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Submission from Dr John Taylor, Director General of Research
Councils, Office of Science & Technology

Introduction

• Delighted to have this opportunity to address the Enterprise and Lifelong
Learning Committee on research funding.

• Propose to start with some general comments on the importance of
scientific research.

The Importance of Science

• A strong science base is essential to the knowledge economy, both as a
source of basic and strategic research and to the education and training of
scientists and engineers.

• The science base is a key resource for creating prosperity, better health
care, a cleaner environment and, improved quality of life.

Overview of UK Research

• UK’s science base is one of the most productive and highest quality in the
world.

• The Government’s White Paper on Excellence and Opportunity noted that
British science is world class.  Our record for scientific research and
excellence is second only to the US and ahead of France, Germany and
Japan.

• We need to build on Britain’s excellent reputation as a centre for science
and innovation

• We are world leaders in a broad range of subjects, including life sciences,
plant and animal, science, agriculture, pharmacology, neurosciences,
biology and biochemistry and genetics.  We need to maintain our world
lead in the fields where we are strongest, and also develop excellence in
emerging areas.

• We have a high capacity communications network -SUPERJANET IV. This
will be the backbone for the ’GRID’, which will be crucial for future
developments in ’e-science’ e.g. Particle Physics, Bioinformatics,
Environmental Modelling, Astronomy and the Engineering and the
Physical Sciences.

Research success in Scotland

• The 1996 Research Assessment Exercise identified over forty
departments in Scottish HEIs with research of either world-class or
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international standing.  These include Civil Engineering, Biochemistry,
Physics, Chemistry, and Agriculture.  .

• The quality of science in Scotland, and of Scottish HEIs has contributed to
the growth of ’Silicon Glen’ which now produces more computers per head
of population than any other country in the world.  The successful long-
term development of ’Silicon Glen’, lies in attracting more R&D operations.
These need a good supply of high quality postgraduate students.

• The Edinburgh Parallel Computing Centre (EPCC) has contributed to the
effective exploitation of high performance parallel computing systems
throughout academia, industry and commerce.

Infrastructure Investment

• A total of £65m has been made available from OST's Science Research
Investment Fund budget for Scotland, complemented by £10m of SHEFC
funding for infrastructure renewal.

• .This money builds on that from the Joint Infrastructure Fund, from which
Scottish HEIs won nearly £68m, representing some 9% of the UK total.

• The development of research infrastructure is of critical importance, as the
well-found laboratory is the basis for future research excellence.

Research Council Funding

• Research Council funding is awarded on the basis of excellence.
Proposals are assessed by peer review, and it is important to maintain
selectivity.

• Within the UK Scotland has 8% of the GDP, 9% of the population and 11%
of OST's research expenditure.  This reflects the excellence of the Scottish
science base.  We need to build on that excellence together.

Fostering links between industry and the science and engineering base

• The Alba Project (Livingston) has attracted designers for 'systems-on-a-
chip', or the embedded software in the next generation of smart
semiconductors.

• Two University Challenge Seed Funds have been established in Scotland,
funded by the Government's University Challenge Scheme (the Synergy
Fund and the Edinburgh Technology Fund).

• These links between industry and the science base are important.  We
want to develop parity of esteem for HEI's knowledge transfer activities.
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Conclusion

• We need to maintain and develop excellence in the SEB.  The SEB
contributes to economic development, improved quality of life, and the
supply of high quality graduates.

• It is important to develop excellence in ’emerging’ areas of science and
innovation

• ’e-science’ - the development of high bandwith communications and ’utility
computing’ will foster greater collaboration and ’in silico’ research to
underpin the quality of UK science in the future.

Dr. John Taylor
22.5.01
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SUMMARY

The Scottish Enterprise Network is broadly supportive of SHEFC’s funding
proposals. However, we recommend consideration of the following:
• priority factors to be included in all methods of allocating funds;
• due recognition in research funding allocation of university departments that

interact successfully with industry, especially those winning support for
strategic research from sophisticated global companies;

• due recognition in knowledge transfer funding allocation of university
departments that engage successfully in knowledge transfer and
commercialisation activities, including at local and national, as well as
international levels, with particular recognition of the contribution they make
to capturing value for Scotland.

We are concerned at the prospect of research rated at level 3 on the Research
Assessment Exercise being made ineligible for Main Quality Grant funding. An
assessment is required of the impact of this change on the needs and opportunities
for research capability and capacity in Scotland.

In considering funding priorities and allocation methods, we support diversity of
mission within the university sector.  Funding for research and for knowledge
transfer relevant to different markets should be supported by SHEFC where
activity is consistent with and supports the strategic needs and opportunities facing
the wider Scottish economy.

INTRODUCTION

1. The Scottish Enterprise Network welcomes the opportunity to contribute to
this Review. We understand the Committee is interested in receiving our
evidence on research funding.

2. We address the following issues:
• SHEFC’s proposed funding mechanisms and its role in the promotion of (a)

knowledge transfer and commercialisation; (b) development of the
research-base relevant to Scotland;

• lessons from Scotland’s global competitors in the public funding of
research;

• SHEFC’s funding and its use in maximising industry investment in Scottish
research;

• SHEFC’s funding and its distribution to ensure the long-term health of
Scottish research.

3. In addition, we include for further information the following:
• A brief description of the approach of the Scottish Enterprise Network to

commercialisation of university research; and
• A brief account of the present working relationship between the Scottish

Enterprise Network and SHEFC.
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4. The following four aspirations for the university sector in Scotland underpin
our evidence:
• Sustained and enhanced competitiveness of the sector in its own markets,

domestically and internationally;
• Increased value from the sector captured by existing businesses in

Scotland;
• Increased value from the sector captured in the creation of new businesses

in Scotland, especially technology-based businesses with high growth
potential;

• Optimal benefit from the sector for Scotland as an "attractor" of high value
adding investment from international sources and, more generally, in
support of networking with research, industry and commerce
internationally.

5. We summarise below those of our own, newly set priorities that have most
direct relevance to the university sector and therefore to this Review. These are
drawn from the Scottish Executive’s recent document "A Smart Successful
Scotland: Ambitions for the Enterprise Networks".

For Growing businesses:
• Re-establishing entrepreneurial dynamism to increase the number of new

businesses and growing businesses;
• Increased commercialisation of research and innovation, including

especially:
• increased levels of R&D spending by Scottish companies;
• more effective links between universities and businesses, including

more effective "industry pull" of ideas;
• increasing the number of ideas being registered for patents.

For making Global connections:
• Building international networks, in the context of ensuring that Scotland is

a globally connected nation.

For Learning and Skills:
• Fostering an entrepreneurial and lifelong learning culture;
• Addressing skills shortages in areas such as IT/electronics, oil and gas,

engineering and management.

The Scottish Enterprise Network is presently developing new, additional
operational responses in these areas.

6. Although the matters discussed below are impacted by SHEFC’s funding, the
impact may not  always be direct. Also, although they rely on contributions
from the university sector, the challenges are not "owned" by this sector alone.
Achieving success will require other stakeholders, including the Scottish
Enterprise Network, to play their role alongside and in support of the Scottish
universities.
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SHEFC’S FUNDING MECHANISMS: PROMOTION OF KNOWLEDGE
TRANSFER AND COMMERCIALISATION

7. The Scottish Enterprise Network supports the SHEFC proposal for a
Knowledge Transfer Grant and its operation on a more permanent, recurrent
basis. We also support a broad definition of knowledge transfer, including but
not limited to licensing of intellectual property. However, our support for
breadth is subject to there being no consequent loss of clarity over what is
done, how it is monitored, and how impact is assessed.

8. The Scottish Executive report on the Knowledge Economy Cross-Cutting
Initiative (2001) developed the concept of a "market" involving research
providers and users. It noted:

“What is clearly missing is any sense of a general, rather than a specific,
market in university research outputs and technology company needs.”

We believe this to be true especially with respect to universities and many
(though not all) technology-based SMEs in Scotland. We consider the report’s
observations to offer a helpful framework in which to understand and resolve
the complex of issues involved.

9. Consider firstly the transfer of knowledge and exchange of intellectual
property from universities to indigenous SMEs.  For success, much early
interaction may well involve "outreach" activity by the universities, i.e.
awareness raising, promotion and other kinds of marketing. The value that the
university can offer may involve R&D and knowledge transfer services, and
the interaction mechanisms and terms of involvement must be made clear to
SMEs. Transaction costs relative to income generation for HEIs may be
unattractive initially in purely financial terms. It is in effect a market creation
process for the universities, one driven however by the objectives of a wider
group of stakeholders concerned with growing businesses and the economy in
Scotland.

10. The distribution of SHEFC’s Knowledge Transfer Grant needs to address these
diverse market-based issues. We urge that performance metrics take account of
success in addressing local and national needs and opportunities, as well as
international ones. We propose that diversity and excellence in different
markets are supported, with due regard to the value created for Scotland.

11. Turning to support for new firm formation, a key element in enhancing the
innovative capacity and competitiveness of the Scottish company-base is
through the creation of new and robust, technology-based businesses with high
growth potential. The university sector offers significant potential to contribute
through spin-out businesses.

12. The Scottish Enterprise Network is committed to working in support of the
university sector to ensure that the spin-out option is given every opportunity
to be successful. Where it proves a feasible route, we trust that spin-out is
given a "fair wind" by the university. Realistic valuations of intellectual
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property and demands for equity positions must be made with an
understanding of the scale of investment and risk required of the private
investors and of the input required by researchers/inventors in making new
businesses a success. Capturing value from university research and invention
in new (or existing) businesses in Scotland is a highly desirable and priority
goal. We recognise in spinning-out companies that factors outwith the gift of
university management come into play - including the availability of risk
investment, and importantly the availability of a management team for the
company and the willingness of the researcher/inventor to participate in the
company (though not necessarily in the lead management role).

13. An important element in meeting national aspirations for an enhanced business
birth-rate can be the creation of start-up businesses from the university sector.
Such business ideas may emerge due to the work of a university in either
education or research-related activities.

Note: we adopt the distinction between university  "spin-out" and "start-up"
businesses proposed by the Committee of Vice Chancellors and Principals
(2000) in its report "Spin-offs and start-ups in UK universities"  namely:
Spin-outs (or spin-offs): firms created to allow universities to exploit
intellectual property arising from academic research.
Start-ups: firms created to apply more general knowledge and expertise. They
may be set up by current or former students or staff members drawing on
knowledge and expertise in all areas and on innate or acquired
entrepreneurial skills.

14. We welcome and support the work of the Scottish Institute for Enterprise and
other initiatives in universities to promote entrepreneurship. We welcome the
initiatives in some universities in explicit "pre-incubation" of businesses,
including those that encourage and support business start-ups by students as
well as staff.  We welcome and support the work of Connect in assisting
business ideas emerging from the university sector become "investor ready".

15. Knowledge transfer and commercialisation from universities can take many
forms - licensing of intellectual property to existing firms; spin-out or start-up
companies; consultancy; specialist training for continuing professional
development; provision of facilities/expertise for analysis and testing. These
vary in relevance and value to different businesses, in different markets, at
different times. All have their place and are to be encouraged where valued in
the market place. Knowledge transfer, very importantly, also takes place
through the "transfer" of people. In the context of this Review, we emphasis
the importance of people trained in research by the universities. Support from
the university sector for short-term placements, secondments or recruitment
into Scottish firms is welcomed.
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DEVELOPMENT OF THE RESEARCH-BASE RELEVANT TO
SCOTLAND

16. We are supportive of SHEFC’s proposal for a Strategic Research Development
Grant.  We understand that funding within a strategic context requires choice
and prioritisation. The Scottish Enterprise Network is well placed to assist in
informing these processes.

17. We value the present Research Development Grant with its emphasis on
collaboration across institutions and on enabling interdisciplinary research. We
are keen to see continued support for true collaboration where it offers real
added value through effectiveness and efficiency of the research activity. Also,
we support third party access to specialist, high cost research facilities on a
well-managed basis. Sharing of resources is to be encouraged.

18. We support in concept the newly proposed Research Development Foundation
Grant but we have concerns about withdrawing Main Quality Research Grant
support from lower rated research groups. It is not clear to us whether the
introduction of this new Grant will offset negative effects of the proposed
change in allocation. Research Development Foundation Grant investments
should also be aligned with shared priorities for the Scottish research-base, set
in the context of addressing the future needs and opportunities facing the
Scottish economy.

LESSONS FROM GLOBAL COMPETITOR COUNTRIES

19. There is a substantial body of literature describing the role of public funding of
research and knowledge/technology transfer in other countries. In recent work,
this is placed in the context of regional and national "systems of innovation".
Within the scope of this document we can only offer a brief insight into the
findings.  This is provided in Annexe 1. Further evidence on this topic can be
prepared for the Committee on request.

