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Introduction 

Edinburgh’s key role in the Scottish economy places ever-increasing demands on the city’s 
infrastructure.  Through extensive working between public and private sector partners, we have 
achieved considerable success in recent years, including implementation of, or plans for, the 
following:- 
 

• Edinburgh International Conference Centre – Scotland’s foremost conference venue.  
The events held within the EICC generate an annual economic impact of £24 million for the 
city region; 

• Edinburgh Park – this project, a joint venture between the Miller Group and CEC 
Holdings, a Council company, has resulted in the creation of one of the UK’s top business 
parks; 

• Edinburgh Waterfront Development – a comprehensive regeneration programme for the 
Granton Area, the net result of which is expected to result in the creation of 14,000 jobs 
alongside the construction of nearly 3,000 new homes and new educational facilities; 

• Trams – planned for completion in 2011, this £0.5 billion investment will integrate the 
transport system within both the city and the wider city region and serve to enhance 
Edinburgh’s reputation as a prime business and tourism destination, as well as delivering 
substantial environmental benefits; 

• Craigmillar Parc – this joint venture between the Council and EDI will be responsible for 
creating an estimated 3,200 new homes, one new secondary school and three new 
primary schools, a new town centre with over 300,000 square feet of retail, leisure and 
office space, a new library and provision for community and life-long learning facilities.   

 
While central government support has played a pivotal role in progressing these schemes to date, 
in general terms, funding has been provided on a time-limited basis by means of specific grant. 
Without greater certainty of funding availability and the long-term planning benefits this would 
entail, the Council’s ability to effect further necessary investment is lessened and, if not addressed, 
threatens future growth within both the city and Scotland as a whole.  There is therefore an urgent 
need to look at more innovative funding mechanisms which give incentives for economic growth 
and support the success of Scotland’s city regions.  
 
The requirement for greater investment in infrastructure becomes more urgent as aspirations/need 
increase at the same time as the availability of capital receipts to supplement existing resources 
reduces and lack of past investment becomes evident.   
 
Key issues 

The Council plays a key role in encouraging economic growth by managing the investment in the 
city’s infrastructure. The substantial scale of the city’s assets requires significant financial 
resources to improve and build upon existing infrastructure. More investment is required in order 
not to stifle economic growth.  There is equally a need for greater stability and security with regard 
to availability of funding.  While continuation of the Cities Growth Fund over the period of the 
upcoming settlement, for example, is welcomed, greater long-term certainty is needed to maximise 
the city- and Scotland-wide benefits of the resulting investment.  To this end, a number of potential 
sources are discussed elsewhere in this submission.   
 
The ability to obtain supplementary funding from new sources would help to address key 
infrastructure pressures within the city. Funding mechanisms such as PFI and PPP have provided 
additional funding; there is, however, a need to develop further funding sources. The key issues 
and some potential options are examined below. 
 

• Scale of the capital assets of the city   
• Limits on levels of resource 
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• Economic growth linked to infrastructure 
• Current benefits of Prudential Borrowing 
• Need to look for additional resources for future 

o TIF Option 
o Supplementary Business Rates 
o Council Companies 

 
Scale of capital assets 

The Council’s vision is to build upon the asset of the city’s economy to benefit all who use 
Edinburgh as residents, employers, investors or visitors. In achieving this, we must tackle the 
problems of success, which include traffic congestion, highly-priced land and housing and the need 
to enhance the quality of our environment.  This needs to be viewed in the international context in 
which areas generating inward investment now operate.   
 
Limited resources 

On the basis of provisional details of the 2008/2011 finance settlement, it is anticipated that the 
support afforded to the Council will be sufficient to fund some £25m of new capital investment per 
annum, excluding the separate allocation from the Cities Growth Fund.  This can be supplemented 
by investment funded through the generation of capital receipts.   Opportunities to obtain capital 
receipts, however, are dwindling and now limited after a period of intensive asset sales activity.  To 
illustrate the scale of investment required, some £400m of capital projects have been identified as 
part of the Council’s current budget process, including substantial investment in the King’s Theatre, 
Central Library, the assets underpinning Edinburgh’s role within the National Sports Facilities 
Strategy and Wave 3 school projects.   
 
