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ENTERPRISE AND CULTURE COMMITTEE 
 

20th Meeting, 2005 (Session 2) 
 

Tuesday, 27th September 2005 
 
The Committee will meet at 2 pm in Committee Room 4.  

1. Item in private: the Committee will consider whether to take agenda item 4 in 
private. 

2. Subordinate legislation: the Committee will consider the following negative 
instrument: 

 The Dissolution of the Funding Councils (Scotland) Order (SSI/2005/437).  

3. Inquiry into business growth: the Committee will take evidence from— 
 

Dr Iain Docherty, School of Business and Management, University of 
Glasgow; Donal Dowds, Managing Director, BAA Scotland; John Ewing, Head 
of Transport Group and Jamie Ross, Head of Transport Policy Division, 
Scottish Executive; 

 
Bob Downes, Director, BT Scotland and Polly Purvis, Executive Director, 
Scotland IS and Board Member of the Scottish Technology Forum;  

 
Roger Mullin, Managing Director, Inter-ed Ltd; Roger McClure, Chief 
Executive, Scottish Further and Higher Education Funding Councils; Liz 
Mullen, Director of Marketing and Development, Learndirect Scotland and 
Professor Jim Gallacher, Co-Director, Centre for Research in Lifelong 
Learning, Glasgow Caledonian University. 

4. St Andrew’s Day Bank Holiday (Scotland) Bill: The Committee will consider a 
draft Stage 1 report.  

Stephen Imrie  
Clerk to the Committee  

Ext. 0131 348 5207 
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Enterprise and Culture Committee 
 

Meeting 27 September 2005 
 

Note from the Clerk - Subordinate Legislation 
 
Introduction 
 
1. The following instrument was laid before the Parliament on 9th September 

2005 and is attached to the paper: 

The Dissolution of the Funding Councils (Scotland) Order 2005, 
(SSI/2005/437) 

 
This instrument is subject to negative procedure within 40 days.   
 

Purpose of the instrument 
 

2. This Order provides that the appointed day for the dissolution of the 
Scottish Further Education Funding Council and the Scottish Higher 
Education Funding Council is 3rd October 2005. These councils will be 
replaced by the new Scottish Further and Higher Education Funding 
Council which is being established under Section 1 of the Further and 
Higher Education (Scotland) Act 2005.  
 

Subordinate Legislation Committee report 

3. The Subordinate Legislation Committee considered the Dissolution of the 
Funding Councils (Scotland) Order (SSI/2005/437) at its meeting on 20th 
September 2005. The Subordinate Legislation Committee had no 
comments to make on this instrument.  
 

Recommendation 
 

4. The Committee is invited to consider any issues that it wishes to 
raise in reporting to the Parliament on this instrument. 

 
 
Stephen Imrie 
22 September 2005  
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BAA Scotland 
 
Submission to the Enterprise and Culture Committee’s business growth enquiry 
September 2005 
 
Introduction 
 
This submission outlines BAA’s role and its responsibilities in Scotland and explores the 
relationship between its three airports at Aberdeen, Edinburgh and Glasgow and economic 
growth in and around the country.  We have also noted the contribution made by other 
airports, most notably Prestwick. 
 
BAA looks forward to giving evidence to the Enterprise and Culture Committee and, ahead of 
that event, puts forward the following consideration of some key issues, namely: - 
 

• BAA’s capital investment programme in Scotland 
• The total economic benefit of BAA’s three Scottish airports 
• The importance of international connectivity and airport capacity to the Scottish 

economy 
• Infrastructure development, including ground transport links to and from major 

airports 
 
BAA plc and BAA Scotland 
 
BAA owns and operates seven of the UK’s major airports, namely (in order of passenger 
numbers) Heathrow, Gatwick, Stansted, Glasgow, Edinburgh, Aberdeen and Southampton. 
 
The three Scottish airports are the country’s busiest and have grown quickly and consistently 
in recent years, both in terms of passenger volume and route development.  Today, just under 
20 million people travel through BAA’s three Scottish airports and this moving annual total is 
currently rising by around 6% a year.  Cargo and freight volume is also moving in a positive 
direction, bolstered by new capacity on new air services. 
 
This growth was, and remains, underpinned by one of the largest private capital investment 
programmes ever seen in Scotland’s public infrastructure and additional direct cash 
investment in the development of new international air services. 
 
BAA’s Scottish management team relishes the important role the company plays at the 
boundary between the private sector and Scottish public life.  The company, led by managing 
director Donal Dowds and supported by chief executive Mike Clasper, engages regularly with 
a wide range of stakeholders, from the people who live in the immediate surroundings of our 
airports to politicians at local authority level, at Holyrood and at Westminster. 
 
In the last ten years, BAA has spent more than £500 million on an intensive programme of 
capital investment.  A similar sum will be spent in the next ten years, provided predicted 
demand materialises and the political will exists for airport expansion on the scale currently 
anticipated in the UK Government’s White Paper. 
 
This investment programme has provided larger terminal buildings, new taxiways and aircraft 
parking stands and prominent developments such as Edinburgh Airport’s £11 million control 
tower.  Importantly, this capital investment programme, one of the largest of its kind ever 
seen in Scotland, costs the taxpayer, local authorities and the Scottish Executive, nothing. 
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The economic benefit of BAA’s Scottish airports 
 
The Fraser of Allander Institute, commissioned by BAA Scotland in 2002, found that the 
company’s three airports contribute £1.5 billion to the Scottish economy every year and 
support 32,000 jobs, both directly and indirectly.  The total economic benefit of airports 
should, according to Fraser of Allander, be measured at two levels.  Firstly, any activity 
undertaken by the 235 companies located around the three airports create output and 
employment from the ordinary business operation. 
 
Two further benefits to the Scottish economy result from these activities, as the recipients of 
the expenditure made by the airports subsequently re-spend money within Scotland.  Firstly, 
employees will spend wages and salaries on goods and services produced or distributed 
within Scotland; secondly, Scottish suppliers to the three airports will also make expenditures 
on staff and Scottish goods and services, leading to further rounds of expenditure within the 
Scottish economy.   
 
The total output for each airport is estimated by multiplying the direct output and employment 
generated by the three airports by multiplier values available from the Scottish Executive’s 
Input-Output tables.   
 
These values incorporate the additional effects which result from the sales and purchasing 
linkages between Scottish industries, and allowed Fraser of Allander to use the direct output 
and employment figures to estimate the total impact of the three airports.  The totals are 
outlined in the following table and a copy of the full report is available on 
www.edinburghairport.com/masterplan
 
Estimated Total Output (£) 
All airports 

Initial output (£) Total output (£) 

Aberdeen 246,565,210 482,188,827 
Edinburgh 147,227,167 287,416,756 
Glasgow 363,152,475 709,153,893 
Total 756,944,853 1,478,759,476 
 
These figures compare favourably with other privately owned airports in the UK and the 
company expects to update this report as part of the airport master planning process, currently 
underway across Scotland.  It is assumed that the figures outlined above will have moved 
significantly upwards in recent years, particularly as the number of routes and destinations 
served has risen sharply in line with passenger numbers. 
 
International connectivity and airport capacity 
 
There is little doubt that strong international connections are increasingly important for 
Scotland, as the country seeks to create a strong knowledge economy, serving a global 
market.  These links will support efforts to attract visitors, tourists, talent and freight and 
export goods, services and people into foreign markets. 
 
It is BAA’s view that Governments can and should promote strategic inward investment, 
economic development and land-use policies which encourage businesses to locate close to 
airports such as Aberdeen, Edinburgh, Glasgow and Prestwick. 
 
It can be no coincidence that RBS located in West Edinburgh, close to Edinburgh Airport.  
Scotland must place itself in a competitive position, from which it can benefit from similar 
investments in the future.  However, to do so, local authority and Scottish Executive planning 
frameworks need to support each other and common objectives relating to the success of 
Scotland plc must be found and met. 
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The importance of connectivity has been reflected in BAA Scotland’s strategic direction for 
many years.  Since 1999, the organisation has overseen the introduction of 94 new routes and 
connected Scotland to 50 new destinations at home and abroad.  These new services are listed 
in Appendix 1.  A list of all destinations currently served from Scotland forms Appendix 2. 
Most notable among these are new daily services to Dubai, with Emirates, and the 21 flights a 
week between Scotland and New York. 
 
 
These services have all been supported by BAA Scotland’s Route Development Fund,  an 
initiative launched officially in May 2002 but which has subsidised the establishment of direct 
international services for many years through significant discounts on airport charges, 
financial packages for marketing and PR support. 
 
Some of these new routes and destinations were supported by the Scottish Executive’s air 
route development fund, a more modest package of funding established in November 2002, 
which has proved extremely valuable in terms of assisting airline operators establish 
sustainable and profitable operations in Scotland. 
 
This fund in its current form, administered on the Scottish Executive’s behalf by Scottish 
Enterprise, faces an uncertain future in light of the European Commission’s decision to 
question the role of such initiatives in providing public subsidy.  As that debate unfolds, BAA 
will encourage the Scottish Executive and the Scottish Parliament to make representations to 
the European Commission, arguing strongly in Scotland’s favour.  BAA will do likewise and 
will maintain its route development funding at existing levels for the foreseeable future. 
 
If the Executive’s route fund remains intact following European scrutiny, then it is perhaps 
timely to look at expanding its range of influence to include airlines which may initially only 
be interested in two or three weekly services or a summer-only service.   
 
Encouraging airlines to put this proverbial ‘toe in the water’ can only be a good thing for 
Scotland.  BAA has established strong working partnerships around all three of its Scottish 
airports, all designed to develop new international services. 
 
All three of BAA’s Scottish airport managing directors meet regularly with tourism agencies, 
business organisations such as the Chambers of Commerce, local enterprise companies and 
councils to develop common strategies around which airport stakeholders can unite. 
 
These groups, known as route development forums or, in Aberdeen Airport’s case, the 
Business Development Forum, have all made a considerable difference to the approach made 
by Scotland to international airlines and the response from these airlines has been positive.  
The forums allow data to be collected and analysed and support packages to be tailored to the 
needs of Scotland’s cities and regions and of the airlines themselves. 
 
One good example is the work carried out in Aberdeen to develop a united case for the 
removal of the airport’s restrictive opening hours.  BAA had long advocated the need for 24 
hour opening and the subsequent level playing field that would provide the North East airport 
in terms of competitiveness.  By winning the support of the Business Development Forum, 
the Aberdeen Airport case was bolstered significantly, Aberdeen City Council made a 
positive decision and new opportunities have been presented for the North East as a direct 
result. 
 
Today, BAA is engaged with a number of international airlines and will be well represented 
at Routes, an international “speed-dating” conference which brings airlines together with 
hopeful airport operators.  BAA Scotland’s representatives have scheduled meetings with 23 
airlines at this event, being held in Copenhagen at the end of September.  In terms of existing 
business, we also account manage existing airline customers and encourage them to expand 
their businesses in Scotland. 
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The figures outlined earlier in this section (94 new services and 50 new destinations), and the 
many examples of proactive route development strategies around BAA’s Scottish airports, 
reflect the enthusiasm with which BAA is managing its interests in Scotland.  Arguably, this 
approach is delivering.  Scotland has more new and important connections than ever before, 
serving Scotland’s growing tourism industry and its business community.  It is important, 
also, to consider that each new direct international air route brings a global freight connection. 
 
At the same time, the parent company, BAA plc, invests the equivalent of nearly £1 million 
every week in its Scottish airports.  There are not many more companies investing such 
significant sums of private money in Scotland’s public infrastructure. 
 
In the future, one of the most significant potential barriers to growth will be congestion 
around airports, both in the local ground transport systems and at the airports themselves.  
The issue of ground transport, or surface access, is addressed later in this submission. 
 
A lack of airport capacity is not currently a major issue for Scotland.  BAA Scotland is 
committed to a long-term investment programme which will increase capacity at Aberdeen, 
Edinburgh and Glasgow Airports.  In addition, significant spare capacity exists at Prestwick 
Airport and, no doubt, at other, smaller facilities across Scotland. 
 
Scotland need only look to the congested airports in the South East of England for important 
lessons in long-term planning. 
 
The 2003 White Paper, The Future of Air Transport, is a welcome framework in which all 
airport operators can plan for the long-term.  However, it is frustrating that, two years after 
some important decisions were made as part of the White Paper process, we in Scotland are 
still going over old questions which were considered, and answered, in the White Paper. 
 
If a long-term vision is to be truly effective, then strategic decisions taken following lengthy 
and expensive consultation processes should be accepted by all parties as the basis for 
planning and delivering airport development. 
 
In an increasingly competitive market place, airlines will simply not wait around for drawn-
out planning processes or legal wrangling or party political debates.  By their very nature, 
airlines possess mobile assets and they will quite happily move these to satisfy demand 
wherever it may arise. 
 
That said, there is clearly a need to engage properly with local communities and those 
affected by large-scale developments.  However, a sensible balance must be found, which 
promotes timely and sustainable infrastructure development and which does not place 
unnecessary obstacles in the path of social and economic growth. 
 
Surface access links at Scotland’s main airports 
 
BAA has consistently argued that Scotland’s policy-makers must embrace the need to plan for 
future airport growth and simultaneously help find the balance between promoting the social 
and economic benefits which stem from aviation and better managing the industry’s impact 
on local communities and the environment. 
 
One such strategy, supported by many people and organisations in Scotland, is to promote 
better public transport options for passengers travelling to and from the country’s airports. 
 
BAA supports the development of public transport, for the benefit of all airport users, 
including passengers and staff.  The company actively supports the work being undertaken to 
connect Edinburgh and Glasgow Airports to the national rail network and remains engaged 
with those schemes’ promoters on a number of technical issues. 
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BAA’s financial contribution to these schemes, and others such as Edinburgh’s trams, has 
been considerable and is currently being measured as part of our on-going commitment to 
public transport.  However, the company urges the Scottish Executive and other agencies to 
move cautiously in terms of seeking further financial support from airlines without a robust 
airport financial case being made.  There is recent evidence that, faced with additional 
charges for infrastructure which delivers no additional passengers or commercial benefit, 
airlines are willing to reduce services or even withdraw completely. 
 
Finally, BAA believes that Scotland’s airports of the future must be served by a range of 
surface access options – a truly integrated transport system which brings together road, rail, 
tram and bus to deliver the capacity needed to facilitate future airport growth and, in turn, 
economic prosperity for Scotland. 
 

 5



EC/S2/05/20/2 

BAA Scotland Annexe A   

New services and destinations since 1999 
 
ABERDEEN AIRPORT     
New Services since 1999    
    
Airline  Destination  Type  Commenced  
BMI  Norwich Scheduled  Mar-03 
Wideroe Bergen  Scheduled  Sep-03 
Eastern  Norwich Scheduled  Oct-03 
Eastern  Newcastle Scheduled  Oct-03 
Ryanair  Dublin Scheduled  Oct-03 
Eastern  Leeds Bradford Scheduled  Oct-03 
British Airways Manchester Scheduled  Oct-03 
Eastern  Belfast Intl Scheduled  Oct-03 
BMI  Heathrow Scheduled  Mar-04 
BMI  Groningen Scheduled  May-04 
Eastern  Bristol Scheduled  Oct-04 
Air Wales Cardiff Scheduled  Nov-04 
Air Wales Liverpool  Scheduled  Nov-04 
SAS  Copenhagen Scheduled  Nov-04 
Flybe  Belfast City Scheduled  Mar-05 
Eastern  Southampton Scheduled  Mar-05 
CityStar  Oslo  Scheduled  Mar-05 
Teleticket  Tenerife  Charter Mar-05 
CityStar  Blackpool Scheduled  Jun-05 
Eastern  Stornoway Scheduled  TBA 
    
19 new services since 
1999    
12 services to new destinations since 1999   
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EDINBURGH AIRPORT     
New Services since 1999    
    
Airline  Destination  Type Commenced  
easyJet  Stansted Scheduled Mar-99 
Flybe (formerly Jersey European) Birmingham Scheduled Jun-00 
easyJet  Amsterdam  Scheduled Jan-01 
BMI  Brussels Scheduled Mar-01 
Ryanair  Dublin  Scheduled Aug-01 
easyJet  Bristol  Scheduled Sep-01 
Flybe (formerly British European)  Brussels  Nov-01 
easyJet  Gatwick  Scheduled Feb-02 
Aer Arann Cork  Scheduled Aug-02 
Euromanx  Isle of Man  Aug-02 
BMI  Stornoway Scheduled Oct-02 
bmibaby Cardiff Scheduled Oct-02 
BMI  Jersey  Scheduled Mar-03 
Germanwings Cologne Scheduled Mar-03 
AirScotland  Barcelona  Charter Apr-03 
Czech Airlines  Prague  Scheduled May-03 
FlyGlobespan Malaga Scheduled May-03 
FlyGlobespan Nice Scheduled May-03 
FlyGlobespan Barcelona  Scheduled May-03 
FlyGlobespan Palma Scheduled May-03 
JetMagic Cork   Sep-03 
BA Citiexpress London City Scheduled Oct-03 
Flybe  Southampton Scheduled Oct-03 
Aer Arann Galway  Scheduled Dec-03 
Flybe  Belfast City Scheduled Mar-04 
Flybe  Exeter Scheduled Mar-04 
SAS  Stockholm Scheduled Mar-04 
FlyGlobespan Alicante Scheduled Apr-04 
Continental  Newark  Scheduled Jun-04 
FlyGlobespan Faro Scheduled Jun-04 
FlyGlobespan Rome Scheduled Jun-04 
FlyGlobespan Venice  Scheduled Jun-04 
Transaero  Moscow  Scheduled Jun-04 
British Airways (operated by Loganair) Isle of Man  Scheduled Sep-04 
FlyGlobespan Geneva Scheduled Dec-04 
Hapag Lloyd Express Hamburg Scheduled Dec-04 
bmibaby Birmingham Scheduled Jan-05 
Jet2 Manchester Scheduled Feb-05 
Flybe  Liverpool  Scheduled Mar-05 
Flybe Norwich  Scheduled Mar-05 
FlyGlobespan Stansted Scheduled Jun-05 
    