SHEFC’S FUNDING AND INDUSTRY INVESTMENT IN SCOTTISH
RESEARCH

      20     A firm’s investment in R&D must be a business decision informed by an
assessment of need and opportunity, and also of the options that may be
available to source the new knowledge or new technology required.
Innovative capacity and management capabilities are key prerequisites for the
firm in making such decisions. The Scottish Enterprise Network continues to
act in support of individual firms to encourage innovation and farsightedness.
These activities are due to intensify as we meet the aspirations concerning
"Growing Businesses" set out for the Network in the document "A Smart
Successful Scotland".

(In looking to optimise the value from the university sector captured by
businesses in Scotland, we note the following observation from the OECD
(1999) report on Managing Innovation Systems: "The production of goods and
services is becoming more knowledge intensive but not necessarily R&D
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intensive." In the present context therefore, concerns about company
investment in Scottish research need  to  be allied to concerns about
investment by indigenous companies in knowledge transfer .)

21 SHEFC’s funding for the university sector does not directly influence spending
on R&D by businesses in Scotland. It can however enable and incentivise
those universities or departments that successfully establish or participate in
initiatives to encourage and support R&D activity on behalf of Scottish
companies. For example, universities (or departments) with a good track
record in participating in the TCS scheme may be said to be demonstrating
good practice in knowledge transfer to SMEs within the national market.

22 We support SHEFC’s efforts, in collaboration with Universities Scotland, to
make more accessible to potential users information on Scottish research
capability and activity through the web-based Scottish Research Information
System (SRIS) initiative.

23 We support SHEFC’s proposal to support financially the development of
networks of collaborative research activity. This has merit both domestically
and importantly, internationally. The ability of the Scottish universities to
attract and participate in collaborative research with peers internationally is
crucial to the sector’s prestige and long term competitiveness. The ability of the
Scottish university sector to attract research investment from "sophisticated"
global companies is also crucial to its own competitiveness. This has  potential
to bring significant spill-over value into the wider Scottish economy.
Therefore, we would encourage networking with the R&D and strategic
business functions of sophisticated global companies as well as with academic
peers. We regard this an area where close collaboration between universities
and Locate in Scotland/Scottish Enterprise is to be encouraged.

24 Leveraging private sector investment (financial and/or in-kind) into research
activity that is in receipt of public funds is a feature of some research
programmes operated by UK Research Councils and the European Union.
Scottish universities participate in these programmes and benefit from the
leverage that is obtained.  SHEFC’s funding to enable optimal participation in
these industry-supported programmes is crucial to the sector in competing for
research funds and the highest quality research staff.

25 Within the UK’s dual support system for the university sector, SHEFC’s
funding supports research but does not fund programmes of research activity.
Therefore, there has not been the opportunity to leverage directly industry
investment in Scottish research through SHEFC’s support. SHEFC’s support
for research staff and infrastructure however provides the crucial
underpinning.
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DISTRIBUTION OF SHEFC’S FUNDING AND THE LONG-TERM
HEALTH OF THE RESEARCH-BASE

26 The indigenous university sector is considered to bring significant competitive
advantage to Scotland’s economy (cf. report of the Knowledge Economy
Taskforce, 1999). Sustaining such national advantage depends on the sector
sustaining its competitiveness in its own markets.

27 The Scottish Enterprise Network recognises the importance of research
"quality" as a criterion for apportioning SHEFC’s funds. However, we would
prefer to see the addition of a priority factor in all its allocations to reflect
national needs and opportunities.

28 In principle, we support diversity of mission within the university sector.
Where missions fit well within the broader framework of needs and
opportunities facing Scotland’s economy, it is important that public funding in
support of research and knowledge transfer reinforces pursuit of mission. We
believe that for an economy now placing great store on its university sector for
national competitiveness, an effective process to consider both quality and
priority in making public investments in research should be considered.

29 We understand that the present RAE is predicted to demonstrate an increase in
quality of Scottish university research. Improvement in quality is to be
welcomed. However, if the improvement continues, and certainly if funding
levels remain stable, this will put pressure on funds available to support even
those institutions with higher quality research.

30 We recognise the importance of maintaining funding levels for the most highly
rated research. However, we propose that significant weight also be given to
evidence of effective interaction with industry.

31 We have concerns about discounting research activity with an RAE rating of 3
in the allocation of the Main Quality Research Grant without fully
understanding the nature of the work likely to affected and its importance to
Scotland. We note that a rating of 3 includes research of national excellence.
Research to this standard, if in areas of strategic importance for Scotland,
could still be "fit-for-purpose" or more likely could merit additional funds to
strengthen capability. Equally, research that receives this grade in less mature
areas could be "on the rise" and have significant future potential. While
hypothetical, these scenarios do not seem unlikely. This reinforces our view on
the need to include informed choice and prioritisation in the allocation of
funds. Consideration should also be given to the provision of an associated
support mechanism to encourage collaboration between those academics
involved in similar work at institutions achieving different RAE grades.
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COMMERCIALISATION AND THE SCOTTISH ENTERPRISE
NETWORK

32 Our early work with the Technology Ventures Initiative (TVI) was focused on
a national programme to raise awareness of the issues involved. We also
assisted individual institutions develop strategies and practices in
commercialisation.

33 A recent study of research commercialisation by Edinburgh University
Research and Innovation (2000) entitled "Exploitation efficiency: US vs
Scottish universities" concluded that the relative exploitation efficiency for the
Scottish universities was at least equivalent or significantly better than that for
US institutions. The study indicated that the volume of research required per
spin-out company in the US was on average $89m per annum per company
compared with $24m in Scotland.

34 The Scottish Enterprise Network’s approach to commercialisation through TVI
became too broad brush to be fit-for-purpose. It was not sufficiently focused
on key projects or prospects. In the past two years, we have substantially
changed our approach and we focus now on activity designed to get ideas out
of the laboratory and into business, notably through Proof of Concept Fund
and SE/RSE Enterprise Fellowships. This is in addition to major initiatives to
promote commercialisation and knowledge transfer such as support for the
Institute for System Level Integration at the Alba Centre, Livingston and
Compound Semiconductor Technology Ltd at the West of Scotland Science
Park. The Network also provides "local" assistance to universities on a
responsive, as-needed basis on matters such as market assessment, patenting,
awareness raising/training events on commercialisation for university staff,
and support for "brokering" contacts between SMEs and university
departments.

35 In recognition of the importance of the international market in research and in
knowledge transfer, the Scottish Enterprise Network is in exploratory
discussions with a number of Scottish universities over assistance with
international collaborative initiatives in research and knowledge transfer.

36 In response to the findings of the independent evaluation of TVI in 1999 and to
the views of a TVI Steering Group convened by the Royal Society of
Edinburgh and the Scottish Enterprise Network, we agreed with SHEFC to
fund Technology Ventures Scotland (TVS) for a three year period.  TVS
operates with a national, strategic level remit. Its role is to provide key
stakeholder groups with a mechanism to review major barriers or opportunities
in commercialisation in Scotland in a collaborative fashion. It role is to
facilitate stakeholders to develop proposals for joint action to address key
challenges.  We see the TVS executive having a facilitating role. In supporting
TVS, the Scottish Enterprise Network adopts an enabling stance and engages
the organisation with a "light touch".
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SHEFC AND THE SCOTTISH ENTERPRISE NETWORK

38  The Scottish Enterprise Network presently engages with SHEFC in a number
of ways:

• Participation in SHEFC’s Advisory Group on Strategy, covering all
aspects of the university sector ;

• Observer status on SHEFC’s Research Policy Advisory Committee
(RPAC);

• Participation in SHEFC’s Research Development Grant (RDG)
Assessment Panel;

• Evaluation of individual RDG proposals for SHEFC by Network staff
with knowledge of Scotland’s clusters and their R&D and technology
issues;

• Participation in SHEFC’s Implementation Group for the Scottish Research
Information System (SRIS) initiative

• Participation in SHEFC’s Strategic Change Grant Assessment Panel

37  In addition, the two organisations have established a Joint Task Group on
Research and Knowledge Transfer involving members of the SE Board and
SHEFC Council. The Group’s remit is:
" … to advise each organisation on areas of common interest, in particular in

areas of research and knowledge transfer, where working together would
make a difference."

The work of the Task Group is due to be completed by autumn, 2001.

ANNEXE A
LESSONS FROM SCOTLAND’S GLOBAL COMPETITORS

A1  There is a substantial and complex body of literature describing the role of
public funding

of research and knowledge/technology transfer in other countries. In recent
work, this is placed

 in the context of regional and national "systems of innovation". Within the
scope of this

document we can only offer a brief, selective insight into the findings.

We commend four sources of  information from which we draw  the
observations below,  namely (1) the European Trend Chart on Innovation -
Thematic Trend Report on Technology Transfer for November 1999 to June
2000 published by the European Commission, Directorate-General Enterprise
(EC, DGE, 2000); (2) Managing National Innovation Systems, published by
the Organisation for Economic Co-operation and Development (OECD,
1999); (3) Royal Society of Edinburgh (RSE)/Royal Society (1999) report on
Devolution and Science;  and (4) Funding Technology- lessons from
America by Gill et al (2000) published by Wardour Communications, London.

A2  The EC, DGE (2000) report notes that it is difficult to discern a definite trend
within the range of policy actions in Europe - "specific circumstances engender
appropriate responses". Also, the Report notes that it is more likely that western
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European nations will benefit from the transfer of aspects and operational nuances
from the schemes of other similar nations, rather than wholesale adoption of
complete schemes.  There appear to be no single  "silver bullet".

A3    In emphasising the importance of public investment in the development of
new knowledge in science and technology, the OECD (1999) states that
"innovation performance depends not only on how specific actors perform but on
how they interact with one another as elements  of an innovation system at local,
national and international levels."  The report builds an argument for identifying
and addressing "systems failure" and not only market failure.

A4   The Table below, which draws on information in the EC, DGE (2000) report,
is indicative of some of the more recent initiatives by European countries to
intensify knowledge transfer between research, universities and companies. We
highlight the findings for Finland and Ireland (and also from the UK for
comparison):

Country Key Action Areas
FINLAND: TEKES national technology programmes- business-

oriented technology development programmes
planned with the needs of industry in mind and
implemented in collaboration with firms. Planning
via workgroups and seminars. Each programme has a
steering group, a co-ordinator and a TEKES
representative. 3-5 year programmes, averaging Euro
5-6 million each, with TEKES funding c. 50%.
Also, establishing cluster programmes and aiming to
support R&D that strengthens the industrial clusters
by promoting co-operation in certain industrial fields
or around certain themes.

IRELAND: Recommendations of 1999 national review of
knowledge transfer: establish database of research
results/technical expertise for use by companies;
provision of technology brokerage service by
Enterprise Ireland; research and marketing alliances
to be established among universities; R&D clubs to
be established by universities and firms; industry to
utilise or where appropriate establish research "user"
groups or networks; research institutions to provide
appropriate and regular training for their staff to
enhance interfacing with industry. We understand
these proposals to be under consideration.

UK (for comparison) Focus on measures to foster links between research-
base and industry, incl. TCS, Co-operative Awards in
Science and Engineering (CASE), Faraday
Partnerships, LINK scheme; Science Enterprise
Challenge, Higher Education Reach-Out to Business
( not in Scotland). Also Foresight.
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A5   The RSE/Royal Society (1999) report compares the funding of the research-base
in the UK with Denmark, Norway and German Länder (provinces).

A5.1   According to this report, public funding in Denmark is re-focusing national
research strategy to emphasise goal oriented research. The Government's aim is to
allow Denmark to remain competitive against much large rivals by focussing on well
chosen areas that can pay off in economic and employment terms.

A5.2    In Norway, basic research in universities is complemented by work of an
applied technological nature in c. 100 research institutes that also receive direct
funding from Government and from the Research Council for Norway.  The
RSE/Royal Society report notes that Government policy has been to reduce research
activity, reflecting the relative lack of outlets for the products of research, thus putting
Norwegian science under great strain.

A5.3    In Germany, universities are complemented by institutes that concentrate on
basic research or on strategic/applied research. A number of institutes concentrate
mission-oriented research at regional level, with funding from both Federal and
provincial sources.

The importance of national/regional context and priority is once again clear from the
diversity of responses in these countries.

A6     In their analysis of the system of innovation in the USA, Gill et al describe a
"virtuous circle" for technology-based, new firm formation and growth businesses.
The authors list 14 main recommendations for the UK. Those relevant to the
university sector include:

• Enhancing the quality and availability of entrepreneurship education;
• Reviewing university ownership and management of intellectual property;
• Taking a more positive approach to business involvement by university

staff.