Economic growth 

Edinburgh is the ‘engine room’ of the Scottish economy and, along with Glasgow, a multiplier effect 
operates which promotes growth and facilitates the spreading of the consequent benefits 
throughout the city region and beyond. Sustained economic growth for Edinburgh and Glasgow 
means success for Scotland.  Recent research indicates that Edinburgh and the surrounding 
Lothians region alone is expected to generate almost half of the new jobs created in Scotland over 
the next ten years.  Output growth between 2004 and 2010 is expected to be around 3.3% per 
annum, alongside Cardiff the highest of any UK city region.   
 
In undertaking a key role in encouraging economic growth, however, this results in associated 
problems of traffic congestion, lack of affordable housing, costs of land, etc.  Edinburgh’s lack of 
affordable housing means sustained investment is needed in both the public and private sectors to 
address the supply shortage.  It is estimated that 12,000 new affordable homes require to be built 
over the next ten years to meet this demand.  This housing shortage represents a potential barrier 
to future growth.  In the absence of a Scotland-wide write-off of HRA debt, council rents are 
proposed to increase annually by 2.7% over the rate of inflation to meet the Scottish Housing 
Quality Standard by 2015.   National funding requires to be more closely aligned to this need.  The 
Council is exploring ways to increase the supply of affordable housing but requires the co-operation 
of external stakeholders to achieve this.   
 
Options  

A number of options to fund future investment requirements are discussed below.  These 
comprise:- 
 

• Prudential Borrowing  
• Cash receipts from selling publicly-owned assets 
• TIF Option 
• Supplementary Business Rates 
• Council Companies 
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It should be noted that these items are not mutually exclusive; overall benefits are likely to be 
maximised when they are used in combination.     
 
Prudential Borrowing 

The key benefits of prudential borrowing are that it provides a very competitive interest rate for 
borrowing and is a flexible funding mechanism in terms of both timing and amount.  Borrowing at 
PWLB rates means that Councils can borrow at very competitive rates (currently approximately 
4.5%) without any margins or fees being levied.  This enables investment plans to be developed at 
an individual project level rather than the mass required for PPP projects.  The Council has 
approved its use to take forward various self-funding projects such as controlled parking zones, 
care homes, sports facilities and also allocated increases in Council Tax to facilitate specific 
infrastructural improvements e.g. roads and pavements.   
 
Another benefit of the prudential borrowing framework is Councils can determine themselves how 
much they can afford to borrow without the need to seek permission from the government.  
Councils can evaluate the impact of borrowing on the sustainability of future income streams. 
 
There is a limitation to the future use of the prudential regime in that within the context of the 
introduction of a Council Tax freeze, this will result in a potential loss of local choice/discretion to 
fund supplementary investment in infrastructure.  The outstanding housing debt and levels of rent 
in Edinburgh further limit the use of prudential borrowing as a form of investment to provide 
affordable housing for rent or build new housing.    
 
Capital receipts  

The option of funding capital through selling of publicly-owned assets has been extensively used by 
the City of Edinburgh Council.  Capital receipts from the sale of land and property have been a 
major source of capital funding for the city since the Council’s formation in 1996.  
 
In the period since 1996, almost £297m in capital receipts have been obtained from the disposal of 
surplus property. It is anticipated that £430m of receipts will be generated between 1996 and 2011.  
The current adjusted capital receipts target for the period 2007-2011 anticipates property disposals 
worth an estimated £133m, of which £116m is linked to specific projects.   
 
The availability of such receipts will, however, reduce significantly in the future.  Local authorities’ 
ability to acquire land for infrastructural investment is further constrained by the need for each 
public sector body to sell such sites at market value, often resulting in a sub-optimal outcome for 
the community as a whole, e.g. sale of Health Board land in areas where new replacement schools 
are required.   
 
