage a sense of ownership and community pride in the 

new open space. …” 

   First Minister, St Andrew’s Day 2003 
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7. PLANNING:  CREATING AND REGENERATING PLACES  
 
Achievements since 2003 
 
7.1 The Executive’s Development Department Planning Division supports an annual 
planning awards ceremony to promote best practice and to raise awareness of design.  The 
planning awards include an award for a planning student.  The Communities Minister has 
agreed the benefits of carrying out a design competition for a community housing site which 
will be taken forward with the support of Communities Scotland, to highlight good design 
principles and the social benefits of ‘quality of place’. 
 
Future action 
 
7.2 The Executive’s Development Department Planning Division are preparing the 
Scottish Planning Policy statement which provides the policy context for the work of 
Architecture and Design Scotland (ADS).  ADS will continue the design review function of 
Royal Fine Arts Commission for Scotland (RFACS), but will have a wider more proactive 
role in the promotion and advocacy of good design.  The Statement will be launched at the 
“Designing Places” conference in February 2005.  

 
7.3 The Executive’s Development Department and Education’s Tourism, Culture and 
Sport Group will consider ways to promote designer development of community facilities, 
e.g. A Community Centre for the 21C.  This will be developed further once the new 
organisation, Architecture and Design Scotland is established in 2005. 
 
 
8. COMMUNITY REGENERATION  
 
Achievements since 2003 
 
8.1 In celebration of the European Year of Disabled People 2003, and as part of its legacy, 
in June 2004 the Executive’s Development Department supported Theatre Workshop’s 
production of Bertolt Brecht’s “The Threepenny Opera” with funding of £30,000.  This 
production was performed by a majority cast of disabled actors, local community volunteer 
performers and an ensemble of musicians to great acclaim.  The production was also 
supported by the Scottish Arts Council and sponsored by Arts and Business Scotland.   
 
8.2 City Heritage Trusts have been established in Aberdeen, Dundee, Inverness and 
Stirling following a recommendation in the Executive’s Finance and Central Services 
Department’s Cities Review “Building Better Cities”.  Historic Scotland has allocated £3 
million over 3 years to assist them in delivering improvements to the environmental and 
architectural quality, and help with the regeneration of the historic parts of our cities.  The 
Trusts will also play a role in promoting the educational and tourism potential of each City’s 
unique cultural heritage. 

 
Future action 
 
8.3 Development Department and Communities Scotland are being consulted by Historic 
Scotland on proposals to establish a Historic Environment Regeneration Fund as part of a 
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revised programme of Historic Environment Grants.  This will be used to realise the role of 
our cultural heritage in regeneration and address the decline of a number of areas in need of 
investment. 
 
 
9. RESEARCH  

 
Achievement since 2003 

 
9.1 There is good, robust evidence available of the positive impact of participation in 
community-based culture, including improved self-confidence and well-being, and increased 
social interaction, educational capacity and community pride.  These findings were included 
in the Executive’s “A Literature Review of the Evidence Base for Culture, The Arts and 
Sports Policy”, and shared with all Executive Ministers and Departments in Summer 2004. 

 
Future action 

 
9.2 There is scope for Development Department to engage with the Education 
Department’s new cultural research network, to discuss focus of joint research and 
collaborate on research examining the benefits of culture-based community interventions. 

 
 

CULTURE AND ENTERPRISE 
 

 “…there are many ways that increased investment in cultural development will pay 

economic dividends for the country.  To create a smart successful Scotland you need the 

fundamental building block of creativity.  The creative industries have shown themselves to 

be one of the leading growth sectors in our economy. …” 

   First Minister, St Andrew’s Day 2003 

 
 

10. CREATIVE INDUSTRIES’ POLICY AND SUPPORT FRAMEWORK - 
AGENCIES’ ROLES AND PARTNERSHIP WORKING  

 
Achievements since 2003 

 
10.1 The Executive agencies i.e. the Scottish Arts Council, Scottish Screen, Scottish 
Enterprise and Highlands and Islands Enterprise (along with the local Enterprise network) - 
along with The Lighthouse and National Endowment for Science, Technology and the Arts 
(NESTA) – individually, and in partnership, support and promote various aspects of the 
creative industries.  Scottish Enterprise supports a number of large key projects such as 
Dundee Digital Media Park, Interactive Tayside, Pacific Quay (digital media campus and 
business park) Scottish Games Alliance, Dare to be Digital, IC-CAVE and the Proof of 
Concept Fund.  £23.7 million has been awarded to 146 projects to date.    

 
10.2 The Executive also in partnership with the National Endowment for Science, 
Technology and the Arts (NESTA) and Scottish Enterprise National, has provided support for 
the Creative Entrepreneurs Club (CEC): an initiative run under the auspices of The 
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Lighthouse.   This additional funding to CEC will support the development of mentoring, 
networks, business-to-business collaboration and industry based research Scotland-wide.  A 
further collaboration, through the forthcoming Ideasmart initiative to be launched in February 
2005, will make awards to high risk creative ideas which have real market potential.   This 
innovative 2 year awards programme – based in The Lighthouse - is jointly supported by the 
Executive, the Scottish Arts Council, Scottish Screen, Scottish Enterprise National and 
NESTA.   Each of these agencies also make awards to and support creative businesses and 
individuals through their normal art form and business support mechanisms..   
 
Future action 

 
10.3 Through a partnership of Scottish Enterprise, the Scottish Arts Council, Glasgow City 
Council and EventScotland and with joint funding of over £500k, a new annual spring 
festival promoting visual arts in Glasgow is set for April 2005.  The festival to be known as 
the Glasgow International Festival of Contemporary Visual Art, or the GI, will show some 
major exhibitions, and will build on the vast amount of work that is already happening in 
Glasgow.   