A6.1     In more detail, Gill et al make the following observations on US universities:
• US universities that are successful in commercialisation benefit from a

level of resources that a UK university would envy;
• Researchers/inventors and their research groups obtain attractive financial

returns from university commercialisation;
• The often quoted reference to US success in university spin-outs can be

misleading - figures often include start-ups by graduates of the university;
• At some US institutions, e.g. Stanford, there is little formal support for

spin-outs but informal "connections" locally prove sufficient;
• Dual appointments or regular sabbaticals enable university staff to

participate in spin-outs, although some institutions preclude staff taking on
an executive role;

• College endowment funds and their investment in venture capital plays an
important role;

• Gill et al note that most university employment contracts in the USA are
for the academic year only, encouraging staff to become involved in
external activities with business;
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• The following key roles for universities are identified by Gill et al based
on their US study: (1) contribute to an environment in which new
technologies are being developed, (2) provide a cadre of trained graduates,
and (3) contribute towards business incubation.

END
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SECTION A: TEACHING FUNDING REVIEW

EXECUTIVE SUMMARY

Why is SHEFC carrying out a review of teaching funding?

i)  The present method of allocating the Main Teaching Grant was developed
around 10 years ago and has remained almost unchanged since its
introduction in 1993-94.  A combination of new policy priorities on the part of
government and major structural changes in the sector led the Council to
recognise that our existing methodology was no longer appropriate.  (See
paragraphs 1 to 4.)

What is the review trying to achieve and how will the Council’s
proposals address the Scottish Executive’s objectives?

ii)  The review aims to rationalise the Council’s approach to funding and
ensure that it promotes the efficient and effective delivery of higher education
teaching for Scotland.  It includes proposals for specific measures to meet the
Scottish Executive objective of widening access to higher education, and
proposes moving to broad bands of funding to allow institutions greater
flexibility to respond to students’ and employers’ needs, addressing the
Scottish Executive’s objective of modernising the higher education sector in
the interests of students and the wider economy.  (See paragraphs 5 to 8.)

How has the review been carried out?

iii)  Three stages of the teaching funding review have been completed:

• Stage One  Broad consultation on strategic issues, objectives and criteria
for a new funding method

• Stage Two  Working groups set up to consider the major questions of the
prices paid to institutions for teaching activity and how the basis for
counting students for funding purposes could be reformed to promote
flexibility

• Stage Three  Sub-group of Council members considers working group
findings and makes recommendations to Council.  Council decides to
consult on details of proposed broad funding groups and relative prices.

iv)  Stage Four of the review is now underway to seek to agree a way
forward, including the first of a series of meetings with Universities Scotland in
June.  (See paragraphs 9 to 18.)
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What were the responses to the recent consultation?

v)  Some proposals were broadly welcomed, including:

• proposals for extra financial support in the form of ‘premiums’ for
institutions which recruit certain types of students: wider access and
students with disabilities

• proposals on funding by ‘mode’ of study - such as full-time, part-time,
distance learning

• proposals on maintaining neutral funding by 'level' of study - such as HNC,
HND, degree, postgraduate

vi)  Some aspects provoked more diverse responses and less support.  (See
paragraphs 19 to 23.)

What were the areas of particular concern?

vii)  The number of funding categories and the relative prices between them
were the issues that elicited the most comment.  Responses to the Council’s
third stage consultation indicate a majority of those who commented are in
support of the reduction from the present 22 to around six groups.  It is the
placing of subjects within these groups that has provoked considerable
debate.  The main concern is that some subjects appear to be funded at a
lower level under the proposals.

viii)  Clearly the Council would be very concerned if there was damage to the
provision of subjects which are important to Scotland, and we will look very
carefully at the case made by these respondents.  However under the
simplified system, it would be for institutions to decide at what level they fund
individual subjects and courses, rather than follow the very broad groupings
proposed by SHEFC, so it is not meaningful to draw comparisons at individual
subject levels.  It is also worth noting that by the earliest possible
implementation date for these proposals, total resources for teaching will have
risen by around 9%, and so additional funding will be available to offset the
effect of any redistribution.

ix)  In addition, the Council has made the commitment that transitional
arrangements for institutions will be put into place where necessary.  The
institutions recently granted Small Specialist Institution status will receive
additional funding to acknowledge the diseconomies of scale they face.
These institutions aside, modelling shows that the possible impact on
institutions of the specific proposals for groupings of subjects and funding of
fees-only places would at maximum be between plus 5% and minus 7%.  The
Council will model the potential impacts as its proposals develop to ensure
that any changes are manageable.
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x)  Institutions also raised concerns that the proposals in the third-stage
consultation were not based on the evidence provided by JM Consulting or on
an alternative ‘first principles’ approach to grouping and pricing of subjects.
The Council came to the judgement that sufficient robust evidence did not
exist at present and nor was it likely to be available in the foreseeable future.
In light of this, the Council concluded that it should propose broader groupings
of subjects for consultation by creating six clusters of existing funding subject
groups that have similar prices.  (See paragraphs 24 to 39.)

xi)  There was majority support among the consultation responses for
improving the link between SHEFC-funded activity and the provision delivered
by the sector.  However, the specific proposals for re-basing the level of
funding per student place by converting 'fees-only' student places to 'fully-
funded' places proved more controversial.  The current proposals would have
differential effects on institutions, with greater gains among those institutions
with a higher than average number of ‘fees only’ places.  (See paragraphs 40
to 45.)

How will the Council address these concerns?

xii)  The Council wishes as far as possible to achieve consensus on the way
ahead.  Universities Scotland has offered to contribute to the next stage of the
review and we are pleased to accept their offer to work with us to take the
teaching funding review forward.

xiii)  We are keen to identify how we can address the issue of obtaining better
evidence, if it exists, or establishing a basis that is accepted as being rational
and logical for setting revised price groups and price levels.  On the issue of
'fees-only' student places, we will be discussing various options for full or
partial conversion of 'fees-only' student places to 'fully-funded' places, and the
pace of implementation of such a change.  While wishing to make progress
with this review, we will take as long as necessary to achieve a sound, rational
and workable new funding method.  (See paragraphs 46 to 51.)
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SECTION A: TEACHING FUNDING REVIEW

EVIDENCE

Why is SHEFC carrying out a review of teaching funding?

1. The present method of allocating the Main Teaching Grant was developed
around 10 years ago and has remained almost unchanged since its
introduction in 1993-94.  A combination of new policy priorities on the part
of government and major structural changes in the sector led the Council
to recognise that our existing methodology was no longer appropriate. This
coincided with an invitation in 1998 from the Scottish Office Minister for
Education to consider reviewing the basis upon which the Council funded
teaching provision in higher education institutions.  In October 1998, we
therefore embarked on a review of our method of funding teaching.

Policy priorities

2. Changing policy priorities included the following:

• In the early 1990s, when the current formula was developed, there was an
explicit policy of encouraging significant annual expansion of student
numbers in the Scottish higher education sector.  The funding method has
been designed to deliver this. Between 1992-93 and 1996-97, student
numbers rose by 13%.  Since 1996-97, there has been a period of
consolidation of student numbers followed by modest growth, with
numbers rising by 3% between 1996-97 and 2000-01.

• As part of the modernising government agenda, greater collaboration and
partnership working between institutions and sectors and external bodies
is now being actively promoted in pursuit of cross-cutting policy objectives
such as social exclusion.  This has led to an increased emphasis on the
particular role for higher education institutions in widening opportunities for
learners from under-represented groups.

• There has been a renewed focus on the importance of higher education
institutions being responsive to demand from students and employers.
This is coupled with a new and explicit shift in focus towards the need for
higher education institutions to produce graduates with flexible,
transferable skills to meet the needs of the knowledge economy, in which
the pace of change will mean that subject specific expertise may rapidly
date.

Structure

3. There have also been significant structural changes, summarised on the
following page:
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• Six mergers between higher education institutions have been completed,
and a proposed seventh is currently under consideration.  This would, for
example, result in the absorption of all five separate teacher education
institutions into wider university structures. These structural changes mean
it is no longer necessary or appropriate to use the level of detail previously
required of the funding methodology.  Other developments have also
changed significantly the way learning opportunities are delivered,
including the development of flexible and modular courses and the growing
use of Communications & Information Technology.

• There is also a changing balance between the number of large, multi-
disciplinary institutions and the number of small specialists.  Therefore, the
Council has decided to recognise the diseconomies experienced by three
small specialist colleges (Royal Scottish Academy of Music & Drama,
Glasgow College of Art and Edinburgh School of Art) by granting them
Small Specialist Institution status.

4. In light of these factors, the Council considered, and considers, a review of
its teaching funding method to be both necessary and timely.

What is the review trying to achieve and how will the Council’s
proposals address the Scottish Executive’s objectives?

5. The review aims to rationalise the Council’s approach to funding and
ensure that it promotes the efficient and effective delivery of higher
education teaching for Scotland.  The teaching funding method also needs
to deliver the Minister’s priorities for higher education as set out in the
Council’s latest letter of guidance of November 2000 (attached at the
Annex to this evidence):

• ’Widening access and facilitating successful outcomes: improving the
proportions of under represented groups who gain entry to higher
education and who successfully complete their studies

• Modernising : we should be encouraging our institutions to focus on their
strengths.  We should be seeking to promote more collaboration for
Scotland rather than  competition within Scotland – encouraging
institutions to work together in the interests of students and the wider
economy.  In this way we can identify the future needs of the labour
market and maintain the quality and reputation of Scottish higher
education.'

6. In its teaching funding review, the Council has proposed specific measures
to widen access, including providing funding to recognise the additional
costs associated with recruiting and retaining students from under-
represented areas, which have been widely welcomed.

7. To address the modernising agenda, we believe that a move away from
providing institutions with detailed funding at subject level is required.
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Moving towards broad bands of funding would allow institutions greater
flexibility to respond to students’ and employers’ needs. It is notoriously
difficult to ‘pick winners’ when considering future needs for higher
education graduates.  There is normally at least a five year time lag
between any decision to change provision and the graduation of the first
students enrolled in the new programmes.

8. Therefore the Council believes that the best way to influence the 'market'
for higher education is to seek to ensure that there is informed student
choice, that courses provide graduates with core skills and adaptability
(thereby increasing their chances of gainful employment), and that
institutions remain flexible and responsive to students’ choices and
employers’ needs.  Reviewing the funding and placing it on a broader
basis should also remove artificial incentives or disincentives to supply one
subject over another.  For example, if provision in subject A is funded at a
higher level than provision in subject B but costs an institution broadly the
same to deliver, it may be more attractive for the institution to offer
provision in subject A rather than responding to the needs of students and
employers.

How has the review been carried out?

9. The review has deliberately been a multi-staged process and throughout
the Council has taken care to ensure that the sector is consulted at key
points and to test emerging options and preliminary conclusions.  Three
stages of the teaching funding review have been completed.  A fourth is
now underway including the first of a series of meetings with Universities
Scotland scheduled for June.  There have been three written consultation
exercises as well as sector-wide briefing and consultation meetings at
each stage.  Sector nominees have been fully involved in various working
groups considering the detail of the proposals.

Stage One

10. The Council initiated the teaching funding review with a first stage
consultation paper in October 1998.  This canvassed views on the
appropriate objectives and criteria for a new funding method, ways of
meeting Scotland’s needs for graduates and diplomates, promoting wider
access and lifelong learning and some broad options on the future
structure of the main funding formula.

11. There was broad agreement among respondents that the total supply of
graduates, the subjects they study, the qualifications they achieve and the
skills content of courses should in general terms be determined by
demand from students and employers. Detailed workforce planning was
often wastefully bureaucratic and resulted in mis-matches between skills
supply and demand. There was general recognition that in a more rapidly
changing, globally linked economy, flexibility was an important attribute of
the higher education system.
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12. In light of responses, the Council agreed objectives and criteria for its
teaching funding method.  The objective was that the funding method
should ’secure the teaching and learning students demand and Scotland
needs (in terms of quantity, quality, accessibility and mix) at least possible
cost’.

Stage Two

13. The Council announced a broad way forward in September 1999 to help it
to establish a detailed funding method that would meet this objective.  Two
working groups were established, with representatives drawn from Scottish
higher education institutions, to consider the main aspects of the new
teaching funding method:

• the ‘prices’ to be paid by the Council to institutions for teaching activity,
in terms of amount per student per year (the Prices Working Group);
and

• the ‘measurement of student activity’ – to consider whether it was
possible to change the way students were counted for funding
purposes to encourage institutions to cater for them more flexibly, since
the traditional method of using ‘full-time’ as the norm was becoming
less relevant to a large part of the student body (the Measurement
Working Group).

14. In February 2000, following the advice of the Prices Working Group, the
Council engaged JM Consulting to perform a study into the Efficient Cost
of Teaching.  This study was carried out over the period February to
September 2000.  JM Consulting produced a report on their findings,
which is in the public domain on the SHEFC website.  The Prices Working
Group took into account JM Consulting’s findings when formulating their
recommendations to the Council.

