
 

 
 

Economy, Energy and Tourism Committee 
 

Draft Report on The Scottish Government's Draft Budget for 2011-2012 
 

The Committee reports to the Finance Committee and the Parliament as follows— 
 

Background 

1. This report reviews the spending proposals within the Finance and 
Sustainable Growth portfolio in the Scottish Government’s Draft Budget 2011-
20121 which fall within the remit of the Economy, Energy and Tourism Committee 
(―the Committee‖). The Committee also consider whether the Scottish Government 
has adopted the most appropriate spending priorities to support economic growth 
and where its priorities for spending should lie. 

2. To assist with its understanding of the implications of the budget proposed by 
the Scottish Government, the Committee took evidence from the following— 

 Professor Brian Ashcroft, Policy Director, University of Strathclyde; Alf 
Young, Freelance Journalist; and Jenny Stewart, Partner and Head of 
Infrastructure and Government - Scotland, KPMG LLP; 

 Stephen Boyd, Assistant Secretary, Scottish Trades Union Congress; 
Michael Levack, Chief Executive, Scottish Building Federation; Iain 
Herbert, Chief Executive, Scottish Tourism Forum; David Lonsdale, 
Assistant Director, CBI; Graham Bell, Policy and Public Relations 
Executive, Scottish Chambers of Commerce; 

 Crawford Gillies, Chairman, and Julian Taylor, Director of Strategy and 
Economics, Scottish Enterprise; 

 William Roe, Chairman, Highlands and Islands Enterprise, Alex Paterson, 
Chief Executive, Highlands and Islands Enterprise and Forbes Duthie, 
Director of Finance & Corporate Services; 

 Mike Cantlay, Chairman, Malcolm Roughead, Chief Executive and Ken 
Neilson, Director of Corporate Services, VisitScotland;  
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 John Swinney MSP, Cabinet Secretary for Finance and Sustainable 
Growth, David Wilson, Director of Energy, Scottish Government and David 
Dow, Finance Team Leader, Scottish Government. 

3. In addition, the Committee also received written evidence from Scottish 
Enterprise, Highlands and Islands Enterprise and VisitScotland, The Alliance of 
Sector Skills Councils in Scotland, Scottish Council for Voluntary Organisations, 
Scottish Retail Consortium, Scottish Building Federation, The Fraser of Allander 
Institute, Volunteer Development Scotland, the Confederation of British Industry 
(Scotland),Transform Scotland, WWF and The Federation of Small Businesses 
(Scotland).  

4. The Committee would like to thank Mr Peter Wood, the Committee’s 
budget adviser, for his invaluable support and expert advice throughout the 
budget scrutiny process. 

Finance Committee Guidance 
5. In its guidance to Committees, the Parliament’s Finance Committee referred 
to its report on the Budget Strategy Phase, which called on decision makers within 
all publicly funded bodies, and the Scottish Government and parliamentary 
committees, to show far greater leadership by discussing in more open and 
realistic terms the impact that future budget cuts will have and the options that are 
available to deal with these cuts. 

Our priorities 
6. The Committee recognises that the challenge of framing a budget with 
reduced resources is considerable and that reducing spending on existing 
programmes and commitment is difficult.  However, the Committee noted the call 
from the Finance Committee for leadership and open and realistic discussion of 
the impact of budget cuts on priorities.    The Committee has therefore examined 
whether the Scottish Government’s in this draft budget will support the critical aim 
of securing economic recovery and promoting economic growth. 



 

THE ECONOMIC ENVIRONMENT 

7. The UK Comprehensive Spending Review was published on 20 October 2010 
and determined Scotland’s Departmental Expenditure Limit (DEL) year by year for 
the next four years. In his foreword to the Draft Budget 2011-2012, the Cabinet 
Secretary for Finance and Sustainable Growth states ―This is a Budget set against 
the most dramatic reduction in public spending imposed on Scotland by any UK 
Government‖.2 

8. Scotland’s DEL will decrease by 6% in real terms in 2011-12 compared with 
2010-11. This is broken down between resource (-3.9%) and capital (-22.3%). The 
Scottish Government’s Spending Plans and Draft Budget (―the Budget‖) was 
published on 17 November 2010. The Budget contains plans to reduce budgets in 
all portfolio areas, with a below-average reduction (-1.1%) being made to the 
Health and Wellbeing portfolio. As this portfolio accounts for approximately 40% of 
DEL, it follows that the ―non health‖ elements of the budget will face cuts of, on 
average,  more than 6%.3 

9. Furthermore, the Scottish Government’s decisions to protect spending on 
current concessionary travel arrangements, free personal and nursing care for the 
elderly, prescription charging and free eye examinations necessarily imply deeper 
cuts across other areas of the budget. 

10. The UK Chancellor's expenditure plans have been set with the aim of 
achieving a steady and sustained reduction in the UK Budget deficit with the target 
of eliminating the Structural Budget Deficit by 2014-15. The success of this 
strategy depends upon many factors but a key assumption is that economic 
recovery and growth will improve the public finances by increasing revenues and 
reducing welfare spending. 

11. The Comprehensive Spending Review assumed in its calculations that the 
rates of growth for the UK economy forecast by the Office of Budget Responsibility 
(OBR) in June would be achieved  The OBR has since revised their forecast to 
show a higher rate of growth in 2010, slightly lower growth in 2011 and 2012 and 
similar thereafter (see table).  The average of the latest independent forecasts are 
consistently lower than the OBR's figures.  

UK Growth Forecasts 2010 2011 2012 2013 2014 2015 

OBR June        1.2%     2.3%    2.8%    2.9%    2.7%    2.7%    

OBR Nov 1.8%    2.1%    2.6%    2.9%    2.8%    2.7%    

Independent (average) 1.7% 1.9%   2.1%   2.4%   2.5%    
        

 

 Sources: Office of Budget Responsibility; Treasury 
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12. The significance of this is that if growth is lower than the UK government 
expects then further expenditure cuts or tax increases may be necessary in order 
to achieve the target for deficit reduction. Brian Ashcroft pointed out that ―The 
National Institute of Economic and Social Research in London is forecasting 
significantly less growth than the Office for Budget Responsibility—its figure is 
about 1.6 per cent over the next couple of years. Real revenue issues will arise for 
the Government.‖4 In addition, the Fraser of Allander Institute has estimated that 
―the rise in planned welfare cuts…will take out nearly £2bn of demand from 
Scottish households by 2014-15.5 
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BUDGET PROPOSALS – AN OUTLINE 

Budget Figures 

Scottish Government 
13. According to the Scottish Government’s figures, the Scottish Budget will be 
reduced by £1.3 billion in 2011-12 compared with 2010-11. This reduction is 
shared between revenue (£500 million) and capital (£800 million) budgets.6  

14. The Scottish Parliament Information Centre (SPICe) provided an analysis of 
these figures to the Committee. Table 1, below, sets out the reductions to the 
Scottish budget which will occur in 2011-12. The table highlights the 
disproportionate reduction in the capital Departmental Expenditure Limit (DEL) 
budget (-22.3%) when compared with the reduction in resource DEL (-3.9%). 
Overall, the Scottish Total Managed Expenditure (TME) will decline by 5%. 

15. The balance between cuts in the Resource DEL and Capital DEL results from 
the operation of the Barnett formula.  Thus Scotland’s Resource DEL to 2014 -15 
is planned to fall by less than that for the UK as a whole because the Scottish 
Budget is dominated by an item (health) which has been protected in UK spending 
cuts.  Conversely, Capital DEL will be cut by more than the UK average because 
Scottish Capital spending is heavily weighted with items which are being cut 
heavily at a UK level.    

Table 1: Allocation of TME to AME and DEL 

£ millions 2010-11 
Budget 

2011-12 
Draft 

Budget 
Cash 

2011-12 
Draft 

Budget 
Real 

% Change 
on 2010-11 
Real terms 

Total DEL of which:  29,224.5 28,007.3 27,485.1 -6.0% 

    DEL Resource 25,931.6 25,400.7 24,927.1 -3.9% 

DEL Capital 3,292.9 2,606.6 2,558.0 -22.3% 

AME (annually managed 
expenditure) 

5,513.2 
5,612.4 5,507.8 -0.1% 

Total Managed Expenditure  34,737.7 33,619.7 32,992.8 -5.0% 

Source: SPICe 

16. The heavy cuts to Capital Spending are of considerable concern to the 
Committee given the key role that Capital Investment plays in economic growth.  
This issue was explored with witnesses and is discussed  later in this report. The 
following breakdown of capital spending plans for the entire Scottish budget was 
provided by SPICe. 
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Table 2: Capital Spending Plans 

Level 2 or 3 budget line 2010-11 
Budget 

2011-12 
Draft 

Budget 
Cash 

2011-12 
Draft 

Budget 
Real 

% Change 
on 2010-

11 
Real 

terms 
Rail Infrastructure in Scotland 331.0 426.1 418.2 26.3% 

Motorways & Trunk Roads 544.1 557.6 547.2 0.6% 

    Of which Forth Crossing 30.0 200.0 196.3 554.2% 

NHS & Special Health Boards Capital 
Investment 594.4 496.7 487.4 -18.0% 

Local Government – General Capital Grant 843.2 691.8 678.9 -19.5% 

Scottish Court Service Capital 20.3 10.4 10.2 -49.7% 

Capital Grants for FE Colleges & HEI’s 209.2 91.0 89.3 -57.3% 

Scottish Prison Service Capital Expenditure 136.8 47.5 46.6 -65.9% 

Rail – Major Public Transport Projects 175.7 53.0 52.0 -70.4% 

Support for Scottish Water Borrowing 150.0 0.0 0.0 -100.0% 

Source: SPICe 

The Enterprise, Energy and Tourism Budget 

17. The Enterprise, Energy and Tourism Level 2 budget line shows a reduction of 
7.6% in real terms.  The total resource budget declines by 11.3% but, capital 
expenditure within this budget line increases by 7.8%. All Level 3 budget lines 
under this heading show reductions with the largest changes in Energy (-21.4%), 
Innovation and Industries (-17.1%) and Industry and Technology Grants (-12.0%). 