 
10.4 The formation of a Sector Skills Council for the Creative and Cultural Industries, 
announced in 2004, is expected to go live early in 2005 and will provide a focus for 
considering the industries’ skills needs. 
 
10.5 Roll out of Cultural Enterprise Offices is on track to launch in April 2005.  Cultural 
Enterprise Offices will recognise the particular needs of creative individuals and micro-
businesses and provide support and business advice tailored more appropriately to the needs 
of this important sector of the economy.  In pursuit of further data on this, consideration is 
being given by Scottish Enterprise and Education Department’s (Culture) research units for a 
research study of this micro end of the sector in order to provide improved models for 
support.    
 
 
11. SPECIFIC CREATIVE INDUSTRIES  

 
Achievement since 2003 

 
11.1 The Enterprise and Education Departments received recommendations of the Screen 
Industries Summit Group (SISG) in June 2004.  The Minister for Enterprise and the Minister 
for Tourism, Culture and Sport have both publicly endorsed the recommendations.  The 
overall aim of the SISG is to increase growth in production across all areas of the screen 
industries in Scotland, including television, feature film, animation, advertising and 
interactive leisure software/computer games.   
 
Future action 

 
11.2 Scottish Enterprise and the Education Department (Culture) are jointly sponsoring 
feasibility work by the Scottish Arts Council on the Music Industry Association which was to 
recommend positively, and provide a plan of action by the end of 2004. 

   
11.3 The Minister for Enterprise has undertaken to raise music industry skills development 
issues with Scottish Enterprise.   
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Future action 

 
11.4 Enterprise Department and Education Department’s Tourism, Culture and Sport 
Group are pursuing opportunities to implement the Screen Industries Summit Group’s 
recommendations.  In particular the Executive is considering the creation of a specific 
funding framework to attract big-budget films to shoot in Scotland and working to encourage 
the BBC and other broadcasters to relocate production in Scotland.  Education Department’s 
Tourism, Culture and Sport Group are also working with BBC Scotland to explore areas 
where the BBC and the Executive can work together for mutual benefit.  Currently the focus 
is on arts, culture and education.  However, as the relationship develops it has the potential to 
involve other areas of the Executive.  

 
 

12. ENTERPRISING ATTITUDES 
 

Achievement since 2003 
 

12.1 Connection of the Executive’s Enterprise Department’s Determined to Succeed 
programme to the Education Department’s Cultural Co-ordinators and Youth Music 
Programmes is helping to maximise the impact of opportunities and resources on young 
people’s creativity and confidence and enterprising attitudes and examine ways to increase 
interest in, and access to, careers in the creative industries. 
 
Future action 
 
12.2 A new Architecture and Design Festival project will receive a high profile launch by 
Ministers in February 2005: “6 CITIES” – an exciting collaboration between the Enterprise 
and Education (Tourism, Culture and Sport Group) Departments to initiate a nation-wide 
biennial festival of creativity and creative design.  This centres on Scotland’s six cities – 
Aberdeen, Inverness, Dundee, Edinburgh, Glasgow and Stirling.  Initial feasibility work 
undertaken by The Lighthouse proposes a festival which moves focus around the country 
from city to city over a 6-8 week period in the Spring.  £3 million funding was allocated in 
the 2004 Spending Review.  First Festival is proposed for 2007.  The project has secured 
support in principle from the local authorities, Scottish Enterprise, Highlands and Islands 
Enterprise and the DTI funded UK body the Design Council.   

 
 

13. LIFELONG LEARNING AND THE HISTORIC ENVIRONMENT   
 
Achievement since 2003  

 
13.1 Historic Scotland’s Education Unit works closely with the organisations Careers 
Scotland (CS) and Springboard, a charitable trust which works with CS to raise the awareness 
of ‘back to work’, long-term unemployed and drug rehabilitation groups of job opportunities 
in tourism.  In order to take this initiative forward Historic Scotland meets with its partner 
agencies on average 3 times a month. 
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14. RESEARCH 
 
Achievement since 2003 
 
14.1 The economic evaluations covered by the Education Department’s “A Literature 
Review of the Evidence Base for Culture, The Arts and Sports Policy”, and shared with all 
Executive Ministers and Departments, demonstrated additionality by way of expenditure and 
employment, direct and indirect impacts, and revealed ‘hidden’ costs to be taken into account 
when calculating project outcomes. 
 
Future action 
 
14.2 Following the above-mentioned Literature Review, the Education Department 
(Tourism, Culture and Sport) is now considering the development of a robust and consistent 
methodology for evaluating projects, to improve focus, assist initial planning and reveal both 
social and economic impacts.  This tool, when developed, will be shared with Departments, 
to assist cross-portfolio and general project work 
 

 
CULTURE AND RURAL AFFAIRS 

 
“In our rural areas cultural development can increase the sustainability of some of our most 

vulnerable geographical areas.  The integration of cultural provision can contribute to our 

broad development strategies for rural areas and it can also encourage re-population.” 

   First Minister, St Andrew’s Day 2003
 
 

15. PROMOTE ACCESS TO RURAL FACILITIES   
 

Achievement since 2003  
 

15.1 Through the Rural Challenge Fund (RCF) strand of the Scottish Rural Partnership 
Fund (SRPF), ERAD has supported local initiatives to bring cultural opportunities to rural 
communities, with particular emphasis on enabling young people to access facilities and 
events.  This is a key strand of ERAD’s policies for rural areas.  Examples of successful 
cultural projects are the Log on to More Music project, Uig Art Attack (Children’s art classes) 
and Young Musicians, a music access project. 
 