38 new services since 1999    
19 services to new destinations since 1999   
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GLASGOW 
AIRPORT     
New Services since 1999   
    
Airline  Destination  Type Commenced 
easyJet  Stansted Scheduled Nov-00
easyJet  Belfast Intl Scheduled Aug-01
easyJet  Amsterdam Scheduled Aug-01
easyJet  Bristol  Scheduled Sep-01
Flybe  Exeter Scheduled Mar-04
Flybe  Belfast City Scheduled Mar-04
Flyglobespan Alicante Scheduled Mar-04
Flyglobespan Tenerife  Scheduled Mar-04
Flyglobespan Barcelona Scheduled Apr-04
Flyglobespan Malaga Scheduled Apr-04
Flyglobespan Nice  Scheduled Apr-04
Flyglobespan Palma Scheduled Apr-04
Flyglobespan Prague  Scheduled Apr-04
Loganair  Galway  Scheduled Apr-04
Emirates Dubai Scheduled Apr-04
Zoom  Toronto Scheduled Apr-04
Zoom  Vancouver Scheduled May-04
US Airways  Philadelphia Scheduled May-04
Air Scotland  Athens Charter Jun-04
Zoom  Ottowa Scheduled Jun-04
Zoom  Halifax Scheduled Jun-04
Flybe  Southampton Scheduled Sep-04

Thomas Cook  
Sharm El 
Sheikh Charter Nov-04

Flyglobespan Geneva Scheduled Dec-04
Flybe  Liverpool  Scheduled Mar-05
Air Scotland  Paris  Charter Apr-05
SN Brussels Brussels Scheduled Jun-05
Flybe  Norwich Scheduled Jun-05
Flyglobespan Arrecife Scheduled Jun-05
Flyglobespan Paphos Scheduled Jun-05
Flyglobespan Stansted Scheduled Jun-05
My Travel  Hurghada Charter Jun-05
Loganair  Dublin  Scheduled Aug-05
    
33 new services since 1999   
18 services to new destinations since 1999  
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BAA Scotland Annexe B   

Destinations from Scottish Airports  
 
Aberdeen destinations Flights 
(serving catchment population of 500,000)  
  
ALICANTE, SPAIN 49
AMSTERDAM (SCHIPHOL), HOLLAND 2149
BELFAST CITY AIRPORT, UK 269
BELFAST INT(ALDERGROVE), N.I. 479
BERGEN (FLESLAND), NORWAY 1217
BIRMINGHAM, WARWICKS  ENGLAND 1833
BLACKPOOL(SQUIRESGATE),LANC EN 76
BRISTOL (LULSGATE), GLOS ENG 900
BURGAS, BULGARIA 38
COPENHAGEN (KASTRUP), DENMARK 604
DUBLIN, IRELAND 730
EAST MIDLANDS APT, NOTTS  ENG 1950
ESBJERG, DENMARK 610
GATWICK 2556
GRONINGEN, NETHERLANDS 521
HEATHROW 7810
HUMBERSIDE  HULL YORKS, UK 1975
INVERNESS (DALCROSS), UK 150
JERSEY, CHANNEL IS. UK 36
KIRKWALL, UK 1952
KRISTIANSUND (KUERNBERGET), 
NORWAY 91
LAS PALMAS, SPAIN (CANARY ISLANDS) 31
LEEDS BRADFORD, UK 1571
LIVERPOOL (SPEKE), UK 694
LUTON, BEDS  ENGLAND 1276
MALAGA, SPAIN 52
MANCHESTER (RINGWAY), LANC ENG 3754
NEWCASTLE, NORTHUMBERLAND  ENG 2580
NORWICH (HORSHAM), NORFOLK, UK 2743
OSLO (GARDERMOEN), NORWAY 446
PALMA DE MALLORCA, SPAIN 111
PARIS (CHAR DE GAULLE), FRANCE 1942
SANTIAGO DE COMPOSTELA, SPAIN 64
SCATSTA, SHETLAND IS. SCOTLAND 2952
SOUTHAMPTON 246
STAVANGER, NORWAY 2510
STORNOWAY, UNITED KINGDOM TBA
SUMBURGH, SHETLAND IS, UK 2666
TEES-SIDE(MIDDLETON),YORKS ENG 2043
TENERIFE (SURREINA SOFIA), CANARY IS    64
VAGAR, FAROE ISLANDS 163
WICK, UNITED KINGDOM 1265
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Edinburgh destinations Flights 
(serving catchment population of 1,500,000) 
  
ALICANTE, SPAIN 741 PARIS (CHAR DE GAULLE), FRANCE 3506
AMSTERDAM (SCHIPHOL), HOLLAND 4208 PARIS (ORLY APT), FRANCE 60
ARRECIFE (LANZAROTE) CANARY IS 66 PRAGUE, CZECHOSLOVAKIA 1120
BARCELONA, SPAIN 287 ROME (FIUMICINO), ITALY 110
BASTIA, FRANCE 37 SOUTHAMPTON 4883
BELFAST CITY AIRPORT, UK 2438 STANSTED 4356
BELFAST INT(ALDERGROVE), N.I. 2714 STOCKHOLM (ARLANDA APT),SWEDEN 320
BILLUND, DENMARK 106 STORNOWAY, IS OF LEWIS  SCOT, UK 1407
BIRMINGHAM, WARWICKS  ENGLAND 8373 SUMBURGH, SHETLAND IS, UK 718
BODRUM (MILAS), TURKEY                              42 TENERIFE (SURREINA SOFIA), CANARY IS      217
BOLOGNA, ITALY 21 TORONTO, CANADA 94
BRISTOL (LULSGATE), GLOS ENG 4990 VAGAR, FAROE ISLANDS 28
BRUSSELS (NATIONAL), BELGIUM 1702 VARNA, BULGARIA 21
BURGAS, BULGARIA 82 WICK, UNITED KINGDOM 538
CARDIFF (GLAMORGAN), WALES UK 1699 ZAKINTHOS,GREECE 50
CHAMBERY/AIX-LES-BAINS, FRANCE 31 ZURICH, SWITZERLAND 29
COLOGNE (BONN), GERMANY 487
COPENHAGEN (KASTRUP), DENMARK 1291
CORK, IRELAND 674
DALAMAN (MUGLA), TURKEY 93
DUBLIN, IRELAND 3191
EAST MIDLANDS APT, NOTTS  ENG 2797
EXETER (CLYST HONI.),DEVON ENG 1001
FARO, PORTUGAL 224
FRANKFURT MAIN, GERMANY 2173
GALWAY, IRELAND                                         505
GATWICK 7125
GENEVA, SWITZERLAND 230
HAMBURG, GERMANY 247
HEATHROW 13889
IBIZA, SPAIN 48
INNSBRUCK, AUSTRIA 60
INVERNESS (DALCROSS), UK 1061
ISLE OF MAN (RONALDSWAY), UK 103
JERSEY, CHANNEL IS. UK 162
KIRKWALL, UK 621
LARNACA, CYPRUS 53
LAS PALMAS, SPAIN (CANARY ISLANDS) 55
LEEDS BRADFORD, UK 1764
LIVERPOOL (SPEKE), UK 316
LONDON CITY, UK 6697
LUTON, BEDS  ENGLAND 3913
MADRID (BARAJAS APT), SPAIN 42
MAHON, (MINORCA)  SPAIN 101
MALAGA, SPAIN 744
MANCHESTER (RINGWAY), LANC ENG 7418
MILAN (MALPENSA APT), ITALY 22
MONASTIR, TUNISIA 10
MOSCOW (DOMODEDEVO) RUSSIA 26
NEW YORK/NEWARK NJ APT, NY USA 735
NICE, FRANCE 229
NORWICH (HORSHAM), NORFOLK, UK 2110
PALMA DE MALLORCA, SPAIN 723

 



EC/S2/05/20/2 

 11

Glasgow destinations Flights 
(serving catchment population of 2,400,000  
  
ALICANTE, SPAIN 1359 MANCHESTER (RINGWAY), LANC ENG 5893
ALMERIA, SPAIN 43 MONASTIR, TUNISIA 183
AMSTERDAM (SCHIPHOL), HOLLAND 3459 NAPLES, ITALY 50
ANTALYA,TURKEY 122 NEW YORK/NEWARK NJ APT, NY USA 787
ARRECIFE (LANZAROTE) CANARY IS 653 NICE, FRANCE 92
ATHENS, GREECE 177 NORWICH (HORSHAM), NORFOLK, UK 154
BARCELONA, SPAIN 421 OTTAWA INTERNATIONAL, CANADA 10
BARRA IS, O.HEBRS  SCOTLAND 680 PALMA DE MALLORCA, SPAIN 1646
BELFAST CITY AIRPORT, UK 2646 PAPHOS,CYPRUS 397
BELFAST INT(ALDERGROVE), N.I. 2760 PARIS (CHAR DE GAULLE), FRANCE 92
BENBECULA IS, O.HEBRS SCOTLAND 1043 PHILADELPHIA INTERNATIONAL, USA 335
BIRMINGHAM, WARWICKS  ENGLAND 6871 PISA, ITALY 43
BODRUM (MILAS), TURKEY                          178 PRAGUE, CZECHOSLOVAKIA 1277
BRISTOL (LULSGATE), GLOS ENG 4882 PUERTO PLATA, DOMINICAN REPUBLIC         57
BRUSSELS (NATIONAL), BELGIUM 226 REUS, SPAIN 324
BURGAS, BULGARIA 234 RHODES, GREECE 241
CALGARY, CANADA 118 RIMINI, ITALY 26
CAMPBELTOWN(MACRIHANISH), SCOT 966 ROVANIEMI, FINLAND 16
CANCUN, MEXICO 67 SALZBURG, AUSTRIA 68
CHICAGO (O'HARE) ILL USA 305 SANFORD,FLORIDA,USA 249
COPENHAGEN (KASTRUP), DENMARK 669 SHARM EL SHEIKH (OPHIRA),EGYPT 48
CORFU, GREECE 276 SOUTHAMPTON 4532
CORK, IRELAND 599 STANSTED 3625
DALAMAN (MUGLA), TURKEY 432 STORNOWAY, IS OF LEWIS  SCOT, UK 1651
DUBAI, UTD. ARAB EMIRATES 730 SUMBURGH, SHETLAND IS, UK 171
DUBLIN, IRELAND 2083 TENERIFE (SURREINA SOFIA), CANARY IS     1498
DUBROVNIK, CROATIA 37 TIREE IS,  UNITED KINGDOM 598
EAST MIDLANDS APT, NOTTS  ENG 1804 TORONTO, CANADA 728
EXETER (CLYST HONI.),DEVON ENG 728 TOULOUSE (BLAGNAC) FRANCE 30
FARO, PORTUGAL 755 TURIN, ITALY 30
FUERTEVENTURA, CANARY IS, SPAIN 228 VANCOUVER, CANADA 114
FUNCHAL, MADEIRA IS 127 VARNA, BULGARIA 56
GATWICK 4108 VERONA, ITALY 88
GENEVA, SWITZERLAND 130 ZAKINTHOS,GREECE 190
GERONA, SPAIN 161
HALIFAX INT, CANADA 51
HEATHROW 13117
HERAKLION, (CRETE) GREECE 249
HURGHADA, EGYPT 33
IBIZA, SPAIN 294
INNSBRUCK, AUSTRIA 28
INVERNESS (DALCROSS), UK 10
ISLAY IS, (PT ELLEN) ARG SCOT, UK 1115
ISLE OF MAN (RONALDSWAY), UK 1989
JERSEY, CHANNEL IS. UK 225
KEFLAVIK,  REYKJAVIK, ICELAND 440
KIRKWALL, UK 720
KOS,GREECE 136
LARNACA, CYPRUS 285
LAS PALMAS, SPAIN (CANARY ISLANDS) 579
LEEDS BRADFORD, UK 1529
LONDONDERRY (EGLINTON),N.IRE., UK 719
LUTON, BEDS  ENGLAND 3901
LYON, FRANCE 37
MAHON, (MINORCA)  SPAIN 229
MALAGA, SPAIN 1148
MALTA 306
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Introduction 
This paper, submitted to accompany Dr Iain Docherty’s oral evidence to the Scottish 

Parliament’s Enterprise and Culture Committee on 27 September 2005, examines the 

Scottish Executive’s approach to transport policy and its links to the economy. This document 

represents a summary of the recent Policy Paper by Jon Shaw, Iain Docherty and David 

Begg, published by The Robert Gordon University as part of its Centre for Transport Policy 

series. 

 

The paper’s central argument is that while question marks exist over the ability of ministers to 

adequately fund their transport plans, the biggest threat to the development of a first class 

transport system in Scotland is no longer financial, but intellectual and institutional: 

 

• The Executive deserves credit for significantly increasing its commitment to transport 

investment, but it is unlikely that this will ‘close the gap’ in transport quality between 

Scotland and EU competitor countries such as France, Germany and Italy. It also 

remains to be seen whether such a high level of funding will be sustained through 

future spending cycles.  

 

• Notwithstanding the development of Scottish Transport Appraisal Guidance (STAG), 

it seems that a number of ‘strategic’ infrastructure schemes have been approved on 

political rather than on technical grounds. It is difficult to know whether the current set 

of transport infrastructure investment plans represents value for money, or whether 

they are the best set of projects for delivering economic growth in future. 

 

• The Executive has made progress in developing its transport policy, but the current 

approach focuses on the mechanisms of delivery rather than robust investment 

prioritisation according to explicit policy objectives. 

 

  

Transport policy development in Scotland 
The delivery of real transport improvements has become a key focus for the Scottish 

Executive.  Although a broad consensus has emerged since devolution arguing that transport 

policy and investment need to be (significantly) improved so that the Executive’s economic, 

social and environmental goals can be achieved, there is as yet little agreement over whether 

its policy is sufficiently developed to attain these goals, and in particular how competing 

transport priorities should be balanced against each other. 

 

In large part, this results from the fact that current transport policy in Scotland is based on a 

disparate series of government policy statements, which even when read together fail to 

 1



EC/S2/05/20/3 

project a coherent view of what transport policy in Scotland is trying to achieve. At the outset 

things looked positive – the Travel Choices for Scotland White Paper published by the former 

Scottish Office in 1998 was widely welcomed (albeit with the same reservations over lack of 

radicalism that attended the parallel UK paper A New Deal for Transport) as a clean break 

from a long period when Scotland did not have a clear overall strategy for transport.  

Following the implementation of devolution in 1999, the Scottish Executive further developed 

a ‘sustainable’ transport policy, with the Transport (Scotland) Act 2001, containing a range of 

measures focusing on better integration between different transport modes, and improved 

coordination between transport and other policy areas. A Transport Delivery Plan was 

designed to take stock of progress and map out a future programme for policy 

implementation.  

 

Since then, however, successive policy statements have become weaker, with explicit 

objectives for transport policy watered down. Nowhere is this more starkly illustrated than in 

the difference in nature between the Ministerial introductions to the 1998 and 2004 Scottish 

Transport White Papers. In 1998, there was a clear understanding of the critical transport 

challenge facing the government: 

 

Much of the recent debate on transport policy is rightly focused on the issues 

associated with road building and car use. We have made clear our desire to address 

excessive and inappropriate car use. We want to see new roads built only where it 

makes sense to do so; that is after a thorough appraisal of the costs and benefits 

associated with any proposed scheme and any possible alternative modes which might 

serve the same route.  

 

By 2004, such clarity had largely disappeared, to be replaced with a vision for Scotland’s 

Transport that was at best vague: 

 

(Our vision is for) an accessible Scotland with safe, integrated and reliable transport 

that supports economic growth, provides opportunities for all and is easy to use; a 

transport system that meets everyone's needs, respects our environment and 

contributes to health.  

 

 

This change is important, and it signals the emergence of critical ‘gaps’ in government 

thinking on transport in Scotland, which constrain the Executive’s ability to deliver better 

transport infrastructure and services. Most significant is what can be defined as a ‘strategy 

gap’. Put simply, it is difficult to understand exactly what the strategic aims of transport policy 

actually are, given that objectives are woolly, with very little prioritisation between them. 
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Policy statements 
Current transport policy in Scotland is based on a series of government policy statements 

starting with the Travel Choices for Scotland White Paper, which was published by the former 

Scottish Office in 1998. This followed the general tone of the parallel UK White Paper A New 

Deal for Transport, and was widely welcomed (albeit with the same reservations over lack of 

radicalism that attended the UK paper) as a clean break from a period when Scotland did not 

have a coherent strategy for transport. 

 

Following devolution, the Scottish Executive further developed a “sustainable” transport 

policy, with the Transport (Scotland) Act 2001, containing a range of measures focusing on 

better integration between different transport modes, and improved coordination between 

transport and other policy areas. 

 

Following the Transport Act, the Scottish Executive produced a Transport Delivery Plan, 

which was designed to take stock of progress and map out a future programme for policy 

implementation. The Plan identified increasing levels of road traffic and congestion and as the 

key transport challenge facing Scotland, and had as its central aspiration the desire to 

maintain levels of traffic at 2001 levels by 2021.  

 

Policies to achieve this were to be conventional, however, with a strong focus on providing 

new infrastructure at key “bottlenecks” to reduce congestion, rather than applying policies 

such as road user charging to reduce overall traffic levels per se. The latest transport White 

Paper published in 2004, Scotland’s Transport, lists a number of major capital schemes that 

the Executive intends to pursue over the next 7 or 8 years. 