 



 

Table 3: Enterprise, Energy and Tourism Level 3 Spending Plans   

Enterprise, Energy & Tourism 2010-11 
Budget 

2011-12 
Draft 

Budget 
Cash 

2011-12 
Draft 

Budget 
Real 

% Change 
on 2010-11 
Real terms 

Enterprise Policy and Delivery (including 
Scottish Enterprise & Highlands & Islands 
Enterprise ) 290.0 283.4 

                      
278.1  -4.1% 

ESF Programme 1.5 1.5 
                         

1.5  -1.9% 

Innovation & Industries 20.6 17.4 
                        

17.1  -17.1% 

Industry & Technology Grants 50.4 45.2 
                        

44.4  -12.0% 

Energy 43.2 34.6 
                        

34.0  -21.4% 

Tourism (including VisitScotland) 43.9 41.0 
                        

40.2  -8.3% 

Scottish Development International 0.7 0.7 
                         

0.7  -1.9% 

Total               
450.3  

                    
423.8  

                      
415.9  -7.6% 

of which Resource 363.3 328.2 322.1 -11.3% 

               Capital 87.0 95.6 93.8 7.8% 

Source: SPICe 

18. The Draft Budget provided the following comments on the plans for 2011-12: 

 ―Enterprise and tourism budgets have been reduced partly by building on 
our earlier reforms and seeking further reductions in staffing levels, 
increased efficiencies within the bodies and the removal of lower priority 
activities‖.7 

 ―[in 2011-12 we will] implement the National Renewables Infrastructure 
Plan, including £17million investment in the Renewables Infrastructure 
Fund to strengthen port and manufacturing facilities and the supply chain 
for manufacturing offshore wind turbines and related components‖.8 

 ―[in 2011-12 we will] contribute to the preparations for the series of themed 
years in the build-up to the next Homecoming celebrations in 2014; and 
prepare for the staging of The Ryder Cup in Gleneagles in 2014. The 
tourism budget will also provide £0.3 million towards the project to replace 
the Royal Edinburgh Military Tattoo stands‖.9 

 ―[in 2011-12 we will] fund broadband interventions to support our Digital 
Ambition for Scotland and put in place the broadband infrastructure 
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needed to support innovation in the digital economy and ensure Scotland’s 
business base can remain competitive in the global digital environment‖.10 

Enterprise Agencies – trends in Grant In Aid 
19. Before considering the Draft Budget Proposals for the Enterprise Agencies it 
is useful to examine the funding trends established over the last few years. Both 
Scottish Enterprise and Highlands and Islands Enterprise have faced year on year 
declines in Grant In Aid (GIA) since 2007-08. SPICe provided the following charts, 
which illustrate the trend. 

20. To enable the Committee to ascertain the scale of the GIA reductions at SE 
and HIE the Committee requested cumulative trend data on grant in aid provided 
to the enterprise agencies since 2007 from the Scottish Government and asked 
the government to quantify the scale of the reductions over time. 

Enterprise Agencies and VisitScotland – 2011-2012 Budget and Spending Plans 
21. The following table sets out grant in aid figures for Scottish Enterprise, HIE 
and VisitScotland, in 2011-12 compared with grant in aid in 2010-11. The table 
also contains a comparison of the agencies’ total planned spend or ―total cash 
investment‖ which includes sources of income. The figures used for comparison 
are forecast outturn for 2010-11 against budgeted total investment in 2011-12.  

Organisation Grant 
in aid 
2011-
12 
£m 

Grant in 
aid in 
2010-11 

% 
change 

Scottish 
Enterprise 

194.4 208.9 -7% 

HIE 48.3 58.5 -18% 

VisitScotland 40.7 46.23 -12% 

 

22. SPICe requested, on behalf of the Committee a financial summary, broken 
down by business theme, from Scottish Enterprise, HIE and VisitScotland. The 
data was requested in a format which would enable the Committee to compare 
both planned expenditure in 2011-12 as well as forecast outturn for the current 
financial year (2010-11) against the agencies’ Corporate Plans. 

23. The tables containing all of these breakdowns are contained within the 
agencies’ submissions to the Committee. 

24. Scottish Enterprise’s grant in aid in 2011-2012 will be 7% lower in cash terms 
than in the previous year.  Because other income elements will fall even more than 
this, the total reduction in the agency’s spending will be 12.2% in cash terms .  The 

                                            
10

 Scottish Government, Scotland’s Spending Plans and Draft Budget 2011-12, November 2010 
page 94 



 

draft budget based figure for SE spending is 6.3% lower in cash terms than was 
assumed in their business plan.  In short, the draft Budget has led to a cut of 3.5% 
in SE spend over and above that which was planned.  These figures exclude RSA 
and the Scottish Loan Fund. 

25. SE have explained in their submission to the committee the prioritisation 
process they have used in addressing the impact of the draft budget.  Comparing 
the current proposals with the Business Plan, support to growth business has 
received a less than average cut with a notable shift towards support for 
innovation and R&D.   

26. In contrast, support to sector initiatives where spending was originally 
planned to rise sharply will now receive a slightly below average cut .  The large 
cut in planned spending appears to reflect a staffing reduction and savings in ITI 
staff salaries.  The SE evidence notes the activities under this heading to which it 
is giving priority (e.g. renewables and Life Sciences).  The HIE grant in aid has 
been reduced by 18% in cash terms as compared with 2010 – 2011.  The cut in 
overall income (excluding  non cash elements) is in cash terms is around 13%. 

27. Most expenditure lines, at the level of detail provided by HIE, will be at a 
similar cash level in 2011- 2012 as in the previous year (a small real cut).  
Operating costs will fall by 6% in cash terms with a very larger cut (50%) in admin 
costs as compared with the figure in the Operating Plan for 2011 – 2012. 

28. The greater part of the cuts by far will be accounted for by a reduction of £7m 
(over 33%) in Transformational Projects. In response to a request for more 
information HIE have provided data showing that the reduction is accounted for by 
anticipated ―slippage‖ in spending on the Beechwood Campus amounting to £6m 
and to a re-phasing of spending on Scrabster Harbour.  The Beechwood Campus 
originally accounted for over 50% of planned HIE spend on transformational 
projects.  

VisitScotland  
29. Grant in aid to VisitScotland in 2011-12 will be £40.76 million. VisitScotland’s 
overall budget, including receipts, will decline from £62 million (Corporate Plan 
2010/11) to £54.24 million (Draft Budget indicative resource allocation 2011-12).11 
This represents a reduction of 12.5%.  

30. VisitScotland has provided a comparison of its planned spend as per the 
Corporate Plan 2011 – 2012 with the spending now anticipated for that year.  The 
spending cut is 15.2% in cash terms. Partnership Engagement and Support 
Services will be cut by just over 17% while marketing has been relatively protected 
with a cut of 14.8%. 
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KEY ISSUES 

Will the Draft Budget 2011-12 support economic recovery? 

Background 
31. The Draft Budget12 comes at a time of fragile economic recovery in Scotland 
and a great deal of uncertainty exists regarding the rate of that recovery. As stated 
in the background to this paper, The Committee wished to examine the Scottish 
Government’s decisions both at the broader, strategic level and within the detail of 
the Enterprise, Energy and Tourism portfolio and draw conclusions on whether this 
Draft Budget prioritises economic growth. 

32. Witnesses attempted to identify policy shifts as a result of this draft budget. 
Jenny Stewart found that ―the percentage share of the cake is not shifting 
radically. There has been no huge, radical shift‖.13 

High level decisions which will affect the economy as a whole 
33. The UK Treasury defines the reduction to the Scottish DEL in 2011-12 as 
10.6% while the Scottish Government’s own figures place it at 11.3%. This 
disparity arises as a result of whether account is taken of the Scottish 
Government’s decision to defer its share of the £6 billion of cuts from 2010-11 to 
2011-12 and of end year flexibility draw downs. 

34. The Fraser of Allander Institute estimated that the impact of a total reduction 
of 11% to the Scottish DEL would result in between 50,000 and 113,000 job losses 
in Scotland. It predicted that approximately £2 billion will be removed from the 
Scottish economy from 2012 as a result of UK spending plans on welfare, which 
will result in a reduction in spending.14 A range of other measures – such as an 
increase in rail fares – will further constrain people’s ability to spend.15 

35. During evidence to the Committee, Brian Ashcroft summarised three key 
measures which the Scottish Government has decided to take which do not 
involve reductions in services— 

―One is a pay freeze for one year for staff earning more than £21,000. 
Another is the efficiency saving of 3 per cent, although it is not clear exactly 
what that applies to—we assume that it is the resource budget. There is also 
the increase in non-domestic rates for large, out-of-town retail properties 
such as out-of-town supermarkets and retail parks.‖16 

The banking sector 
36. Continuing issues within the banking sector in the UK and Ireland were cited 
as a contributory factor to uncertainty within the economy. It was pointed out that 
lending to Ireland by The Royal Bank of Scotland amounts to approximately 90 per 
cent of its current net assets and for Lloyds Banking Group 60 per cent. The extent 
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of Scottish banks’ exposure to Irish debt is estimated to be in the region of £55 
billion.17 Alf Young explained— 

 ―so the current crisis in Ireland and the potential crises in Portugal and Spain 
could have direct and obvious impacts here and could trigger significant 
consequences for the banking recovery here.‖18 

37. He pointed to the fact that, in any case, the UK and Ireland’s economies are 
intertwined and ―the consequences for growth of the resolution of those problems 
are absolutely central‖.19  

38. It was argued that Scottish banks are no longer incentivised to benefit the 
Scottish Economy and that deleveraging in order to enhance share prices rather 
than lending to Scottish businesses was inappropriate activity for a bank which is 
largely state-owned. Brian Ashcroft asked: ―we own these banks. Why can we not 
get them to lend?‖ Alf Young agreed that banks appear reluctant to lend. He said: 
―everyone I speak to who has a commercial relationship with them confirms that.‖20 
It was Brian Ashcroft’s view that ―Deleveraging will be a major issue for the growth 
of the economy‖.21 

The Enterprise, Energy and Tourism Budget 
39. Witnesses explored the fact that the Enterprise, Energy and Tourism (EET) 
budget within the Scottish Government will fall by 7.64% in 2011-12, a bigger fall 
than the average DEL reduction of 6%. Within that, its resource budget will fall by 
10% and (average resource DEL will reduce by 2.5%) whereas its capital element 
will increase by almost 10%.22 The Cabinet Secretary for Finance and Sustainable 
Growth described for the Committee how the Draft Budget 2011-12 would deliver 
benefits across the economy, notwithstanding the reduction in the EET line, by 
investing in services and infrastructure in every region of the country.23 Stephen 
Boyd observed that ―a number of things in the budget demonstrate that the 
Scottish Government is doing what it can to sustain the weak growth that is 
evident‖.24 

40. In the absence of level 4 budget figures, it was very difficult for witnesses or 
members to take a view on whether spend areas such as innovation and research 
were being protected in relation to other areas in an attempt to prioritise growth. 
Level four budget figures were provided after the Committee had taken evidence 
from its witnesses but in advance of the appearance of the Cabinet Secretary. 