15.2 The Integrated Community Schools model has an important role to play in increasing 
universal access to existing facilities, resulting in greater collaborative working between 
services, resulting in increased accessibility.  A good example is Ardnamurchan Community 
School at Strontian, serving the remote and scattered Ardnamurchan and Morvern  
peninsulas.  A number of bodies supported the initiative including the Scottish Executive, 
sportscotland, the Scottish Arts Council, the European Union and local agencies such as the 
University of the Highlands Islands Millennium Institute and Lochaber Enterprise.  The 
school is designed to meet the needs of the entire community, comprising modern IT 
facilities, a fully equipped sports centre and an all-weather pitch, an arts venue with a state-
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of-the-art theatre and a library. A development co-ordinator is responsible for promoting 
social and community use of the school and attracting national and international musicians 
and artists.  There is a Partnership Agreement commitment to all schools becoming 
Community Schools by 2006. 

 
Future action  

 
15.3 Environment and Rural Affairs (ERAD), and Education (Culture) Departments will 
explore possibilities with relevant agencies to expand the range of local amenities and build 
rural audiences – e.g. through opening up rural facilities such as community schools to 
promote local cultural activity. 
 
15.4 ERAD is working with Community Planning Partnerships (CPPs) as part of the 
Executive’s Closing the Opportunity Gap (COG) policy agenda.  ERAD will encourage CPPs 
to work together to develop best practice and share ideas on rural development, and consider 
how existing facilities, including community centres and community schools, can be used for 
cultural activities. 
 
 
16. PROPOSAL FOR AN ARCHITECTURAL COMPETITION FOR A VILLAGE 
HALL OF THE 21ST CENTURY  

 
Achievement since 2003 

 
16.1 The Scottish Rural Partnership Fund (SRPF) can encourage access to rural facilities 
by providing funding to community projects through the Rural Community Fund (RCF) and 
through the Local Capital Grants Scheme (LCGS).  LCGS funding supports rural 
communities in building village halls, and can also be used to adapt existing facilities to 
provide better access.  Through this, ERAD supports village hall committees in both new 
build and upgrade works to meet legal and social obligations toward disadvantaged groups.  
Such halls are frequently at the centre of rural cultural and social activities, and provide 
opportunities to bringing people together in partnership as a means of strengthening cultural 
heritage.  
 
16.2 The Environment and Rural Affairs Department in collaboration with Education 
Department (Culture) and the Royal Incorporation of Architects in Scotland (RIAS) have had 
discussions to explore possibility of running a competition for designs for a village hall of the 
21 Century.  This will be developed further once the new organisation, Architecture and 
Design Scotland is established in 2005.  (This action may link with 7.3, above.) 

 
Future action 

 
16.3 The Executive’s ERAD Analytical Services will shortly begin development of a 
practical tool for communities embarking on the development of a new village hall.  This 
information will be promoted and consideration given to including the use of this tool as part 
of the village hall design competition, should the latter take off. 
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17. EXPLORE AND DEVELOP LINKS BETWEEN “SCOTLAND’S CULTURE”: 
THE CULTURAL PORTAL AND THE RURAL GATEWAY   
 
Achievement since 2003 

 
17.1 The Rural Community Gateway website now has a link in place to “Scotland’s 
Culture”, the Cultural Portal.  The ERAD and Education (Tourism, Culture and Sport) 
Departments are sharing information on cultural, rural and digitisation strategies to consider 
how to build on established web-links and co-promote activities to increase rural digital 
inclusion and cultural participation.  (The Rural Gateway is a community focused on-line 
facility which provides access to useful information.) 

 
 

18. PROMOTE WIDER USE OF LAND OWNED BY ERAD’S LINKED BODIES  
 

Achievements since 2003 
 

18.1 Recreational and cultural events take place across the national forest estate, on 
National Nature Reserves and other ERAD land as part of the commitment by that 
Department’s linked bodies to work with communities.   

 
Future action  

 
18.2 The “7 Stanes” network is being developed across the South of Scotland to increase 
access to mountain-biking facilities, for example, with the dedicated Forestry Commission 
website providing a direct link to VisitScotland.  ERAD’s linked bodies will continue to work 
with the VisitScotland hubs as they are introduced as part of the single Scotland-wide 
network, by April 2005.  (ERAD bodies, such as the Forestry Commission, have historically 
worked at ground level with Area Tourist Boards to promote access to their landholdings.)   
 
 
19. ERAD’S LINKED BODIES TO UNIT THEIR EFFORTS BEHIND 
SCOTLAND’S YEAR OF HIGHLAND CULTURE 2007  
 
Future action 

 
19.1 The Forestry Commission and Scottish Natural Heritage (SNH) will work jointly to 
develop and take forward projects contributing to the Highland Year of Culture celebrations 
in 2007.  Both SNH and Forest Enterprise have enlisted as Concordat partners to the project. 

 
 

20. STRATEGIC ENVIRONMENTAL ASSESSMENT  
 
Achievement since 2003 
 
20.1 Following the implementation in Scotland, in July, of The Environmental Assessment 
(Plans and Programmes) (Scotland) Regulations 2004 (known as Strategic Environmental 
Assessment - SEA), a major conference was arranged and substantially funded by ERAD and 

 
SE Approved 

Version 1.1 

12



January 2005 
EC/S2/05/12/4

sponsored by Historic Scotland, Scottish Natural Heritage and the Scottish Environmental 
Protection Agency (SEPA).  It was designed as a consciousness-raising event and was 
addressed by the Minister for the Environment and Rural Development.   