15. In February 2000, as part of the second stage, the Council also canvassed
the whole sector’s views on a possible mechanism - a ‘core and margin’
resource allocation system - for redirecting resources to promote the
delivery of the Council’s policy priorities more effectively.

Stage Three

16. In June 2000, the Council convened a small sub-group of its members as
the Advisory Group on Teaching Funding.  The Group's role was to
consider the responses to the first and second stage consultation
exercises and the recommendations of the two working groups, to provide
detailed scrutiny of the issues emerging, and to make recommendations to
the Council.  The Council developed proposals for a revised funding
method on the basis of these recommendations and issued these
proposals as the third stage consultation paper in December 2000.
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17. The third consultation sought views on the details of proposals for the
teaching funding allocation method.  The objective was to establish a
rational funding system which would create a level playing field, so that
higher education institutions could better meet students’ and employers’
needs.  It included proposals on a number of areas:

• Proposal 1  The number of Funding Subject Groups to be reduced
from 22 to 6 broad Funding Subject Groups and new relative prices to
be set for these proposed groups.  This would give institutions
flexibility, and would emphasise their role in determining appropriate
funding for departments and individual courses within the institution.

• Proposal 2  Closer link between funded activity and provision.
• Proposal 3  Extra financial support in the form of ‘premiums’ for

institutions which recruit certain types of students - under-represented
groups and students with disabilities - and proposals for how the
numbers of such students should be measured

• Proposal 4  Funding by ‘mode’ of study – such as full-time, part-time,
distance learning.

• Proposal 5  Maintaining neutral funding by ‘level’ of study – such as
HNC, HND, degree, postgraduate.

18. The formal written consultation exercise attracted a great deal of interest
from a wide cross-section of interested bodies as well as the higher
education sector.  The Council was pleased to receive a high number of
contributions to the debate in the form of 110 responses, from professional
subject associations and bodies representing employers as well as from
the 19 institutions funded by the Council.

What were the responses to the recent consultation?

19. Some aspects of the proposals were broadly welcomed and some have
proved contentious.

20. Proposals 3, 4 and 5 have largely been endorsed.  There has been
widespread support for the introduction of a premium for provision for
students from under-represented neighbourhoods, and for those who have
disabilities.  The proposed mechanisms for allocating these funds, based
on the recommendations of the Measurement Working Group, were also
generally welcomed.  Furthermore, there is overall consensus that funding
should not vary by level of study and that the 10% premium for provision
for part-time students should be retained.

21. In relation to Proposal 1, the majority of respondents who commented
were supportive of the reduction in the number of funding groups in
principle.  The subsequent debate has not centred on the concept of
having around six groups but around the allocation of particular subjects to
these groups.  The clustering of the 22 funding subject groups into six
much broader groups involves averaging of the prices, and those subject
areas where the new average price would be lower than the old specific
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price have tended to respond negatively.  However, under the new method
it would be a matter for institutions to determine the prices to individual
subject areas.

22. In relation to Proposal 2, there is also general support for creating a closer
link between the funding SHEFC provides and the activity delivered by
institutions, but the details of Proposal 2 resulted in more diverse
responses and less support.

23. The concerns about Proposals 1 and 2 and how the Council intends to
address them are considered below.

What were the areas of particular concern?

Proposal 1:  Number of subject categories and relative prices

24. The review of prices was informed by the Council’s Prices Working Group,
which was established in October 1999, and by the study on the costs of
teaching commissioned by the Council from JM Consulting at the
suggestion of the Prices Working Group.  The Prices Working Group
comprised sector representatives nominated by Universities Scotland
(then COSHEP) and members of the Council’s Executive.

25. There were two main issues to be considered: the number of subject
categories and the relative prices between them.

Reducing categories of subjects

26. JM Consulting recommended grouping subjects into around six categories
as the minimum number required to cover the diversity of subjects on offer.
The Prices Working Group acknowledged the benefits arising from
reducing the number of funding subject groups from the 22 currently used.
The Council believes the main benefits are increased simplicity and
flexibility for institutions, and improved equity by having the same price for
subjects with broadly similar cost drivers.  The Prices Working Group
recommended in its final report that around six much broader categories
should be created, with relative prices based on the existing relativities
between the current funding levels.  The Council supported the concept of
using six categories and this was the basis of the Council's proposal
contained in the third stage consultation.

27. Responses to the Council’s third stage consultation indicate a majority of
those who commented are in support of the reduction to around six
groups.  It is the placing of subjects within these groups that has provoked
considerable debate, and this issue is considered below.
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Relative prices for categories of subjects

28. In light of the evidence gathered, JM Consulting were able to identify
relative prices for only two groups of subjects, those which were
‘classroom-based’ and those which were ‘laboratory-based’. Although the
consultants did not consider they had sufficient evidence to make
reasonable assumptions about other subjects, a tentative mapping of
subjects to these two categories was made as an illustrative exercise.

29. Modelling based on the consultants’ tentative findings would have resulted
in swings in the allocation of funds to institutions of between plus 25% and
minus 25%.  Making no judgement about the validity of these conclusions,
it would clearly have been impossible for the system to absorb such a
swing without serious instability.

30. The consultants, the Prices Working Group and the Council’s Advisory
Group on Teaching Funding all agreed that the evidence was not
sufficiently robust to justify the use of this set of relative prices for funding
groups.  In addition, the Council could not have countenanced a move that
would have caused such instability.  Neither did it appear likely that robust
evidence would be obtained within a reasonable timescale or budget.

31. In the absence of robust evidence for a 'first principles' approach to
clustering and pricing of subjects, and in light of the recommendations of
the Prices Working Group and the Advisory Group on Teaching Funding,
the Council concluded that it should propose broader groupings of subjects
for consultation by creating six clusters of existing funding subject groups
that have similar prices.  The groups proposed were:

• Group 1  Clinical and veterinary practice
• Group 2  Conservatoire music
• Group 3  Subjects requiring significant provision of laboratories or

workshops and specialist equipment eg electronic engineering
• Group 4  Subjects generally taught in small groups and requiring

specialist equipment eg radiography
• Group 5  Subjects requiring access to specialist equipment eg quantity

surveying
• Group 6  Other subjects (classroom-based subjects) eg social science.

32. The key exception to the proposed prices for the new groupings based
around clusters of existing funding subject groups was the treatment of
Clinical Medicine.

33. JM Consulting had tentatively placed Clinical Medicine within a ‘very high
cost’ subject category. The Advisory Group on Teaching Funding was
aware of a significant difference in the level of funding for Clinical Medicine
in Scotland compared to that in England.  Whilst on average the funding
level in Scotland is in the order of 10% higher than in England, for clinical
medicine it is around 20% lower – a difference of 30%.  Previous stages of
the teaching funding consultation had received representations from the
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NHS about this issue.  One of the concerns was that the sustained lower
level of funding provided for Clinical Medicine in Scotland may lead to
clinical academic departments facing increased difficulties in recruiting
senior staff in a UK-wide competitive market.  In light of the major pricing
difference and the concerns about its effects, the Council agreed to consult
on a proposal to increase the relative price of clinical medicine from 3.04 to
3.29.  This would only narrow the funding gap, since the Council
recognised that a greater change could have a significant negative effect
on other subject areas.

Responses to pricing proposals

34. These proposals for the relative prices between the new, broader groups
have provoked concerns among many respondents.  The main concern is
that some subjects appear to be funded at a lower level under the
proposals.  In particular, questions were raised in the responses to the
consultation about the grouping allocated to particular subjects including
languages, architecture, art & design, teacher education and some
professions allied to medicine.

35. Clearly the Council would be very concerned if there was damage to the
provision of subjects which are important to Scotland, and we will look very
carefully at the case made by these respondents.  However, it is vital to
remember that it would be for institutions to decide at what level they fund
individual subjects and courses, rather than follow the very broad
groupings proposed by SHEFC, so it is not meaningful to draw
comparisons at individual subject levels.  The Council’s proposed broad-
based funding method recognises that best place to decide on the relative
needs of different subjects is at local level, where the individual institutions’
circumstances can be taken into account.  It is also worth noting that by
the earliest possible implementation date for these proposals, total
resources for teaching will have risen by around 9%, and so additional
funding will be available to help offset the effect of any redistribution.

36. In addition, the Council has made the commitment that transitional
arrangements will be put into place where necessary.  The institutions
recently granted Small Specialist Institution status will receive additional
funding to acknowledge the diseconomies of scale they face.  These
institutions aside, modelling shows that the possible impact on institutions
of the proposals for groupings of subjects and funding of fees-only places
would at maximum be between plus 5% and minus 7%.  The Council will
model the potential impacts as its proposals develop to ensure that any
changes are manageable.
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Evidence base

37. Institutions have raised concerns that the proposals in the third-stage
consultation were not based on the evidence provided by JM Consulting or
on an alternative ‘first principles’ approach to grouping and pricing of
subjects.  Paragraphs 28 to 33 above set out the rationale for the
approach the Council decided to propose.

38. We recognise that we could have sought further evidence before we
carried out our third stage consultation.  We came to a judgement that
sufficient robust evidence did not exist at present and nor was it likely to be
available in the foreseeable future.  One of the difficulties faced by JM
Consulting was the diverse nature of higher education provision.  There is
no national curriculum, and each institution delivers its teaching differently,
even within the same subjects.  For example, theoretical physics, nuclear
physics, engineering physics and applied physics courses may be very
different in content and costs, but they are all classified within the subject
group of physics.  Institutions were invited to provide evidence fairly early
in the JM Consulting study, and yet the consultants were still only able to
draw out two categories with relative prices.  JM Consulting clearly found
the task a very complex and difficult one, despite their experience and
expertise in higher education costing.

39. A small number of respondents to the consultation have suggested that
the Council should use the data which may emerge from the ongoing
Transparency Review (The Transparency Review of Research,
commissioned by the Joint Costing and Pricing Steering Group on behalf
of the Science and Engineering Base Co-ordinating Committee).  This
review aims provide information from each higher education institution in
the UK on the costs of a range of higher education activity, including both
teaching and research.  To date two pilots have been carried out in
Scotland.  Whilst we recognise that the Transparency Review data may
provide useful information eg to enable institutions to benchmark against
each other, we are concerned that this data is based on historical
allocations of resource. It is likely that departments will have spent all of
their funding allocation, whether this was generous or otherwise.  It does
not therefore give a good indication of where there are necessary
differences in cost, and may reflect existing inefficiencies.  It was these
concerns that led to the Council commissioning JM Consulting to perform
their study into efficient costs.

Proposal 2:  Closer link between funded activity and provision

40. For decades, the way that higher education institutions have been funded
has comprised two elements – grant funding in terms of an amount per
student provided by a central body and a publicly-funded ‘tuition fee’ paid
on behalf of the students in Scotland by the Student Awards Agency for
Scotland.  This is still the mechanism in place in Scotland since the private
student tuition fee was abolished in 2000.  At £1,075, this fee amounts to
about 20% of the average public funding for providing a year of higher



15

education, which stands at around £5,100 including SHEFC funding and
publicly-funded tuition fee.

41. During the late 1980s and early 1990s, higher education institutions were
encouraged to expand their student numbers by taking in large numbers of
students ‘at marginal cost’ ie for the amount they would get through the
publicly-funded tuition fee alone and not augmented by funding through
SHEFC's main teaching grants.  For example, a computing and
information science department might have 100 students: 90 of the places
are being funded by SHEFC, as well as the publicly-funded tuition fee, and
are therefore ‘fully-funded’, and 10 of the places are funded on a ‘fees
only’ basis and do not attract funding from SHEFC.

42. It is important to note that individual students are not labelled as being
'fully funded' or 'fees only'.  Rather, the funding mechanism affects the total
resources an institution is allocated for providing a certain number of
student places.  Fees-only student places result in different institutions
being funded at different levels for delivering the same provision.
Currently, the computing and information science department in the
example described above would receive less funding per student place
than the similar department in another university which had 90 SHEFC
fully-funded places and had decided not to take on any fees-only student
places.

43. The Council estimates that across the Scottish higher education sector
around 10% of student places are still currently funded on a ‘fees only’
basis.  Since most of these 'fees-only' student places are required to
achieve the student numbers planned for by the Scottish Executive, it
seemed to us appropriate to increase the number of 'fully-funded' places in
future to ensure that the Scottish Executive’s targets will be achieved.

44. There was general support among the consultation responses for
improving the link between SHEFC-funded activity and the provision
delivered by the sector.  However, the specific proposals proved more
controversial.  Given the varying percentage of 'fees-only' students across
institutions, the proposed re-basing of the level of funding per student
place would have differential effects on institutions, with greater gains
among those institutions with a higher than average number of ‘fees only’
student places.

