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FINANCE  COMMITTEE

AGENDA

  13th Meeting, 2000 (Session 1)

Tuesday 23 May 2000

The Committee will meet at 1.00 pm in Committee Room 1 to consider the following
agenda items:

1. Committee Business: The Committee will consider whether item 3 should be
taken in private.

2. Education and Training (Scotland) Bill: The Committee will take evidence
from—

David Stewart, Head of Opportunities for Learning Division, Scottish Executive

Allan Wilson, Education and Training (Scotland) Bill Team Leader, Scottish
Executive

3. Preparation for evidence taking session:  The Committee will consider how it
wishes to handle the evidence taking session.

4. Committee Business: The Convener will report to the Committee on the
interaction of the European Committee and the Finance Committee in their
respective inquiries into European Structural Funds.

5. Inquiry into European Structural Funds:  The Committee will take evidence
from  Professor David Bell, University of Stirling.

Callum Thomson
Clerk to the Committee

Room 1.6, Committee Chambers
Ext. 0131 348 5205

Email: callum.thomson@scottish.parliament.uk
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The relevant papers for the meeting are as follows:

Agenda Item 2  

Education and Training (Scotland) Bill [as introduced]

Explanatory Notes, Education and Training (Scotland) Bill

Policy Memorandum, Education and Training (Scotland) Bill

Members are reminded to bring the above papers which
were distributed for the 12th Meeting, 2000.

Memorandum from the Scottish Executive on the financial
memorandum to the Education and Training (Scotland) Bill

Agenda Items 3 and 5

Letter from Professor David Heald

Memorandum from Professor David Bell

FI/00/12/2

FI/00/12/3

FI/00/12/4

FI/00/13/1

FI/00/13/2

FI/00/13/3

http://www.scottish.parliament.uk/parl_bus/bills/b14s1.pdf
http://www.scottish.parliament.uk/parl_bus/bills/b14s1en.pdf
http://www.scottish.parliament.uk/parl_bus/bills/b14s1pm.pdf
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Dear Callum Thomson 

Thank you for the invitation to give evidence to the Finance Committee during May. As I 
explained in my emailed response, I must give priority at this time of year to teaching and 
examining duties in Aberdeen. Please extend my apologies to the Committee. 

I do not regard myself as an expert on the complexities of EU funding. However, I wish to 
make four points on the basis of my understanding of how the UK territorial expenditure 
system operates: 

(1) 

(2) There is plenty of evidence that the Bamett formula system will be subjected to 
increasing attack from certain Members of the UK Parliament and corn the English 
regions. At the amusing level, the poor condition of the London Underground was 
attributed during the mayoral campaign by the newly elected Mayor of London to 
what he considers to be excessively high levels of Scottish public expenditure. At the 
serious level, the present devolution finance settlement hinges on the ambiguous status 
of the undertakings in the July 1997 Devolution White Papers that the Bamett formula 
would be maintained after devolution. White Paper undertakings normally do not carry 

It is easy to understand why the non-additionality to the Welsh block of Objective 1 
status for West Wales became a contentious political issue. West Wales denotes a 
geographical area in which a significant proportion of the Welsh population live. As 
the total amount of Objective 1 spending (ie not just any “matching”) would be scored 
against the Welsh block, the inevitable implication would be a significant 
redistribution of spending from Rest-of-Wales to West Wales. The Scottish situation 
differs in two significant ways: 
(a) Objective 1 status has always covered a much smaller proportion of the total 

Scottish population; and 
(b) Scotland faces a period of the withdrawal of EU funding, with the corollary of 

“non-additionality of increases” being “non-deductibility of decreases”. 
The only case in which I am aware that EU money is additional to the territorial blocks 
concerns the separate Peace and Reconciliation programmes for Northern Ireland. In 
the context of my understanding of how the territorial expenditure system works as a 
package, I am much less concerned about the substantive treatment of EU programmes 
than about the obfuscation which surrounds this treatment. 
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much weight, but the combination of the 1997 referenda and the limited fiscal 
discretion granted to the devolved bodies has translated this from a legal to a political 
question. I would strongly counsel the devolved Parliaments and Assemblies against 
undermining the Barnett formula system by focusing upon individual elements which 
can be portrayed as disadvantageous or unjust, thereby losing sight of the whole 
picture. If that temptation is not resisted, there is a danger of creating a sense of crisis 
about the present system, without there being in place viable mechanisms with which 
to replace it. 