 
Future action  

 
20.2 Historic Scotland,  Scottish Natural Heritage and Scottish Environmental Protection 
Agency will continue to fulfil their statutory roles under the SEA Regulations as the 3 
consultation authorities for SEA purpose.  As set out in the Partnership Agreement, the 
Executive is now moving to replace the Regulations with a Bill to extend their scope in 
Scotland.  A consultation paper was issued by the ERAD Sustainable Development 
Directorate in September.  The 3 consultation authorities continue to work closely with the 
Directorate on both the implementation of the current Regulations and the implications of the 
proposed Bill. 

 
21. RESEARCH 
 
21.1 The Education Department’s Research report “A Literature Review of the Evidence 
Base for Culture, The Arts and Sports Policy”, and shared with all Executive Ministers and 
Departments, states “there is an under-representation of disabled and mobility impaired 
people (especially in rural areas) in attendance and participation in arts and cultural events; 
barriers to attending arts activities cited by respondents, include living in rural areas, where 
time and cost of travel is a constraint.”  Recommendations include the need to increase access 
for rural communities to arts activities, opportunities and resources.   

 
CULTURE AND JUSTICE 

 
“Our criminal justice system will look at building on the success of the pilot restorative justice 

projects we’ve introduced that have already begun to make real reductions in crime.” 

“There is real evidence that exposure to creative options can divert youngsters and adults 

from expressing themselves through violence or destruction.” 

    First Minister, St Andrew’s Day 2003
 
  

22. DIVERSIONARY ACTIVITIES FOR YOUNG PEOPLE AND THOSE AT RISK 
OF OFFENDING  
 
Achievements since 2003 

 
22.1 Justice Department undertook a review of local community safety partnership 
working and the community safety award programme that financially supports the 
partnerships – “Informal Review of the Future Direction of Community Safety Partnerships 
and the Community Safety Partnership Award Programme”.   
 
22.2 Justice Department also undertook a mapping exercise looking at: 
 

o Existing culture and sports-related projects currently running within local 
community safety action plans; 
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o Existing culture and sports-related projects funded in part or in whole under 

the community safety award programme; 
 

o Existing culture and sports-related projects currently funded under the 
Summer Quality of Life Scheme funding that is managed through local 
community safety partnerships; and 

  
produced a report “Community Safety Partnership – Additional Funding for Sport, 
Leisure and Transport Initiatives targeted at 12-16 year age group over the School 
Summer Break”, mapping £1 million of youth-sport related prevention and reduction 
expenditure.  This provides a detailed breakdown, year-on-year, of youth summer 
activities’ expenditure across the 32 community safety partnerships. 

 
Future action  
 
22.3 Agreed changes to the Community Safety Partnership Award programme will come 
into effect from April 2005.   
 
22.4 Justice Department will look at how culture and sports-related general crime 
reduction activities might contribute to a proposal for one or two flagship community safety 
projects with national resonance.  ‘Twilight Basketball’ will be considered as one possible 
joint programme and the scope to promote more arts/culture centred activity will be explored. 
 
22.5 The Education Department (Culture) will access feedback on the Department of 
Culture, Media and Sport’s Positive Activities for Young People (PAYP) scheme (launched 
in 2003) and share with JD. The PAYP programme targets vulnerable young people aged 8-
19 years, to help “steer them into a positive direction in life”.  It provides a broad range of 
school holiday activities in quality arts, sports and cultural activities, designed to develop 
interests, build self-respect and help young people into further education or employment – 
key factors in preventing criminality.   
 
 
23. YOUTH FUND LOTTERY PROGRAMME   
 
Achievement since 2003 
 
23.1 The Big Lottery Fund issued £20 million for the Young People’s Fund.  This includes: 
 

o Increasing activity levels in teenage girls – provision of a range of activities such 
as dance, drama, yoga (£2 million); 

o Building on existing Active Steps NOF programmes of diversionary activities 
services (£5 million); 

o Building on NOF’s PE and Sport in Schools Programme in Scotland, to support 
further facilities and programmes increasing participation in arts and sport 
particularly as diversions from negative behaviours (£7 million). 

 
 The Young People’s Fund is now in the programme development phase with the Big 
 Lottery Fund.   
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Future action 
 
23.2 In Spring 2005, Justice Department will consider diversionary programme proposals 
(with cross-portfolio relevance) which might be eligible for Lottery support; and Education 
Department (Culture and Lottery Units) will help to consider ways to maximise support from 
this source. 
 
 
24. RESEARCH AND FUTURE INITIATIVES FOR OFFENDERS AND THE 
REDUCTION OF CRIME  
 
Achievement since 2003 
 
24.1 The findings of the Executive’s research report “A Literature Review of the Evidence 
Base for Culture, The Arts and Sport Policy” were shared with Justice Department.  The 
Review found no research evidence that projects involving art and culture for development 
purposes (e.g. new pastimes and life skills learning such as communications & literacy) are 
presently in use in prisons in Scotland, or in UK secure establishments. 
 
Future action - 
 
24.2 By May 2005, Education Department’s Analytical Services Unit (ASU) will conduct 
an extended search for international or other examples outside Scotland of arts/culture 
projects in secure establishments.  Meanwhile, the Department’s Cultural Policy and Sports 
Policy teams will consult and consider options with cultural and other bodies whose 
education projects might transfer to the offender community, and draft possible pilot 
proposals for discussion with JD.   
 