45. The Council recognises that having some fees-only student places may be
helpful.  The mechanism encourages efficiency.  It also provides
institutions with a useful buffer against small fluctuations in levels of
student enrolments, as a small shortfall in recruitment targets may well
result in a reduction in fees-only students, rather than immediately leading
to unfilled fully-funded places, for which the Council may claw back grant.
In light of the consultation responses, therefore, the Council wishes to
reduce the inequality in funding levels, while still allowing institutions some
flexibility to determine enrolment levels.
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How will the Council address these concerns?

The fourth stage of the review

46. The Council wishes as far as possible to achieve consensus on the way
ahead.  While the issues are detailed and technical ones, we recognise the
importance of getting a reasonable degree of consensus to be able to
implement a fair and workable funding method.  We have shared our
analysis of the consultation responses with Universities Scotland, and we
have identified those issues which appear to be generally well received,
and those that are more contentious.  Universities Scotland has offered to
contribute to the next stage of the review and we are pleased to accept
their offer to work with us to take the teaching funding review forward.  The
first of a series of meetings is scheduled for early June.

47. The Council is keen to enter an exchange of views and information with
Universities Scotland to identify how we can address the issue of obtaining
better evidence, if it exists, or establishing a basis that is accepted as
being rational and logical for setting revised price groups and price levels.
On the issue of fees-only student places, we will be discussing various
options for full or partial conversion of fees-only students to funded student
places, and the pace of implementation of such a change.

Implementation issues

48. Some elements of the proposed new method were widely welcomed by
institutions and will be introduced from 2001-02.  The Council has
introduced a premium of 5% for students from under-represented
neighbourhoods to provide institutions with additional resources where
necessary additional costs are incurred, to help the retention and
progression of such students.  A total of £3M has been allocated for this
purpose in the coming year.  Over £0.9M is also being provided from
2001-02 to support the additional costs of teaching students with
disabilities in the sector.

49. The Council fully acknowledges and recognises that transitional
arrangements will need to be put in place to ensure that institutions are
able to plan and manage any changes in levels of funding.  We are also
conscious of the need to avoid unnecessary turbulence in funding
allocations to institutions, and this will be taken into account when
considering decisions on the model and the pace of implementation of
changes.

50. As mentioned in paragraph 36 above, the possible impact on those
institutions that are not designated as 'Small, Specialist Institutions' would
at maximum be between plus 5% and minus 7%.  This is in an
environment where the overall resources for teaching will have risen by
around 9% by 2002-03, the earliest possible date for starting
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implementation of reforms to price groups and fees only places.  Clearly,
further changes to the proposals following discussions with Universities
Scotland will also need to be modelled.

51. To summarise, the Council is committed to working with Universities
Scotland to identify how to take forward the review, in light of responses to
the recent consultation.  The timescale for implementation will not be
determined until the process for the next steps has been identified, taking
into account Universities Scotland’s views.  Transitional arrangements will
be put into place where necessary.  While wishing to make progress with
this review, the Council will take as long as necessary to achieve a sound,
rational and workable new funding method.
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SECTION B: RESEARCH POLICY AND FUNDING REVIEW

EXECUTIVE SUMMARY

Why is SHEFC carrying out a review of its policies and methods of
funding research?

i)  The proposals are intended to ensure that SHEFC has in place revised
polices and methods of funding that will allow it to promote Council and
Scottish Executive objectives for research and knowledge transfer more
effectively over the long term, for the benefit of Scotland.  (See paragraphs 1
to 3.)

How has the review been carried out?

ii)  There have been two stages to the review:

• Stage One initial consultation February 2000 to discuss the policy
objectives seek views on possible funding options for the future.

• Stage Two second-stage consultation December 2000 described the
funding methods that the Council was proposing to introduce from 2002-03
and invited views on their introduction and operation.

iii)  The Council engaged a wide range of stakeholders in consultation,
including higher education institutions, charities, businesses, Government
departments, subject associations and individuals with an interest in research
in Scotland. (See paragraphs 4 to 6.)

What is the review trying to achieve?

iv) The objectives for the Council’s research funding policies and methods are:

• The development of a flexible, efficient and high quality research base and
an increase in the volume of world-class research undertaken in Scotland;
and

• The dissemination of the outcomes of research to promote their application
and commercialisation for the wider economic, educational, social,
healthcare and cultural benefit of society.

v)  Given the Council’s particular role in research funding, we consider that the
most effective way for us to link the research base with economic growth is to
ensure that Scotland develops and maintains a flexible, diverse research base
that is excellent by international standards. Evidence from successful
knowledge-driven economies elsewhere in the world suggest that the quality
and excellence of the research base is a key factor in achieving knowledge-
driven growth.
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vi)  To achieve these objectives, the Council is proposing:
• to allocate the majority of its funds through a Main Quality Research

Grant
• to work with the Office of Science and Technology to establish a UK-wide

Science Research Investment Fund for physical infrastructure
• to develop a new Strategic Research Development Grant to identify and

strengthen areas of research that are of strategic importance
• to create a Research Development Foundation Grant to provide a

means of funding emerging and developing research that is not successful
in gaining funds through the Main Quality Research Grant

• to establish a Joint Research Development Funding programme to
achieve greater synergies with the Scottish Executive

• to fund a Knowledge Transfer Grant to provide an incentive and the
resources for institutions to enhance their knowledge transfer activities and
to contribute more effectively to the development of a knowledge-based
economy and society in Scotland

• to maintain a UK Activity Funding stream to provide HEIs in Scotland
with access to UK funding where this is important to national and
international competitiveness.

vii)  The Council has said that if the 2001 Research Assessment Exercise
(RAE) shows an increase in the overall number of staff submitted and upward
movement in the numbers of staff rated in the higher bands, our priority will be
to maintain average levels of funding for the top-rated units. (See paragraphs
7 to 27.)

How will the Council’s proposals achieve the broad objectives
established by the Scottish Executive?

viii)  The Scottish Executive’s priorities, most recently articulated in the Letter
of Guidance from the Minister to the Council in November 2000, are
‘supporting excellence, […] helping to develop and support areas of strategic
importance to Scotland, and efficient knowledge transfer and
commercialisation'.

ix)  Excellence in the research base has been achieved by ensuring that the
majority of funds are allocated selectively to higher education institutions by
reference to the quality of the research in each department or research centre.
There is a good correlation between the allocation of funding to higher
education institutions by SHEFC using the results from the RAE, and the
distribution of research income by external funders.  Therefore, excellence is
generally a good predictor of relevance as shown by demand from other
funders.

x)  Areas of strategic importance have not yet been specified.  Assuming
priorities could be agreed, the key issues would be to:
• identify which areas of strategic importance are not currently producing

high quality research and therefore not receiving significant levels of
funding through the Council's main research grant; and
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• ensure that funding is available through other routes to support strategies
aimed at increasing the quality of research in these weaker areas of
potential strategic importance.

xi)  We believe therefore that the proposals for the Main Quality Research
Grant and the Strategic Research Development Grant will ensure that
methods of funding are in place to support areas of research that are of
strategic importance to Scotland.

xii)  The Council does not believe that core funding could be sensibly
prioritised mainly or solely to these areas, and this idea received very little
support in our consultation.  The danger of seeking to prioritise a large
proportion of research funding on a more limited range of subjects that match
economic or other priorities is that it will reduce the existing breadth in the
research base and the flexibility to respond to future changes in these
priorities.

xiii)  To promote efficient knowledge transfer and commercialisation, the
Council has established a time-limited working group with Scottish Enterprise
to achieve greater complementarity in policies for commercialisation and
innovation; and has proposed to establish a permanent, recurrent Knowledge
Transfer Grant. (See paragraphs 28 to 42.)

What are the concerns of respondents to the Council’s second-stage
consultation?

xiv)  The main concerns relate to the details of the operation of the funding
model and, in particular, the degree of selectivity in the Main Quality Research
Grant.

xv)  With average quality likely to rise in the 2001 RAE, the Council
recognises that some difficult funding questions may have to be faced by the
Council, by the higher education institutions, and by the Scottish Executive
and ultimately the Scottish Parliament in the wake of the next RAE.

xvi)  The majority of respondents to the consultation who chose to respond to
the question of selectivity argued that priority should be given to maintaining
levels of funding for the highest rated departments.  However, most of the less
research-intensive institutions with fewer higher-rated departments were
generally in favour of prioritising funding for 3a and 3b ratings, arguing that to
reduce funding for these areas would reduce diversity and could damage new,
relevant and innovative areas of research.

xvii)  The Council would of course be concerned about these potential
consequences, and will want to consider the responses made on these points.
(See paragraphs 43 to 51.)
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How will the Council’s proposals address the concerns?

xviii)  The proposal for a Strategic Research Development Grant would
provide access to funding for subject areas that are strategically important to
Scotland but which are weak in terms of their quality as measured by the 2001
Research Assessment Exercise. This grant would address the concern that a
reduction or loss of funding for departments that are rated 3a and 3b would
damage emerging and new areas of research that have not yet developed to
international levels of excellence.  In addition, the establishment of a new
Research Development Foundation Grant at the level of about £5 million
per annum would provide a means of funding emerging and developing
research.

xix)  The Council believes that the pro-active approach we have taken in
reviewing research policies and funding is having positive benefits in
stimulating debate not just in academia but also across the public, commercial
and voluntary sectors.  The wide and open discussion of these issues will put
the Council in a strong position to advise Ministers and take decisions about
developing the research base in Scottish higher education institutions
effectively for the future. (See paragraphs 52 to 55.)
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SECTION B: RESEARCH FUNDING REVIEW

EVIDENCE

Why is SHEFC carrying out a review of its policies and methods of
funding research?

1. Under the ‘dual support’ arrangements for the public funding of research in
UK higher education institutions, the role of SHEFC is to provide a basic
research capacity by contributing to the costs of the infrastructure.  These
include the costs of buildings, equipment and the salaries of core
academic staff and their overheads.  The UK Research Councils form the
other strand of the ‘dual support system’.  They and other funders of
research allocate resources for projects based on their own priorities.  The
following pie chart shows sources of research income, with SHEFC
funding representing 34%:

2. The Council’s original methods of funding were introduced in 1993-94 and,
although there have been some changes, the overall conceptual
framework has remained relatively stable.  There were several reasons
why a review of research policy and funding was timely, including the
establishment of the devolved administrations in the UK, new Government
priorities for research and knowledge transfer, and changes in the broader
policy landscape at the both the national and international level.

3. There was also concern that potential changes in the volume and quality of
research, as measured by the forthcoming 2001 Research Assessment
Exercise (RAE), together with constraints on the funds available, would
present the Council with difficult choices and the need to identify priorities
for funding.  The Council decided, therefore, that it would be desirable to

Income from Research Grants and Contracts for the 
SHEFC-Funded Institutions, 1999-2000

EU
£21.2M  (6%)

UK-based charities
£66.6M  (19%)

UK cent.govt/local, 
health & hospital

authorities
£45.8M  (13%)

UK industry, 
commerce,public corps

£26M  (7%)

Other sources
£4.6M  (1%)

OST Research Councils
£73.4M  (20%)

SHEFC Research Grants
£ 129M  (34%)

Other overseas
£12.1M  (3%)
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review its policies and methods of funding in advance of the outcomes of
the Research Assessment Exercise in 2001.

How has the review been carried out?

4. There have been two stages to the review:

• Stage One  The Council published its initial consultation (Research
and the Knowledge Age) in February 2000.  The main purpose of that
consultation was to discuss the policy objectives for the Council’s future
funding of research and to seek views on a number of possible funding
options for the future.

• Stage Two  A second-stage consultation was published in December
2000.  This consultation described the methods that the Council was
proposing to introduce from 2002-03 to fund research in Scottish higher
education institutions (HEIs) and invited views on their introduction and
operation.

5. The Council agreed at the outset that its review should involve wide-
ranging and inclusive consultation.  For this reason, the Council published
a tailored versions of its initial consultation document, Research and the
Knowledge Age, addressed specifically to those communities that are the
users, or potential users, of research, including businesses, industries,
commerce, charities and Government.

6. By the close of the consultation period, the Council had received nearly 90
written responses.  These came from a wide range of bodies and
individuals including from higher education institutions, charities,
businesses, Government departments, subject associations and
individuals with an interest in research in Scotland.  In addition, over 100
people participated in stakeholder meetings organised as part of the
consultation, including representatives from nearly 50 businesses in
Scotland, the technology community and the medical and healthcare
sectors.

What is the review trying to achieve?

Future policy objectives

7. The purpose of the review is to determine what the Council’s objectives
should be for the future funding of research over the next ten years.  It has
tried to anticipate the issues that are likely to influence the policies and
methods of funding research. In the responses to the initial consultation,
there was an almost unanimous view that the Council’s core objectives
should be:
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‘The development of a flexible, efficient and high quality research base
and an increase in the volume of world-class research undertaken in
Scotland; and

The dissemination of the outcomes of research to promote their
application and commercialisation for the wider economic,
educational, social, healthcare and cultural benefit of society.’