41. The Committee regrets the failure of the Scottish Government to provide 
level four budget data in advance of the Committee’s evidence taking. This 
has seriously hindered our ability to understand many of the figures 
presented in the Draft Budget and the policy intentions which underlie them. 
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42. Following the provision of level 4 budget figures to the committee, it appeared 
that the energy line within the EET budget was forecast to under spend by 25% in 
the current financial year.25 The Cabinet Secretary explained that allocations are 
only fully utilised when supportable proposals come forward in sufficient time and 
assured the committee that the cash is reallocated to emerging priorities.26 

43. David Wilson described the challenges which had been encountered with the 
profiling of projects coming forward under the Water and Tidal Energy Support 
(WATES) Scheme but stated that he did not recognise a figure of 25% and noted 
that the Scottish Government decided to reallocate £10 million originally 
earmarked for the Saltire Prize27 to the Wave and Tidal Energy: Research, 
Development and Demonstration Support (WATERS) fund.28 

44. The renewable energy line within the draft budget represents a reduction of 
almost 50% in 2011-12 compared with 2010-11.29 David Wilson explained that 
much of this change was due to changes away from support for capital wave and 
tidal projects by the Scottish Government to funding of renewable energy projects 
through Scottish Enterprise in the coming year. He explained that, in addition to 
these changes, support for energy action will be accounted for under the low 
carbon economy line from 2011-12. He confirmed that funds for the WATERS 
scheme will be administered through Scottish Enterprise in the current financial 
year via a spring budget revision.30 

45. Further clarification was provided by the Cabinet Secretary in relation to the 
Energy line in the Draft Budget.  He stated that ―The 2011/21 budget for Energy 
has, in effect, increased…from £31.2million to £34.55 million‖ once allowance is 
made for the closure of the Boiler Scrappage and WATERS Schemes.31 In relation 
to the renewable energy line, The Cabinet Secretary’s letter states that the 
apparent reduction is due to a redrafting of the budget lines. The table below 
summarises the 2010-11 and 2011-12 budgets.  The 2011/2012 items 
corresponding to Renewable Energy are, according to the Cabinet Secretary’s 
letter, Renewable Energy,  Low Carbon Economy, SEGEC&Grid Enhancement 
and Energy Resilience and CNI: the 2011/12 spending on these totals £22.55m 
which is a small cash increase and a small real terms reduction.  Taking these 
factors into account, the main cause of the fall in the Energy Budget is the 
presence of the Saltire Prize money in 2010/11 and its absence in 2011/12.   The 
Saltire Prize money was conceived as a ―one off‖ payment and was placed in the 
2010\2011 Budget even although the money was not expected to be spent in that 
year. As noted above, that funding was subsequently transferred to the WATERS 
project.   
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 2010/11 
(£k) 

2011/12 
(£k) 

Renewable Energy 22,025 11,350 

Saltire Prize 10,000 0 

Energy Efficiency (Energy Markets) 9,380* 12,000 

Low Carbon Economy 0 10,200 

SEGEC & Grid Enhancement 0 680 

Energy Resilience and CNI 0 320 

TOTAL 41,405* 34,550 
* Budget increased in-year by £2m consequentials for Boiler Scrappage Scheme taking it to the 
£43.2m published in the draft budget document. 

 
 
46. While the Committee appreciate the cross-cutting nature of spending on 
renewable energy, it considers that overall expenditure plans for renewable 
energy could be presented in a more coherent way, to assist scrutiny. 

Capital expenditure 
47. As stated in an earlier section of this report, the Scottish Budget’s reduction of 
£1.3 billion in 2011-12 is shared between revenue (£500 million) and capital (£800 
million) budgets.  

48. Concerns were expressed by witnesses over the substantial overall reduction 
in capital DEL, particularly given the construction sector’s significant contribution to 
growth in the first two quarters of 2010.32 Jenny Stewart predicted that, if this trend 
continued through to 2014-15, it would ―have a differential impact on jobs and on 
the economy‖.33 Alf Young concurred. It was his view that ―all the evidence is that 
a significant cut in the capital budget will have a much more direct impact on 
growth‖.34 Jenny Stewart added that ―When capital is squeezed, that constrains 
the ability to make operational efficiency savings‖.35 

49. The Scottish Government’s growth figures for the second quarter of 2010 
revealed significant growth (10.4%) within the construction sector, (possibly as a 
result of a bounce-back following a hard winter) but the sector contracted by 3.2% 
over the year to end-June 2010.36 A cut of £600 million to the Scottish 
Government’s capital budget equates to 3-4% of the turnover of the Scottish 
construction sector. To make up the difference, the private sector construction 
sector would have to grow by approximately 5%. Set against recent growth figures 
for construction and growth predictions for the Scottish economy as a whole in 
2011 ranging between 1.9% and 2.3%37, this looks difficult to achieve.38 

50. Brian Ashcroft considered that the rebound in the construction industry would 
be short-lived and suggested that the Scottish Government should be making the 
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argument with UK ministers that the cut to DEL capital should be phased in more 
gradually rather than front-ended in 2011-12.39 End year flexibility of £100million 
mitigates the cut in capital DEL, but only marginally.40 Brian Ashcroft argued that 
―fiscal consolidation and starting to cut capital damage the recovery‖.41 

51. Significant reductions are planned for the capital budgets for prisons, 
affordable housing and higher education, while increases to the capital budget for 
motorways and trunk roads will be made42 and views were sought on whether this 
represented an appropriate balance. 

52. The reduction to the capital budget for affordable housing was of particular 
concern to Michael Levack and he called for the decision to be reviewed, while 
David Lonsdale reiterated previous calls by CBI for Scotland to shift its focus to 
infrastructure, capital expenditure and skills development rather than current 
spending.43 Stephen Boyd argued that ―having increasing sustainable economic 
growth as your main objective is completely inconsistent with cutting capital 
spending on further and higher education so dramatically‖.44 

53. The Cabinet Secretary acknowledged the significant challenge with regard to 
capital expenditure and pointed to the additional £100 million and the Non-Profit 
Distributing (NDP) models as means of overcoming this to some extent. He 
argued that the 25% reduction in capital expenditure imposed by Westminster was 
a reality but that there remained scope to commit to ―substantial investment‖ 
through these routes.45 He added that ―We are taking a focused approach to the 
opportunities in the low-carbon economy sector. In several areas, we are ensuring 
that we identify the opportunities to support and fund projects through the 
decisions that the Government and its agencies take.‖46 

Non -profit distribution model 
54. The Draft Budget 2011-12 sets out new investment to be financed through the 
Non-Profit Distributing (NPD) model. A cap will be introduced on the maximum 
percentage of the Resource DEL budget to be allocated in any one year to meet 
unitary charges as a means of ensuring that ―proposals for revenue finance 
investments are assessed rigorously in relation to future revenue affordability as 
well as value for money‖.47  

55. The Draft Budget 2011-12 states that the hypothecation of an additional 1% 
of Resource DEL will provide at least £250 million of revenue support, which will 
be used to fund up to £2.5 billion of capital expenditure through the NPD model.48 
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56. Witnesses observed that the programme ―seems to be dominated by the 
completion of some motorway projects, a big hospital in Glasgow and the early 
work on the new Forth crossing‖.49 

57. Michael Levack welcomed the NPD programme but warned: ―unless the 
projects are moved forward and the investment decisions are made quickly they 
will have little positive impact in the short to medium term with regard to protecting 
capacity in the industry‖. Graham Bell also welcomed the announcement and 
stated that ―capital spend is key to generating wealth and revitalising the 
economy‖.50 

58. Concern was expressed that the pipeline of construction projects may contain 
very few projects which could benefit from the availability of capital through the 
NPD model because of uncertainties in the months and years leading to the Draft 
Budget and a resultant unwillingness of firms and organisations to make plans. 
Michael Levack agreed and argued that it was time to update the infrastructure 
investment plan which was published in 2008 fearing that ―it will be well into the 
next financial year before we can get some projects moving‖. Mr Levack also 
pointed out that ―year-to-year funding is a major hurdle to efficient procurement for 
affordable housing, simply because of the gestation period‖.51 

59. It was pointed out that the Scottish Government’s Future Deals website does 
not detail any NPD projects for health, education of justice capital infrastructure. 
The Cabinet Secretary argued that projects within the hub initiative under the 
Scottish Futures Trust52 would deliver community infrastructure and that 
procurement was underway.53 In follow-up evidence to the Committee, the Cabinet 
Secretary stated that the Transport, Health and Education projects listed in the 
Draft Budget 2011-12 document54 are intended to be financed under the NPD 
model.  

60. The Committee notes the legal requirement for all projects which have 
reached the OJEU (Official Journal of the European Union) stage of 
procurement to be made public and concludes that their absence from the 
New Deals web site reveals the fact that none of the projects listed on page 
42 of the Draft Budget 2011-12 document  are yet at this stage  

61. The Committee regrets the long delays in bringing these valuable 
projects forward – delays which amount to three years in the lifetime of this 
Parliament. 

62. In its written submission to the committee, Transform Scotland said of the 
Scottish Government’s NPD plans ―for us, this is clearly a mixed bag: it may 
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secure funding for these projects, but given the lack of any projects to be financed 
on this basis until now, it may also jeopardise their completion‖.55 

63. The Cabinet Secretary pointed out that, had capital projects requiring revenue 
support been brought forward two years ago, the Scottish Government would 
struggle to meet the revenue obligations at this time. He argued that it was better 
to have such obligations coming into play once economic recovery was 
underway.56 

64. In follow-up evidence to the Committee relating to specific Motorway 
schemes, the Cabinet Secretary stated that, subject to Parliamentary approval, the 
Ballieston to Newhouse scheme would be ―clear of the statutory process by early 
summer 2011.‖ He also stated that the M74 Raith Interchange would come under 
a single NPD contract with M8 Associated Network Improvements. The statutory 
processes for this contract were expected to be complete early in 2011 and 
construction would be under way during 2013-14.57 

65. In terms of those projects which will be funded under traditional expenditure 
mechanisms, concern was expressed that these would consume a large 
proportion of the capital budget and the argument was made by many witnesses 
that other forms of finance, such as design, build and operate, or the introduction 
of tolling, should be considered as means of financing the Forth crossing. Graham 
Bell argued that ―In this climate, we need to consider everything that is 
available‖.58 

66. The Committee welcomes the fact that steps have been taken by the 
government to make use of resource DEL monies to support capital 
investment but is concerned that more progress has not been made in 
bringing projects forward. The Committee also regrets that the ability of 
those within the industry to undertake long-term planning is hindered by the 
absence of indicative spending proposals beyond one year and the 
uncertainty surrounding the timing of the £2.5 billion of additional 
programmes although it acknowledges the Cabinet Secretary’s intention to 
produce indicative spending proposals in January 2011 for the remainder of 
the CSR period.. 