24.3 In January 2005, the Education Department’s Cultural Policy and ASU teams will 
share with JD (also FCSD, DD and HD) a brief for a research study to identify and assess 
culture’s contribution to Quality of Life and general well-being – aiming to improve our 
understanding of the benefits and ways to plan projects that are effective in a range of cross-
portfolio settings.  
 
 
25. THE PRIVATE SECTOR CONTRIBUTION   
 
Future action 
 
25.1 Justice Department examine how cross-portfolio action can be advanced following its  
links into the results of a ‘mentoring and befriending’ mapping exercise being undertaken by 
the Befriending Network (Scotland) Ltd with Scottish Mentoring Network.  This mapping 
project received funding of over £19k from the Education Department (as part of a 
commitment to support projects under the Laidlaw Youth Project with particular emphasis on 
effective partnership working and mentoring).  A report of this work will be issued early in 
2005. 
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CULTURE AND TRANSPORT 
 
“In Transport we will look at ways of creating easier access for people to the cultural events 

and buildings in their area, and around Scotland.  One of the biggest barriers to people 

attending is not the perception of the arts or fear of entering a formidable building, although 

they can both be factors, but in physically being able to travel to it.” 

   First Minister, St Andrew’s Day 2003
 
 

26. TRANSPORT AND ACCESS TO CULTURAL ACTIVITIES  
 
Achievement since 2003 
 
26.1 CalMac ferry services won the Arts & Business Scotland Award in recognition of the 
2003 Royal National Mod in Oban.  The company has been a longstanding supporter of the 
Gaelic culture and heritage of Scotland.  CalMac also supports other events of a more 
traditional nature throughout its network such as Highland gatherings including the Cowal 
Highland Gathering.  These are perceived as being economic drivers which have a positive 
impact on often remote communities.  CalMac also supports numerous cultural events 
including the Children’s Mod and the Hebridean Celtic Festival 
 
Future action  
 
26.2 Ministers agreed that more needs to be done by Cities/operators to maximise use of 
‘open top’ tourist buses in relation to cultural venues/events.  The Transport Minister is 
considering writing to ‘Guide Bus’ operators in Edinburgh and Glasgow to engage them in 
drawing attention to Festival/Fringe events and venues in on-bus commentaries and 
marketing.  
 
26.3 The issue of late night transport during the Festivals season, including trains, is 
currently being addressed through a study commissioned by EventScotland for the 
Executive’s Festivals Strategy Group.  The study will encompass infrastructural aspects – 
including transport – that will affect the Festivals’ ability to keep ahead of the competition.  
Funding partners are the Executive, Scottish Arts Council, Scottish Enterprise Edinburgh and 
Lothian, City of Edinburgh Council and EventScotland. 
 
26.4 The Transport Minister is considering contacting operators of air, rail, bus and ferry 
links, to encourage them to explore mutually beneficial arrangements with cultural venues 
and to develop their role in linking audiences to cultural provision.   

 
26.5 The Transport Group is considering how to support the accessibility of big events, 
particularly major events in less accessible locations:  e.g. the national festival in 2007 to 
celebrate Scotland’s Year of Highland Culture.  Transport Group will advise Education 
Department (Culture) on the viability of additional support and how that might operate.  For 
example, support could perhaps be provided by means of a fund accessible by regional 
transport partnerships or local authorities.  It is likely that such funding would have to be 
linked to the provision of a travel plan for such an event.  
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26.6 A new National Transport Strategy will be drawn up by early 2006.  Links between 
transport and culture will be one of the issues considered in the preparation of the document. 
 
 
27. GREEN TRAVEL PLANS   
 
Achievement since 2003 
 
27.1 The Transport Group has offered to assist cultural organisations/venues with Green 
Travel planning.  The Education Department (Culture) has contacted the Scottish Arts 
Council to encourage venues to produce travel plans as part of their audience development 
planning.   
 
 
28. NATIONAL GATEWAYS AND FIRST IMPRESSIONS  
 
Achievement since 2003 
 
28.1 At Inverness Airport, the Gateway Arts Project involved the installation of works of 
art in the airport terminal, the publication of an anthology of poetry and an exhibition of work 
by Highland artists. The project was based around the theme of aviation and what it means to 
the remoter regions of Scotland.  A co-ordinator, two writers in residence, a weaver and a 
painter were commissioned to work on the project which involved travellers and employees 
at airports operated by Highlands and Islands Airports (HIAL) and the communities they 
serve. The Scottish Arts Council National Lottery Fund was the principal funder with 
additional support from Arts and Business New Partners, HIAL, Inverness and Nairn 
Enterprise, the Highland Council, Writers in Scotland.  Loganair and Highland Airways 
sponsored air travel by the writer in residence HIAL was the first airport operator in the 
United Kingdom to undertake such an ambitious project. 
 
Future action  
 
28.2 The Transport Minister is considering writing to operators of airports etc. encouraging 
extended use of high quality design, artwork, cultural adverts and exhibitions, to improve 
customer welcome and awareness, and to make clear to visitors that they have arrived in 
Scotland!  The Transport Group will pursue the relevant activities during 2004-05, with 
Education Department (Culture) acting as facilitator, as required.  This exercise could be 
synchronised with the ‘First Impressions’ review currently being undertaken by Cllr Eric 
Milligan on behalf of the Executive.  The Transport Group’s letter to local authorities on their 
Local Transport Strategies would draw attention to ‘welcoming’ and design aspects.   
 