(3) After 20 years of studying the place of the Barnett formula in the UK territorial 
expenditure system, I am struck by the durability of the formula approach, which has 
had at least some role for most of the time since the Goschen formula was announced 
in 1888 (the period from about 1960-1980 is the exception). Even without devolution, 
there was strong resistance to treating Scotland as a region of England. In future 
debates, one can expect to hear more frequently the idea, strongly espoused in 1997 by 
the Conservative MP Quentin Davies, that the territories should simply be brought 
within (mechanisms like) the Standard Spending Assessment for English local 
government. 

(4) The publication by HM Treasury on 31 March 1999 of Funding the Scottish 
Parliament, National Assembly for Wales and Northern Ireland Assembly: A Statement 
of Funding Policy represented a quantum leap forward in information in the public 
domain as to how the Bamett formula system works in practice. Nevertheless, there 
remain significant gaps in our knowledge: 
(a) When the results of Spending Review 2000 are published in July, I hope that the 

Finance Committee of the Scottish Parliament will probe most carefully how 
changes in comparable programmes in England have been translated into formula 
consequences for the Scottish block. 

(b) One result of the Treasury Committee hearing on the Barnett formula in 
November 1997 was that expenditure relatives were published for the Scottish 
block in relation to comparable English expenditure; the Welsh block in relation 
to comparable English expenditure; and the Northern Ireland block in relation to 
comparable English expenditure. However, figures disaggregated by programme 
were never published, and these relatives only related to a single year (1995-96). 
Regrettably, the Treasury appears to have regarded this as a once-off exercise, 
and the most recent figures published in Public Expenditure StatisticaE Analyses 
2000~01 relate, as usual, only to identifiable expenditure. 

I reject the view that it is better for such figures not to be available in the public 
domain because some will undoubtedly use them to argue that the territories are “over- 
provided”. 

I hope that the Committee finds these observations helpful for its inquiry 

Yours sincerely 

Professor David Heald 



Some Issues Relating to European Funding in Scotland

Professor D Bell, University of Stirling
Mr A Christie, Research Fellow on Levelhulme Project on Financing Devolution,

University of Stirling

How do Structural Funds get from London to Edinburgh?

Before the start date of a new Programming period the Department of Trade and

Industry (as the lead UK department in Structural Fund negotiations with the EU)

consults with the Whitehall ministries and the territorial departments (Scotland, Wales

& Northern Ireland) on the UK’s submissions to the EU over future Structural Fund

spending. The outline for future spending is decided by the European Council. This

process will continue between the UK and the EU and within the UK itself until

various programmes detailing funds to be spent and areas to be covered have been

agreed.

Groups and organisations will then make applications seeking funding to

management boards charged with the administration of the various funds. Once

these plans and the amounts of funding involved have been finalised payments will

be made. Payments are either made in advance or arrears. Whenever payments are

made, the managing authority draws money from a suspense account at the Bank of

England where the European Commission deposits the funds. There is no direct

payment of funds from Brussels to Edinburgh.

However, there is an important accounting issue. The UK is a net contributor to the

EU budget. The Treasury has therefore taken the view that the UK pays "taxes" to

Europe in the form of its contributions. These comprise a proportion of VAT revenue,

customs duties etc. In part compensation, the UK receives payments, notably the

agricultural guarantee funds, but also the structural funds. Just as the contributions

are treated as part of the taxation burden, these payments are treated as part of UK

public expenditure.