67. The Committee specifically regrets the lack of progress with capital 
infrastructure projects for education, health and justice and the slow 
progress on transport infrastructure. 

Specific concerns for the construction sector 
68. Earlier sections of this report have touched on the impact of the reduction of 
the availability of capital funds on the construction industry. Members wished to 
hear from witnesses their views on how best the Scottish Government should 
support recovery within the sector. 
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69. Witnesses emphasised the importance of speeding up the pipeline of jobs 
and projects and expressed frustration with the fact that projects within the new 
pipeline of revenue financed investment set out in the Draft Budget 2011-12 were 
in the original infrastructure investment plan published in 2008 yet had not been 
taken forward until now. Michael Levack said: ―the only time when construction 
employers can protect jobs and apprenticeship training is when we are putting the 
shovel in the ground‖ and urged national and local government to examine all 
possible ways of accelerating the procurement process. Mr Levack also pointed to 
the retrofit programme for domestic and non-domestic premises as a way of both 
sustaining the industry and attaining carbon reduction targets.59   

70. Graham Bell emphasised the key importance of training in order to provide a 
workforce which would ―hit the ground running‖. He called for a better contract 
between local and national government and the education system in order to 
deliver this.60 

Public sector pay policy 
71. Witnesses spoke of the impact of the public sector pay freeze on protection of 
jobs and pointed out that ministers have the option to freeze recruitment and halt 
pay progression in order to protect more.61 The Independent Budget Review 
estimated that a £140 million saving could be made through a pay freeze, (the 
rising pay bill will cost about £320 million without a freeze, or £180 million with a 
freeze).62 Clearly, a recruitment freeze, or action on pay progression would make 
further savings to the pay budget. It is not clear from the budget documents 
whether the Scottish Government intends to enforce a freeze on recruitment or to 
seek to negotiate on pay progression or flexible working.  

72. Stephen Boyd argued that a freeze on pay represents ―a significant real-terms 
wage cut over the next year‖ and pointed out that it comes with a backdrop of retail 
price index inflation of 4.5, higher still food and energy inflation, an imminent VAT 
increase, likely increases to pension contributions and a reduction in housing 
benefit. He highlighted the unfairness of these measures on some members of 
society but also stressed the macroeconomic impact of potentially constraining 
growth.63 The Scottish Council for Voluntary Organisations warned that: ―Job 
retention policies by definition work against a root and branch service 
transformation and in some areas this may therefore act as a barrier to reform‖.64 

73. On the subject of a public sector recruitment freeze for all but essential 
workers, Stephen Boyd pointed out that such a policy required an agreed definition 
of an ―essential worker‖. He argued for an evidence-driven debate on this issue.65 
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74. The Committee regrets the lack of discussion within the Draft Budget 
documents regarding the development of a sustainable and coherent policy 
on public sector pay. 

75. The Committee asks the Scottish Government to set out in more detail 
its intentions with regard to public sector pay bill and what sums may be  
expected to be released for other expenditure as a result. 

Alternative routes the Scottish Government could have pursued 
76. The Committee wished to explore with witnesses the other options which 
were available to Scottish Ministers in order to manage the reduction in the funds 
arising from the UK 

77. It was suggested that charging for some services, such as eyes tests and 
prescriptions, would assist the Scottish Government in freeing resources for 
activities which would support growth, yet such action could further constrain the 
ability of the public to spend, impacting the economy negatively. 

78. As discussed below, witnesses were critical of the decision to ―ring fence‖ 
health spending and other social programmes including free bus travel and free 
personal care, arguing that all expenditure lines should be open to reconsideration 
and scrutiny in the budget process.  

79. The CBI’s written submissions to the Committee, over successive draft 
budgets, have argued the case for outsourcing of government services as a way to 
deliver services with greater efficiency. Rationalisation of local authorities and the 
use of shared services is another recurring theme. During evidence to the 
Committee, David Lonsdale accepted that some of CBI’s proposed reforms were 
―politically challenging‖ but argued that ―if some of them had been implemented, 
that would have generated greater savings that could have been invested more in 
the economy and wealth creation‖.66 

The social contract 
80. The Draft Budget 2011-12 states— 

―At the heart of our decision-making has been our desire to reinforce our 
social contract with the people of Scotland. In difficult economic times, the 
Scottish Government has acted to create new economic opportunities, 
protect household income, support frontline services and improve our 
environment. We reaffirm that social contract by providing the resources to 
continue the council tax freeze and for the full removal of prescription 
charges. These initiatives will help households facing pay restraint, a 
necessary measure to protect jobs and assist the economy.‖67 
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81. Graham Bell said of the social contract: ―if we get it right, it makes Scotland a 
desirable place in which to live and work. That is crucial for attracting inward 
investment‖.68 

82. The impact of the Draft Budget 2011-12 reductions on the third sector was 
explored by the Committee. Stephen Boyd felt that projects such as those 
providing affordable childcare are often a hidden casualty of cuts and can 
adversely affect the labour supply. 

83. Stephen Boyd warned the Committee that— 

―People are not confident that the contract will hold in areas outwith the direct 
control of the Scottish Government. When jobs are already being lost and 
that type of efficiency is being talked about, people who are working in 
health, education and local authorities are not confident that the trade-off 
between a pay freeze and jobs will hold over the course of the coming 
year‖.69 

Delivery of efficiency savings 
84. The Draft Budget 2011-12 states that: ―The profile of reduced public spending 
in the next four years makes it all the more essential that we reform the way in 
which we deliver public services in Scotland. We have established the 
Commission on the Future Delivery of Public Services…which will be charged with 
making recommendations about the future provision of our public services‖. The 
document includes a specific aim of ―driving out further efficiencies, with a clear 
target of 3 per cent improvement in 2011-12‖70  

85. Stephen Boyd explained the inherent difficulties which exist in attempting to 
make like-for-like comparisons between public and private sector productivity and 
pointed out that quality-enhancing investment – such as the employment of 
classroom assistants, has an adverse impact on productivity.71 He went on to  
warn that his recent communications with union members suggested that ―If we tell 
people who deliver front-line services that 3 per cent efficiencies can easily be 
achieved in their workplaces, they will laugh in our faces. They do not think that 
that is realistic or achievable‖.72 

86. It is not clear from the budget documents whether the 3% efficiency savings 
required of public bodies are intended to be cash-releasing (i.e. the same output 
for less money) or involve an increase in output (more output for the same 
money). A lack of clarity on productivity and output measurement within the public 
sector, and difficulties with methodology were cited as obstacles to achieving such 
efficiencies.73 
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87. The Committee regrets the lack of clarity within the budget documents 
over what, if any, sums are expected to be released as a result of the 
planned 3% efficiencies.  

Fiscal levers available to Scottish Ministers 
88. The Draft Budget 2011-12 states that ―The limited financial powers available 
under the existing devolution arrangements mean we cannot do nearly as much as 
we would like to cushion the impact of spending cuts‖.74 

89. Alf Young concurred, saying: ―the real levers to achieve sustainable economic 
growth…do not reside with this Parliament‖ and added ―I think that some of the 
choices that have been made by both the UK Government and the Scottish 
Government effectively exclude sustainable economic growth from being a primary 
objective‖.75  

90. Stephen Boyd also expressed his concern that ―there are a number of levers 
at the Scottish level with respect to long-term growth, but in addressing the 
immediate economic difficulties that face us, the levers are extremely weak‖76 

Ringfencing of the NHS budget and preservation of other social programmes 
91. As mentioned earlier in this report, Scottish Ministers have taken the decision 
largely to protect the National Health Service budget. Witnesses argued that this 
was at odds with the Scottish Government’s purpose to increase sustainable 
economic growth77 and that all areas of spend should be up for scrutiny at a time 
of declining resources and increasing demand on public services.78 

92. Graham Bell argued that efficiencies within the health budget are achievable 
and pointed to NHS Lothian’s success in finding £20 million of savings for three 
years in a row and pointed to the value in devolving budgets down to the local 
level.79 

93. Stephen Boyd pointed out that inflation in the health sector runs in excess of 
inflation in the general economy and argued that it was not, therefore, receiving 
the increases which would be required to deliver the same quality of service. He 
called for better audit of the efficiencies claimed by public sector organisations and 
cautioned that claimed efficiencies, once properly audited, were often found to be 
cuts in the quality or quantity of service delivered. 80 

94. The Scottish Council for Voluntary Organisations argued that ―protecting 
budgets in this way creates disincentives to reform within those service areas. It 
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also reduces the ability of other service areas, such as transport, arts, sports, 
education and so on to join up in a meaningful way with health services in order to 
achieve the service outcomes desired, in this case health outcomes.‖81  

95. The Cabinet Secretary defended his decision to protect the health budget, 
referring to the majority of members of the Scottish Parliament and of the general 
public, who wished to prioritise this area of spend. He asked the Committee to 
―bear in mind that the Parliament must approve the budget or not on a wide variety 
of considerations‖.82 He stated that during difficult times such as these, it was all 
the more important that the Scottish Government sustained its social contract with 
Scottish people. 