8. The Council’s second-stage consultation proposed the policies that
SHEFC might use from 2002-03 to best promote these objectives through
revised methods of funding.

Research excellence and knowledge transfer

9. It is widely recognised now that economic prosperity is increasingly linked
to the creation, transfer and exploitation of knowledge. One of the key
issues that the Council has sought to address is the role of the research
base in Scotland in a knowledge-driven economy and society, recognising
the priority that both the UK Government and the Scottish Executive have
been giving to knowledge-driven growth in their strategies, such as the
Framework for Economic Development in Scotland.

10. Given the Council’s particular role in research funding, we consider that
the most effective way for us to link the research base with economic
growth is to ensure that Scotland develops and maintains a flexible,
diverse research base that is excellent by international standards.
Evidence from successful knowledge-driven economies elsewhere in the
world suggest that the quality and excellence of the research base is a key
factor in achieving knowledge-driven growth.

11. In Scotland, there is a strong correlation between the quality of research –
as measured by the Research Assessment Exercise – and the ability of a
department or unit within a higher education institution to attract external
research funding from business, industry and from other sources such as
the UK Research Councils.  For example, over 70% of the external
research income received by HEIs in Scotland is attracted by departments
or units rated in the top three categories, even though only 54% of
research active staff are in these departments.

12. The Scottish Enterprise Network Strategy has recognised that Scotland
already has significant basic research strengths that are contributing to
economic success.  For example, in the field of optoelectronics, a recent
survey suggested that Scotland ranks third out of 46 countries surveyed
for the academic impact of its research in optoelectronics.  Kymata, a
company based near Edinburgh, has recently raised more than £43 million
to establish a facility for optical integrated circuits. This will allow it to
exploit fully Scotland’s academic lead in optoelectronics.
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13. However, excellence is not by itself a sufficient condition to achieve
knowledge-driven growth.  Investments in a high quality research capacity
need to be complemented by effective policies for knowledge transfer and
the commercialisation of research.  For example, SHEFC has provided
funding for research into ’lab-on-a-chip’ technology by Strathclyde, Heriot-
Watt, Edinburgh and Glasgow Universities, in partnership with the Centre
for Systems Level Integration at Livingston.  The research has excited
interest by groups as diverse as the NHS, NASA, Motorola, ISLI, Kodak
and East of Scotland Water.

14. The Council’s proposals for new funding methods from 2002-03 are
intended therefore to ensure that Scotland continues to maintain and
develop a high quality, internationally competitive research base and that
knowledge transfer strategies are established to fully exploit that research
through commercialisation and other measures.

The Council’s Proposals

15. The main strands of funding the Council is proposing are summarised in
the following figure.
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16. The Council proposes to continue to allocate the majority of its core
funding for the research infrastructure selectively through a Main Quality
Research Grant (the successor to the current RAE-based grant, which will
be referred to as the Main Quality Research Grant throughout this section),
by reference to assessments of the quality of research and measures of
volume.

17. The Council is also participating with the Office of Science and Technology
in the establishment of a UK-wide Science Research Investment Fund
which will invest an additional £75 million over three years to 2003-04 in
the physical research infrastructure (buildings, equipment etc.) in higher
education institutions.  This might be used to fund core facilities in leading
edge developments, such as the Institute for Medical Sciences at the
University of Aberdeen which recently received a £2.5M SHEFC grant.

18. The Council’s proposals for a new Strategic Research Development
Grant will provide the process and method by which SHEFC can help
identify and strengthen areas of research that are of strategic importance.
It will do this in two ways, by providing funding for:

• the strengthening of subject areas that are of strategic importance to
Scotland but which do not receive funding, or significant levels of funding,
through the Main Quality Research Grant because of their relative low
levels of quality (examples of relatively weak subjects from the last
Research Assessment Exercise might be chemical engineering or
nursing); and

• opportunities to bring together existing and complementary strengths in the
research base in a way that will promote further improvements in quality in
strategically important areas – particularly where this requires increased
institutional collaboration.

19. Major proposals funded by the existing Research Development Grant, to
which this would be a successor, include the Virtual Design Institute
established by Glasgow School of Art, Strathclyde and Glasgow
Universities; and the Scottish Centre for Research into Speech Disability at
Queen Margaret University College.

20. The Council proposes the establishment of a new Research
Development Foundation Grant at the level of about £5 million per
annum to provide a means of funding emerging and developing research.
The Council proposes to allocate funding on a formula basis in relation to
the volume of external research income attracted by departments that
submit to the 2001 RAE but which are not successful in gaining funds
through the Main Quality Research Grant. This will allow the Council to
target funding on departments where there is clear evidence of demand for
the developing research.  Higher education institutions will be invited to
submit proposals setting out plans on how they intend to use the funding to
develop strategically their portfolio of developing research.
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21. The Council is also proposing to establish a Joint Research
Development Funding programme, which will seek to achieve greater
synergies and complementarity with the Scottish Executive programmes of
funding for research, especially in major areas like agriculture, fishing and
health.

22. The purpose of the proposed Knowledge Transfer Grant is to provide an
incentive and the resources for institutions to enhance their knowledge
transfer activities and to contribute more effectively to the development of
a knowledge-based economy and society in Scotland.  Funding through
the new Knowledge Transfer Grant will complement funding from Scottish
Enterprise, and from other funders, to help create the environment and
conditions in Scotland for greater knowledge-based innovation and
enterprise.  Institutions will have flexibility to use the funds to address their
own particular needs, for instance, to second an industry expert into
academia, to train commercialisation staff, or to market an institution’s
commercial services.

23. A further proposal by the Council is that it should maintain a UK Activity
Funding stream.  The purpose of this funding is to provide HEIs in
Scotland with access to UK funding activities, where it is recognised that
participation in such activities is important to maintaining the national and
international competitiveness of the Scottish research base.  For example,
the Council provides funding for an initiative to share resources across the
best academic libraries in the UK, securing world-class facilities for
Scottish researchers.

Selectivity in funding

24. At present, around 85% of funding from SHEFC is allocated formulaically
on the basis of assessments of the quality of research, derived from the
Research Assessment Exercise (RAE).  The RAE is carried out jointly by
the UK Higher Education Funding Councils every four or five years. The
first exercise was carried out in 1986 and the 5th RAE is currently
underway, and is due to finish at the end of 2001.

25. Research submitted to the RAE is assessed by 60 UK subject panels,
comprised of leading national and international researchers, as well as
representatives of research-users drawn from business, industry and
elsewhere. The results of the RAE are expressed in terms of a number on
a seven-point quality scale, where, in broad terms: 1 – indicates low quality
and 5/5* - indicates international excellence. (The scale is: 1, 2, 3b, 3a, 4,
5 and 5*.)  The results are then used by the Council to allocate funds to
higher education institutions.   The formula allocates funding on the basis
of factors that include the volume of research in a subject area; the cost
of providing that research; and the quality of Scottish research within the
subject area.
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26. In simple terms, the better a higher education institution does in the RAE,
the more funds for research it attracts from SHEFC.  Currently, the Council
only provides funding for departments that are rated 3b and above.  In
other words departments rated 1 or 2 are not funded.  In the funding
formula, there is currently a 55% increment in value between successive
eligible ratings.

27. In its second-stage consultation document, the Council has said that if the
2001 RAE shows an increase in the overall number of staff submitted and
upward movement in the numbers of staff rated in the higher bands, our
priority will be to maintain average levels of funding for the top-rated units.
This proposal is further discussed at paragraphs 46 to 51 below.

How will the Council’s proposals achieve the broad objectives
established by the Scottish Executive?

28. The Scottish Executive’s priorities, most recently articulated in the Letter of
Guidance from the Minister to the Council in November 2000 (attached at
the Annex to this evidence) are ‘supporting excellence, […] helping to
develop and support areas of strategic importance to Scotland, and
efficient knowledge transfer and commercialisation'.

Supporting excellence

29. Excellence in the research base has been achieved by ensuring that the
majority of funds are allocated selectively to higher education institutions
by reference to the quality of the research in each department or research
centre, as measured mainly by the Research Assessment Exercise (RAE).
As mentioned in paragraph 11, there is a good correlation between the
allocation of funding to higher education institutions by SHEFC using the
results from the RAE, and the distribution of research income by external
funders.  This suggests that the selective allocation of funding through
SHEFC, based on assessments of the quality of research, matches closely
the selective allocation of funding from external funders of research.
Therefore, excellence is generally a good predictor of relevance as shown
by demand from other funders.  A good example is the 5* rated
department at Heriot-Watt University which conducts research into
petroleum engineering: it receives SHEFC funding of £560,000 per annum
and generates over £3.5M per annum from other sources, mainly industry.

30. Many of the respondents to the Council’s initial consultation shared our
view that the structural arrangements for funding research in the UK have
contributed significantly to the quality and diversity of the research base.
They argued that the Council should continue to allocate the majority of its
funds for research on the basis of assessments of quality carried out at a
UK-wide level.  Evidence from studies commissioned by HEFCE, as part
of their own review of research funding, have confirmed the effects of
successive assessments of research quality on the quality of the research
base in the UK:
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• in the period since the first Research Assessment Exercise in 1986, the
effectiveness and productivity of the UK research base has increased
significantly;

• the introduction of a national system for the assessment of research
quality has been effective in significantly increasing the conscious
management of the research environment in UK universities; and

• research activity in the UK has increased at a faster rate than funding,
indicating an increase in efficiency.

31. This has all contributed to the strength of the research base in the UK.
Overall, on many measures, UK researchers are among the best in the
world.  For example, they rank first in the world in terms of the numbers of
publications and citations per million dollars spent on research.  Within the
UK, Scotland punches above its weight, with 12% of the active
researchers despite having only 9% of the UK population.  The Scottish
research base also appears to perform well on a number of other
measures.  For example, a study commissioned by Scottish Enterprise
and the Royal Society of Edinburgh suggested that Scotland ranks third in
the world in terms of numbers of research publications per head of
population.

32. The Council believes that the proposals set out in paragraphs 15 to 27 will
provide the funding framework that will allow the Council to meet the key
Scottish Executive objective of maintaining and developing an excellent
research base.

Supporting areas of strategic importance to Scotland

33. The Scottish Executive’s second overarching objective is the support of
research in areas of strategic importance to Scotland, which have yet to be
specified.  Consequently, there are no agreed criteria on which to
discriminate or prioritise funding between subject areas on the basis of
strategic importance.  The identification of which subject areas are of
strategic importance is not simply, or primarily, a matter for SHEFC but
needs agreement from a wider range of stakeholders including the
Scottish Executive and ultimately the Scottish Parliament.

34. Assuming that strategic priorities can be agreed, the Council would want to
support these areas to ensure that there is high quality research.  Of
course, many of these subject areas might already be undertaking high
quality research in Scotland and be in receipt of core funding through the
Council’s existing RAE-based grant.  For example, the 1996 Research
Assessment Exercise showed that there are major strengths in subject
areas such as Biological Sciences, Physics, Electrical and Electronic
Engineering, Computer Science and Mineral and Mining Engineering – all
of which might be regarded as being strategically important to Scotland.
The important issue therefore is to:
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• identify which areas of strategic importance are not currently producing
high quality research and therefore not receiving significant levels of
funding through the RAE-Based Grant; and

• ensure that funding is available through other routes to support strategies
aimed at increasing the quality of research in these weaker areas of
potential strategic importance.

35. We believe therefore that the proposals for the Main Quality Research
Grant and the Strategic Research Development Grant (see paragraphs
16 to 18) will ensure that methods of funding are in place to support areas
of research that are of strategic importance to Scotland.

36. The Council does not believe that core funding through its Main Quality
Research Grant could be sensibly prioritised mainly or solely to these
areas.  This received very little support in our consultation and many
respondents argued that seeking to prioritise subject areas was
conceptually flawed, including the representatives of business and industry
that took part in the regional consultation meetings organised by the
Council.

37. The danger of seeking to prioritise a large proportion of funding on a more
limited range of subjects that match economic or other priorities is that it
will reduce the existing breadth in the research base and the flexibility to
respond to future changes in these priorities.  For example, if the Council
or its predecessor body had taken the decision to prioritise funding against
economic priorities 20 years ago, increased resources would have gone
into developing the research base that underpinned industries such as
steel and mining.  Clearly, these would have been the wrong choices and
priorities.

Efficient knowledge transfer and commercialisation

38. Perhaps the most significant policy change that has occurred since the
Council’s original methods of funding research were established in 1993-
94 is the increased emphasis now being given to the role of the research
base in contributing to innovation and national economic competitiveness.
Although SHEFC has been active in recent years in promoting the
commercialisation of research and enhanced knowledge transfer, this
issue, nevertheless, has been central to our current review.