 

The Scottish Executive’s ambitions 
The desire to achieve a fairer balance between road and rail is critical to the Executive’s 

current transport strategy. In the Ministerial Foreword to the 2004 White Paper, Scotland’s 

Transport, the Executive’s aspiration to tilt the balance of transport spending more towards 

public transport is articulated thus: 

 

We are investing more than ever in major projects - new rail lines, tram lines, airport 

links and road improvements. Our biggest commitment is to public transport. In 1998-

99 less than a quarter - just 23% - of the transport budget was spent on public 

transport. We now spend over two thirds on buses, trains, ferries, cycling, walking and 

other forms of public transport. 

 

This statement is an important indicator of overall political direction, although it should 

be treated with caution in financial terms. In particular, the claim on the changing distribution 

of spending by mode is misleading. This is because a significant proportion of the apparent 
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increase in public transport spending is due simply to the transfer in accounting responsibility 

for the subsidy to the ScotRail passenger rail franchise from the DfT to the Scottish Executive 

in 2002. Nevertheless, with substantial political commitment to rail, and the focus of the new 

national transport agency on the railways, certain fixed rail projects are likely to gain in future 

Executive strategies, perhaps in spite of their limited economic impact. 

 

Another critical Executive priority is to swing the balance of transport infrastructure investment 

towards those schemes that support economic growth. This has been articulated in a number 

of critical recent policy documents, including the refreshed Smart, Successful Scotland, and 

the Spending Review proposals for 2003-2006. However, it is unclear whether this is actually 

happening in terms of those schemes being chosen for implementation. 

 

Policy contradictions 
There are a number of contradictions between the stated policies of the Scottish Executive, 

and its actual practice in delivering transport schemes. These reflect the current set of political 

debates over the future direction of transport policy, particularly its links to promoting 

economic growth. 

 

Chief amongst these contradictions is the gap between the Executive’s development of the 

STAG multi-variate appraisal methodology, and the increasingly political nature of scheme 

prioritisation decisions. Ever since the first Strategic Roads Review in 1999, the importance of 

the economic contribution of infrastructure schemes, as expressed through benefit: cost 

modelling, has been downplayed. 

 

Although conflict over prioritising investment between competing schemes is inevitable in any 

infrastructure budget, the situation in Scotland has been particularly difficult since devolution. 

This means that many major infrastructure schemes have been adopted by the 
Executive as part of its investment programme without clear appraisal against other 
potential options or despite having a (very) weak economic case. Examples include the 

Aberdeen Western Peripheral Route, the Edinburgh and Glasgow Airport Rail Links, and the 

Waverley Rail Line between Edinburgh and the Borders. Equally, large revenue funding 

commitments, such as the introduction of the Executive’s national concessionary fares 

scheme for pensioners, have not been subject to detailed economic scrutiny. 

 

In other words, decision making at the national level is relying less and less on “science” or 

“economics” to determine priorities, with scheme prioritisation and investment decisions 

becoming more and more “political” in nature. This means that the value for money of 

schemes in terms of the impact on the wider economy is not being as widely tested as it could 

be. In particular, there is little or no assessment of the opportunity costs involved in prioritising 

schemes with modest benefit: cost ratios. Of particular importance is the opportunity cost 
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of advancing these marginal schemes against other potential options, which could 
have a (much) greater economic impact. 
 

Summary and conclusions  
There is no doubt that the Scottish Executive deserves credit for significantly increasing the 

political and financial commitment to transport investment since devolution. Total transport 

expenditure will reach almost £1 billion per year by 2006, and at around 1.2 per cent of 

Scottish GDP, the proposed transport investment will be comparable with benchmark 

countries such as France, Germany and Italy. It is unlikely, however, that these levels of 

spending will ‘close the gap’ in transport quality between Scotland and these countries, and it 

remains to be seen whether such a high level of funding will be sustained through future 

spending cycles. 

 

The Executive’s approach to strategic infrastructure reflects its belief that targeted 

infrastructure improvements can significantly reduce congestion and thus improve journey 

quality and reliability, and that such investment is important in underpinning economic growth. 

This could be so, although the academic evidence for the veracity of this approach is 
often contradictory. Again, the Executive deserves credit for developing the STAG appraisal 

process, recognising that transport investment can be justified on grounds other than narrow 

benefit: cost criteria. Yet a number of ‘strategic’ infrastructure schemes have been approved 

on political rather than on technical grounds, and it is difficult to know whether the current set 

of transport infrastructure investment plans represents the best value for money for public 

investment. 

 

Even where political considerations are balanced with potential economic returns more 

openly, transport projects tend still to be defined crudely according to cost rather than 

optimum benefits, which can lead to a breakdown in strategy as key projects that can open up 

wider network benefits are held back. The proposed creation of the new national transport 

agency could be a watershed in our thinking about transport policy delivery in Scotland, but 

since the current approach to transport reform focuses more on the mechanisms of policy 

delivery rather than how to prioritise investment, this is far from guaranteed. It seems the 

biggest challenge facing the Scottish Parliament and Executive is more fundamental than one 

of improving the delivery of individual projects in isolation. 
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Executive Summary  

 
To ensure business growth it is vital that Scotland faces up to the prospect of 
competition in the 21st century, which will be global in nature - it will be between and 
within knowledge economies.  
 
Scotland has to work at being world-class - we cannot presume to automatic 
leadership in any area, and the competitive challenge is increasingly coming from 
Asia. Businesses will outsource activities across the world, particularly in the service 
industries.  Scotland needs to develop high-value skilled jobs and people to avoid 
the whole value chain being outsourced.  
 
Countries which benefit from this next phase of globalisation will embrace what might 
be called an “economic triangle” in which three imperatives: knowledge, 
entrepreneurial skills, and competitiveness are bound together by broadband 
communications and the networking capabilities they provide. 
 
 

 

Knowledge 

Competitive 
Business Model 

Entrepreneurial  
Skills 

Next
Generation 
Networks 

 
 
 
 
 
 
 
Therefore, good communications are an essential element of the infrastructure of the 
modern economy. That is why BT’s 21st Century Network (21CN) investment in 
Scotland will be in the region of £1bn and why we have put so much energy into the 
delivery of broadband infrastructure in Scotland.  
 
BT’s 21CN project is the most radical network transformation programme in the 
world and will provide UK plc with social and economic benefits. The aim of 21CN is 
to make sure that regardless of the device, converged, seamless access to 
broadband and application services is available whether from home, at work or on 
the move.  
 
21CN will provide the UK economy with a real competitive edge.  
 
In terms of broadband penetration, according to the OFCOM report, The 
Communications Market 2005, and outlined below, ‘the UK’s growth rate for 
broadband penetration now outstrips that of most other industrialised nations’1.  
 

 
 
 
 
 

                                                 
1 OFCOM, The Communications Market 2005, 13 July 2005.   
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Broadband penetration in major economies 

 
Therefore, the key challenge in relation to broadband and achieving the vision of a 
digitally included nation is not infrastructure but broadband adoption and digital 
inclusion, whether urban or rural. At present barely more than 35% of SMEs in 
Scotland have broadband subscriptions. 
 
As part of our drive to increase broadband uptake amongst SMEs we have recently 
announced a reorganisation of our BT Business division. As part of the restructuring 
an executive will be appointed to head BT Business in Scotland, along with a 
dedicated management team. The reorganisation is expected to lead to the creation 
of a number of new jobs, however, it is too early to know the exact number. The 
reorganisation will also mean that we will have a team devoted to working with small 
and medium-sized customers to encourage broadband uptake.       
 
In addition, as part of our campaign to emphasise the importance of broadband to 
SMEs we have recently launched the next phase of our digital networked economy 
campaign. In Scotland, we will be spending £1.5m (our total UK spend is £10m) on 
press, TV, posters and direct mail.  
 
The Nordic countries such as Finland and Sweden are particularly good at providing 
leadership in the use of ICT.  It is crucial that the Scottish Executive and the public 
sector ‘lead by example’ in demonstrating the use and applications of new 
communications technology. The Scottish Executive and local authorities could 
stimulate demand through effective e-government services that fully display the 
benefits of new technology.      
 
BT is working in partnership with agencies across the UK for example we are 
working with the North West Regional Development Agency (NWDA) to maximise 
broadband usage. There are now over 85 such projects with some notable 
successes. Within the NWDAs draft Northwest Regional Economic Strategy is the 
following objective:- 
 
Infrastructure:  Objective 6 
 
Making best use of the ICT infrastructure throughout the region 

• Maximise usage of existing ICT Broadband Infrastructure - a particular 
challenge and opportunity for rural areas 
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• Encourage homeworking and mobile working 
• Continue to grow and develop the ICT infrastructure in order to serve future 

business requirements   
 
If Scottish businesses are going to grow, it is important that the above objective is 
mainstreamed within the thinking of the enterprise agencies.  It is vital to bring the 
possibilities and advantages of broadband alive for users - especially SME's and that 
targets are set for the uptake of broadband.   
 
BT has a considerable R&D budget and we would be keen to work with the Scottish 
Intermediate Technology Institutes (ITIs) - the creation of which we support- to 
develop new market leading technologies. At BT we have a vast pool of business 
experience as well as an extensive track record in research excellence that we could 
bring to the table in joint working with the ITIs. However, although we are engaged in 
an ongoing dialogue with ITIs, we have not yet been able to establish a synergy 
between our research aspirations and ITI programmes 
 
Today R&D is executed globally and BT undertakes R&D work in a number of 
locations through its own people and via its relationships with its industrial and 
academic partners. BT has employed people in Scotland who are engaged in R&D 
activity for many years. These people are leveraged by higher than average 
investment in training, their access to the BT Knowledge Base and through their 
working relationships with BT colleagues in many other locations globally, including 
BT’s world renowned R&D facility at Adastral Park near Ipswich. 
 
In relation to Scottish competitiveness and R&D it is important to note that the focus 
is not only on whether the company that is making the R&D expenditure is based in 
Scotland. The key issue is whether that organisations R&D spending supports and 
enhances Scottish universities and institutions and brings long term benefits to the 
economy. The decision by the Republic of Ireland – an R&D success story - to focus 
on R&D has led to world class researchers being attracted to Ireland’s universities 
and institutions.   
 
As an organisation that spends around £30 per annum on business rates in Scotland 
we welcome the recent commitment by the First Minister to reduce Scotland’s 
business rate poundage to the same as that of England. In addition, the First Minister 
said in his statement that the Scottish Executive would consider introducing a 
‘specific reduction in business rates for R&D intensive companies’. We would 
strongly encourage the Scottish Executive to introduce this incentive as it would 
assist in giving Scotland the competitive edge that is needed in today’s global market 
place.     
 
One area of business growth that is noticeably lacking in Scotland is the lack of new 
industries being built on the back of the telecommunications industry and 
infrastructure. The best recent example of this happening is the development of the 
optical switching industry - optical switching plays a major role in modern fibre-optic 
telecommunications systems.   
 
The ICT enabling of green or brownfield sites can be used to stimulate economic 
investment by making the site more attractive to potential developers, thus helping to 
improve the urban environment and stimulate economic development. The advanced 
provision of ICT should be considered an integral part of the planning process in the 
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development of brownfield sites. The model of pre-investing in ICT has been 
successfully used to stimulate economic development in the Thames Gateway.  
 
The outcome of Ofcom’s Strategic Review is critical to the communications industry 
because of its profound impact on investment and innovation. It is of real importance 
to the rest of the UK economy for the same reasons – without investment and 
innovation, the communications infrastructure on which the economy depends will 
either not be there or will be late in comparison with our international competitors.  
 
The near universal provision of broadband means that teleworking could well 
become the norm.  Most knowledge workers can work at least partly from home as 
they have the same access to information as in the office. This has social as well as 
business growth benefits. It allows people, including those with significant disabilities, 
to work from home – yielding benefits on productivity and flexibility.  It also reduces 
commuting time and the environmental costs of traffic congestion on our roads. 
 
Finally, a stable economic environment is essential to ensure sustainable economic 
growth. This is particularly crucial in relation to investment in the telecommunications 
infrastructure. The investment levels are so considerable for example; our 21CN 
investment in Scotland alone will be in the region of £1bn, to justify this investment 
we require a stable operating environment over a number of years to ensure a return 
on this investment.    
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1.  Introduction 
 
In general, the term sustainable business growth infers a dual objective – wherein the 
economic and social benefits of such growth are secured over a significant period of 
time, and the negative local and global environmental and social impacts minimised. 
 
In order to provide the conditions for sustainable business growth, the broad objective 
is to turn those issues which act as growth ‘inhibitors’ into ‘enablers’, creating, as far 
as possible, both the stability (with respect to such factors as costs, regulations, 
planning) and the flexibility and responsiveness (telecommunications, transport, skills 
& training, workforce) that together constitute an operating environment in which 
businesses can develop and flourish. 
 
In its terms of reference, the Committee identifies many of the ‘inhibitor’ issues which 
need to be addressed, including taxation, operating costs (such as water charges), 
transport and telecommunications infrastructure, demography and culture. To a 
certain extent, addressing these issues will require a planned approach, implemented 
strategically, with all relevant organisations – both public and private – working 
towards the same, or similar objectives. 
 
However, whilst overcoming the barriers to sustainable business growth may require a 
degree of planning and co-operation, the ongoing success of such growth will 
ultimately depend upon the businesses created, and the growth achieved, being able 
to remain competitive within the context of the global marketplace. 
 
Within this broader context, this submission focuses primarily on the issue of 
telecommunications infrastructure, its importance as a key factor in enabling 
sustainable business growth, and the barriers which can act as an inhibitor to its 
successful application. 
 
2.  The Importance of Telecommunications Infrastructure 

 
BT has long recognised the importance of telecommunications technologies in 
ensuring the long-term viability of Scotland’s economic and social communities, and 
particularly to the growth of new and existing businesses.  
 
Utilised to its full potential, the existing and potential functions of modern 
telecommunications technologies:- 
 

• Reduce the ‘remoteness’ of Scottish businesses, enabling better access to 
markets – whether local, national or global – and allowing customers to better 
access the goods and services Scottish businesses provide.   

• Reduce the ‘remoteness’ of rural businesses, helping to secure their viability and 
allowing them to better compete with those in cities and the central belt. 

• Facilitate the provision of, and access to, learning and training opportunities. 
• Access to services and information about services (both public and private) direct 

to businesses, homes and community portals. 
• Increase business efficiency (including cost savings from e-billing, e-banking, e-

contracts, etc) and productivity. 
• Allow changes to working practices which enable people to work from home, or 

within their local communities (thus reducing congestion and pollution). 
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In short, the provision and utilisation of a modern telecommunications infrastructure 
helps to ensure that physical distance from markets, and from key business service 
providers, need not remain an inhibitor to the establishment, or success, of any 
business anywhere in Scotland. 
 
3.  The Basic Telecommunications Framework 

 
The Universal Service Obligation (USO) obliges BT to meet any reasonable request 
to provide telephony services throughout the United Kingdom (except Hull).  Those 
services include local, national and international calls, a facsimile-capable service, 
and voice band data up to 2400 bit/s. In addition, it is required to provide public 
payphones, a directory enquiries service and an emergency (999/112) service. 
 
The USO ensures that core telecommunications services are provided to every 
household, every business and every community in the UK. BT works to ensure that 
the standard of these services is of a uniform quality across all rural and urban 
areas, that the integrity of existing services is maintained and that improvements to 
services are continually developed. 
 
The USO level of service enables every BT customer in Scotland to access the 
Internet, wherever in Scotland they might live or work, over their existing telephone 
line. The benchmark data speed set out by Ofcom in their guidelines for Internet 
Access is 28.8k. If the economic competitiveness of Scotland is going to be improved 
and sustained business growth achieved it is essential that full advantage is taken of 
broadband and the enhanced services it can deliver.  
 
Broadband has dramatically changed the way the internet is used by businesses – to 
access markets, suppliers, education and training, and business support services – it 
has the potential to increase the viability of businesses based far from these markets 
and services, and increase the opportunities for employees based far from those 
businesses. 
 
It is a vital, high-speed technology which is essential to regional competitiveness and 
the catalyst for boosting the economic performance of small nations like Scotland in 
the global marketplace. 
 
BT is committed to the availability of broadband to every community in Scotland and 
has invested heavily in the essential infrastructure to facilitate this. The availability of 
broadband over the BT wholesale network in Scotland currently stands at 98 per 
cent. As the Committee is aware the Scottish Executive has placed a procurement 
exercise to bring the technology to 378 of the smaller exchanges in Scotland by the 
end of 2005. 
 
At the same time as the broadband network is being completed, BT Scotland is 
continually working to ensure that this essential telecommunications service is 
transformed to meet the requirements of businesses – such as increasing broadband 
speeds by up to 2 megabytes – up to four times faster than current speeds. The 
effect of the change is that from 1 April 2005, businesses have been able to work 
faster and download information quicker than ever before – and at no extra cost. In 
addition, BT is rolling out a programme of work on many exchanges to enable them 
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for SDSL (symmetrical broadband services)2. The upgrades have brought SDSL 
access to 35.7 per cent of Scottish businesses. However, the take-up rate has been 
extremely disappointing with only 0.3 percent of businesses opting for SDSL.    
 
However, the speed of change in telecommunications is occurring at an 
unprecedented rate and a Scotland-wide broadband network is not, in itself, 
sufficient to ensure the flexibility and capability of service required to facilitate 
continued economic competitiveness and sustained business growth: a broadband 
network is not the goal, it is a facilitator - one of the key frameworks around which a 
host of new technologies, new applications, and new opportunities will help build the 
future economy of Scotland. 
 
4.  Telecoms Infrastructure for Growth 

 
The new technologies and applications which will be essential to ensure that Scottish 
businesses remain competitive are incorporated in the concept of the ‘21st Century 
Network’. This network will function to integrate existing technologies - moving from 
multiple networks to a single multi-service network. It will empower businesses with 
control, choice and flexibility, providing the capability to offer integrated 
communications from anywhere to any device–computers, laptops, set-top boxes, 
alarm systems, mobiles, and televisions.  
 