Departments therefore require to have permission from the Treasury to spend funds

that have been allocated by the EU to the UK by the process described above. This

is known as a provision and it mainly applies to ERDF. In fiscal year 1992/93, ERDF

provision was included in Scotland's block grant for the first time. This was principally



to persuade the EU that these funds were additional to UK government regional

assistance. This provision is given under the Barnett formula and as such is related

to provision that is made for England. At present Scotland receives 10.39 per cent of

any change in the provision applicable to England. If the change that Scotland

receives in its ERDF allocation from the EU is greater than that received by England,

then there will be a shortfall in funding. However, if ERDF provision in Scotland is

growing more slowly than it is in England (which certainly occurred during the 1994-

99 programming period (see Figure 1)), then there will be no shortfall.

Source: Parliamentary Question: Mr John Swinney, 13th April 1999

Fig 1: Scottish Share of UK Structural Funds
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How do matching funds get from London to Edinburgh?

There is a difference in interpretation between London and Brussels to exactly what

match funding means. Structural funds are generally part-payments towards

particular projects. Match funding must be received from other bodies to make up the

shortfall. The EU believes that the government should fund the difference between

the EU contribution and the total project cost with any additional money from other

groups (e.g. the private sector) as a welcome addition. The UK government believes

that it doesn’t matter where the match funding comes from. As a result there is no

category of expenditure called ‘match funding’, instead the majority of the funds

come out of the budgets of central and local government, from government

organisations such as Scottish Enterprise or from non-governmental organisations

such as charities.

Ultimately, most sources of government finance in Scotland pass through the Barnett

formula. Again, the question of whether there will be a shortfall in matching funding in

Scotland depends on the relative growth in the relevant budgets in Scotland and

England from which matching funds might be drawn.

These problems become more significant the more structural funds a country

receives. In the 2000-2006 programming period, Scotland is not likely to have a

significantly larger share of the allocation of structural funds to the UK by the EU,

than its overall share of UK public spending. The difficulties of finding match funding

are not likely to be extreme. Wales is in a much more difficult position. It is caught in

a double bind: it has a larger ratio of structural funds to total budget and greater state

of relative need under EU criteria compared with Scotland. It therefore has a much

more difficult problem to find match funding.

Effect of Barnett on Wales viz. a viz. Scotland

The problem is one of greater structural fund liability and consequently greater

matching fund need combined with greater need for provision to spend increased

amounts of ERDF. If this issue is not resolved under the Comprehensive Spending

Review then the Assembly may have to forgo other spending to allow ERDF

spending to go ahead.



The role of the Barnett formula in the structural funds

Ideally, when the plans for the programming period were being drawn up the amount

of structural fund spend in each of the territories could be excluded from the

Departmental Expenditure Limits and the government make some commitment to the

amount of match funding it would provide over the life of each objective. This could

then be passed to each relevant department/territory as Annually Managed

Expenditure and ring-fenced only to be used for the purpose of match funding. This

would ease fears over additionality and alleviate the problems of finding match

funding about to be faced by Wales.

Additionality

ERDF spending was put into the Barnett formula in the early 1990s to try to avoid the

accusation from Brussels that this form of spending was not additional to other forms

of regional assistance. What the EU takes as proof of additionality is lack of proof of

subtractionality. That is so long as, over the course of the programming period, the

amount of UK funds spent on those priorities for which the structural funds are

designed is not seen to fall then it is accepted that there is an absence of

subtractionality.

The UK and the rebate

The Treasury is charged with maintaining the UK’s fiscal stance. Increased EU

assistance to the UK reduces the UK rebate at a rate of 60 per cent. Substantial

increases in EU assistance would therefore weaken the fiscal stance, since UK

taxpayers would largely fund the increase. It is difficult to establish how much this

might influence the willingness of the UK government to seek additional funds from

Europe. In the future, the rebate is likely to be reduced due to enlargement of the EU

as are the structural funds that the UK receives.