96. He reiterated the view that inflation within the health budget runs at a higher 
rate than inflation in the rest of the economy and reminded the Committee that 
demographic change and the development of new therapies and procedures 
placed increasing pressure on the budget.83 

Increase in non-domestic rates for large retailers 
97. The Draft Budget 2011-12 announced plans by the Scottish Government to 
use its discretion over non-domestic rates ―to help increase resources in 2011-12 
by increasing business rates paid by the largest retail properties, including 
supermarkets and out-of-town retail parks‖.84 

98. Witnesses were divided on whether the policy would have a significant 
negative impact on retailers and risk a reduction in investment in Scotland by UK 
and international retailers.85 CBI’s written submission to the Committee speaks of 
CBI’s ―alarm‖ over the proposed changes and argues that it is at odds with the 
Scottish Government’s stated aim of ensuring Scotland is the ―most attractive 
place for doing business in Europe‖ and also pointed out the inherent contradiction 
with enterprise agency policy in having a disincentive for a business to grow 
beyond a certain size.86 Brian Ashcroft informed the Committee that ―the academic 
evidence is that business rates and non-domestic rates do not have a stable 
impact on employment and output…as land is a fixed factor—it is not going 
anywhere—the impact is shifted on to the rentier—the owner who rents out the 
land, who has to take a lower rent‖.87 Graham Bell disagreed with this, and added 
―We do not believe for a moment that that increase in business rates will 
encourage town centre investment.‖88 

99. Written evidence from the Federation of Small Businesses (Scotland) broadly 
welcomed the proposal by the Scottish Government, saying that it would ―redress 
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the balance between town centres and supermarkets/out-of-town retail parks‖ The 
FSB hope that it will create a more level playing field for smaller retailers.89 

100. The Scottish Retail Consortium (SRC) set out its concerns over the proposal 
in written evidence to the Committee. Its submissions stated that it is ―critical to the 
sector that business rates remain consistent, affordable and predictable‖ and 
highlighted the impact of the recent rates revaluation compounded by a dip in 
consumer confidence. The SCR argued that ―retailers will find it difficult to absorb 
this additional levy without having a detrimental impact on jobs‖ and cautioned the 
Scottish Government against penalising companies for investing in Scotland. 

101. Finally, the SRC’s submission questions whether legislation to vary business 
rates in the way proposed could be in contravention of European Union 
competition legislation on state aid.90 

102. The Cabinet Secretary emphasised the need for the Scottish Government to 
find a balance between reducing spend and increasing revenue and argued that 
the strong performance of the large retail sector represented an opportunity to 
raise additional income. On the question of whether this policy would support 
economic growth, he responded by saying that the logical conclusion of that 
argument would be for a removal of all business taxation.91 

103. The Cabinet Secretary estimated that the revenue which will be generated 
from this course of action will be in the region of £30 million in 2011-12. He 
described the system to be applied, under which businesses of a rateable value 
more than £750,000 would pay an additional tax, at a range of rates, depending on 
the size of the business. The Cabinet Secretary made an announcement to 
Parliament on 9 December which stated ―Today I have laid before the Parliament 
legislation that sets out how the large-retail levy will operate. Retail properties with 
a rateable value of more than £750,000 will pay a different level of large-business 
supplement, which will be stepped so that the properties that have the highest 
rateable value contribute most. I have kept our commitment to match the English 
poundage but I am applying a supplement to that poundage to a very small 
proportion of properties.‖92 

104. His statement confirmed that large retailers in town centres would also be 
subject to the supplement, adding that ―We took the view that, on balance, 
increasing the contribution that such large businesses make to local communities 
through their business rates could begin to redress the balance a little. It is only 
fair that they now make a greater contribution.‖93 

105. On the issue of consultation with business over these proposals, the Cabinet 
Secretary confirmed that while the Scottish Government discusses general 
matters of rates policy with business sector representatives, the specific proposal 
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that rates be increased for larger retail properties was not discussed with retailers 
or business representatives ahead of the proposal being announced.94 

106. On the question of poundage rate parity with the rest of the UK, the Cabinet 
Secretary confirmed that rates would continue to be pegged at the UK level with 
the large-retail levy as an additional supplement.95 

107. The Committee are aware of the concerns which will be felt among 
business owners regarding poundage rate parity for non-domestic rates and 
the maintenance of a level playing field with competitors in the rest of the 
UK. 

108. The Draft Budget 2011-12 states that the introduction of the new rates ―will 
serve also to support our town centres‖.96 The Cabinet Secretary’s announcement, 
however, confirmed that large retailers, wherever they are based, will be subject to 
the new rate supplement.97 

109. There appears to be a disparity between the statement in the draft 
budget that the new rate supplement will support town centres and the 
Cabinet Secretary’s admission that large retailers in town centres will be 
subject to the supplement. Greater clarity is required on the question of 
whether this policy will survive a legal challenge. 

110. On a related issue, some witnesses lamented the rates revaluation, which 
had led to a doubling in some instances. Witnesses argued that this would lead to 
a loss of jobs and nervousness about investment.98 It was also argued that 
childcare establishments had been hit hard, which could jeopardise an essential 
element of the support required to get people back into the workplace during the 
economic recovery.99 Graham Bell called for the Scottish Government to revisit the 
rates revaluation and reconsider altogether the way rates are charged on 
commercial property.100 

Small Business Bonus Scheme 
111. During oral evidence to the Committee, the Cabinet Secretary argued that 
reductions to the enterprise agencies were offset, to a certain extent, by support 
for businesses in the form of the Small Business Bonus Scheme (SBBS), which 
provided a greater degree of support than that delivered under the small business 
rate relief scheme available under the previous administration. Stephen Boyd had 
argued that this scheme ―is of dubious value to the Scottish economy‖ and called 
for the funding to be used instead for investment in Scottish industry through the 
Scottish Investment Bank.101 When this idea was put to the Cabinet Secretary, he 
responded by saying that the scheme was particularly important in the current 
climate and would have helped some small firms to survive. 
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112. A written submission from the Federation of Small Businesses (Scotland) 
estimates that ―one in eight recipients of the Bonus claim that it has contributed 
significantly to their continued viability during the recent economic downturn‖.102 
Information supplied by the Cabinet Secretary confirmed that ―SBBS has removed 
the rates burden for some 64,000 properties in Scotland and provided a bill 
reduction for an additional 11,000‖ and that ―following the uplift and expansion of 
SBBS at this year’s business rates revaluation, the number of properties 
potentially eligible for SBBS increased by 12%.‖103 

Scottish Water 
113. Scottish Water would normally require £150 million in borrowing to cover its 
regulatory settlement104 but the Draft Budget 2011-12 does not contain any 
support for borrowing within Scottish Water. 

114. Jenny Stewart pointed out that if Scottish Water was to become a public 
interest, non-profit distributing company, its debt could be refinanced, releasing £3 
billion to be shared between the UK Treasury and the Scottish Government.105 
There was a consensus among some witnesses that this route should be pursued. 
David Lonsdale spoke of CBI’s support: ―we feel that the organisation should 
become much less reliant on the public sector for funding. As a result, money 
would be available for spending on other gross domestic product-enhancing 
capital projects‖,106 and Graham Bell proposed that the model could be extended 
to publicly run ferries.107 

115. Stephen Boyd was supportive of the concept of allowing Scottish Water to 
borrow against its revenue stream but cautioned against a sale of the asset.108 

Affordable Housing 
116. Concerns were expressed by witnesses over the impact of the decision within 
the Draft Budget 2011-12 to reduce funding for affordable housing. Witnesses 
believed that this decision would impact on the construction industry, on the labour 
supply and on the delivery of the social contract. 

Support for Broadband 
117. As stated above, the Draft Budget 2011-12 includes the commitment to ―fund 
broadband interventions to support our Digital Ambition for Scotland and put in 
place the broadband infrastructure needed to support innovation in the digital 
economy and ensure Scotland’s business base can remain competitive in the 
global digital environment‖.109 

118. In supplementary written evidence to the Committee, Scottish Enterprise 
explained that it had not been successful in its joint bid with Borders and Dumfries 
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and Galloway to Broadband Development UK (BDUK) but emphasised its 
commitment to securing such funds in the future to assist areas that require 
additional public sector subsidy for telecoms upgrade.110 

119. HIE aim, in partnership with BDUK, to deliver superfast broadband to ―40 or 
so towns in the highlands and Islands‖.111 

120. Willy Roe said— 

 ―The availability everywhere of 20MB or 25MB broadband will create 
completely new kinds of opportunities for the economy, for the delivery of 
education and for the national health service to become more effective and 
efficient, and will in time provide a means of allowing the young population in 
the Highlands to stabilise or even to grow. We think that investing in 
superfast broadband will create transformational—with a capital T—
change‖112 

Industry & Technology Grants Budget Lines 
121. The Committee heard that innovation and technological development in 
business are key drivers of economic growth and that witnesses were, therefore, 
concerned to note that funding for the Industry and Technology Grants is set to 
decline within the Scottish Government’s Enterprise, Energy and Tourism budget 
overall.113 The Innovation Grants budget will decline from £8.8 million in the 
current year, to £6.7 million in 2011-12, RSA grants from £43.4 to £39.9 and RSA 
receipts from £-2 million to £-1.5million.114 

122. The enterprise agencies confirmed that innovation and R&D were priority 
areas. In its budget for 2011/12, Scottish Enterprise has increased its support to 
projects of this type by 19.3%.115 The Committee wished to explore this apparent 
contradiction between Scottish Government and agency priorities. 

123. Crawford Gillies was unable to comment on the apparent contradiction 
between SE’s priorities and the cut in the grants to innovation and technology 
projects. He stated that a ―bilateral ongoing process‖ was underway in order to 
align SE’s budget with the Scottish Government’s and with other agencies.116 The 
Cabinet Secretary said that the Scottish Government aimed to— 

―integrate, much more effectively than has been the case in the past, the 
range of financial interventions that can be made available to individual 
companies that are seeking support from Scottish Enterprise and from the 
public sector in general. We want to achieve greater efficiency from the 
drawing together of all those funds. Our objective is to ensure that we can 
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maximise the impact and effectiveness of funds that are clearly at a lower 
level than the funds that were available in the past.‖117  

124. He confirmed that discussions were underway between the Scottish 
Government and Scottish Enterprise in advance of a transfer of funds which will 
take place in April 2011 when Scottish Enterprise will take over administration of 
the grants.118 He did not comment specifically on the rationale for the cuts in 
grants to technology and innovation projects.   

125. The importance of long-term funding for innovation and technological support 
was discussed and it was regretted that urban regeneration companies, for 
example, which have the potential to attract and maintain companies, operate on a 
year to year basis. Alf young stated that ―In the inevitable day-to-day pressures of 
crisis and one-year budget reviews, that longer-term view goes, by default, which 
is bad for all of us‖.119 

Skills 
126. Members wished to establish witnesses’ views on the impact of the budget on 
skills development and the resultant impact on the Scottish economy’s ability to 
recover. 