Making new, and future, telecommunications technologies easier to integrate, this 
network, once established, will provide the essential infrastructure on which future 
technological applications and services will be layered. 
 
Representing a fundamental shift from capacity to capability, the 21st Century 
Network – in providing flexibility, versatility, creativity and responsiveness - is the 
enabling infrastructure for future growth.   
 
The 21st Century Network is the most ambitious business transformation programme 
in communications worldwide and BT plans to invest up to £10 billion in this network 
over the next five years – the highest planned investment of any European telecoms 
company – putting Scotland, along with the rest of the UK, at the forefront of 
communications innovation. 
 
However, as with any of the conditions required to facilitate sustainable business 
growth in a competitive environment, the success of the evolving 
telecommunications infrastructure will be dependent on a range of other factors to 
ensure its effectiveness and success. 
 
 
 
 
 

                                                 
2 SDSL offers a different type of broadband experience than asymmetrical broadband services 
(ADSL). Whereas ADSL delivers higher speeds to users that want to download large files, SDSL 
allows users to both send and receive data at high speeds. This makes SDSL a more suitable form of 
broadband connectivity for any small to medium sized businesses, remote office or teleworker 
requiring equivalent upstream and downstream data rates for web hosting, e-mails or to distribute 
large files.  SDSL also supports a range of applications such as Virtual Private Networks (VPNs) to 
connect geographically dispersed sites, as well as video conferencing and Voice over IP. 
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5. Overcoming Inhibitors to Growth 
 
5.1  Connecting to the Network   
One of the key factors acting as an inhibitor to growth, as BT Scotland has stated in 
previous submissions to the Committee, is the disparity between the availability of 
technologies and their actual usage. With respect to ADSL broadband for example, 
as provision of this basic communications infrastructure approaches 100% of 
Scottish communities, recent figures illustrate that the rate of connectivity (take-up) in 
Scotland is significantly lagging behind availability. The take-up figure for August was 
20.8% which places Scottish take-up 5th in a table of UK Nations and Regions. The 
table is headed by the South East of England where take-up is higher than anywhere 
else in the UK at 28.6%. The table was previously headed by London who are now 
second with a take-up rate of 28.1% - the UK average take-up rate is 23.1%.  
 
5.2 Under-using Technological Capacity 
BT Scotland has a strong commitment to improving awareness of the full capability 
of telecommunications services and applications, such as broadband. However, 
more needs to be done to encourage those Scottish businesses which are 
connected to the modern telecommunications infrastructure to utilise its potential 
more effectively.   
 
5.3  Unlocking Investment Potential    
Considerable investment is required to continually develop telecommunications to 
ensure that Scotland, and indeed the rest of UK, has the necessary infrastructure to 
enable sustainable business growth in an extremely competitive market.  
 
BT is committed to ensuring that the benefits of technological advances continue to 
be available to every business, and every home, in the UK. However, major 
investment projects, such as the 21st Century Network, require the development of 
the right operational environment. 
 
5.4 Stable Operational Environment 
The long-term planning needed to facilitate continuous development of the 
telecommunications infrastructure requires a stable operational environment. The 
same conditions also apply to achieving sustainable business growth – that is  lower 
and more stable operational costs (such as tax, rates, water charges, etc), simpler 
planning procedures, and a regulatory framework in which both the regulator and the 
regulated are working towards the same objectives.  

 
6. Conclusion 

 
As the Committee has already acknowledged, telecommunications infrastructure is a 
key factor in enabling economic competitiveness and sustainable business growth.   
 
However, in order to remain so, the infrastructure must constantly be developed to 
keep pace with technological advances and, just as importantly, businesses need to 
be kept abreast of the capabilities of the technologies and services and how they can 
most effectively be utilised.  
 
Where the ongoing development of the telecommunications infrastructure is facilitated, 
and where it is utilised to best advantage, it can serve to overcome a number of the 
barriers to sustainable growth, such as encouraging creativity, and rendering the 
‘remoteness’ of Scotland a geographical factor, and not necessarily an economic one.  

British Telecommunications plc Page 9 September 2005 BT Scotland
 



 
However, where the ongoing development of telecoms infrastructure fails to keep 
pace with global technologies and changing demands, that infrastructure ceases to 
become a facilitator of growth and instead becomes a barrier to economic 
competitiveness. 
 
Telecommunications development itself needs a range of issues to be addressed in 
order to enable it to become a key facilitator of sustainable business growth. 
 
In general, many of the other factors which are key to the achievement of sustainable 
business growth are also required to help achieve ongoing innovation in 
telecommunications – a skilled workforce, relevant education and training 
opportunities, improved transport links, and a stable operational environment.  
 
It is also vital that long-term planning facilitates the need for continuous development 
of the telecoms infrastructure – as well as sustainable business growth - requires low 
and stable (predictive) operational costs, simpler planning procedures, and a 
regulatory framework that, working towards the same objectives, enables competition, 
investment, and development.   
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BT Scotland welcomes the Enterprise and Culture Committee’s call for evidence on 
the issue of Sustainable Business Growth and is pleased to respond to this important 
consultation. In addition to this initial written submission, BT Scotland would be 
pleased to contribute further evidence as required, whether written or oral. 
 
1.  Introduction 

 
In general, the term sustainable business growth infers a dual objective – wherein the 
economic and social benefits of such growth are secured over a significant period of 
time, and the negative local and global environmental and social impacts minimised. 
 
In order to provide the conditions for sustainable business growth, the broad objective 
is to turn those issues which act as growth ‘inhibitors’ into ‘enablers’, creating, as far 
as possible, both the stability (with respect to such factors as costs, regulations, 
planning) and the flexibility and responsiveness (telecommunications, transport, skills 
& training, workforce) that together constitute an operating environment in which 
businesses can develop and flourish. 
 
In its terms of reference, the Committee identifies many of the ‘inhibitor’ issues which 
need to be addressed, including taxation, operating costs (such as water charges), 
transport and telecommunications infrastructure, demography and culture. To a 
certain extent, addressing these issues will require a planned approach, implemented 
strategically, with all relevant organisations – both public and private – working 
towards the same, or similar objectives. 
 
However, whilst overcoming the barriers to sustainable business growth may require a 
degree of planning and co-operation, the ongoing success of such growth will 
ultimately depend upon the businesses created, and the growth achieved, being able 
to remain competitive within the context of the global marketplace. 
 
Within this broader context, this submission focuses primarily on the issue of 
telecommunications infrastructure, its importance as a key factor in enabling 
sustainable business growth, and the barriers which can act as an inhibitor to its 
successful application. 
 
2.  The Importance of Telecommunications Infrastructure 

 
BT has long recognised the importance of telecommunications technologies in 
ensuring the long-term viability of Scotland’s economic and social communities, and 
particularly to the growth of new and existing businesses.  
 
Utilised to its full potential, the existing and potential functions of modern 
telecommunications technologies:- 
 
• Reduce the ‘remoteness’ of Scottish businesses, enabling better access to 

markets – whether local, national or global – and allowing customers to better 
access the goods and services Scottish businesses provide.   

• Reduce the ‘remoteness’ of rural businesses, helping to secure their viability and 
allowing them to better compete with those in cities and the central belt. 

• Facilitate the provision of, and access to, learning and training opportunities. 
• Access to services and information about services (both public and private) direct 

to businesses, homes and community portals. 
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• Increase business efficiency (including cost savings from e-billing, e-banking, e-
contracts, etc) and productivity. 

• Allow changes to working practices which enable people to work from home, or 
within their local communities (thus reducing congestion and pollution). 

 
In short, the provision and utilisation of a modern telecommunications infrastructure 
helps to ensure that physical distance from markets, and from key business service 
providers, need not remain an inhibitor to the establishment, or success, of any 
business anywhere in Scotland. 
 
3.  The Basic Telecommunications Framework 

 
The Universal Service Obligation (USO) obliges BT to meet any reasonable request 
to provide telephony services throughout the United Kingdom (except Hull).  Those 
services include local, national and international calls, a facsimile-capable service, 
and voice band data up to 2400 bit/s. In addition, it is required to provide public 
payphones, a directory enquiries service and an emergency (999/112) service. 
 
The USO ensures that core telecommunications services are provided to every 
household, every business and every community in the UK. BT works to ensure that 
the standard of these services is of a uniform quality across all rural and urban 
areas, that the integrity of existing services is maintained and that improvements to 
services are continually developed. 
 
The USO level of service enables every BT customer in Scotland to access the 
Internet, wherever in Scotland they might live or work, over their existing telephone 
line. The benchmark data speed set out by Ofcom in their guidelines for Internet 
Access is 28.8k. If the economic competitiveness of Scotland is going to be improved 
and sustained business growth achieved it is essential that full advantage is taken of 
broadband and the enhanced services it can deliver.  
 
Broadband has dramatically changed the way the internet is used by businesses – to 
access markets, suppliers, education and training, and business support services – it 
has the potential to increase the viability of businesses based far from these markets 
and services, and increase the opportunities for employees based far from those 
businesses. 
 
It is a vital, high-speed technology which is essential to regional competitiveness and 
the catalyst for boosting the economic performance of small nations like Scotland in 
the global marketplace. 
 
BT is committed to the availability of broadband to every community in Scotland and 
has invested heavily in the essential infrastructure to facilitate this. The availability of 
broadband over the BT wholesale network in Scotland currently stands at almost 93 
per cent. BT’s programme will increase this to 97.8 per cent in the summer of 2005 
and as the Committee is aware the Scottish Executive has launched a procurement 
exercise to bring the technology to the country’s remaining communities by the end 
of 2005. 
 
At the same time as the broadband network is being completed, BT Scotland is 
continually working to ensure that this essential telecommunications service is 
transformed to meet the requirements of businesses – such as increasing broadband 
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speeds by up to 2 megabytes – up to four times faster than current speeds. The 
effect of the change will mean that from 1 April 2005, businesses will be able to work 
faster and download information quicker than ever before – and at no extra cost. In 
addition, BT is rolling out a programme of work on many exchanges to enable them 
for SDSL (symmetrical broadband services)3. The scheduled upgrades will bring 
SDSL access to 39.5 per cent of Scottish businesses by September 2005. 
 
However, the speed of change in telecommunications is occurring at an 
unprecedented rate and a Scotland-wide broadband network is not, in itself, 
sufficient to ensure the flexibility and capability of service required to facilitate 
continued economic competitiveness and sustained business growth: a broadband 
network is not the goal, it is a facilitator - one of the key frameworks around which a 
host of new technologies, new applications, and new opportunities will help build the 
future economy of Scotland. 
 

 
4.  Telecoms Infrastructure for Growth 

 
The new technologies and applications which will be essential to ensure that Scottish 
businesses remain competitive are incorporated in the concept of the ‘21st Century 
Network’. This network will function to integrate existing technologies - moving from 
multiple networks to a single multi-service network. It will empower businesses with 
control, choice and flexibility, providing the capability to offer integrated 
communications from anywhere to any device–computers, laptops, set-top boxes, 
alarm systems, mobiles, and televisions.  
 
Making new, and future, telecommunications technologies easier to integrate, this 
network, once established, will provide the essential infrastructure on which future 
technological applications and services will be layered. 
 
Representing a fundamental shift from capacity to capability, the 21st Century 
Network – in providing flexibility, versatility, creativity and responsiveness - is the 
enabling infrastructure for future growth.   
 
The 21st Century Network is the most ambitious business transformation programme 
in communications worldwide and BT plans to invest up to £10 billion in this network 
over the next five years – the highest planned investment of any European telecoms 
company – putting Scotland, along with the rest of the UK, at the forefront of 
communications innovation. 
 
However, as with any of the conditions required to facilitate sustainable business 
growth in a competitive environment, the success of the evolving 
telecommunications infrastructure will be dependent on a range of other factors to 
ensure its effectiveness and success. 
                                                 
3 SDSL offers a different type of broadband experience than asymmetrical broadband services 
(ADSL). Whereas ADSL delivers higher speeds to users that want to download large files, SDSL 
allows users to both send and receive data at high speeds. This makes SDSL a more suitable form of 
broadband connectivity for any small to medium sized businesses, remote office or teleworker 
requiring equivalent upstream and downstream data rates for web hosting, e-mails or to distribute 
large files.  SDSL also supports a range of applications such as Virtual Private Networks (VPNs) to 
connect geographically dispersed sites, as well as video conferencing and Voice over IP. 
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5. Overcoming Inhibitors to Growth 
 
5.1  Connecting to the Network   
One of the key factors acting as an inhibitor to growth, as BT Scotland has stated in 
previous submissions to the Committee, is the disparity between the availability of 
technologies and their actual usage. With respect to ADSL broadband for example, 
as provision of this basic communications infrastructure approaches 100% of 
Scottish communities, recent figures illustrate that the rate of connectivity (take-up) in 
Scotland is significantly lagging behind availability. The take-up figure for February 
was 16.4% this compares to a UK take-up figure of 18.6% which places Scottish 
take-up 5th in a table of UK Nations and Regions. The table is headed by London 
where take-up is higher than anywhere else in the UK at 24.1%. However, 
the Scottish growth rate is good at around 2% higher than the UK average, and it is 
increasing at a greater rate. 
 
5.2  Under-using Technological Capacity 
BT Scotland has a strong commitment to improving awareness of the full capability 
of telecommunications services and applications, such as broadband. However, 
more needs to be done to encourage those Scottish businesses which are 
connected to the modern telecommunications infrastructure to utilise its potential 
more effectively.   
 
5.3  Unlocking Investment Potential    
Considerable investment is required to continually develop telecommunications to 
ensure that Scotland, and indeed the rest of UK, has the necessary infrastructure to 
enable sustainable business growth in an extremely competitive market.  
 
BT is committed to ensuring that the benefits of technological advances continue to 
be available to every business, and every home, in the UK. However, major 
investment projects, such as the 21st Century Network, require the development of 
the right operational environment. 
 
BT has recently submitted proposals to the latest stage of the Ofcom Strategic 
Review which will hopefully form part of a regulatory settlement between BT, Ofcom 
and the telecoms industry which, in short, will improve the competitive environment 
for telecommunications and, at the same time, secure deregulation and unlock 
investment potential. 

  
In effect, the proposals amount to a strategic approach wherein BT, the regulator and 
the broader telecoms industry may work towards the shared objective of ensuring the 
continual, and competitive, development of the telecommunications infrastructure. 

 
5.4  Stable Operational Environment 
The long-term planning needed to facilitate continuous development of the 
telecommunications infrastructure requires a stable operational environment. The 
same conditions also apply to achieving sustainable business growth – that is  lower 
and more stable operational costs (such as tax, rates, water charges, etc), simpler 
planning procedures, and a regulatory framework in which both the regulator and the 
regulated are working towards the same objectives (see 5.3, above). 
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6. Conclusion 
 
As the Committee has already acknowledged, telecommunications infrastructure is a 
key factor in enabling economic competitiveness and sustainable business growth.   
 
However, in order to remain so, the infrastructure must constantly be developed to 
keep pace with technological advances and, just as importantly, businesses need to 
be kept abreast of the capabilities of the technologies and services and how they can 
most effectively be utilised.  
 
Where the ongoing development of the telecommunications infrastructure is facilitated, 
and where it is utilised to best advantage, it can serve to overcome a number of the 
barriers to sustainable growth, such as encouraging creativity, and rendering the 
‘remoteness’ of Scotland a geographical factor, and not necessarily an economic one.  
 
However, where the ongoing development of telecoms infrastructure fails to keep 
pace with global technologies and changing demands, that infrastructure ceases to 
become a facilitator of growth and instead becomes a barrier to economic 
competitiveness. 
 
Telecommunications development itself needs a range of issues to be addressed in 
order to enable it to become a key facilitator of sustainable business growth. 
 
In general, many of the other factors which are key to the achievement of sustainable 
business growth are also required to help achieve ongoing innovation in 
telecommunications – a skilled workforce, relevant education and training 
opportunities, improved transport links, and a stable operational environment.  
 
It is also vital that long-term planning facilitates the need for continuous development 
of the telecoms infrastructure – as well as sustainable business growth - requires low 
and stable (predictive) operational costs, simpler planning procedures, and a 
regulatory framework that, working towards the same objectives, enables competition, 
investment, and development.   
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SUBMISSION FROM SCOTTISH TECHNOLOGY FORUM 
 
1. Introduction  
1.1 Scottish Technology Forum (STF) is an umbrella body representing a cross 
section of companies working in the ”hi-tech” or information and communications 
technology sectors including microelectronics, optoelectronics, electronics 
supply chain, software and IT services.  Scottish Technology Forum comprises:  
 

MX Alliance, Scottish Optoelectronics Association 
National Microelectronics Institute 
ScotlandIS, and Scottish Semiconductor Supplier Forum 

 
STF represents Scotland’s high technology industries which employ more than 
100,000 people, account for earnings of £10bn and 36% of Scottish exports .  
This workforce ranks alongside Oil & Gas in GVA and income per capita  
Our input to the Inquiry is given from the view point of the high technology 
sector. 

1.2 Over the last two decades a significant number of hi-tech companies have 
started in Scotland.  In terms of university spinouts and high growth programmes 
(run for example by Scottish Enterprise), within this grouping, ICT companies 
have accounted for in excess of 50%. 

1.3 Barriers to market entry in some high technology sectors are notably low – 
eg software development and with the growing availability of silicon foundries, 
microchips such as those made by fabless companies.  

1.4 Viewed from other parts of the UK, Scotland is seen as having a supportive 
business environment for technology start ups. However, there is an often 
confusing proliferation of short term schemes that discourages their use by busy 
and resource stretched SMEs. 

1.5 Scotland has been relatively effective in creating technology companies;  
however very few of these have grown to be significant employers and 
ownership tends to transfer abroad through trade sale, with the loss of 
autonomy and intellectual property (for example the “camera on a chip” 
company VVL, bought out by ST Microelectronics and voice recognition 
company, Rhetorical Systems sold to ScanSoft ). 