 
29. CHILDREN AND YOUNG PEOPLE – TRAVEL TO VENUES  
 
Achievement since 2003 
 
29.1 The Transport Group informed Education Department (Culture) of demand-
responsive schemes such as ‘Dial A Bus’.  Education Department has encouraged the Scottish 
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Arts Council to promote better awareness of these schemes to e.g. the Schools Cultural Co-
ordinators. 
 
Future action 
 
29.2 The Education Department (Culture) and Transport Group are to consider together 
how local authority travel operators can extend their present schemes to help young people 
access culture.  The Education Department is collecting evidence of past and existing 
initiatives and their performance – e.g. the successful Glasgow City Council’s “Class 
Connections” city-wide transport initiative taking children to museums; and the National 
Galleries’ bus link initiative – to feed back to Transport Group for consideration. 
 
 
30. ACCESS TO RURAL CULTURAL FACILITIES  

 
Achievement since 2003 

 
30.1 The Transport Group wrote to Rural Community Transport Initiative (RCTI) project 
managers to encourage them to assist access to rural cultural facilities.  Information on 
current provision was shared by Transport Department with Education Department (Culture) 
and Environment and Rural Affairs Department.  Education Department informed the 
Scottish Arts Council about the RCTI with a view to informing the Schools Cultural Co-
ordinators network that this is an initiative that they can tap into. 

 
 

31. RESEARCH 
 
31.1 The findings of the Executive’s research report “A Literature Review of the Evidence 
Base for Culture, The Arts and Sport Policy” were shared with Transport Department.  The 
report found that one of the main barriers to participation in cultural activities was the lack of, 
or inaccessibility of, public transport (particularly for those living in peripheral or rural 
areas). 
 
CULTURE AND EDUCATION  
  
“In our schools, there is clear evidence that access to cultural activities and opportunities 

transforms levels of aspiration, motivation and standards in the classroom.  Participation in 

cultural activities builds confidence, self-esteem, teamwork and commitment to the school.”   

  First Minister, St Andrew’s Day 2003 
 
 
32. OPPORTUNITIES IN CURRICULUM REVIEW FOR 
CULTURE/CREATIVITY AGENDA  

 
Achievement since 2003  

 
32.1 The work of the Education Department’s Curriculum Review Group was published at 
the beginning of November.  The Minister for Education and Young People accepted the 
principles and purposes to emerge from this work and set in motion a programme of work to 
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address issues of teaching and learning that need to be tackled as a matter of priority.  These 
developments will be part of the process of creating a single, coherent, Scottish curriculum 3-
18.  
 
Future action  
 
32.2 The review of the curriculum will, over time, examine all areas of the curriculum and 
test them against the purposes and principles set out in A Curriculum for Excellence.  The 
subject reviews, which will include music and drama, will seek to address the issue of 
balance between breadth and depth of coverage. 
 
32.3 The Cultural Commission appointed by Ministers to review cultural provision in 
Scotland is liaising with the Education Department’s Curriculum Review Group as it works 
towards its Summer 2005 report. 
 

 
33. MUSIC/DRAMA/PE TEACHER NUMBERS  

 
Achievement since 2003  

 
33.1 The Minister for Education and Young People announced in February this year that 
there will be 1,000 additional teachers in PE, drama and music, visiting specialists in primary 
schools and those working with young people with particular barriers in their education.  

 
33.2 Entrants to Music, Drama and PE Postgraduate Certificate in Education courses in 
2004-2005 increased compared to 2003 as part of the build towards the overall commitment 
to increase teacher numbers. 
 
Future action  
 
33.3 The Education Department is working with the Scottish Higher Education Funding 
Council, who are responsible for setting student teacher intakes to courses of initial teacher 
education, to ensure expansion in places to deliver increased teacher numbers.   
 
 
34. YOUNG PEOPLE AND MUSIC  
 
Achievement since 2003 

 
34.1 Both the Education Department’s Schools Group and Tourism, Culture and Sport 
Group are represented on the Youth Music Steering Group to ensure that the Youth Music 
Initiative and the developing National Youth Music Strategy link into both the 3-18 
Curricular Review and the developing cultural review agenda.  A further £10 million pounds 
per annum has been identified from the Education Department (Culture) for the development 
of the Youth Music Initiative over 2004-2007.  This funding will be disbursed through the 
Scottish Arts Council.  A mid-way progress report by the Scottish Arts Council’s Youth Music 
Manager and a draft National Youth Music Strategy were published in November 2004.   
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Future action  

 
34.2 Outwith but complementing the Youth Music Initiative, the Executive’s Education 
(schools) and Culture teams continue to liaise over the teaching of traditional music in 
Scottish schools.  Education Department (schools) with involvement in youth music 
provision - informal and formal sectors - is currently considering the establishment of a 
working group to ensure a holistic approach to national development of youth music tuition.   

 
 

35. CULTURAL CO-ORDINATORS IN SCHOOLS  
 
Achievement since 2003 

 
35.1 In May 2004, a conference Diverse Elements, was held celebrating initial two years of 
the Cultural Co-ordinators in Schools pilot programme.  An evaluation report was published 
in June 2004 highlighting best and most exciting practice and also those areas for 
improvement during Phase 2 of the pilot.  Education Department’s Schools Policy team sits 
on the Cultural Co-ordinators Reference Group and advise specifically in terms of curricular 
policy development. 

 
Future action 

 
35.2 The Scottish Arts Council continue to monitor Phase 2 of the Cultural Co-ordinators 
in Schools programme and are updating guidance documents based on subjects identified in 
the evaluation report, developing methods for strengthening the evidence-base supporting the 
initiative and considering future training requirements.  Through the Cultural Co-ordinators 
Reference Group, the Education Department’s Schools Policy team advises in terms of 
curricular policy development. 
 