127. Brian Ashcroft pointed out that ―there is an expected efficiency saving in 
higher and further education such that, if the cut is delivered, the outcomes will 
remain the same, even though the resource expenditure is less.‖ He also 
expressed concern over the reduction of the capital budget for higher education 
and its potential to impact science and commercialisation. 120 

128. The Cabinet Secretary set out the Scottish Government’s contribution to 
ensuring that skills are retained in order that Scotland is in the best possible 
position to respond to the economic upturn when it comes. He referred to the 
government’s various elements of support for apprenticeships and the 
government’s policy of maximising activity in public sector construction, particularly 
in relation to public sector housing, given the downturn in private sector housing 
construction. He said ―we are trying to ensure that we sustain public activity while 
private activity recovers‖.121  

129. The Scottish Council for Voluntary Organisations noted ―the major reductions 
in SDS, skills and lifelong learning budgets in 2010-2011‖ and said ―we will want to 
ensure that the very distinctive skills needs of the third sector workforce will not 
suffer at a time when the third sector’s role is being seen as increasingly central to 
achieving Scotland’s social and economic aspirations‖.122 
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Support for Rail and freight 
130. The Draft Budget includes a reduction from £10.3 million in the current year to 
£2.9 million in 2011-12.123 Such a dramatic reduction appears to be at odds with 
the Scottish Government’s ambition for a low carbon economy. The Cabinet 
Secretary explained that, over successive years, it had not been possible to utilise 
all of the allocation to develop freight schemes. He assured the Committee that 
resources could be found if demand outstripped supply during 2011-12.124 

131. Transform Scotland, in its written submission to the Committee laments the 
closure of the Freight Facilities Grant scheme to new applicants, arguing that ―this 
fund…has been successful in delivering modal shift from road to rail and sea‖ and 
that ―the budget saving (understood to be £7m p.a.) seems trifling in comparison 
with the benefits‖.125 The Freight Facilities Grant supports projects which transfer 
freight from road to rail and the Committee notes that facilities such as Fife Energy 
Park could benefit from investment in rail freight facilities. 

132. The Cabinet Secretary for Finance and Sustainable Growth told the 
Committee that to date there had been an consistent underspend of the resources 
provided for the Freight Facilities Grant and that  the £2.9 million allocation was 
sufficient to meet existing Scottish Government commitments— 

 ―Since 1 April 2007, the capital budget for the Freight Facilities Grant 
projects has totalled more than £40 million, while the awards of freight 
facilities grants have totalled less than £8 million. That puts into perspective 
the challenge that there has been‖.  

And that— 

―Resources have been available and have been reallocated to other projects, 
because we have not been able to get the demand. If I am suddenly 
inundated with requests from companies with good proposals that are state 
aid compliant and supportable, and which transfer freight from road to rail, I 
will be more than happy to search for the additional resources that will be 
required to address that demand.‖126 

The Enterprise agencies 

The Draft Budget 2011-12’s plans for enterprise agency funding 
133. As outlined in earlier passages of this report, the enterprise agencies’ budgets 
face real terms reductions of 11.5% for Scottish Enterprise and 18% for HIE. 

134. Members were concerned by the fact that the Grant in Aid to HIE has been 
cut much more deeply than the Grant in Aid to Scottish Enterprise and wished to 
establish the reason for this. The Cabinet Secretary described the work 
undertaken between the Scottish Government and the agencies to establish an 
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appropriate configuration and commensurate resources. He referred to the 
reductions of staff numbers within the agencies, a number of exceptional items 
such as capital acceleration and a one-off increase to HIE as the reasons behind 
the apparent discrepancy between the rates of decline in the budgets of each 
agency.127 

135. In follow up evidence the Cabinet Secretary stated that the entire reason why 
HIE’s budget had been cut more than that of Scottish Enterprise was that Scottish 
Enterprise’s 2010/11 capital budget had been cut (by £35 million) because of the 
acceleration of capital investment into earlier years.  The lesser cut in Scottish 
Enterprise’s 2011/12 budget was thus a consequence of restoring the agency’s 
capital budget.   

136. To help the committee place these changes in a longer term context, the 
Cabinet Secretary agreed to provide data on the resources provided to each 
agency since 2007.  The figures provided show that the the overall percentage 
reduction in support for each agency over the period 2007-08 to 20011-12 as 
follows: 

 SE – 62.01% 

 HIE – 52% 

 VisitScotland – 18.82% 

137. For HIE and SE these figures are affected by transfers of certain functional 
responsibilities of the agencies to other bodies over the period.  The  Cabinet 
Secretary provided figures which show that in the 2011 – 2012 Draft Budget  the 
Scottish Enterprise Grant in Aid  for those items not transferred to other agencies 
was 27% lower than in 2007- 2008.  For HIE the corresponding reduction in 
funding for ―non transferred‖ functions was 34%.    

138. The Cabinet Secretary acknowledged that the cut in HIE’s budget next year 
and the longer term demands of larger projects, such as the Beechwood Campus 
for the University of the Highlands and Islands, would present a challenge to HIE 
in finding the necessary resources, particularly at a time when market conditions 
did not lend themselves to attracting investment from external sources. He cited 
the Scottish Government’s new loan fund arrangements as a means of ensuring 
that public resources had a wider impact.128 

139. The Committee considers that the rate of decline in HIE’s budget, 
presents a risk to the delivery of large transformational projects and to 
renewable projects in the Highlands and Islands region and may result in 
“either or” decisions. 

National Renewables Infrastructure Fund 
140. As stated earlier in this report, the Draft Budget 2011-12 states: ―[in 2011-12 
we will] implement the National Renewables Infrastructure Plan, including 

                                            
127

 Economy, Energy and Tourism Committee, Official report 8 December, col 4494 
128

 Economy, Energy and Tourism Committee, Official report 8 December, col 4493 



 

£17million investment in the Renewables Infrastructure Fund to strengthen port 
and manufacturing facilities and the supply chain for manufacturing offshore wind 
turbines and related components‖.129 The First Minister announced the National 
Renewables Infrastructure Fund (NRIF) as a ―£70 million‖ fund to be administered 
though Scottish Enterprise and HIE and the Draft Budget 2011-12 contains a 
commitment to ―implement the National Renewables Infrastructure Plan, including 
£17million investment in the Renewables Infrastructure Fund to strengthen port 
and manufacturing facilities and the supply chain for manufacturing offshore wind 
turbines and related components.‖130 

141. On examination of the enterprise agencies budgets, it became clear that 
Scottish Enterprise have budgeted £8.5 million in 2011-12 and HIE do not expect 
to administer any of the fund. During evidence to the Committee, Scottish 
Enterprise indicated that, prior to the NRIF announcement, it was planning projects 
of a similar nature, to a value of approximately £6 million,131 which prompted the 
question of how much of this money was actually additional. 

142. The NRIF funds do not in any case alter the fact that the combined funding for 
HIE and Scottish Enterprise has been reduced by 7% in real terms. 

143. Witnesses from Scottish Enterprise confirmed that resources for the NRIF 
would come from within Scottish Enterprise’s budget and said that if projects worth 
more than the £8.5 million earmarked within its current plan were put forward, SE 
would find the extra resources up to a limit of £20 million in 2011-12, citing 
property disposals as a means of balancing the books.132 

144. Scottish Enterprise hope that it will be possible to lever the additional funds 
necessary to achieve the £230 million estimated requirement for renewables 
infrastructure.133 

145. The Cabinet Secretary said that expenditure would depend on demand and 
that it would be possible to stretch the expenditure envelope further if necessary. 

146. The Committee notes the substantial discrepancy between the £17 
million which was indicated as expenditure under NRIF in 2011-12 in its 
letter to the Committee and on page 94 of the Draft Budget 2011-12 and the 
£8.5 million currently earmarked within Scottish Enterprise’s budget for 
2011-12. The Committee did not receive a fully satisfactory explanation for 
this anomaly. 

147. The Committee concludes that, given the fact that NRIF monies will 
come from within Scottish Enterprise’s budget and that this budget has 
been reduced, the NRIF does not represent new investment on behalf of the 
Scottish Government, rather it is a re-prioritisation exercise. 
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Scottish Enterprise 

Priorities 
148. Witnesses representing SE set out the agency’s key priorities for 2011-12, 
with renewable energy topping the list. Company support bringing the greatest 
returns also remained a high priority. Crawford Gillies explained that resources 
would be reduced in the areas of intellectual asset development, business 
infrastructure and running costs.134 

149. If more resources were available to the agency, it would choose to accelerate 
investment in renewables projects ―as fast as the market will allow us to‖ and to— 

―pursue a range of other priorities, such as internationalisation. Can we really 
address the opportunities for what has been referred to as an export-led 
recovery? We would want to help more companies to export and those 
companies that are exporting to export further, wider and deeper. We would 
need to take a step back and reflect on the overall budget and distribution of 
resources. Rest assured that there is still ambition across the whole 
organisation‖.135 

Support for business 
150. Julian Taylor assured the Committee that SE supports businesses of all sizes 
and that their potential for growth was the most significant criterion and that those 
in rural areas were equally eligible.136 

Shared services 
151. Witnesses from Scottish Enterprise outlined the ways in which resources are 
pooled with organisations such as Skills Development Scotland in order to make 
them stretch further and said that such savings were continually being sought.137 

Property portfolio 
152. With regard to income from property disposals, the committee questioned 
whether plans to continue to yield income were sustainable. Witnesses considered 
that income from property disposals was likely to be sustained for some years to 
come.138 It was noted that the cost of maintaining property assets, particularly at a 
time when many remained vacant, outweighed the income from the asset but it 
was hoped that these losses would be recouped by their eventual sale.139 

Pay policy 
153. It was noted that staff support costs within the cost of ―running the business‖ 
would not decline in 2011-12 despite the resources declining overall. Witnesses 
explained that this was due to the absorption of 2010-11 salary increases.140 SE 
witnesses confirmed that no bonus would be paid to the CEO in the current 
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year.141 The Committee wished to establish the saving which would be accrued 
from the removal of staff bonuses in the current year and a pay freeze and 
withdrawal of bonuses in 2011-12. Supplementary written evidence from Scottish 
Enterprise indicated that the assumed saving in 2011/12 from the withdrawal of 
bonus payments will be £1.1m and the assumed saving in 2011/12 from the 
introduction of a pay freeze will be £1.2m.142 

154. Graham Bell emphasised the importance of other mechanisms of business 
support in a climate of declining spend on the enterprise agencies and pointed to 
the smart exporter programme, a joint venture between the Scottish Government 
and SDI as a good example. David Lonsdale welcomed the protection of export 
assistance within Scottish Enterprise’s budget. 143 

155. Stephen Boyd argued that the demise of RDAs in England represented an 
opportunity for Scotland and that to attack Scottish Enterprise’s budget at this time 
would therefore be ―unwise‖ and praised its leadership and management support 
for business.144 

Highlands and Islands Enterprise 

156. Witnesses representing HIE outlined the priority headings for the agency, as 
set out in its written submission to the Committee. These are: 

 Supporting businesses and social enterprises to shape and realise their 
growth aspirations 

 Strengthening communities and fragile areas 

 Developing key sectors, particularly to pursue regional opportunities 

 Creating the conditions for a competitive and low carbon region. 