1.6 High technology companies have a potentially large role to play as part of a 
diverse sustainable economy, and provide a number of economic benefits 

 Well paid jobs  
 Highly skilled jobs (mainly graduate and above) 
 Strong university base, producing research and well qualified graduates 
 An infrastructure of additional indirect support jobs 
 Distance no object – Often geographically neutral 
 Increasingly good communications links, both digitally and physically 
 Expertise in a number of fields we can develop further which provide export 

markets. 
 

 1
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2. Why is business growth in Scotland lower than other parts of the UK 
and other regions and countries worldwide? 
 
2.1 From a high technology angle a number of factors seem relevant .  
Scotland has been good at generating small technology companies, but not at 
converting them to the larger sme’s and new large companies of the future : 

 2.1.1 The high tech downturn of the 2001 – 2003 period may have led to 
short–term risk aversion  

 
 2.1.2. Access to capital is often cited as an issue  - however the availability of 

start up capital is now greater than it has ever been in the last thirty  years.  
Anecdotally it would appear that expansion capital is now the bottle neck. 
The retail banks are still relatively risk averse as regards high tech 
companies.  The quoted securities markets have proven very temperamental 
as regards high tech stocks and are very challenging for smaller companies.  

 
2.2 Access to Reference sites 
One of the requirements of any new business is the need for reference sites ie 
customers who will recommend you.   
 

 2.2.1 Retreat from small companies - Recent research by Forrester 
highlights that large companies are keen to buy innovation, but increasingly 
reluctant to buy from small companies.   

 
 2.2.2 Reduction in midsized domestic companies The last two decades have 

seen the increasing polarisation of the Scottish corporate market into many 
small and medium sized enterprises (SME’s) and a few increasingly large 
companies. This has created a widening gap in the middle ground, making it 
more difficult for small technology companies to gain reference sites 
amongst the larger SME’s/smaller corporates, as a stepping stone to larger 
companies.  

 
3.0 What challenges will we face as we seek to stimulate long-term, 
sustainable business growth in Scotland? 

 
3.1.Need for Commercial Skills & Management Expertise  
There appear to be serious skills shortages around business leadership, as well 
as inadequacies in the areas of management, marketing and sales. 
 

 3.1.1.Leadership: As long ago 1934 Joseph Schumpeter highlighted the  
tension between exploration of new possibilities and the exploitation of old 
certainties. More recently, in the 1990’s, this issue was particularly well 
articulated by Cyert and March. The results of these academic heavyweights 
was the recognition that healthy and fast growing companies require 
leadership skills in both these areas, yet in Scotland, leaders appear to 
possess either one skill or the other, but not both. And this is a problem. 
There is undoubted leadership in the area of exploration, but it is confined to 

 2
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academic research and there is demonstrable ‘exploitative leadership’ within 
the operational units of multinational companies.  

 Unfortunately the current business paradigm has led to a plethora of large 
disposable operation units with little or no linkage to the  source of their 
future survival. Whilst at the same time innovative processes and products 
are generated within environments; where the route to commercial 
exploitation is that of being bought out by a multi-national. Creating leaders 
with a balanced set of explorative and exploitative skills will require creative 
solutions by government, possibly in the form of significant tax benefits for 
companies that retain the correct balance of both research and operational 
capabilities within Scotland. 

 
 3.1.2 Sales & Marketing : Most early stage companies struggle with the 

whole sales channel to market issue, and there is a lack of commercial or 
sales management at the highest level. Many small companies have limited 
experience in recruiting suitably qualified sales and marketing personnel, 
and  fail to understand the benefit to be derived from good sales personnel.   

 
 3.1.3 International Marketing : There is a very limited supply of people in 

Scotland with international marketing skills and experience.  
 
Many other economies will compete for these skill sets – a case therefore needs 
to be made which differentiates Scotland positively.   

 
3.2 Market focus 
All businesses need in depth understanding of the markets they operate in. The 
technology industries need to increase their focus on market needs – emphasis 
must be on demand pull, not technology push.  Too many high tech start-ups 
have not fully understood the market place. 

“The success of technology companies depends crucially on the market as 
with any business enterprise. Too often start-up companies, especially 
those emerging from universities, are based upon a naive assumption that 
their new technology will inevitably generate new customers. It is better to 
test this assumption beforehand and run the company accordingly. Money 
is needed, so financial influences are important but it should not be the 
financial officers that set the strategy.  

 
Technology companies should be led by those who understand the market, 
with the creative technologists standing at their right hand, and the 
financiers acting in a service role.” 

Lord Broers, President of the Royal Academy of Engineering 
 
3.3. Blocks to growth 
Scotland has been relatively successful at starting up technology-led small 
businesses but not at growing them – we need to understand what the 
restraining forces/blocks are.  
More also needs to be done to understand the real issues around business 
support : perhaps we need less initiatives and a more joined up approach. 

 3
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3.4 Export orientation  
Consideration needs to be given to whether the importance of exports to the 
Scottish economy is fully understood by the sme sector.  Does more need to be 
done to encourage exports and help sme’s to gain initial experience of 
exporting? 

 
4.0 What are we currently doing to tackle these challenges, how effective 
are our efforts and what should we be doing both in the public and the private 
sectors to increase their effectiveness? 
 
4.1 University spinouts 
There have been a wide range of market interventions aimed at creating  a 
“food”  chain from academic research to commercial enterprise. It is early days 
to assess whether this is yet working optimally but there appears to be a need 
for a greater focus on careful analysis of the underlying business case and 
ensuring that such spinouts have appropriate commercial skills.   
 
4.2 Examine the funnel 
It may also be worth looking at the business creation funnel – are we generating 
enough ideas for businesses – are there ways to test these ideas – could we 
establish ideas labs or generate an ideas bank?1  
 
4.3 Public sector procurement Public sector procurement procedures tend to 
mitigate against small companies.  In an economy where 50% of expenditure is 
by/through the public sector this is a missed opportunity.  The question is how 
this can be used to maximise economic gain so that in the process the local 
economy benefits from this investment to accelerate the growth of our 
indigenous businesses. Value for money needs to be considered not just as the 
lowest cost per unit, but in terms of overall benefit to the Scottish economy. 
 
4.4 Churn  - Is it a “good thing” 
There is general recognition that the more business start-ups there are the more 
businesses will succeed.  Recent economic development activity has been 
concentrated on increasing the numbers of start ups. 
However current success is at the expense of a high attrition rate  - one in three 
business don’t reach the end of year two and by year three only one company in 
three still survives.  Is this the most cost effective methodology both in business 
and personal terms?  Would a more stringent “induction” process help weed out 
those business with low chances of success? 
 
4.5 Quality of Business Advice  
There is a wide range of sources of information for new and growing 
businesses.  However many business advisors are generalists with little or no 
experience of running a business. Sme’s need role models and mentors : other 
business people who have succeeded or who have experience of the real 
challenges sme owners face. In many sectors, today’s business advisors 

 
1 (Northern Irish use of this model in the late 1990s) 
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increasingly need in-depth knowledge of the challenges facing the industries 
concerned. 
Consideration should also be given to a more integrated approach to business 
advice.   Current support mechanisms concentrate on vertical industries: this 
approach misses the opportunities that lie in the cross-overs between industries 
-  an area that the Intermediate Technology Industries,  for example, have 
identified as offering potential for new business germination. 
Examples that impact the high technology industry include Scottish Enterprise 
with a Software and eBusiness team, a Microelectronics and Optoelectronics 
cluster team, an Electronics Division, High Growth teams and Scottish 
Development International all as separate elements of the business 
development mix. Similarly R&D funding is administered both by Scottish 
Enterprise and by the Scottish Executive depending on the type of funding.   
 
5.0 Can we learn from others and can we identify best practice that can be 
replicated in Scotland? 
 
5.1 Comparisons with other small economies  
The Scandinavian economies merit consideration as they have a number of 
characteristics in common with Scotland namely geographically remote, small 
population size, relatively high cost base in terms of labour costs, highly 
educated workforce, broadband infrastructure etc.  Israel is another small 
country with a highly educated workforce which has successful leveraged 
technology for economic benefit. 
 
The Finnish economy is recognised as one of the world leaders in exploiting 
Information Technology. Elements that might be examined include : 
 

 The National Technology Agency – Tekes  - www.tekes.fi and High 
Technology Finland www.hightechfinland.com 

 The Finnish National Fund for Research and Development  - www.sitra.fi 
 The Finland 2015 programme addressing Finland’s aspiration to have one of 

the world’s top economies in the next decade See 
www.sitra.fi/eng/index.asp?DirID=95 

 The Finnish also appear to have effectively created a supply chain including 
sme’s, large companies and Government. (Eg Media Team Oolu Research 
Group www.mediateam.oulu.fi ) 

 
Norway has integrated its economic development services to provide a more 
streamlined approach.  See Innovation Norway : www.invanor.no
 
Iceland has put concentrated effort into raising the profile of sme’s in the 
international market place.  
See Trade Council of Iceland www.icetrade.is/EN/category.aspx?catID=1175  
and 
Venture Iceland www.icetrade.is/EN/ventureIceland.aspx?catID=1151
 
5.2 Intermediary Technology Institutes (ITI’s) The ITI’s borrowed from best 
practise around the globe and are a welcome move to harness the potential 
generated by the Scottish research base.   
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The ITI’s should be encouraged, and further work is needed between industry 
and academia to ensure models that facilitate all the building blocks in the 
process of  transferring cutting edge research to commercial exploitation.  
 
5.3 Business Incubation Setting up business is increasingly complex and the 
need to support early stage companies is increasingly recognised.  Some steps 
in business incubation have been taken in Scotland Most recently  Hillington 
Park Innovation Centre  (& Micro-electronics centre ?) have taken best practice 
elsewhere and transferred it to the Scottish marketplace.  We need to extend 
this provision across Scotland, whilst continuing to examine and assimilate 
suitable  best practice from other geographies eg  

 
Israel 
Ashkelon Technological Industries,   www.ati.co.il/
Naiot Technological Centre www.naiot.com
Finland  
Telia Sonera www.tml.hut.fi/Opinnot/T-
109.410/2004/kalvot/RD_TeliaSonera.ppt
 

5.4 Hearts & Minds 
Significant work has been undertaken over the last twenty years to change 
attitudes to entrepreneurship in Scotland. We now need to change attitudes 
further to gain popular understanding that:  

 Some of our business initiatives are for the long haul – e.g. ITI’s and 
biotechnology, and we should not be looking for early results, 

 Growing businesses is difficult and needs skilled people; strategy, 
international marketing, sales, change management.  People with the 
appropriate skills should be highly valued.   

 
5.5 Business Academy of the Future  
Consideration should be given to the current provision for business skills 
development – do we have the relevant infrastructure ? Should we be creating 
further provision ? 
 
6.0 What is our vision for the next decade in terms of business growth and how 
are we going to get there?  
 
Scottish Technology Forum has a vision of a vibrant, diverse Scottish economy 
which has  

 many small and growing high technology businesses increasingly 
export oriented ;   

 a broad range of other sme’s in tourism, oil & gas, energy, food and 
drink, environmental protection etc exploiting technology to increase 
performance, drive efficiency and build competitive advantage ; 

 specialist internationally competitive manufacturing expertise round 
high technology products e.g. medical devices, 

 
and that Scotland is recognised internationally as a major centre for niche, high-
value technologies ! 
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Education, Entrepreneurship and Innovation 
Submission from Roger Mullin 

 
Roger Mullin is Managing Director of Inter-ed Ltd, and a former adviser to the Lifelong 

Learning Inquiry held by the Enterprise and Lifelong Learning Committee.  Twenty years 

ago he became a self-employed education consultant, subsequently forming a partnership 

(Roger Mullin Associates) and then the limited company Inter-ed.  He has also been 

involved in a range of other business and creative activities.  For example, he was until 

recently a director of Red Lead Arts Ltd in Belfast, and has undertaken over 20 

assignments in the developing world, some of which were related to providing the 

education foundation to encourage business development.  He has recently been involved 

in research into entrepreneurship and education in Northern Ireland.  The following 

remarks are entirely personal observations. 

Types of Entrepreneurship 
Some entrepreneurs are “necessity” entrepreneurs, pursuing self-employment or setting 

up a small business because no other realistic options exist.  Most entrepreneurs in 

Scotland however are “opportunity” entrepreneurs, pursuing self-employment or 

establishing a business because they see specific opportunities to be exploited.  

“Opportunity” entrepreneurs are arguably particularly important to the economy, and the 

most likely to be innovative.  Subsequent comments in this paper are particularly focused 

on “Opportunity” entrepreneurs. 

The Importance of Innovation 
There is a strong link between innovation and entrepreneurship.  This is recognised to 

some extent in the latest version of Smart Successful Scotland.  The document has 16 

references to innovation and 8 to entrepreneurship. Four of the references to 

entrepreneurship are linked to innovation and one to creativity.  However despite this, 

there is little evidence of any high level analysis of innovation in Scotland influencing 

public policy, or influencing entrepreneurship education. 

 

Attached to this submission are two papers.  The first a discussion paper on the functions 

of a national system of innovation, and the second, South Africa’s White Paper on 
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Science and Technology policy based on a national system of innovation.  These papers 

deal with innovation at the macro-level.  

Note from the Clerk of the Enterprise and Culture Committee. A copy of the South African 
White Paper on Science and Technology is available from the clerk on request.   

Innovation and Entrepreneurship Education 
In all types of organisations, of all sizes, the nurturing of innovation is arguably very 

important in the drive to improve future performance.  However, although innovation and 

creativity are often talked about as an important component of entrepreneurship whether 

in terms of self-employment, new business start-ups or simply to create a more 

entrepreneurial culture within existing enterprises, there is little to indicate that 

entrepreneurship programmes within Scotland address the issue of innovation in any 

systematic fashion based on what research tells us is important. 

Factors encouraging innovation in organisations 
This is particularly surprising in Scotland, since one of the seminal works on innovation 

was undertaken in Scotland and published in 19601.  In summary, a considerable body of 

research tells us that for innovation to flourish the following are important. 

 

 Being part of networks committed to sharing knowledge, addressing problems 

and finding solutions. For example, such networks are now seen as having been 

critical to the rise of Silicon Valley in California.  In recent times, Canada has 

been pioneering the creation of specific types of networks to mirror the networks 

established in California. The development of networks is a key to developing 

innovation capacity. 

 The effective diffusion of knowledge and information.  One of the key drivers 

of the industrial revolution was the ability to publish and share knowledge.  

Today, universities, colleges and research institutes have a critical role to play in 

the diffusion of knowledge and information.  There is a need to ensure effective 

diffusion of knowledge and information is taking place in Scotland. 

                                                 
1 Burns and Stalker, The Management of Innovation, (Tavistock, 1960). 
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 Being part of a culture supportive of the controlled application of novelty is 

essential for the development of innovation.  This is critical within organisations.  

All innovation implies novelty, and therefore a context of uncertainty.  

Management have an important task in delivering a culture that allows for 

“failure” in reasonable measure.  If a culture is driven by targets and routines that 

do not allow for experimentation and uncertainty, it is a culture not conducive to 

delivering innovation and creative solutions.  Furthermore, it requires a proper 

understanding of “risk”.  Risk is actually made up of two components.  First, the 

probability or chances of particular outcomes arising (BOTH good and bad 

outcomes).  Second, the value to be placed on different outcomes (BOTH good 

and bad outcomes).  However, risk is used wrongly in many enterprise and 

entrepreneurship programmes, dealing with the chance of bad outcomes by being 

entrepreneurial, but not the chance of good outcomes. Furthermore, such 

programmes often fail to assess the chances of either good or bad outcomes by 

pursuing conventional employment or by being unemployed. This omission tends 

to suggest that risk is only associated with being entrepreneurial. Thus, some 

programmes may, perversely, be encouraging risk aversion.  There is strong 

evidence from recent studies of risk aversion amongst students, teachers and 

lecturers. 

 Being strong on BOTH creative and analytical skills.  One without the other is 

insufficient.  Creative skills are needed to forge new ideas, new solutions to 

problems, and new insights into opportunities.  Analytical skills are needed to 

evaluate and assess innovations, and to critically examine options and 

alternatives.  Both creative and analytical skills are founded upon the effective 

diffusion of knowledge and information mentioned earlier.  Despite this, it is 

possible to find entrepreneurship programmes that address neither in any 

sustained manner. 

Encouraging Entrepreneurship through Education 
Recent research in both Northern Ireland and Scotland has concluded that, 
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• The freelance self employed are increasingly significant in the modern economy, 

but there is very little education provision aimed at encouraging self-employment, 

or supporting those in self-employment.  For example, only three programmes on 

self-employment are listed in the Learn Direct website: two in Fife and one in the 

Western Isles. 

• Effective entrepreneurship programmes must include - creativity and initiative; 

analytical skills; participation in networks; understanding and managing 

uncertainty; developing self confidence and internal locus of control; developing 

independence and autonomy; understanding the labour market. 

• School teachers, college lecturers and students significantly over estimated the 

scale of conventional employment and significantly underestimated the scale of 

self employment in modern society. In Scotland, of all those adults that are 

classified as economically active in the age range 16-74, over 10% are self-

employed. 

• Across each and every one of twenty emotional intelligence skills, students rated 

them as important for employment, self-employment and running your own 

business. However, across each and every skill area the perception is that they are 

particularly challenging in the context of running your own business and self 

employment. 

• Young people highly value “a good steady job” in the future. 

• Young people perceive “being your own boss” as very risky and admit to not 

knowing how to approach starting your own business. 

• The main disadvantage of running your own business according to 67% of 

students is that it is much riskier than being in a job. Teachers’ and lecturers’ 

views mirror student views in that they also see being your own boss as risky and 

believe that most of their students want a good steady job in the future.  The 

education sector has one of the weakest rates of self-employment in Scotland. 