 
36. YOUNG PEOPLE’S ENGAGEMENT WITH CULTURE/CREATIVE 
ACTIVITIES  

 
Achievement since 2003 

 
36.1 In April this year, the Executive’s Education Department funded over £400,000, 
through its Future Learning and Teaching (FLaT) programme, a 4-year project designed to 
look at the contribution that moving image education can make to children’s education during 
the transition years P6-S2.  The project will focus mainly on literacy attainment with a 
secondary focus on a small group of other key educational priorities.  The project is a 
collaboration between the Executive agency Scottish Screen, Education Department, Angus 
Council, Angus Digital Media Centre and the British Film Institute.    

 
Future action - 
 
36.2 In December 2004, the Scottish Arts Council received confirmation of substantial 
funding through the Scottish Executive’s Future Learning and Teaching (FLAT) programme 
for a three-year action research project entitled Arts Across the Curriculum.  Under this 
project, teachers in participating local authorities will work together with artists, team 
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teaching subjects across the curriculum.  As well as producing benefits in terms of pupil 
achievement and motivation and exploring the efficacy of the expressive arts as a delivery 
mechanism across the curriculum, it is expected that teachers will benefit from the 
opportunity to develop their creative and collaborative working skills.  

 
36.3 The Education Department’s Culture team is maintaining contact with the 
Department’s Youthwork officials over the development of a forthcoming National Youth 
Strategy consultation.  The Strategy is still at development stage. However, the main thrust 
will cover facilities and activities for young people in the broadest sense, including culture 
and creative activities, and also music facilities and activities. 
 
 
37. BROADCASTING  
 
Achievement since 2003 
 
37.1 The BBC Blast in Scotland programme launched on 30 August and a range of 
workshops and events encouraging young people to explore their creativity are underway 
until the end of 2004.  The Executive is building on a 6-month BBC secondment which 
identified a number of ideas for further developing young people’s links to culture through 
broadcasting.  The Executive is working with the BBC to identify areas where the BBC and 
the Education Department (Culture and Schools) can work together for mutual benefit.  
Amongst these are ideas for projects involving remote access tuition and showcasing 
opportunities for young people and programmes such as the Youth Music Initiative and 
Cultural Co-ordinators in Schools.  The Department’s Schools Group is funding the initiative 
up to a total of £100k. 
 

 
38. RESEARCH  
 
Achievements since 2003 

 
38.1 The Executive’s Education Department (Culture) published “A Literature Review of 
the Evidence Base for Culture, the Arts and Sport Policy” in August 2004.  A 
further Research publication in the Research Findings series entitled   “Research Findings 
No 2, August 2004:  A Literature Review of the Evidence Base for Culture, the Arts and Sport 
Policy” was published in tandem.  Robust and longitudinal research studies have shown that: 
 

o there is an association between cultural possessions in the home/culture in family 
background and educational performance;  

o there is a link between cultural participation and increased literacy; 
o participation in music and visual arts is linked to being above average in reading, 

maths and behaviour; and  
o it is believed by educators that arts activities and creativity in education have a 

positive educational impact on the majority of pupils.   
 

The findings of the Literature Review into the impacts of culture have been shared with 
Departments as the cross-portfolio work progresses. 
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Future action  
38.2 The Executive’s Education Department is considering a joint research project looking 
at how engagement with creativity/culture affects young people’s choices into employment 
and how results match employers’ requirements for creativity.  Further opportunities for 
research collaboration between Schools and Culture policy areas are also in view. 
 
CULTURE, INTERNATIONAL PROMOTIONS & PUBLIC 
SERVICE REFORM 

 
“In tourism we can make more of our cultural activity in promoting Scotland internationally 

and the potential of cultural tourism in Scotland could be even more significant than it is 

today.” 

“Ministers will also be asking other parts of the public sector to do likewise - our enterprise 

network, the public bodies and government agencies. And Scotland’s local authorities have 

long recognised many of the benefits of cultural investment, but we will also ask them to 

examine how they can take that even further.” 

                                   First Minister, St Andrew’s Day 2003 
 
 

39. PROMOTION OF SCOTLAND 
 
Achievement since 2003 
 
39.1 The Executive’s Finance and Central Services Department (FCSD): International 
team and the Education Department’s Tourism, Culture and Sport Group (TCS) have 
collaborated successfully in developing and supporting promotions showcasing Scotland’s 
culture, such as Scotland in the Netherlands; and FCSD contributed towards the events 
celebrating the Executive’s Co-operation Agreement with the Regional Government of 
Tuscany (and the 40th Anniversary of twinning by the Cities of Edinburgh and Florence). 
 
Future action 
 
39.2 The Executive’s FCSD: International team will keep the Education Department’s TCS 
team up-to-date with developments in the selection of international target countries/regions.  
Following that selection, FCSD and TCS will consider ways to build cultural elements into 
the programme of promotions, and what support might be given to cultural agencies in this 
regard. 

 
39.3 The Finance and Central Services Department will review the focus of Tartan Day 
celebrations; and consider an idea to develop a themed, moveable ‘kit’ with some cultural 
elements for a 2-3 day promotion of Scotland capable of touring internationally. 
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40. DIGITISATION  
 
Future action  
 
40.1 Education Department’s Tourism, Culture and Sport team will keep the Finance and 
Central Services Department apprised of progress with its digitisation strategy; and both will 
consider in due course how that plan might link with the Executive’s 21st Century Gov and 
Digital Inclusion programmes. 
 