157. Witnesses also underlined the importance of capitalising on opportunities to 
support renewable energy infrastructure and the access by the Highlands and 
Islands population to superfast broadband and described the balance which they 
must strike between long term investments for the area and opportunities which 
arise and require immediate capital. It is estimated that it £20 million is required to 
unlock the potential in port infrastructure for offshore renewables in the Highlands 
and Islands area though this would depend on market demand.145 

Support for renewables in the Highlands and Islands 
158. HIE’s ability to cope with increasing demand for support for renewable 
projects at a time of declining resources was questioned. In particular, HIE have 
managed its reduction in resources by re-profiling its support for the Beechwood 
Campus project for the University of the Highlands and Islands (UHI). The 
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requirement for larger sums in the coming years has the potential to place a 
squeeze on monies left to support renewable projects. 

159. Alex Paterson stated that— 

―we could spend all of our budget on renewables. The scale of opportunity 
and the call on cash over the next few years are huge in that sector. Can we 
provide all the necessary funds? Probably not. Various other sources must 
come together, and the fossil fuel levy is particularly important, given the port 
infrastructure investment requirements. We must all think about more 
creative funding packages and options rather than using the standard 
enterprise agency investment tools‖.146 

Grid Connection Issues 
160. The viability of renewable energy developments is dependent on cost-
effective connection to the national grid. Alex Paterson welcomed OFGEM’s 
investigation into these issues, declaring it— 

―absolutely critical. Some of the costs of generating and distributing 
renewable energy from the northern isles and the Western Isles are 
incredible compared to the payments that are made for doing it in parts of 
England. We therefore welcome the Ofgem consultation and the Department 
of Energy and Climate Change's move to look at transmission capping at 
least as an interim measure‖147 

161. In its submission to OFGEM, HIE cites the two main regulatory barriers to the 
development and deployment of renewable energy in the Highlands and Islands 
area as the transmission charging regime and connection arrangements. The full 
submission is provided as supplementary evidence. 

Is HIE’s range of support under threat? 
162. HIE spoke of a range of ways in which it enables its budget to go further. An 
estimated £7 is levered from other sources as a result of each £1 spent by HIE. 
HIE witnesses spoke of their intention that ―over the coming years, we should be 
able to replace every £1 million reduction in our grant in aid from the Scottish 
Government with at least £1 million from sources that are beyond Scotland and 
which we would not otherwise have tapped into‖.148 

163. In the past, HIE has supported large community land buy-out projects, with 
the potential to transform communities. Concern exists that this type of large-scale 
support can no longer be offered in a time of reducing resources. 

164. HIE produced a map which illustrated the geographic coverage of projects in 
the region.149 Willy Roe argued that HIE had a role to ―promote and float‖ projects 
by supporting a small number, demonstrating success, then pushing out into the 
independent sector. He spoke of the high levels of commitment often found within 
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geographically remote communities and the ability to empower communities by 
supporting them to a stage where they receive revenue from, for example, a 
renewable energy asset. Willy Roe also spoke of his wish to see, in the future, 
such projects contribute to ―a pool of investment that essentially contributes back 
to the organisation that helped them to succeed, in order for it to enable the next 
communities to succeed enable others to go down the same route.‖150  

Priorities for additional resources 
165. Were HIE to have access to additional funds, its priorities would be to focus 
on the needs of the Moray area and accelerate enabling projects in the areas of 
superfast broadband and renewable energy.151 Alex Paterson described his vision 
for the area— 

―there are two labels that I want the Highlands and Islands to acquire over 
the next few years: first, Europe's marine renewable energy capital and 
secondly, Europe's most digital region.‖152 

Moray 
166. The Moray economy will suffer as a result of the withdrawal of the Ministry of 
Defence from the Kinloss base. HIE plan to diversify the local economy and 
stressed the importance of rapid action to ensure that the assets at Kinloss are 
redeployed before they undergo any depreciation. Witnesses pointed out that 
tourism is underdeveloped in the Moray area. 

Scottish Development International 

167. Scottish Enterprise’s submission to the Committee recorded that Scottish 
Development International’s budget will decrease but that the decrease had been 
minimised in view of the importance of supporting overseas business development 
by Scottish companies.  It was, however, difficult for the committee to assess this 
as spending on SDI is not a specific line in the SE budget but is spread over 
various headings. 

168. Brian Ashcroft said in evidence ―I see SDI as a critical part of our 
development effort, because we need to continue to attract inward investment and 
promote exports‖.153 Witnesses from SE spoke of their desire to invest more in 
internationalisation, in order to stimulate and export-led recovery. 

169. The Committee notes that the post of Chief Executive of SDI has now 
been filled as of 16 December 2010 through the appointment of Anne 
MacColl who has been filling the post as acting chief executive officer 
following that of her colleague, David Smith, who previously held this 
position on an interim basis. The Committee wishes the new incumbent 
every success in the role and reiterates the view expressed in its inquiry on 
international trade that SDI performs a very valuable function and that the 
post of its chief executive is critical to that function. However, the 
Committee has been frustrated with the delays in the recruitment process, 
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due in part to alterations made by the Scottish Government to the job 
specification, and regrets the lack of transparency concerning the 
appointment process and changes to the job specification. The Committee 
will be writing to the Scottish Government on this matter. 

Tourism 

The draft budget 
170. The Draft Budget 2011-12 states that ―the Budget allows VisitScotland to 
market Scotland as a tourism destination overseas and in UK domestic 
markets‖154 According to our adviser, the reduction in VisitScotland’s budget 
amounts to 9.1%. Witnesses put the figure at 7.5%, which adjusted for one-off 
project funding.  

171. Iain Herbert stressed the importance of support for marketing, highlighting the 
opportunity for Scotland to ―present itself in a joined-up way and market itself 
heavily in the domestic market next year‖.155 He emphasised the potential 
contribution tourism could make to economic recovery, pointing out that a greater 
proportion of revenue from tourism remains in the domestic economy than with 
other commercial sectors.156 

VisitScotland 
172. Mike Cantlay claimed that ―if successful, Scottish tourism will earn £11 billion 
for the Scottish economy next year and support 270,000 jobs and that therefore 
―We believe that investment in tourism is the best single investment that Scotland 
can make right now‖.157 

173. Malcolm Roughead said that VisitScotland’s budget reduction was at the 
lower end of the scenarios for which it had been planning and referred to the 
reviews undertaken by VisitScotland to identify efficiency savings which would be 
ploughed back into ―high-yield marketing expenditure‖,158 yet VisitScotland’s 
submission still reveals a small reduction in expenditure on marketing between 
2010-11 (£47.5 million forecast outturn) and 2011-12 (£41.78 million indicative 
resource allocation). 

174. Malcolm Roughhead spoke of the need to enhance the marketing budget by 
drawing in partners in the private sector and said that there were efficiencies to be 
made through greater use of digital media and partnership with, for example, 
VisitBritain. He also stressed the importance of finding a balance between existing 
and emerging markets and said ―We have to be fleet of foot and look at where the 
opportunities are so that we can re-profile as and when required‖.159 Iain Herbert 

                                            
154

 Scottish Government, Scotland’s Spending Plans and Draft Budget 2011-12, November 2010, 
page 33 
155

 Economy, Energy and Tourism Committee, Official report 24 November, col 4372-4373 
156

 Economy, Energy and Tourism Committee, Official report 24 November, col 4381 
157

 Economy, Energy and Tourism Committee, Official report 1 December, col 4466 
158

 Economy, Energy and Tourism Committee, Official report 1 December, col 4466 
159

 VisitScotland, written submission to the committee, November 2010 



 

spoke of the opportunities in tourism in the coming year and called upon 
VisitScotland to focus on direct front-line marketing.160 

175. Ken Neilson said that, as proportion of the agency’s budget, spend on 
marketing would be maintained at the same level. He said that, by spending the 
money in different ways, and spending les in other areas ―we think that even with 
that reduced amount of money we will still be able to do the things that we would 
like to do‖.161 

176. In contrast with their evidence to the Committee during the Budget Strategy 
Phase earlier this year,162 Malcolm Roughead stated that resources for Quality 
Assurance (QA) work would be protected and outlined VisitScotland’s aspirations 
to mainstream the parallel green QA scheme. The current QA scheme runs a 
deficit and it is planned to reduce this to zero within the next two years.163 

177. The planned reduction in VisitBritain’s budget has the potential to impact 
negatively on VisitScotland’s delivery of marketing – ―we depend on it for reach‖. 
Clarity on how VisitBritain plans to refocus its priorities has not yet emerged. 
Malcolm Roughead estimated that it would cost VisitScotland approximately £1 
million per annum to replace the areas of activity it currently discharges through 
VisitBritain.164 

178. VisitScotland’s revenue generation will reduce as a result of local authorities’ 
plans to reduce expenditure on information centre provision and marketing activity. 
Malcolm Roughead explained that VisitScotland would accelerate its plans to 
share premises for its information centres in order to offset this and spoke of the 
future revenue potential of its centres.165  

179. Recent awards gained by places such as Shetland and Skye were cited as 
―valuable tools that allow us to reach greater audiences‖ although issues over 
capacity and accessibility were raised.166  

180. With regard to the domestic market, Mike Cantlay said: ―One of the 
challenges that we face involves how our customers in Scotland perceive us‖ and 
also stressed the potential which exists for more recreation and its ability to spread 
demand outwith the peak seasons.167 Malcolm Roughead reported that visits 
within Scotland by those living in Scotland were up 16% in the first 6 months of 
2010, which demonstrated that ―the staycation effect it there to be seen‖ and ―the 
biggest bang for our buck is definitely the domestic market‖. Recent research by 
Deloitte had shown that the day trip market has a value of £6.8 billion in Scotland 
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per annum. Mike Cantlay described the work of EventScotland in attracting major 
events which would further exploit Scotland’s market position.168 

181. Witnesses described the partnership work with private industry which 
VisitScotland uses to extend its reach and stretch its resources. These ranged 
from airlines to well known brands in the food and drink sector.169 Malcolm 
Roughead added that ―our mantra is that tourism is everyone's business: it 
touches every facet of Scottish society, it is tangible and visible, and people can 
benefit from it‖.170 

182. The committee  is concerned that the budget to support this vital sector 
of the Scottish Economy continues to receive year on year cuts and 
considers that the uncertainties over long term funding of VisitScotland 
provides a poor framework for the development of the sector.      