• Teachers and lecturers claim to discuss labour market issues in class, but would 

welcome support in the form of regular briefings on the labour market. 

Roger Mullin  4 
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Personal reflections 
Current approaches to supporting innovation and entrepreneurship are weak and poorly 

focused.  There is a need in particular for the following: 

 

1. A stronger evidence base and better understanding of innovation and 

entrepreneurship in Scotland.  This is needed to inform public policy. 

2. A stronger focus on self-employment within vocationally related programmes 

in school, college and university level education. 

3. A stronger focus on providing education opportunities for those that are self-

employed. 

4. A stronger focus on developing the appropriate networks that can support 

entrepreneurial activity. 

5. A stronger focus on ensuring the effective diffusion of knowledge, 

particularly from the university, college and research institute sectors. 

6. A much clearer understanding of “risk” in entrepreneurship programmes, and 

in such a manner as to avoid the creation of risk aversion. 

7. Making it easier for people to work in the public sector on a self-employed 

basis, and specifically in sectors charged with supporting innovation and 

entrepreneurship, such as Scottish Enterprise and the education sector. 
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About the author 
 
Mr. James Mullin is a Canadian specialist in Science and Technology Policy .  He served as Chair of the 
OECD Committee on S&T Policy for four years and had been a Vice President of the International 
Development Research Centre (IDRC) for eight years.  He was a member of the United Nations Advisory 
Committee on S&T for Development (UNACSTD) for six years  prior to the establishment of his firm  He 
has worked extensively  on problems relating to the functioning of national systems of innovation and to the 
management of technical change both at the national and international level. He has evaluated a series of 
S&T and policy institutions and has worked in 22 different countries around the world. 

 
The use of the “Functions of a National System of Innovation” as a policy framework 

 
 “Innovation” can be defined as the introduction into a market (economic or social) of new or improved 
products, processes or services. This simple definition draws attention to the importance of markets, and is the 
basis of the understanding that successful programs of research or technological development designed to 
promote innovation must take full account of the constraints imposed by the market into which the innovation 
is to be introduced.  
 
We would underline our belief that, depending on the specific circumstances, the products, processes or 
services in this definition may either be physical or intellectual.  Innovations occur in all aspects of the life of a 
society, and not only in the economic market place where the term is most often used.  The Theory of Relativity 
became an innovation in the market for ideas in theoretical physics when it was widely adopted and its author, 
Einstein, was rewarded in the currency of that market place with prestige and respect.   
 
 
In the industrialised countries, and in a growing number of newly-industrialising countries, policy makers have 
found that the concept of a “national system of innovation” provides a useful framework for technology 
policy formulation since it makes explicit the many different kinds of inputs which are necessary to produce 
an economy which is innovative and hence competitive in today’s increasingly globalized markets.  Such a 
framework can be used as a means both of organising information and of structuring questions about what is 
happening within a given national system of innovation.  However, we do not treat the concept as a model to 
be implemented.  It is a useful and helpful guide to analysis of a complex reality, rather than a prescription for 
ways in which to organise either institutions or programs. 
 
There have been many attempts in those countries to put forward a concise definition of a 'national system of 
innovation'.  One such definition, provided by OECD, calls such a system 'a network of institutions in the 
public and private sectors whose activities and actions initiate, import, modify and diffuse new technologies'.  
An alternative, somewhat fuller, definition is  'a system of interacting private and public firms (either large or 
small), universities and government agencies aiming at the production of science and technology within 
national borders.  Interaction among these units may be technical, commercial, legal, social and financial, 
inasmuch as the goal of the interaction is the development, protection, financing or regulation of new science 
and technology'1.   
 
In a discussion paper produced, in early 1998, by the Government of Canada2, the OECD definition of a 

 
1. Niosi et al, "National Systems of Innovation: In search of a workable concept"  Technology in Society, Vol 15, pp 207-

227, 1993 
2. Government of Canada, Regional Innovation Systems Network: A Joint Initiative of The Social Sciences and 
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national system of innovation was elaborated on in the following terms: 
 

A national system of Innovation is a network of institutions in the public and private sectors whose activities and 
interactions initiate, import, modify and diffuse new technologies. It is made up of units that interact through 
linkages and are shaped by various factors: 
 
Units include institutions such as private firms, universities, government laboratories, state corporations, 
government coordination agencies, government funding agencies, and non-government coordination agencies. 
 
Linkages are legal, political, social, economic, and business interactions that involve flows of information, money, 
materials, services, and people. 
 
Factors are characteristics of the region that shape how units behave, and include markets, natural resources, 
technical interdependencies, collaborations, and science and technology policies.  
 
The concept of an innovation system gives special prominence to local social and political institutions and 
mechanisms, such as trade barriers, tax policies, social welfare policies, defence policies, education and training 
systems, legal systems, labour market relations, and social customs. It moves the theory of industrial innovation 
from a simple description of the entrepreneur in an isolated firm to a consideration of how all the elements of 
society contribute to technological change. It encourages the examination of interactions and synergies which 
would not be visible in a reductionist analysis of individual firms or competition among firms” 
   

The phrase “system of innovation”, as it is used in this paper, is a metaphor - a powerful metaphor for 
describing the many interactions among many participating institutions, organisations and firms, most of 
which operate independently of each other.  The system, therefore encompasses interactions which are co-
operative and others which are competitive.  In this use of the term “system of innovation” there is no single 
entity with the power to control the workings of the system, but there are many which exert significant 
influence. 

 
It is important at the outset to understand that the relationship of research and development to technological 
innovation is neither simple or linear. In addition to the obvious direct contributions of novel ideas and 
commercializable applications, indirect contributions through the advancement of knowledge and 
scholarship are an equally important feature of a system of innovation.  Both types of 
scientific/technological activity also  support  the provision of highly trained personnel, and the building of 
a broader capacity for the generation, dissemination, accessing, application and interchange of knowledge.   
A key question for public policy revolves around the relative allocation of resources to the various modes of 
doing research for any one economy and at any one point in time.       

   
 

 
Central Government Functions 

 
 Policy Formulation and Resource Allocation at the National Level; 
 Specialised Advisory Functions (to cover highly science-intensive issues) 
 Regulatory Policy-making;  
 

 
Humanities Research Council of Canada, The Natural Sciences and Engineering Research Council of Canada, and 
The National Research Council of Canada Ottawa, January, 1998. 
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Shared Functions( involving all stakeholder groups) 
 
 Financing of Innovation-related Activities; 
 Performance of Research, Development and Innovation; 
 The Creation of Linkages and Knowledge Flows; 
 Human Resource Development and Capacity Building; and 
 The Provision of Technical Services and  Infrastructure.   

These sets of functions are elaborated on below: 
 

 

The Functions of a National System of Innovation  
 

Exclusive Functions of Government 
 

Policy  Functions: 
 

1.  Policy Making for Science, Technology & Innovation 

2.  Formal Statement of Government Policy 

3.  Policy coordination, with the objective of "securing framework conditions that are 
conducive to innovation", including 

                                        * competition policies to enhance innovation-driving competition but 
also to facilitate collaborative research

             * education and training policies to develop the necessary human capital;

                                             * regulatory reform policies to lessen administrative burdens and 
institutional rigidities

            * financial and fiscal policies to ease the flow of capital to small firms;

                                             * labour market policies to enhance mobility of personnel and to 
strengthen tacit knowledge flows

                                  * communications policies to maximise dissemination of information 
and  enable the growth of electronic networks

                                                                              * foreign investment and trade policies to 
strengthen technology diffusion on a global basis

                                                       * regional policies to improve complementarity between 
different levels of government initiatives

4.  Continuing Advisory Function relating to the formulation of national science, technology 
and innovation policies. 

5.  Technology Forecasting & Foresight 

6. Ad hoc sources of expert scientific advice on major (controversial) issues of public policy  

7.  Policy implementation; 
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National Resource Allocation Functions 
 

8.  Resource Allocation for Science, Technology and Innovation; 

9.  Establishment of a Science Budget, at least as an information tool 

10.  Design and Use of Policy instruments to finance and encourage S, T & I activities 

 

                   Support of S, T & I within Government 

                                           Budgetary Allocations

                                           Competitive Systems

                                           Sale of S, T & I services

Use of Performance Contracts between Ministries and their laboratories

Creation of Government-Owned Contractor-Operated (GOCO) facilities

                   Support of S, T & I outside  Government 

                                          Competitive Systems (Grants and/ or loans)

                                          Contracting for technical services, including R&D

                                          Use of Government Purchasing Power

                                          Venture Capital linked to equity or royalty schemes

                                           Creation of Tax Incentives

11.  Establishment of Rules for Financial Administration 

 

Regulatory Functions: 
 

12.  Policy for standards, metrology etc. 

13.  Policy for intellectual property; 

14.  Policy for protection of health, safety and the environment. 

 

 

Shared Implementation Functions                                              
(Involving stakeholders from all sectors of society) 

 

Financing of Innovation-related Activities: 

Statistical data on Sources of financing S, T & I  
1.   Financing by government 
2.  Financing by private sector 
3.  Financing by universities or other tertiary education bodies 
4  Foreign bilateral financing 
5.  Foreign multilateral Financing 
6.  Domestic financing of Foreign S,T & I 
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15.  Financing of government S,T &I activities; 

16.   Financing of private sector S,T&I activities;    

 17.  Financing of university S,T & I activities 

18.  Use of government purchasing power 

19.  Financing of foreign S,T &I activities; 

20.  Foreign (bilateral )financing of domestic S,T&I activities; 

21.  Multilateral financing of domestic S,T&I 

 

Performance Functions: 
 

22.  Performance of  R&D of all kinds;  general overview 

 

Statistical data on performance of Research, development & innovation 
1.  Performance of R, D & I in government 
2  Performance of R, D & I in Private sector 
3.  Performance of R, D & I in Universities 
4  Performance of R, D & I in other bodies (eg NGOs) 
 

23.  Performance of R&D in government institutes 

24. Performance of R&D in Universities 

25.  Performance of R&D in private sector 

26.  Performance of R&D in State Corporations 

27 Creation of innovative goods, processes and services 

 

Creation of Linkages and Knowledge Flows 
 

28   Networks, joint ventures or consortia for R&D; 

29.  Networks, joint ventures or consortia for exploitation of intellectual property; 

30.  Mechanisms for evaluating , acquiring  and diffusing best-practice technologies; 

31.  Mechanisms to link R&D outputs to practical use, including brokerage services; 

32.  Technology extension service for SMEs; 

33.  Linkages to regional interests, programs and activities within the country; 

34.  Linkages to international S&T activities; 

 

 

Human Resource Development  and Capacity-building Functions:
 

35. Programs and facilities for the education and training of S&T personnel at  levels of 
engineer, researcher and manager; 

36. Programs and facilities for the education and training of S&T personnel at level of 
qualified  technician; 

37.  Programs and facilities for the education and training of skilled workers 
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38. Programs and facilities to upgrade teaching of science and technology in the school 
system 

39.  Programs to promote international training of S&T personnel; 

40.  Programs to promote improved management of technology; 

41.  Mechanisms to maintain the vitality of the national S&T community; 

42.  Stimulation of public interest in and support of national initiatives in S&T 

43.  Building an innovation culture by 

* Helping firms improve their management of technical change

* improving incentives for new firm start-ups

44. Public Institution Building for Science, Technology and Innovation 

*  definition of public purposes to be served by institutions

*  Creation of institutional capacity, capability and competence in S&T;

*  Creation of financial regulations covering institutions involved in S, T & I activi6ties

 

Technical Service and Infrastructure Functions 
 

Establishment, operation and maintenance of 

45.  Information services (including libraries, data bases, statistical services, a system of 
indicators) 

46.  Communications systems, including reliable Internet access; 

47.  Technical services including product testing, trouble shooting, calibration, resource 
surveys; 

48.  Facilities for metrology and standardization, 

49.  Services to promote improved industrial design; 

50.  Mechanisms to promote productivity and/or competitiveness 

51.  A system of awarding, recording and protecting intellectual property 

52.  Mechanisms to ensure the protection of safety, health and the environment. 

53.  Special facilities (e.g. incubators, science parks) 

54.  Major national facilities for research. 
 
 
The use of the concept of a national system of innovation as a framework for policy is  an attempt to signal a 
radical departure from the current situation and understanding, replacing the old with a new view of the role 
and status of the sciences,  (including the social and human sciences), engineering and technology in national 
development. The perception by many countries that technical change is the primary source of economic 
growth means that economic and S&T policies have to recognize as central concerns the two  processes  - 
innovation and technology diffusion - which are the agents driving that technical change.   
 
For the purposes of analysis, a national  system of innovation can be thought of as a set of functioning 
institutions, organizations and policies which interact constructively in the pursuit of a common set of social 
and economic goals and objectives, and which use the introduction of innovations as the key promoter of 
change. 
 
The four key interests, then, of any country can be thought of as being: 
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� to ensure that it has in place a set of institutions, organizations and policies which give effect to the various 
functions of a national system of innovation; 

 
� to ensure that there is a constructive set of interactions among those institutions, organizations and policies;  
 
� to ensure that there is in place an agreed upon set of goals and objectives which are consonant with an 

articulated vision of the future which is being sought; and 
 
� to ensure that there is in place a policy environment designed to promote innovation. 
 
The elements of a national system of innovation - the individuals, organizations, and  policies - are to be found 
in most countries.  What distinguishes the successful from the unsuccessful national system of innovation is its 
capacity to promote constructive interactions among these many elements to overcome past patterns of  lack of 
coherence, deep fragmentation of effort, and often enormous imbalances in access to resources. This capacity, 
in turn, has to spring from the mind-set of the individuals and organizations within the system - it is not 
something which can be created by decree.  
 
The importance of interactions within a national system of innovation was underscored in a major OECD 
Report3 when it was argued that  
 

“The interactive character of the innovation process calls for organizational structures and mechanisms to ensure 
the appropriate interactions and feedback inside corporations as well as among various institutions that make up 
the national systems of innovation.  For both analysis and policy, this model underscores the importance of co-
operation between firms and institutions, and, thus, the role played by links and networks involving different 
organizations.  The growth of inter-firm alliances represents a major change in the area of innovation.  These 
emphasise, in particular, the increasing symbiosis between science and technology, the pervasive nature of some 
key, contemporary technologies, and the synergy and even fusion of some technologies.” 

 
Three principal reasons underlie the utility of the concept of a 'national system of innovation' as a basic framework 
for policy analysis:  

 
1 It affords an opportunity to think of means for the promotion of coherence and integration among national 
activities, 

 
2 It offers a means of identifying what needs to be done without automatically tying the necessary functions  to 
any particular institution or organization which is currently in place; and 

 
3 It focuses attention on 'innovation' - on doing new things in new ways - rather than simply on the 

production of knowledge. 
 
It is important to recognize the wide range of stakeholders who are or can be responsible for implementing this 
array pf functions.  We turn provide below an indicative list of potential stakeholders in any national system of 
innovation. 

 

 
3.      3 “Technology and the Economy: the Key Relationships” OECD, Paris, 1991 
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Stakeholder Groups within a national System of Innovation and typical members 
 
Government 
 central policy and financing agencies 
 relevant Parliamentary or Congressional  Committees 
 science councils and/or other government S&T Institutes 
 departments of government, including those with regulatory functions 
 state corporations 
 defence forces, especially their technical support groups 
 government advisory mechanisms     
 other levels of government 
 
Business 
 large local corporations; 
 local subsidiaries of transnational corporations (TNCs) 
 SMEs in the formal sector; 
 Business Associations 
 Micro-enterprises in the informal or subsistence sectors; 
 
Education and Training institutions 
 Universities; 
 Technical Colleges; 
 Teacher training institutions; 
 primary and secondary schools; 
 other education or training institutions including apprenticeship organizations.  
 
Multipartite Bodies 
 
 Any National Consultative mechanisms dealing with economic policy 
 
Organized Civil Society 
 
 Labour Unions, especially those dealing with technical change; 
 NGOs, including those delivering technical services and sectoral policy advisory bodies interested in 

technical change; 
 NGOs involved in S&T education; 
 Professional and Academic Societies 
 
Interested outsiders 
 Other countries in the region, especially the participants in their national systems of innovation; 
 Other developed countries, including both the participants in their national systems of innovation and 

their Official Development Assistance Agencies. 
 Multilateral Agencies active in the country (including the World Bank, WHO, UNESCO etc) 
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The Application of this approach  
 
This approach to the analysis of national systems of innovation was first developed by Mullin Consulting 
Ltd during the preparation of South Africa’s “Green Paper on Science and Technology” in 1995-96 and was 
used as the basis of the subsequent “White Paper” published in 1997. 
 
In subsequent years, the methodology of analysing the functions of a national system of innovation has been 
used successfully in countries as diverse as  the Peoples Republic of China, The Kingdom of Jordan, Chile, 
Peru, Venezuela, El Salvador, and Guatemala.  The methodology is now a standard element of the pre-
investment studies required by the InterAmerican Development Bank prior to the negotiation of S&T Loans.
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Scottish Parliament Enterprise and Culture Committee 
meeting: evidence session on business growth inquiry, 
27 September 2005 
 
Written Submission from the Scottish Funding Councils on the role 
of education and skills development in growing the economy. 
 
 
Background 
 
1 The Enterprise and Culture Committee has invited the Scottish Funding 

Councils to give evidence on the issue of education and the economy, 
as part of its inquiry into business growth in Scotland over the next ten 
years.  It has also invited the Councils to provide a written submission 
in advance of the meeting. 