Other means of funding additional investment  
There were calls for the Lyons Inquiry and Comprehensive Spending Review to devolve funding 
and financial powers to Britain's cities and towns which need financial freedom from Government to 
deliver better transport. 
The report considers two new local financial powers that would increase local investment in vital 
infrastructure.  Each of these is discussed below:-  
 
Tax Increment Financing Scheme  

While other means of financing investment are explored in this paper, they do not address a 
fundamental concern within the existing local government finance system, namely that there is a 
lack of incentivisation within current arrangements.  Over the period from 1996/1997 to 2006/2007, 
Edinburgh has made a net contribution to the national Non-Domestic Rates Pool of almost £920m.  
While this has not curbed growth unduly in recent years (in fact Edinburgh is the fastest-growing 
city economy in the UK), in an increasingly competitive national and international environment, the 
lack of sufficient funding to invest in infrastructure represents a substantial barrier to sustained 
future growth.  Such a slowdown would have ramifications not just for Edinburgh but for Scotland 
more generally. 
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Within this context, the benefits of a Tax Increment Finance Scheme, where investment in the local 
environment is funded through the subsequent and associated growth in local taxation revenues, 
are clearly apparent.  Such a system would enhance local authorities and their planning partners’ 
ability to develop and implement coherent infrastructural investment on a sustained footing.  As 
infrastructural investment in these areas could be undertaken on a comprehensive basis, the 
resulting benefits would be maximised and, in turn, be spread more widely through the resulting 
multiplier effect. 
 
Tax Increment Finance has become a widespread and extensively-used means of funding 
necessary infrastructural investment in the USA.  Use of a similar incentivisation model here would 
provide a ready source of funding deriving benefit not only within the areas concerned but Scotland 
more generally.   Such a scheme has widespread support within the local business community. 
 
Subject to the enactment of enabling legislation, Prudential Borrowing could be used to fund the 
initial infrastructural investment, with the subsequent increases in local taxation revenues retained 
by the local authority then used to meet on-going borrowing costs.  Particular areas within 
Edinburgh that could benefit from such an approach are the Waterfront and proposals to develop 
the City Centre. 
 
Initial analysis of the respective growth rates in Non-Domestic Rates collected indicates that 
Edinburgh’s income increased by an average of an additional 1.1% per annum relative to the rest 
of Scotland over the period 2001/2002 to 2005/2006.  Retention by the Council of the resulting 
additional revenues collected over the period of the agreement would facilitate annual investment 
of £39 million in the city assuming a twenty-year payback period. 
 
Supplementary Business Rates  

Supplementary Business Rates (SBRs) would give Councils the power to levy an additional 
supplement, for example 5 -10%, on the national business rates within their area. The funds 
generated could then be used to enable prudential borrowing and other forms of capital financing. 
 
SBRs have been proposed as a mechanism to allow cities to generate additional funds for 
infrastructure investment. If implemented, SBRs would be a new tax. However if designed to fund 
clearly-identified infrastructure projects for investment, they could help to promote business growth 
and a stronger local community role for business.  The support of businesses would be stronger if 
additional funding were earmarked for specific infrastructural improvements, such as transport and 
enhanced connectivity. 
 
There is still a debate to be had with businesses as to how much the supplementary business rate 
should be and what it should be used for. If specific infrastructure projects were jointly identified 
and selected by Councils and businesses for an agreed period of time, there may be greater 
acceptance of this new funding mechanism. 
 
SBRs and additional long-term borrowing could be used to speed up infrastructure projects that are 
important to Scottish businesses. In England clear examples include Crossrail in London, 
Manchester’s Metrolink and the redevelopment of Birmingham’s New Street Station. 
 
An additional 2p added to the Rateable Values for Edinburgh would generate an additional 
£13million, a 4p increase £26m.  The 2p increase would support capital expenditure of £168 million 
over 20 years, a 4p increase £336 million. 
 
There are a number of issues that need to be clarified around business accountability, size of the 
supplement, geographical areas of application of supplement and the length of time the 
supplements will be applied for. 
 
Council-controlled companies  

There are other ways in which large capital projects can be progressed. The use of a Council-
owned company may have a beneficial role in projects such as schools schemes. For example, 
The City of Edinburgh Council has a development company, EDI, which has experience in 
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undertaking major projects, including building schools.  A possible option is for EDI to take 
construction and development risks for school projects with the Council undertaking prudential 
borrowing to fund the project.  Level Playing Field Support commensurate with previous PPP 
schemes would almost certainly be required to make proposals affordable at local level. 
 
Conclusion 

This paper has demonstrated the need for attention to be paid to both the overall quantum and 
sustained availability of funding to facilitate the optimal strategic use of investment to maximise the 
resulting benefits for Edinburgh and Scotland as a whole.  This, in combination with a lessening of 
the need to bid for funding, will enhance authorities and their community partners’ ability to 
optimise the benefits of this investment. 
 

 