39. Investment in a high quality basic research capacity in Scotland needs to
be complemented by effective policies for knowledge transfer and
commercialisation.  There are two key issues therefore that we have been
considering in our review:

• how to ensure that our policies are integrated effectively with other funders
of the commercialisation process within an overall innovation strategy for
Scotland; and

• how best to support institutions in the commercialisation and knowledge
transfer function.
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40. On the first issue, the Council has established a time-limited working group
with Scottish Enterprise to begin to consider how the two organisations
can achieve greater complementarity in their policies for commercialisation
and innovation.  The Group will report later in the year.  On the second
issue, the Council has proposed to build on its existing Professionalisation
of Commercialisation grant scheme by establishing a permanent, recurrent
Knowledge Transfer Grant (see paragraph 22).

Promoting Joined-up Policies

41. The Council has sought to ensure that its proposed policies and methods
of funding research complement, and fit within, the broader framework for
funding research, both in Scotland, across the UK and in Europe.

42. In addition to our joint work with Scottish Enterprise and the new Science
Research Infrastructure Fund with the Office of Science & Technology, the
proposals demonstrate a desire to ensure that there is further coherence in
policy-making.  The proposals for a Joint Research Development
Funding programme will seek to achieve greater synergies and
complementarity with the Scottish Executive, while the new Strategic
Research Development Grant will help to ensure that HEIs in Scotland
are linked into networks of research excellence in Europe, which have
been proposed by the European Commission. (See paragraphs 18 and
21.)

What are the concerns of respondents to the Council’s second-stage
consultation?

43. Although the Council’s second-stage consultation on research policy and
funding has generated concerns from a number of respondents, there is a
considerable degree of agreement on most of the proposals contained in
the document. Most of the respondents to both stages were in favour of
retaining a form of quality-based grant together with a modified research
development funding scheme.  In particular, the principle of allocating
funds on the basis of assessments of quality appears to command broad
support.

44. The concept of research development funding also appears to command a
high degree of support.  Furthermore, the proposed new knowledge
transfer stream of funding and a reserve to fund UK-wide funding activities
were almost unanimously supported.

45. The main concerns relate to the details of the operation of the funding
model and, in particular, the degree of selectivity in the Main Quality
Research Grant.



33

46. The key issue is that we expect the 2001 Research Assessment Exercise
to show an overall increase in the volume of research in Scottish higher
education institutions and, in particular, an increase in the volume of
research in the 4, 5 and 5* rating bands.  The table below shows the
distribution of research staff (Full Time Equivalents) in Scotland across the
RAE ratings, using data drawn from the last Research Assessment
Exercise in 1996.  The table also shows the levels of funding associated
with each rating for the Academic Year 2000-01:

Quality
Rating

Value 1996 RAE:
Research
Staff (full-

time equiv.)

Percentage Amount of
RAE-based

grant for
2001-02

Average
Unit of

Resource
per Staff

1 0 185 3.2% Not funded Not funded
2 0 282 4.9% Not funded Not funded
3b 1.00 658 11.3% £6M £9,189
3a 1.55 1148 19.8% £16.5M £14,342
4 2.40 1937 33.4% £43.8M £22,594
5 3.72 1014 17.5% £35.7M £35,177
5* 3.72 189 3.3% £7.3M £38,716
Mixed 388 6.7% £7M £17,960
Total 5801 100.0% £116.3M £20,033

47. The 1996 Research Assessment Exercise showed an increase in overall
numbers of research staff of just under 3.5%.  If the 2001 RAE shows a
similar increase in overall numbers and an upward movement in the
number of staff in units rated 4, 5 and 5*, then SHEFC would need to
increase the funding for these higher rated departments in order to
maintain the current units of resource.  This of course assumes that the
total overall funding through the proposed Main Quality Research Grant
remains at the current level of about £116 million.  Depending on the
actual level of growth in the RAE 2001, this could lead to a lower unit of
resource, and even possibly no resources, for departments rated 3b and
3a.  Alternatively, if SHEFC chose to maintain funding for researchers in
the lower rated 3a and 3b bands, it would need to reduce levels of funding
for the higher rated 4, 5 and 5* bands.  Therefore, it is likely that some
difficult funding questions will have to be faced by the Council, by the
higher education institutions, and by the Scottish Executive and ultimately
the Scottish Parliament in the wake of the next RAE.

48. In its second-stage consultation document, the Council has said that if the
2001 RAE shows an increase in the overall number of staff submitted and
upward movement in the numbers of staff rated in the higher bands, our
priority will be to maintain average levels of funding for the top-rated units.
The Council believes that this:

• is fully consistent with the objective of supporting excellence and with the
strategy of developing a high-quality knowledge driven economy and
society; and

• appropriately rewards the highest quality research and ensures that such
research continues to be funded at levels that will allow it to compete
nationally and internationally.



34

49. The majority of respondents to the consultation who chose to respond to
the question of selectivity argued that priority should be given to
maintaining levels of funding for the highest rated departments.  Indeed,
while Universities Scotland is concerned about the consequences for 3a
and 3b-rated research, it has recently endorsed the proposal to maintain
funding for higher-rated departments in a letter of 29 March 2001 from the
Convener to the SHEFC Chief Executive:

‘The problem is one of success, and it would be unfortunate if the
consequence of a real and substantial improvement in the quality of
research was a decline in the unit of funding.  It would be more
appropriate to recognise that the investment made had produced an
excellent return and that this represents a compelling argument for
maintaining – or even increasing – the unit of resource.’

50. Most of the large research-intensive universities in Scotland (Glasgow,
Edinburgh, Strathclyde and St Andrews) fully endorse the proposal,
representing over 60% of the current research activity in Scottish HEIs.
Unsurprisingly, the majority of the less research-intensive institutions with
fewer higher-rated departments were generally in favour of prioritising
funding for 3a and 3b ratings.  Concerns about the proposal – mainly from
higher education institutions with smaller portfolios of research activity -
include suggestions that the proposals will:

• reduce diversity in the research base in Scotland –  in terms of the subject
areas that are supported in Scotland;

• inhibit significantly the development of new and emerging areas of
research;

• lead to a reduction in the volume of applied and multi-disciplinary research,
as well as research that is genuinely innovative or involves risk-taking; and

• damage the development of research that is directly relevant to the
Scottish economy.

51. The Council would of course be concerned about these potential
consequences, and will want to consider the responses made on these
points.  The Council will need to make an assessment about the potential
for damage, for example the argument that genuinely innovative research
or research that involves risk-taking might be found mainly or exclusively in
lower rated departments.
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How will the Council’s proposals address the concerns?

52. The proposals put forward in the Council’s second-stage consultation
document have tried to anticipate concerns about the funding of
departments rated 3a and 3b from 2002-03 in two key ways:

• The establishment of a Strategic Research Development Grant, to
provide access to funding for subject areas that are strategically important
to Scotland but which are weak in terms of their quality as measured by
the 2001 Research Assessment Exercise.  (See paragraph 18.)  This grant
will address the concern that a reduction or loss of funding for departments
that are rated 3a and 3b would damage emerging and new areas of
research that have not yet developed to international levels of excellence.

• The establishment of a new Research Development Foundation Grant
at the level of about £5 million per annum to provide a means of funding
emerging and developing research.  (See paragraph 20.)

53. The Council is aware of the commitment given by the Higher Education
Funding Council for England (HEFCE) to fund 3a and 3b rated
departments.  However, HEFCE has not yet indicated the level of funds
that will be available, whereas SHEFC has said publicly that £5 million will
be available through the Research Development Foundation Grant.  We
also believe that this funding is likely to be better spent as it can be
allocated selectively to those departments where there is evidence of need
for infrastructure support from SHEFC.

54. A further concern that has been expressed is that funding for research in
Scotland is unevenly distributed between higher education institutions.
This is a reflection of the fact that excellence in research and volume of
activity is unevenly distributed between institutions.  The costs of research
in many subject areas, such as the medical and life sciences, also mean
that it is inevitable that funding is concentrated to achieve critical mass and
economies of scale.   However, we have no reason to believe that the
pattern of provision for the support of research in Scotland is significantly
different from competitor countries and regions.

55. The Council believes that the pro-active approach we have taken in
reviewing research policies and funding is having positive benefits in
stimulating debate not just in academia but also across the public,
commercial and voluntary sectors.  The wide and open discussion of these
issues will put the Council in a strong position to advise Ministers and take
decisions about developing the research base in Scottish higher education
institutions effectively for the future, so that it continues to make a
significant contribution to the quality and prosperity of life in Scotland.
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SECTION C: BACKGROUND

SHEFC FUNCTIONS AND FUNDING

1. Established in 1992, the Scottish Higher Education Funding Council
(SHEFC) is a non-departmental public body sponsored by the Scottish
Executive’s Enterprise and Lifelong Learning Department.  The Council
allocates over £670M and has an annual running costs budget of £3.2M,
representing just under 0.5% of its total resources.  Its functions are
supported by approximately 60 staff, out of a total staff of around 120
shared with the Scottish Further Education Funding Council.

2. The Council has three main roles:

• it distributes funding in support of teaching and research;
• it ensures that the quality of teaching and learning is assessed;  and
• it provides advice to Scottish Ministers on all aspects of higher

education in Scotland.

3. This section gives an overview of how SHEFC discharges the first of these
duties – that of funding teaching and research activities in Scotland’s
universities and colleges.

Scotland’s Higher Education Sector

4. SHEFC currently supports teaching and research in 20 Scottish higher
education institutions:

University of Aberdeen
University of Abertay Dundee
University of Dundee
Edinburgh College of Art
University of Edinburgh
Glasgow Caledonian University
Glasgow School of Art
University of Glasgow
Heriot-Watt University
Napier University

Northern College of Education
Open University in Scotland
University of Paisley
Queen Margaret University College
The Robert Gordon University
Royal Scottish Academy of Music and Drama
University of St Andrews
University of Stirling
University of Strathclyde
UHI Millenium Institute (UMI)

5. Bell College is expected to be designated as a higher education institution
later in 2001, but will not be funded by SHEFC until the legal process is
complete.  The Scottish Agricultural College is not funded by SHEFC.

6. The universities and colleges which comprise Scotland’s higher education
sector are of great importance to the country’s economic prosperity,
culture and social development.  Approximately 175,000 students (in full-
time equivalents) are studying full and part-time courses and the sector
employs upwards of 38,000 academic and other staff.  The higher
education sector is one of Scotland’s major businesses with an annual
turnover of over £1,400 M.  This sum is derived from a diverse range of
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public and private sources but the major single source is the Scottish
Parliament – providing over 60 per cent - and most of that funding is
distributed by SHEFC.  In Academic Year 2001-02 SHEFC will distribute
a total of £673 million to higher education institutions in Scotland.

Sources of Funding

7. SHEFC provides the major infrastructure funding for universities and
colleges enabling them to employ staff, maintain buildings, libraries,
laboratories, lecture theatres and classrooms and therefore undertake their
core teaching and research activities.  But higher education in Scotland
also attracts and earns other funding from a range of public and private
sources.  The following pie chart shows institutions’ income for 1999-2000.

Funding from SHEFC

8. For Financial Year 2001-02 SHEFC received £660 million for distribution to
the higher education sector.  When converted to an Academic Year basis
(August – July) this translates to £673 million.  The pie chart shows
funding as announced in the Council's main grant letter from March 2001.

Total Income of SHEFC- funded Institutions, 1999-2000

Other Income
£129m (9%)

Other Services 
Rendered
£81m (6%)

Residences and 
Catering

£92m (7%)

Research Grants 
and Contracts
£250m (18%)

Academic Fees 
and Support 

Grants 
£256m (18%)

Funding Council 
Grants   

£602m (42%)

SHEFC Budget for Academic Year 2001-02

Teaching Grants 
£488M (73%)

Other Grants
£23M (3%) 

Grants not 
announced at 
time of Main 
Grant Letter 
£7M (1%)

Research 
Grants 

£155M (23%)
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Teaching Funding

9. The majority of SHEFC’s teaching funding grant is allocated through the
funding formula.  Based on annual returns of student numbers from
universities and colleges, SHEFC decides how many student places it will
fund in each institution in each of 22 separate subject groups.  Each
subject group has a cash value based on the relative historical costs of
teaching a student in that subject and this cash value is multiplied by the
number of student places allocated.  Added together they form a block
grant to each institution for teaching.  This process allows universities and
colleges to see how their block grant has been calculated but it is then up
to the institution to allocate the funding to departments and subject areas
within their institution as they decide best.

10. In addition, in response to the Minister for Enterprise and Lifelong
Learning’s annual Letter of Guidance to the Council (attached at the Annex
to this evidence), SHEFC funding for teaching is designed to meet the
Executive’s strategic priorities such as widening access and collaborating
in the interests of students and the wider economy.