Scottish Further and Higher Education Funding Council (SFHEFC) 

2 The Scottish Further and Higher Education Funding Council (SFC) will 
be established formally on 3 October 2005 under the terms of the 
Further and Higher Education (Scotland) Act 2005.  The new Council 
will replace the current Scottish Further Education Funding Council 
(SFEFC) and the Scottish Higher Education Funding Council (SHEFC)  
as the body that allocates funding for teaching and learning, research 
and other activities in Scotland’s colleges and universities.  There are 
43 colleges of further education (FE) and 20 higher education (HE) 
institutions in Scotland.  In 2005-06 the Council will allocate about £1.3 
billion. 

3 The new Council will also provide advice to Scottish Ministers, work 
with institutions to support Ministerial priorities and ensure that there is 
coherent provision of high quality FE and HE, have a duty to ensure the 
quality of FE and HE is addressed and enhanced, will monitor 
institutions’ financial health, support management and governance in 
institutions, facilitate strategic change in the sectors, and will gather 
evidence and data to monitor progress. 

4 Although one of the new Council’s roles will be to encourage 
knowledge transfer, for example from higher education to business and 
industry (which clearly has an influence on growing the economy), this 
submission does not cover that specific role, but focuses on the role of 
further and higher education learning and teaching and skills 
development in growing the economy, as requested by the Committee. 

5 The Minister for Enterprise and Lifelong Learning recently sent his 
initial guidance to the new Council, outlining his vision for the Council to 
play its part in developing all aspects of Scotland’s further and higher 
education to be world-class.  He acknowledged that Scotland’s 
colleges and universities “together provide a comprehensive range of 
opportunities for publicly funded learning, which are critical to growing 
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the Scottish economy, supporting our culture, and creating an inclusive 
society where everyone can contribute”.  The inquiry needs to 
recognise that broad vision of the role of Scotland’s colleges and 
universities, and our role as a Council in working in partnership with 
institutions and our many other key partners.  

The further and higher education system in Scotland 

6 The current Councils allocate funding to Scotland’s colleges and 
universities with funds provided by the Scottish Executive (Enterprise 
and Lifelong Learning Department).  However we neither plan, design 
nor deliver the qualifications that colleges and universities prepare 
students for, nor the courses and programmes of study that students 
follow.  Neither do we have a major influence on those qualifications 
and programmes.  This is the responsibility of both the colleges and 
universities and, in the case of most FE qualifications (particularly 
vocational qualifications) of the Scottish Qualifications Authority – SQA, 
or professional bodies in the case of many HE programmes of study.  
Employers and/or employer bodies are represented on appropriate 
SQA committees and on professional bodies, where they exert a 
significant degree of influence over programmes and qualifications. 

7 Our main role is, and will be, to ensure an appropriate volume of 
provision of high quality FE and HE, delivered by responsive and well-
managed institutions.  It is not our role to plan course provision in a 
detailed way, although across the UK some have argued that Funding 
Councils should use precise workforce planning models.  Apart from 
some specific public sector professional qualifications, such as 
teaching, nursing, medicine and veterinary science, we do not control 
or restrict the number of student places on courses taught in Scotland’s 
colleges and universities. 

8 In Scotland there is a wide acceptance that detailed central planning is 
extremely unlikely to deliver more effective outcomes than our current 
system, which is largely driven by learners’ choices.  We believe, and 
have evidence from our engagement with institutions, that effective, 
well-managed and responsive colleges and universities are far better 
placed to make decisions on the programmes they offer, responding to 
their particular markets and communities, whether local, regional, 
national or international.  The evidence from both learners and 
employers is that on the whole the system works remarkably well. 

9 It is true that this market does not operate perfectly – student demand 
is sometimes based on poor information or institutions are sometimes 
constrained in how they can respond to demand.  But we believe that 
the best way forward is to help make this market work better: to 
strengthen the extent to which the well-informed learner or potential 
learner is, in fact, driving the system. 



EC/S2/05/20/7 

 3

Evidence on how well Scotland’s colleges and universities are fulfilling 
this role 

10 The Councils, often in partnership with other key agencies in Scotland, 
have done much to examine and understand the needs of the economy 
(including employers’ needs) and the skills of the workforce, to improve 
the ability of colleges and universities to help learners improve their 
skills and employability, and to highlight variations in participation and 
achievement in learning, as well as variations in supply.  All agencies 
have been keen to put in place a solid conceptual and evidence base 
from which to make progress.  The annex gives examples of a range of 
studies, surveys and reports that we have commissioned or published. 

11 We have developed close working relationships with Scottish 
Enterprise (including Futureskills Scotland), and the Skills for Business 
Network (including Sector Skills Councils) including being represented 
on the Scottish Project Board for Sector Skills Councils’ Agreements.  
The annex gives details. 

12 Broadly speaking, the evidence from our recent reports and from our 
engagement with business and key stakeholders is that Scotland is 
doing well.  Participation rates in both FE and HE in Scotland are high 
and have increased significantly in the last fifteen years.  The 
proportion of the workforce with HE qualifications is high, has grown 
substantially in the last ten years, and is above that of the rest of the 
UK.  Scotland has a relatively high proportion of its population who are 
graduates compared to other OECD countries.  Employers and 
learners express high levels of satisfaction with courses and believe 
these prepare them well for work (see annex for details). 

13 However, although the picture is generally positive, it is not easy to 
evaluate the contribution of this high participation and achievement in 
learning and skills development to growth in the economy.  Of course, 
learning and skills is only one contributor, albeit a very important one, 
towards economic development – along with fiscal policy, transport and 
infrastructure etc. The Committee has already heard evidence that 
issues of productivity are critical in Scotland and that, despite success 
in learning and skills development, Scotland still lags behind many of 
its competitors in business growth. 

Areas for further development 

14 Despite the generally positive picture, some groups are doing less well 
educationally.  Both our Supply and Demand of FE study (see annex) 
and an imminent Council publication, ‘Learning for All’, highlight 
continued pockets of geographic under-performance, particularly in 
Scotland’s areas of high deprivation.  The evidence is that many of 
those on low income or not economically active also have lower 
qualifications and educational achievements than average.  Some 
geographical areas suffer from extensive and long-term disadvantage, 
often resulting from changes to the structure of the local labour market.  
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Education has a key role to play here, and the Council is but one player 
alongside schools, community learning, enterprise and regeneration 
bodies.  This cannot be a short-term issue.  Scotland needs a realistic 
long-term strategy as well as action agreed in partnership with these 
other agencies if we are going to succeed.  Otherwise certain areas, 
particularly in the West of Scotland, will act as an ‘economic drag’ on 
Scotland’s overall performance. 

15 The ‘Learning for All’ report outlines how Scotland needs to act 
collectively to tackle this issue.  Much is about raising aspirations from 
an early age with specific interventions.  The Council has funded Wider 
Access Regional Forums for some years, which bring together all the 
colleges and universities in an area to work collectively to widen 
participation and improve achievement and progression for under-
represented groups.  The successful ‘GOALS’ project (Greater 
Opportunity of Access and Learning with Schools) is one project that 
the West Forum has delivered in approximately 230 primary and 
secondary schools across up to thirteen local authorities in the West of 
Scotland.  Around 48,000 pupils benefit annually.  It aims to raise 
awareness about higher education and encourage pupils from schools 
with low participation rates to consider higher education both in 
colleges and universities as an option. 

16 There are other areas for improvement too.  There appears to be a 
growing educational gender gap with boys doing less well at school, 
college and university.  We are keeping a close eye on available data.  
We also need to make sure that our high rates of participation in FE 
and HE also lead to better outcomes for individuals in some areas in 
terms of achievement, progression and employability.   

17 There is also a continual need to improve the curriculum offered and 
how it is taught, such as integrated work placement being built into a 
greater range of academic courses.  The Councils and the college and 
university sectors are working together on the agenda set out in our 
publication Learning to Work, which set out our approach to enhancing 
employability and enterprise in further and higher education.  We 
believe that taking forward this agenda will add value both for 
individuals in their careers and for Scotland by becoming a higher 
skilled, more confident and more enterprising community. 

Learners’ needs 

18 In focusing on Scotland’s economic needs and the needs of employers, 
it is important not to forget the learner.  It is learners who participate 
voluntarily in learning at college or university, and need skills and 
qualifications to offer in the labour market today, whether as employees 
or self-employed, whilst being adaptable for tomorrow’s labour market.  
The language sometimes used which describes colleges and 
universities as “suppliers of skills” can therefore be misleading.  
Learners have to take responsibility for their own learning, careers and 
lives.  Their own motivations, achievements and aspirations will 
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ultimately be the strongest influence on the strength of the economy in 
Scotland. 

Conclusion 

19 Learners and employers on the whole report that Scottish further and 
higher education is doing reasonably well in preparing people for their 
lives and careers.  However, Scotland should not be complacent and 
we need to give attention to: 

• excluded groups and communities who lack skills and qualifications 
and may therefore act as a ‘drag’ on the economy; 

• continuing to improve the way that the ‘learning market’ operates 
by improving information flows and the ability of institutions to 
respond; 

• continuing to develop teaching and learning approaches and the 
curriculum to help learners develop their employability; and  

• emphasising the responsibility of learners for their learning, their 
careers and lives and encouraging them to become enterprising, 
creative and confident people. 
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Annex 

Council studies and evaluation of the post-16 learning system 
in Scotland and our relationships with key stakeholders 

Futureskills Scotland survey 

1 We worked closely with Futureskillls Scotland in the development of 
their Scottish Employers Skill Survey, 2004.  A specific report on how 
colleges, universities and employers engage with each other was 
prepared.  Broadly speaking the evidence is that Scotland is doing well 
in equipping learners with relevant skills for work.  Over 80 per cent of 
employers reported that college leavers and university graduates in 
Scotland were well prepared for work in terms of technical and softer, 
core skills.  Skill shortages in Scotland were not reported as 
widespread, equating to less than 1 per cent of all employees. 

Supply and demand of further education – SFEFC 
(see Council website – www.sfc.ac.uk) 
 
2 SFEFC published an extensive study of the Supply and Demand of 

Further Education in Scotland (DTZ Pieda) earlier this year, overseen 
by a steering group of key stakeholders (including Scottish Enterprise, 
Highlands & Islands Enterprise and the Scottish Executive, as well as 
colleges and HEI representatives).  The report concluded that demand 
from learners and employers for college courses is buoyant and is 
likely to continue to be so.  Learners and employers continue to 
express positive attitudes and interest in college provision.  The study 
also highlighted the role colleges play in helping individuals gain skills 
and qualifications for self-employment, particularly in specific 
vocational areas where the main qualification required is likely to be at 
sub-degree level.  In the past fifteen years the size of the FE sector, 
measured in volume of activity, has almost doubled. 

Higher education baseline report – SHEFC 
(see www.sfc.ac.uk) 

3 A key justification for public investment in higher education (HE) is the 
economic benefit that graduates bring to the economy.  Some HE is 
directly vocational, serving particular professions – including many 
public-sector professions such as medicine or teaching.  Other subjects 
are more general.  But the skills that all graduates develop during their 
HE study and how well these relate to the needs of the economy, are a 
key output.  Our joint corporate plan confirms our support for 
institutions responding to skills requirements, employers’ needs and 
labour market projections through regularly reviewing their provision. 

4 SHEFC published a comprehensive study of the provision and role of 
higher education in Scotland in 2004 – its Baseline Report.  A recent 
update to the report showed that after graduation, almost 65 per cent of 
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students went into employment and 24 per cent into further study, 
sometimes combined with work.  In the past fifteen years the number of 
students graduating from Scottish higher education institutions has 
increased by two and a half times.  The proportion of the workforce 
with HE level qualifications has grown from 17 per cent in 1992 to 
about 28 per cent in 2002, and is likely to increase given the relatively 
recent increased participation in HE.  Scotland has a higher than 
average proportion of graduates in its population than most other 
OECD countries (higher than Japan, Spain, Sweden, Ireland, France, 
Italy, Germany and Austria). 

Longitudinal study of college and university leavers 
(see www.sfc.ac.uk) 
 
5 A recent publication (2005) by both Councils, ‘On Track’, contained the 

findings from a longitudinal study of people leaving Scotland’s colleges 
and universities with a qualification in 2004.  This confirmed the main 
reasons learners are studying as relating to acquiring skills and 
knowledge and career development.  Satisfaction levels with both 
choice of institution and course are high.  Almost all believe they have 
learned things that will be useful in a job and have improved their 
chances of employment.  The majority of those who have obtained 
employment consider their job to be appropriate for their level of 
qualifications and skills. 

Learning to work – SFC 
(see www.sfc.ac.uk) 
 
6 SFEFC and SHEFC published a paper earlier this year on their 

approach to enhancing employability and enterprise in FE and HE, 
‘Learning to Work’.  We defined employability in the context of further 
and higher education as being “a set of achievements – skills, 
understandings and personal attributes – that make individuals more 
likely to gain employment and be successful in their chosen 
occupations”.  We would not feel it appropriate for Scotland’s colleges 
and universities to measure their success in enhancing employability 
purely in terms of how successful their learners are in gaining 
employment.  There are clear external factors over which they have no 
control (such as the state of the labour market or learners’ personal 
circumstances).  Instead institutions should look for other evidence 
such as improvements in confidence, indicators relating to retention, 
attainment and achievement, and feedback from learners and former 
learners.  Employment outcomes could then be used as further 
evidence. 

 
7 The paper also confirmed that education should help to foster and 

develop an enterprising spirit and enterprise skills.  The labour market 
needs enterprising people, both to be effective employers or 
employees, and also to create ideas and have the confidence, 
determination and skills to translate those into positive action, for 
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economic or social benefit.  This is often associated with self-
employment or entrepreneurship, but these characteristics are also 
valued within many employment environments. 

8 In order to enhance their employability, learners need to be able to 
make informed choices about learning, training, and employment 
throughout their lives, recognise and build up their achievements in 
ways that are relevant to the labour market, and learn how to make 
their achievements relevant to employers.  Learning providers can help 
by enabling learners to acquire relevant skills and attributes, providing 
work-related experience opportunities, helping learners to manage their 
own learning, and through career education, information and guidance. 

Engagement with industry 

9 Colleges and universities need good intelligence on the labour market 
to be responsive, and to be aware of key trends and priorities for 
employment in specific industry sectors.  The UK’s Skills for Business 
Network, including licensed Sector Skills Councils, is one network that 
we are fully engaged in.  We sit on the Scottish Project Board 
responsible for developing Scottish sector skills agreements and are 
committed to working with the network, seeking to facilitate better 
dialogue between learning providers and employers.  Ministers 
launched the first four agreements in Scotland on 14 September. 

10 There are many examples where the Council has supported Scotland’s 
colleges and universities to better meet the needs of specific industry 
sectors, such as a feasibility study to explore the reconfiguration of 
available provision for the food and drink manufacturing industry, or 
financial support to improve the capacity of colleges in the Highlands to 
respond to increasing demand from employers for construction training.  
The Council sees its role here both as a broker or facilitator of better 
dialogue between employers and colleges and universities, as well as 
helping to effect strategic change by specific development funding for 
such initiatives. 



EC/S2/05/20/8 

Enterprise and Culture Committee - Written Evidence 
 
ENTERPRISE AND CULTURE COMMITTEE  

BUSINESS GROWTH INQUIRY 27th SEPTEMBER 2005  

SUBMISSION FROM the Scottish University for Industry (learndirect scotland)  

1. Background  

learndirect scotland services are delivered by the Scottish University for Industry (SUfI). SUfI was 
established by the Scottish Executive as a private limited company in 1999, responsible to 
Scottish Ministers. It became a non departmental public body, responsible to Scottish Ministers, 
in April 2005, and retains its private limited company status. 

In direct support of the Scottish Executive’s Lifelong Learning Strategy, the mission of learndirect 
scotland is to help individuals and small businesses across Scotland to realise their potential 
through learning, at a time, place, pace and style that suits their individual needs. 

Working closely with our key partners, we seek to enhance the skills and employability of 
individuals and the competitiveness of companies, by encouraging disadvantaged and disaffected 
people back into learning to improve their personal and work-related skills and by helping small 
businesses to access training and development opportunities for their staff 

To support these aspirations, learndirect scotland has established a sophisticated, technology-
enabled, national infrastructure, including a network of 500 quality assured, client-focused 
learning centres; a national database of over 100,000 quality assured learning opportunities; a 
range of national information and advice helplines; and a team of field-based support staff who 
assist learning centres and small businesses across Scotland to engage more effectively and 
efficiently with their clients. 

More information about learndirect scotland can be found on www.lds4partners.com. 

2. Context 

learndirect scotland has been invited to provide evidence to the Enterprise and Culture 
Committee’s enquiry into sustainable business growth in Scotland. One of the issues to date in 
the Committee’s ongoing enquiry is the key role of education and skills development in both 
providing workforce needs and wider educational needs in growing the economy. 

This submission addresses these specific points within the context of the five key areas which are 
being investigated currently by the committee namely: 

◊ why is business growth in Scotland lower than other parts of the UK and other regions and 
countries worldwide?  

◊ what challenges will we face as we seek to stimulate long-term, sustainable business growth 
in Scotland?  

◊ what are we currently doing to tackle these challenges, how effective are our efforts and what 
should we be doing both in the public and the private sectors to increase their effectiveness?  

◊ can we learn from others and can we identify best practice that can be replicated in 
Scotland?  

 Page 1
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◊ what is our vision for the next decade in terms of business growth and how are we going to 
get there?  

3. Why is business growth in Scotland lower than other parts of the UK and other 
regions and countries worldwide?  

We have noted and welcome the conclusions contained in the submissions from Future Skills 
Scotland which provide evidence that Scotland ’s workforce compares very favorably with the 
world’s best performing economies, Our own view, based on very extensive contact with small 
businesses across the length and breadth of Scotland, is aligned with those of employers and of 
the Sector Skills Councils that, while Scotland’s skills are generally fit for purpose, there a number 
of specific areas in which the availability of skills does not meet the market’s requirements. We 
believe that this may contribute to lower business growth than is desirable. Specific issues 
include: 

• gaps in the skills of some people in jobs that typically require lower levels of skills and 
qualifications;  

• the apparent lack of readiness for work of people going directly from school into work; 
and  

• employees who have gaps in their skills, particularly in relation to their ‘softer’ skills.  