 
41. CITIES AND DESIGN 
 
Future action  
 
41.1 New design standards – to be championed by Architecture & Design Scotland - might 
also be promoted jointly to local authorities by Education Department’s Cultural Policy and 
the Finance and Central Services Department, building on contacts developed through the 
Building Better Cities programme as a result of projects funded by the Cities Growth Fund. 
 
 
42. LOCAL AUTHORITY EXPANSION OF CULTURAL PROVISION 
 
Future action  
 
42.1 Education Department (Culture) will keep the Finance and Central Services 
Department in touch as the Cultural Commission’s review of local cultural facilities unfolds. 
 
42.2 If changes to patterns and locations of services and provision are proposed, following 
consideration of the Cultural Commission’s report, the Minister for Finance and Public 
Service Reform has indicated he will be pleased to raise as appropriate with authorities, and 
to help present a positive and balanced view of any changes affecting that key delivery sector. 
 
42.3 The Finance and Central Services Department:  Public Service Reform Group will 
keep Education Department’s Cultural Policy in touch with cross-boundary and regional 
arrangements developing for some Community Planning Partnerships (such as the Clyde 
Valley CPP).  Progress in that area is of direct interest to the cultural agencies trying to make 
inroads through Community Planning. 
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1. 

Minister for Tourism, Culture & Sport 
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Alex Neil Esq MSP 
Convenor 
Enterprise & Culture Committee 
Scottish Parliament 
Holyrood Road 
EDINBURGH 
EH99 1SP 

Victoria Quay
Edinburgh EH6 6QQ

Telephone: 0845 774 1741
mailto:scottish.ministers@scotland.gsi.gov.uk

http://www.scotland.gov.uk
 

Our ref: SJF / Non MCS
    May 2005

 
 
 
 
 
 
Dear Alex 
 
 
 
This letter constitutes the Executive’s response to the recommendations in the Committee’s recent 
report on its Enquiry into the Review of Area of Tourist Board (ATBs). 
 
I welcome the Committee’s support for the general principles of better integration of support for the 
tourism industry which lay behind the decision to merge the ATBs with VisitScotland.  The project to 
accomplish that was not without difficulty, but the fact that the transition to the integrated network on 
1 April did on the whole proceed very smoothly is testimony to the overall effectiveness of the very 
hard work that went into its planning and implementation.  The re-branding of all of VisitScotland’s 
area offices was in place on 1 April, and every member of staff of the new network had a job 
description or an interim workplan by then.  The great majority of the industry engagement team are 
now in place, along with a brochure production and distribution system, and sales of new marketing 
opportunities to tourism businesses for 2006 have started well.  Indeed, there is some evidence that 
in particular areas, business enquiries about marketing opportunities are ahead of the position last 
year, with an increase in the number of tourism businesses wanting to buy in to national and even 
international marketing opportunities.  Across the network, takeup is running slightly ahead of 
business plan predictions.  I note that your Committee will continue to monitor the delivery by the 
tourism network of the promised improvements to support for Scotland’s tourism industry in the 
years ahead.  I believe that we have got off to a good start, but agree entirely that VisitScotland’s 
performance should continue to be monitored, as indeed has always been the case.  And I also 
agree with the recommendation in paragraph 25 of your Report that we need to pay particular 
attention to communication and staff morale issues in any future projects of this kind. 
 
One of the most important of VisitScotland’s performance indicators is its performance against its 
overall budget.  In the current financial year, that budget stands at around £70m, up from £42.8m 
last year (the increase is accounted for by local authority contributions to the tourism network, and 
income from the sale of marketing opportunities through the network).  At the point at which I and 
my officials gave evidence to your Committee about the transition costs of implementing the 
integrated network, these stood at £5m over 2004/05 and 2005/06.  Since then, additional transition 
costs have been identified by VisitScotland, and we have agreed to cover these increases from 
elsewhere in my portfolio; as a result, the total transition cost budget across these 2 years is now 
fixed at £6.5m.  Savings of at least £1m per annum are expected to be realised from 2006/07 
onwards as a result of integration of the tourism network.  I trust that this information is helpful in 
relation to the recommendation at paragraph 34 of the Report.   
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I also note the recommendation in paragraph 41 about ensuring involvement with the new network 
from the private sector, local authorities and the enterprise networks.  As we indicated in evidence 
to the Committee, considerable work has gone into a co-ordination agreement between 
VisitScotland and the enterprise networks.  A draft Agreement has been considered at Board level 
by VisitScotland and Scottish Enterprise, as a result of which further work to simplify and strengthen 
the co-ordination arrangements has been put in train.  But good progress has been made with 
setting up Area Tourism Partnerships in each area, with strong input from businesses, local 
authorities and the enterprise network as well as from VisitScotland.  And at national level, there are 
now 2 Chairman’s Committees of the Board of VisitScotland meeting, covering business and local 
authority interests in tourism respectively.  I very much agree with the Committee’s view of the 
crucial importance of involving these stakeholders at the very highest level, and once again I believe 
that a good start has been made. 
 
All of this, as the Committee recognises, is a means to an end – supporting the continued strong 
growth of Scottish tourism against our objective that overall revenues should grow by 50% over the 
next decade.  The figures we have so far for last year are very encouraging (e.g. the number of 
overseas visitors was up 20% on the previous year) and we shall, as the Committee recommended 
in paragraph 51 of its Report, provide regular statements on progress against the 2015 ambition. 
 
I hope that the information in this letter is helpful to the Committee, and I look forward to 
participating in the debate on tourism restructuring on 18 May. 
 
 

PATRICIA FERGUSON 
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