11. The main areas which are receiving support in this way are:

• Wider Access funding to support initiatives like community outreach
activities, with a particular emphasis on collaborations of higher and
further education institutions to address the problems in their regions

• Part-time Incentive Grant - providing extra funding to encourage
institutions to provide part-time provision

• Part-time Fee Waiver Scheme - supporting low income and
unemployed students to study part-time;  and

• Collaborative Courses Grant – encouraging universities and colleges to
collaborate in the delivery of teaching and learning.

12. For 2001-02, the Council has also introduced the following:

• 1000 extra funded full-time equivalent student places to widen access
and in pursuit of other aims;

• A Wider Access Premium, set at 5% of the average cost of provision,
which provides institutions with an extra £275 per student from
underrepresented areas, as determined by postcode data.  £3M has
been allocated for this in 2001-02; and

• A Disabled Student Premium based on the number of students at a
university of college in receipt of the Disabled Students Allowance.
Over £900,000 has been allocated for this purpose in 2001-02.
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Research Funding

13. SHEFC allocates £155 million research funding to the sector in five main
ways:

• through the main funding formula based on the ratings departments in
universities and colleges receive through the Research Assessment
Exercise (RAE);

• through research development funding which aims to develop research
capability in areas of research which will meet long term economic,
educational, social, healthcare and cultural needs of society;

• through investment in physical infrastructure

• through knowledge transfer funding to enhance the transfer of research
and knowledge from the research base;  and

• through funding UK activities that are important to maintaining the
national and international competitiveness of the research base in
Scotland.

Main Research Assessment Exercise-Based Grant

14. The majority of SHEFC’s research funding grant  - approximately £116
million in 2001-02, is allocated through the RAE-based route.  The RAE
measures the quality and volume of research activity in academic
departments and provides a rating which SHEFC uses to inform its
funding.  The RAE itself occurs periodically and another RAE is currently
underway.  The results will not be known until December 2001 so the
RAE-based grant to Scottish universities and colleges will continue to be
based on data from the last RAE which was held in 1996.

Research Development Grant

15. The Council has made £18.5 million of competitive funding available for
research development activity in 2001-02.  This stream is designed to
promote developments that improve the fit between the research capability
of Scottish higher education institutions and the problems and issues
which affect the long term needs of society, as well as improving the
infrastructure necessary to support research excellence in these vital
areas.  In addition, this stream seeks to encourage interdisciplinary, multi-
disciplinary and collaborative activity, and to encourage high quality bids
from those institutions without a long history of research activity or whose
activity is not funded through the RAE-based grant.  Examples of major
developments funded by the Research Development Grant include the
Virtual Design Institute established by Glasgow School of Art, Strathclyde
and Glasgow Universities; and the Scottish Centre for Research into
Speech Disability at Queen Margaret University College.
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Physical Infrastructure Investment

16. In 2001-02 the Council is introducing a significant new stream of funding to
strengthen the international competitiveness of the science research base
in Scotland.  In 2002-03 a UK-wide Science Investment Fund will come on
stream but in anticipation of this SHEFC has allocated £10 million in 2001-
02 to provide universities and colleges with access to a predictable funding
stream for the science research infrastructure, allowing them to plan their
strategic investment priorities over a three year planning horizon. This
might be used to fund core facilities in leading edge developments, such
as the Institute for Medical Sciences at the University of Aberdeen which
recently received a £2.5M SHEFC grant.

Knowledge Transfer Grant

17. In recognition of the high priority which is being given to knowledge
transfer activities by the Scottish Executive and UK Government, a new
permanent recurrent funding stream, the Knowledge Transfer Grant, has
been introduced in 2001-02.  A total of £5.7 million will be available in the
first year of the fund.  In future funding will be allocated on a formula basis
on the submission of outline plans which will be expected to set out
strategically how institutions intend to promote and professionalise their
knowledge transfer activities. The funding could be used, for instance, to
second an industry expert into academia, to train commercialisation staff,
or to market an institution’s commercial services.

UK Activity Funding

18. The fifth main research stream provides Scotland’s universities and
colleges with access to UK funding activities where it is recognised that
such activities are important to maintaining the national and international
competitiveness of the Scottish research base.  These include a
contribution of £2.2 million in support of the Arts and Humanities research
Board and £1.15 million in support of the UK Research Support Libraries
Programme.  The Arts & Humanities Research Board recently awarded a
grant of nearly £0.9M for a Research Centre for Irish and Scottish Studies,
and the Research Support Libraries Programme is funding sharing of
resources between the major research libraries in the UK.

Other Funding

19. The remaining £23M of the Council's funding is distributed in various other
ways.  The largest two of these are:

• £9M in support of strategic change in the sector (eg major restructuring,
innovation, collaboration or merger)

• £7.7M for the Joint Information Systems Committee established by the UK-
wide Funding Councils to provide world-class IT networks and network
services to UK higher and further education institutions.
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23 November 2000

__ ____

HIGHER EDUCATION :  GUIDANCE & FUNDING for 2001-02

Following Henry McLeish’s announcement of the Executive’s plans for future funding of higher
education in Scotland at the end of September, I am writing to set out the priorities and objectives for
the sector which underpin this proposal and the Council’s role in helping to deliver these.

At almost £660million, planned funding for 2001-02 is some 8% (5.6% real terms) above this year's
allocation and our spending plans for higher education represent a real terms increase over the life of
the Parliament of over 6%.  This is a significant investment and demonstrates our commitment to
building a learning nation and our belief that a high quality, dynamic and diverse lifelong learning
market will help to underpin the developing knowledge economy and secure Scotland's social,
cultural and economic prosperity.  Higher education in Scotland enjoys a worldwide reputation for
the quality of its teaching and research and we need to  build on our historic inheritance.  Quite
literally the prosperity of  the nation depends on our ability to become a learning nation.

Priorities

Broadly, my main objectives and priorities for higher education are   :

• Widening access and facilitating successful outcomes : improving the proportions of under
represented groups who gain entry to higher education and who successfully complete their
studies.
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• Modernising : we should be encouraging our institutions to focus on their strengths.  We should
be seeking to promote more collaboration for Scotland rather than  competition within Scotland –
encouraging institutions to work together in the interests of students and the wider economy.  In
this way we can identify the future needs of the labour market and maintain the quality and
reputation of Scottish higher education.  And, by reviewing provision, encouraging collaboration,
and building the links with FE and external organisations, including the private sector, we can
meet these needs.

• Research: supporting excellence and helping to develop and support areas of strategic
importance to Scotland and efficient knowledge transfer and commercialisation.

Achieving these aims will require working together with other agencies.  Only this way can
Scotland develop a high quality, dynamic and diverse lifelong learning capability to underpin the
developing knowledge economy, enhance the competitiveness of our nation and reflect the scale of
the investment being made.

I expect to see the Council reducing the level of top-slicing and increasing the proportion of funding
allocated through the mainstream formulae. I hope institutions will welcome this and, in return, we
expect excellence in leadership and  management.

Higher education is so important to Scotland’s future we need the highest calibre leadership and
management in our institutions.  Our HE institutions are on the whole well managed, however, given
the challenges ahead further improvements are required.  We should therefore seek modernised
arrangements and development programmes to enhance the professionalism of management in
universities and colleges.  A particular area where improvements are required is in human resource
policies and  management.  Staff  are the key resource of universities and colleges and we must
continually strive to improve people management, staff development and succession planning.

Widening access

You will not be surprised that I see widening access to higher education opportunities for those from
underrepresented groups, as being at the heart of our commitment to social justice and the promotion
of inclusion.  I note that over half our entrants come from AB1 and less than one in 10 from
unskilled and semi-skilled backgrounds.  There has been little change in recent years.  As we
increase the number of places in HE and the real terms resources available, I want to be sure we are
creating opportunity for all Scots who want to take advantage of higher education.  This challenge
becomes all the more pressing in view of the reinforcing of links between learning and earning for
individuals and for nations.  In short, I am anxious to address low participation rates from
underrepresented groups which so compromises our social justice vision and commitment to
opportunities for all.

For the first time we are earmarking resource specifically for that purpose.  Within the spending
plans for next year and beyond,  drawing on the £18 million specifically earmarked for access over
the next 3 years, there are 3 main strands on access I wish the Council to deliver:
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• More places : provide 800 additional Full Time Equivalent (FTE) places by academic year 2003.
I would wish these to be targeted in such a way as to maximise their take up by those from
currently underrepresented groups.  This is in addition to the extra 2,000 FTE places which were
built into the Comprehensive Spending Review and you will have in place by 2002.

• Funding support :  devise a mechanism to provide additional support to institutions which
reflects the extent to which they provide for students from under represented groups.  This is to
recognise the improvement needed particularly in retention of non-traditional students where lack
of confidence and unfamiliarity with higher education can be a barrier. These funds will enable
institutions to provide additional support  - whether through mentoring, extra tuition or other help
- for these students to successfully complete their studies.

• New Access Partnerships : devise a scheme of incentives to encourage and reward institutions
who find imaginative and innovative ways of securing private sector investment in the access
agenda, making sure funding goes where it will add value and be best used.

While the priority for widening access must be that it becomes an embedded part of the funding
arrangements for higher education institutions, I would also like the Council to continue its funding
of  specific initiatives and consider how it can continue to encourage these.

I would be grateful if the Council would take this forward as a matter of priority, seeking to monitor
the impact on the delivery of our objective of improving recruitment and retention from those
currently under represented in higher education,  and keep me appraised of developments.

Review

You should also be aware that I am conscious that the Council has never been subject to a Policy and
Financial Management Review and a first quinqennial review would ordinarily have been expected
in 1997.  However, my predecessors accepted that, given the timing of the establishment of the
Further Education Funding Council, it was reasonable to postpone that review.    As you know, the
First Minister has indicated there will be  a programme of review of publicly-funded bodies to ensure
accountability, value for money and the highest standards of governance.

It is important that the Council has a clear strategic framework within which it can help the
development and delivery of a knowledge economy and I hope that in both teaching and research,
the Council will take a strategic approach to funding.  I believe that commencement of a review of
our strategic objectives for higher education,  the Council’s role within that and the funding priorities
that implies, should be a priority for 2001 to help inform our long term objectives.  I do not wish a
narrow audit and efficiency focused review.  Instead I see an opportunity to take a wider look at the
long term future of Scottish higher education over coming years.

My initial thoughts are that such a review might focus principally on three fundamental areas: access,
research and teaching quality.

I would welcome SHEFC’s views on how such an exercise might best be approached.  I am mindful
of the strength of Scotland’s higher education traditions.  I believe it is vital that the Parliament in no
way neglects the future nurturing of that tradition. I would like to help set an agenda that allows the
Parliament during its first term  to develop the long term thinking and perspectives that will be so
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fundamental, not just to the strength of your sector but also to the prosperity of the nation as a whole.
I look forward to discussions in the New Year on the best way to take this all forward.

Finally, I would like to put on record the Executive’s appreciation of the work of the Council and
recognition of its achievements in helping deliver our key objectives for higher education.  I
welcome the closer working relationship being developed with SFEFC and look forward to the
benefits this will bring for both students and the sectors themselves.  I look forward to the Council’s
continuing assistance in supporting a vibrant and diverse HE sector in which institutions are
encouraged to maximise their potential, develop their strengths, while providing a quality learning
experience for their students.

I look forward to working closely with you as I take on my new responsibilities for this important
area and continue to drive forward our policy objectives. Officials will write separately with the
customary information to support this guidance.

I am copying this letter to your Chief Executive (and also in his capacity as that of SFEFC),
Professor John Sizer, David Caldwell at COSHEP and Baroness Warwick at CVCP.

WENDY ALEXANDER
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                                           EL/01/17/4

Enterprise and Lifelong Learning Committee

Meeting 30 May 2001

New Economy Seminar

The Committee has been approached by Lloyds TSB Scotland with an invitation to
co-host a seminar of interested parties on the new economy. The proposal would be
to hold a seminar immediately after the publication of the committee’s report to allow
discussion and feedback on it.

The audience for the seminar would be representatives from financial services, and
other relevant sectors, as well as the business press. It might provide a useful
prelude to a debate in the Parliament in the Autumn, which the Committee is
seeking. The seminar would cater for perhaps 30 or 40 people, would be held
somewhere adjacent to the Parliament and include a buffet lunch. Lloyds TSB is
proposing to meet any costs.

Members are asked to consider whether this would be a useful initiative for the
Committee to pursue.

It would be sensible, for an event of this nature, for the Committee to receive
clearance from the relevant Parliamentary authorities. Until these requirements have
been fully investigated, it is not possible to be firm on the timing for a seminar. Ideally
it would follow soon after publication of the Committee’s report. Alternatively, should
this timetable not be realistic, it could be run in advance of any Parliamentary debate
in September.

Recommendation

Members are invited to consider:

i) whether they consider that co-sponsorship of such a seminar would be a
useful initiative for the committee, and

ii)if so, to authorise the Convener to pursue any authorisations necessary from
the Parliamentary authorities.

Alex Neil
Convener