Social and economic exclusion represents a serious drag factor on economic success, yet there 
is little existing data which suggests consideration of the numerous causal indicators and linkages 
which affect employability. Linked to the skills profile of the workforce should be the skills profile 
and learning needs of individuals who may be unemployed and categorised as ‘socially 
excluded’. To optimise the contribution and development of this sector of the population involves 
issues beyond just education and training.  Many individuals require other forms of support, such 
as childcare, funding for learning or finding the time if they are to fulfill their true potential and 
contribute fully to the modern economy and to the fabric of Scottish society. Through learndirect 
scotland’s work, the Scottish Executive is addressing these issues in an increasingly focused 
way.  
 
Scotland’s growth will also be impaired by the challenges that we face in competing in a global 
market. This is fairly well covered in the existing evidence. However, given improvements in 
telecommunications and transportation, allied to the fact that our economic competitors often 
have a clear competitive advantage through lower labour and living costs, we will continue to see 
a leakage of jobs which require lower skill sets, to other countries, with the probable exception of 
the service industries, such as transport and tourism.   

These factors will aggravate the economic divide in the UK as low skilled jobs continue to 
disappear.   Individuals entering or engaged in the jobs market with inappropriate or redundant 
skills will find a reduction in employment opportunity leading to greater social polarisation.   This 
is a key issue and is recognised as one which demands early action.  

We support the various initiatives spearheaded by the Scottish Executive to ensure that a sound 
base of key skills is developed at every possible stage of public intervention to give people 
support and flexibility to re-train in those occupational skills which are required in growth or 
competitive industries. The very establishment of learndirect scotland represents a bold and 
innovative approach to these issues by the Scottish Executive. 

4. What challenges will we face as we seek to stimulate long-term, sustainable 
business growth in Scotland?  

 Page 2
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Globalisation in its widest sense will be the challenge, even for the newer industries like bio-
technology. Technology is already causing geographical boundaries to disappear – we are close 
to a single global marketplace. E-bay trading is a significant example of a global consumer 
marketplace. Why buy from a local retailer when the same item can be purchased directly from 
the manufacturing country and, even after customs charges, can represent significant savings to 
the consumer. 
 
Economic survival will be heavily dependant on Scotland’s ability to train an entirely different type 
of employee with greater emphasis on entrepreneurship, knowledge application and a global 
perspective as well as the more obvious transferable skills and behaviours. Customer care and 
interpersonal skills are coming increasingly to the fore, as businesses recognise that their people 
are their strongest asset and will set them apart from their competitors. 
 
We can predict to some degree what the Scottish economy will look like in the future – we know 
that the Scottish economy will not work in isolation.  Research suggests that, in terms of volume 
employment, there will be continuing emphasis on service sector jobs.  Much of the traditional 
manufacturing base will disappear.  
 
In higher technology-based manufacturing, there will be an increasing need for higher level skill 
sets as volume production activity continues to be the focus of developing countries where labour 
costs are lower. Regardless of what we forecast, the transferable skills, knowledge and attitude of 
our people will be our competitive advantage.  
 
In Scotland one of our greatest challenges is inherent in the demographics of the Scottish 
business community where in just over 250,000 businesses 98% employ less than 50 people and 
93% employ less than 10 people1. Research undertaken prior to the launch of the learndirect 
scotland for business service in July 2002, showed that one of the main barriers to learning and 
training in SMEs was not just cost or downtime, but having the time and resource to plan and 
implement effective training for staff.  
 
In response to these findings, through learndirect scotland for business, the Training Partner 
service was introduced. Building on partnership principles, each SME with which we engage, has 
access to a Training Partner who will provide a tailored approach to match the individual business 
needs helping them identify and secure appropriate business training. This impartial service is 
especially appropriate to organisations that do not have a specific training or human resource 
function.  Since its inception in May 2002 to August 2005, learndirect scotland for business has 
received 10,048 enquiries (7,345 via the helpline) from Scottish businesses and the Training 
Partner service has provided ‘face to face’ advice and guidance to 2,562 SMEs. As a result of this 
direct intervention from the Training Partner visit, 1,983 SMEs have adopted a planned approach 
to ongoing training and development of staff.   In our continuous service evaluation research, 
SMEs that have experienced the Training Partner service are asked to rate the visit and this has 
found that 87% of businesses considered the Training Partner visit to be valuable2

 
In addition, the network of 500 learndirect scotland branded learning centres also offers support 
to SMEs providing learning opportunities in a quality assured learning environment. To date 171 
branded centres now provide tailored services to the Scottish business community and are 
currently supporting 1,072 businesses. learndirect scotland has a team of learning centre 
development officers who provide the support to branded centres who wish to engage with SME 
learners. This is proving to be a highly effective channel with 21,209 learners from businesses 
having undertaken learning in a branded learning centre in the period of 1st April 2004 to 31st 
August 2005. 

                                                 
1 Scottish Executive   - Scottish Economic Statistics 2004 Website ONS (IDBR) 
2 Business Service Evaluation Research December 2004 (Progressive Partnership) 
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5. What are we currently doing to tackle these challenges, how effective are our 
efforts and what should we be doing both in the public and the private sectors to 
increase their effectiveness? 

One of the most powerful and potentially most effective stages to address in the lifelong learning 
continuum, has to be the years spent in formal education, an area where significant initiatives, 
such as the promotion of life and social skills, Skills for Work courses and the overall Determined 
to Succeed programme, have been introduced to effect change at national level. Such initiatives 
will of course take time to effect change at a national level.  Staff in the formal educational system 
would not necessarily define their role narrowly as accommodating the future skills needs of the 
individual in a dramatically changing economy. However, the Scottish Executive Education 
Department’s commitment to ensuring that formal education provides Education for Life is to be 
commended as a crucial and necessary first stage in preparing our young people for a lifetime of 
learning in our rapidly, and dramatically, changing economy. 
 
Scotland needs to be developing educated change managers. We need to focus of self 
sustainability; we need to grow individuals who will recognise that lifelong learning is not a choice 
but a fundamental survival issue.  
 
In the 21st century there are still a high number of adults in Scotland who do not have basic 
literacy and numeracy skills or the skills they need to progress at work. A significant piece of 
research that has influenced policy in many countries is 'The International Adult Literacy Survey' 
(IALS). It concludes that 23% of adults in Scotland may have low skills and another 30% may find 
their skills inadequate to meet the demands of the 'knowledge society' and the 'information age’.3   
 
There is some very significant work being done with all these groups. Learndirect scotland is one 
of a number of agencies, set up by the Scottish Executive, which is focusing now on the hardest 
to reach client groups. Individual learning is changing as a result of the approach of learndirect 
Scotland. Working closely with our key partners: 

 
◊ learndirect scotland continues to develop as the national organisation stimulating demand 

and providing information on life long learning opportunities in Scotland. 
◊ the 500 quality assured learndirect Scotland branded learning centres, with the pledge to 

learners at the heart of their ethos, continue to address accessibility issues  
◊ the direct engagement with small employers and employees creates a commitment to the 

value of learning in terms of company competitiveness 
◊ collaboration with learning providers results in greater flexibility in delivery and 

appropriateness of learning content. 
 
Tackling these issues is where the role of learndirect scotland is crucial. Learner and employee 
motivation is a complicated issue.  From our continuous research studies4 we know that the 
strongest motivator for individual learners continues to be job related, with callers to our main 
helpline either looking to change their job or improve their existing career prospects. However 
there will still be a real need to stimulate those who have fallen through the net, the 50% of school 
leavers whom Michael Barber labeled as ‘the 3Ds’, the disappointed, the disaffected or 
disappeared and to support those who need to retrain due to changing industrial practices or 
assist those people who are returning to work after a break or looking after children.  

 
Employer motivation raises a difference range of issues. Organisations operating on tight margins 
or where competition is severe may be less inclined to provide any training that does not make a 
direct contribution to productivity. Piecemeal training which is not part of a clear, considered, 

                                                 
3 Adult Literacy and Numeracy in Scotland – Scottish Executive 2001 
4 learndirect scotland learner tracker studies (Progressive Partnership) and Advertising and Attitudinal 
Tracking Studies (Progressive Partnership)  
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development path for an individual and company is less likely to be sustained or successful.  
Incentives for employers to adopt structured training for their staff which is job related e.g. 
apprenticeship type schemes, may encourage employers to provide training for staff which is 
relevant, high quality and sustainable. 
 
Small businesses as mentioned earlier have limited time and resources to dedicate to workforce 
training and development and do not necessarily see the connection between investment in 
training and competitiveness or profitability. Some intervention that helps fill that gap for them can 
be effective. The Training Partner model developed by learndirect scotland for business, where 
staff experienced in identifying and securing business critical training support for small 
businesses, has made significant progress and may offer a basis for further work. 
 
Most medium and large companies see skills development as crucial to their competitive position 
but they could be helped to be more effective in communicating their needs to providers of 
training and development. Many companies and learning suppliers choose not to engage with 
bodies that could be critical in supporting them, like the Sector Skills councils..  
 
learndirect scotland are actively engaged with the Sector Skills Councils at policy and operational 
level to contribute our experience and knowledge of small business needs and to collaborate on 
projects that will increase awareness and access to learning opportunities tailored to individual 
sectors.  
 
We would suggest that the perennial 'SME issue' might be addressed more effectively by 
grouping businesses and sharing their needs to create pools of local skilled workers rather than 
trying to address each small business individually. Such pools providing a base of skills, would 
then assist individual approaches by SMEs to suit their own particular needs and lower concern 
over 'training our workers to leave'. 
 
Releasing staff for training or working across dispersed or remote geographical locations can 
present barriers to businesses. Since the launch of learndirect scotland for business we have 
successfully run pilots of e learning with 980 SMEs5 using our ‘on line for success’ e learning 
project. This provides a ‘taster’ of e learning and demonstrates practically, how it can assist 
training and staff development while overcoming the time and cost barriers. 
 
Employers need to see that there is a vast array of ‘just in time’, ‘just enough’ or ‘fit for purpose’ 
training available to them at a time, place and pace that suits their needs. It’s not all about 
qualifications – often the skills they need already exist within their workforce, or can be met by 
engaging in short courses or e-learning. This is an important message and one that will 
encourage employers to take action. 

6. Can we learn from others and can we identify best practice that can be 
replicated in Scotland?  

Learndirect scotland is increasingly recognized as a good practice example of a publicly funded 
yet fleet of foot, innovative and responsive learning organisation. We have had a number of 
requests and study visits from Europe and beyond the 500-strong learndirect scotland branded 
learning centre network is developing into a key delivery platform and national asset for Scotland.  
 
Learndirect scotland has been selected by an independent jury of eminent experts as one of 76 
cases across the enlarged European Union and EFTA countries which have been identified as 
Good Practice Cases for the eEurope Awards for eGovernment - 2005. All 76 cases selected 
represent top projects for "Transforming Public Services" throughout Europe. learndirect scotland 

                                                 
5 May 2002 to 31st August 2005 source learndirect scotland  
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will receive a European Commission eGovernment Good Practice Label and be included in the 
eGovernment Good Practice Framework. 
 
This best practice award recognises the range of work we do; we stimulate demand, provide 
information, remove barriers, create flexible responses and drive innovation, particularly in the 
areas of e learning, individual learning and local employer needs.  
 
We will continue to assist in developing national awareness of and regard for lifelong learning, as 
well as addressing SME and individual needs with a supportive personalised 21st century service. 
Our pledge to learners, quality standard underpins our vision of individual employability and 
organisational competitiveness. 
 
We have a number of case studies which we will happily make available to the enquiry.  

7. What is our vision for the next decade in terms of business growth and how are 
we going to get there?  

We believe that a critical path to delivering business growth in Scotland will be through lifelong 
learning, whereby individuals will fulfil their ambitions and potential and small businesses will 
flourish and prosper. 
 
Through working with our partners our role will be, to increase the demand and access to learning 
opportunities for both individuals and small businesses across Scotland, at a time, place, pace 
and style that suits their needs. 

To facilitate this vision we see the following priorities as being essential: 

• a clearly communicated set of strategic economic priorities highlighting focused business 
areas and a supportive policy infrastructure which will prioritise, invest in and support lifelong 
learning and skills development. 

• a well informed and demanding nation of learners supported by accessible information, 
flexible local access and individual support as required. (a learning centre in every 
community) 

• employers who view their training and skills development plan as integral and as important as 
their Health and Safety certificate. 

• a well informed, client focused, fleet of foot public and private learning supply industry.  

Scottish University for Industry welcomes the Scottish Executive’s enquiry into sustainable 
business growth in Scotland as this is a critical issue for the future prosperity of our country and 
looks forward to contributing to the further debates on this issue.  

We are standing ready to work closely in partnership with all organisations that have a close 
involvement in this agenda. We are keen that Scottish stakeholders are able to capitalise on the 
learndirect scotland infrastructure and share our knowledge and experience. 

 

 

 Page 6



EC/S2/05/20/9 

Enterprise and Culture Committee 
 
Business growth Inquiry 
 
Submission from Professor Jim Gallacher, Co-Director, Centre for 
Research in Lifelong Learning, Glasgow Caledonian University 
 
Some issues for consideration the contribution of education and training to 
business growth in Scotland  
 

1 The role of employers in the provision of training and the 
relationships between employers and providers of education and 
training 

 
Research undertaken in the Centre for Research in Lifelong Learning (CRLL) 
and elsewhere has indicated the key role of employer involvement if training 
programmes are to be successful. For example this emerged as an important 
finding in our research on the Modern Apprenticeship (MA) programme in 
Scotland. However this research also indicated major differences between 
employers in the extent to which they understand the MA programme, are 
convinced of its value, and have appropriate structures in place to support it. 
Major differences emerged between large companies, some of whom have their 
own well established training infrastructures, and smaller companies, many of 
whom have few resources to support training (Gallacher et al, 2004).  
 
There has also been considerable interest in involving employers in work based 
learning programmes within higher education, both in the UK and more widely. 
However success in achieving this has been limited. Reeve and Gallacher (2005) 
have argued that this is in part because too many developments have been 
based on a rather uncritical use of the concept of ‘partnership’. This can assume 
a common agenda and priorities which do not necessarily exist, given the 
different priorities of employers and higher education institutions (HEIs).  
 
These issues point to the need for more work to be done to consider how the 
most effective forms of cooperation can be developed between employers  and 
providers of education and training. Scottish Enterprise and the LECs have an 
important role here. The development of the Sector Skills Councils will also be 
important. The new Scottish Further and Higher Education Council (SFHEC) will 
also have an important opportunity to consider how the further education 
colleges (FECs) and HEIs can engage with these issues.   It is also of interest to 
note the development of Foundation Degrees (FDs) in England, which are in part 
a response to this issue. Given the success and buoyancy of the Higher National 
Certificate and Diploma (HNC and HND) programmes in Scotland it has not been 
felt necessary to introduce change of this kind. However CRLL has now begun a 
comparative study of HNC/Ds and FDs and it is hoped that issues of good 
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practice, which may inform developments in both countries, will emerge from this 
study.  
 

2 Increasing differentiated provision of education and training 
 
Scotland now has extensive provision of education and training opportunities. 
The success in achieving a participation rate in higher education which exceeds 
50% has been widely noted. There has also been extensive growth in provision 
at the FE level, and many FE colleges have increasingly become community 
colleges which provide important learning opportunities for a wide range of 
people in the communities which they serve. The role of private training providers 
is also of considerable importance. However the growth of a mass system of 
educational and training provision has also led to considerable differentiation. 
Thus, for example within HE level provision we can see that the FE colleges 
have had particular success in providing for older students and students from 
areas of social and economic deprivation. They also continue to be major 
providers of part-time provision, although there has been a significant growth of 
full-time HND programmes. Another notable area of growth has been in the role 
of the 1960s universities as providers of taught postgraduate programmes (MBAs 
etc). The post 92 universities are now major providers of flexible learning 
opportunities at undergraduate level, and to an increasing extent in taught 
postgraduate programmes. The ‘ancient’ universities continue to be major 
providers of undergraduate provision, and are still the main centres for research, 
although universities from the other sub-sectors also make increasing 
contributions to research.  
 
The extent of this increasingly differentiated provision raises issues of integration.  
How can we build on the relative strengths of each sector, and ensure that there 
is effective co-operation between them? The establishment of the new SFHEC is 
clearly one important step forward in this respect, and it will be of interest to see 
how it can build on the work already undertaken by SFEFC and SHEFC. 
However there are also issues associated with the provision of education and 
training in the other sectors. This includes the work done in schools, the work 
funded through Scottish Enterprise, and the work of agencies such as learndircct 
Scotland and Careers Scotland. An important question to address is whether 
existing strategies and structures address this issues of differentiation and 
integration adequately? 
 

3 The role of the Scottish Credit and Qualifications Framework (SCQF) 
 
The development of SCQF has been widely welcomed, and Scotland is seen as 
having taking an important initiative in establishing this framework. SCQF 
provides an unique opportunity to integrate all assessed and accredited learning 
and qualifications in a single framework. However it would appear that so far only 
limited progress has been made in integrating vocational qualifications within the 
framework and that knowledge of the framework among employers is still limited. 
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This is partly associated with the extent to which many of these are UK wide 
qualifications, and a solely Scottish solution would only be a partial one.  Steps 
are now being taken to address these issues, and it seems important that this 
should be a priority for future development. These issues also raise wider 
questions regarding the extent to which the framework is being used to widen 
opportunities for learners to progress from one type of learning opportunity, and 
one type of qualification, to another, and measures which can be put in place to 
ensure that the potential created by SCQF is fully realised.   
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