Scottish Investment Bank 
183. Witnesses from Scottish Enterprise outlined recent progress with the Scottish 
Investment Bank (SIB), which was first announced in April 2009. The Scottish 
Loan Fund would be funded from a combination of £50 million of public sector 
money and up to £50 million of private sector funds and a fund manager would be 
appointed within the next two months. The fund would be in a position to lend 
within two months, and progress had been made with building up a demand 
pipeline.171 The Cabinet Secretary confirmed this position and stated that the 
Scottish Loan Fund will be fully operational by January 2011.172  

184. CBI welcomed the Scottish Loan Fund, saying that it ―could play a useful role 
in filling a gap in the supply of finance that has been holding businesses back.  In 
particular, we support the focus on exporters since it is these companies who will 
offer us the best chance of a return to sustainable growth.‖173 

185. Stephen Boyd called for the money which is currently used to pay for the 
small business bonus scheme to be transferred to the SIB.174 

The voluntary sector and social economy 

186. The Committee heard that the contribution to the economy made by the 
voluntary sector runs into billions of pounds.175 The Draft Budget 2011-12 details 
plans to reduce the budget for the third sector from £35.5 million in the current 
year, to £27 million in 2011-12.176 

187. Volunteer Development Scotland (VDS) wrote that ―the decision by the 
Scottish Government to present a one-year budget does create operational 
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difficulties for VDS in common with other voluntary sector organisations‖.177 The 
Scottish Council for Voluntary Organisations urged the Scottish Government to 
outline plans for the remainder of the 3 year Comprehensive Spending Review 
period, so that organisations can better plan future delivery.178 

188. The Scottish Council for Voluntary Organisations (SCVO) welcomed the 
commitment throughout the budget to more central involvement of the third sector 
in public service redesign and urged ―the government to reallocate any available 
underspend that will undoubtedly arise from delays in their proposed large-scale 
infrastructure projects, to third sector development and support in Scotland‖.179 
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CONCLUSIONS AND RECOMMENDATIONS 

Background 

189. The key decision within Draft Budget 2011-12 has been to protect spending 
on health. The reduction in Scotland’s overall budget has therefore been felt more 
acutely in other areas of expenditure. 

Summary - will the Draft Budget 2011-12 support economic recovery? 

190. The Committee recognises the challenges facing the Government in 
handling unprecedented budget cuts.  However, it considers that insufficient 
priority has been given to sustaining the growth of the economy in setting 
budget priorities.   Decisions to ring fence and protect certain areas of social 
spending have reduced the scope for manoeuvre.   

191. Investment in education, skills, infrastructure and regeneration are all 
potentially supportive of economic growth. These areas have all been 
subject to reductions in support within the draft budget and the Committee 
therefore concludes that this budget is not best geared to promote 
economic growth.  

192. The heavy cuts in the capital budget are especially harmful to growth.  
The Committee regrets the slowness of the progress in developing use of 
the Non Profit Distributing Model to fund investment in Scotland’s 
infrastructure and urges renewed efforts to develop alternative mechanisms 
to support capital spending. 

193. The Committee notes the Government’s commitment to the National 
Renewables Infrastructure Fund but is unclear as to how much additional 
investment this will deliver to projects in 2011-12.  The Committee calls for a 
more transparent statement as to the scale of spending under the fund and 
the implications for other programmes should demand on the fund exceed 
budget.          

194. The Committee considers that the reduction in the resources available 
to support sustainable economic growth will hinder economic recovery and 
longer term growth. The scale of the reduction is exacerbated by the even 
deeper cuts in programmes which complement the work of the agencies and 
which have been made with little clarity as to the implications or rationale.       

195. While the Committee recognises that indicative spending proposals will 
be produced in January 2011 for the remainder of the CSR period, the one 
year budget and lack of guidance on forward funding has left the Enterprises 
Agencies and VisitScotland in a difficult position with regard to strategic 
planning – to the detriment of economic recovery.  

196. The Committee notes the Cabinet Secretary’s previous commitment to 
providing level four budget figures in sufficient time to allow full scrutiny of 
the next budget. However, as with previous years, this level of data has 



 

come far too late in the process which has hindered the Committee’s ability 
to conduct effective scrutiny. 

Conclusions and recommendations in full 

197. While the Committee appreciate the cross-cutting nature of spending on 
renewable energy, it considers that expenditure plans relating to renewable 
energy could be presented in a more coherent way, to assist scrutiny. 

198. The Committee notes the legal requirement for all projects which have 
reached the OJEU (Official Journal of the European Union) stage of 
procurement to be made public and concludes that their absence from the 
New Deals web site reveals the fact that none of the projects listed on page 
42 of the Draft Budget 2011-12 document  are yet at this stage  

199. The Committee regrets the long delays in bringing these valuable 
projects forward – delays which amount to three years in the lifetime of this 
Parliament. 

200. The Committee welcomes the fact that steps have been taken by the 
Scottish government to make use of resource DEL monies to support capital 
investment but is concerned that more progress has not been made in 
bringing projects forward. The Committee also regrets that the ability of 
those within the industry to undertake long-term planning is hindered by the 
absence of indicative spending proposals beyond one year and the 
uncertainty surrounding the timing of the £2.5 billion of additional 
programmes. 

201. The Committee specifically regrets the lack of progress with capital 
infrastructure projects for education, health and justice and the slow 
progress on transport infrastructure. 

202. The Committee regrets the lack of discussion within the Draft Budget 
documents regarding the development of a sustainable and coherent policy 
on public sector pay. 

203. The Committee asks the Scottish Government to set out in more detail 
its intentions with regard to public sector pay bill and what sums may be  
expected to be released for other expenditure as a result. 

204. The Committee regrets the lack of clarity within the budget documents 
over what, if any, sums are expected to be released as a result of the 
planned 3% efficiencies.  

205. The Committee are aware of the concerns which will be felt among 
business owners regarding poundage rate parity for non-domestic rates and 
the maintenance of a level playing field with competitors in the rest of the 
UK. 

206. There appears to be a disparity between the statement in the draft 
budget on the increase in business rates for large retailers that the new rate 
supplement will support town centres and the Cabinet Secretary’s 



 

admission that large retailers in town centres will be subject to the 
supplement. Greater clarity is required on the question of whether this 
policy will survive a legal challenge. 

207. The Committee considers that the rate of decline in HIE’s budget, 
presents a risk to the delivery of large transformational projects and to 
renewable projects in the Highlands and Islands region. 

208. The Committee notes the substantial discrepancy between the £17 
million which was indicated as expected expenditure under NRIF in 2011-12 
on page 94 of the Draft Budget 2011-12 and the £8.5 million currently 
earmarked within Scottish Enterprise’s budget for 2011-12.  It was also noted 
by the Committee that HIE has no budget at all for NRIF spending which is 
thus entirely dependent on Scottish Enterprise.  The Committee did not 
receive a satisfactory explanation for this anomaly. 

209. The Committee concludes that, given the fact that NRIF monies will 
come from within Scottish Enterprise’s budget and that this budget has 
been reduced, the NRIF does not represent a net increase in resources for 
economic development investment by the Scottish Government, rather it is a  
re-prioritising exercise. 

210. The Committee notes that the post of Chief Executive of SDI has now 
been filled as of 16 December 2010 through the appointment of Anne 
MacColl who has been filling the post as acting chief executive officer 
following that of her colleague, David Smith, who previously held this 
position on an interim basis. The Committee wishes the new incumbent 
every success in the role and reiterates the view expressed in its inquiry on 
international trade that SDI performs a very valuable function and that the 
post of its chief executive is critical to that function. However, the 
Committee has been frustrated with the delays in the recruitment process, 
due in part to alterations made by the Scottish Government to the job 
specification, and regrets the lack of transparency concerning the 
recruitment process and the changes to the job specification. The 
Committee will be writing to the Scottish Government on this matter. 

211. The Committee is concerned that the budget to support the vital tourism 
sector of the Scottish Economy continues to receive year on year cuts and 
considers that the uncertainties over long term funding of VisitScotland 
provides an poor framework for the development of the sector.      



 

 

EXTRACTS FROM THE MINUTES OF THE ECONOMY, ENERGY AND 
TOURISM COMMITTEE 

31st Meeting, 2010 (Session 3) Wednesday 17 November 2010 

Draft Budget Scrutiny 2011-12 (in private): The Committee agreed its approach 
to the scrutiny of the Scottish Government's Draft Budget 2011-12.  

32nd Meeting, 2010 (Session 3) Wednesday 24 November 2010 

Draft Budget Scrutiny 2011-12: The Committee took evidence on the Scottish 
Government's Draft Budget 2011-12 from—  

Professor Brian Ashcroft, Policy Director, University of Strathclyde; 
Alf Young, Freelance Journalist; 
Jenny Stewart, Partner and Head of Infrastructure and Government - Scotland, 
KPMG LLP; 
Stephen Boyd, Assistant Secretary, Scottish Trades Union Congress; 
Michael Levack, Chief Executive, Scottish Building Federation; 
Iain Herbert, Chief Executive, Scottish Tourism Forum; 
David Lonsdale, Assistant Director, CBI; 
Graham Bell, Policy and Public Relations Executive, Scottish Chambers of 
Commerce; 
Norman Kerr, Director, Energy Action Scotland; 
Mark Ruskell, Director of Communications, Scottish Renewables; 
Elizabeth Leighton, Senior Policy Officer, WWF Scotland. 
 

33rd Meeting, 2010 (Session 3) Wednesday 1 December 2010 

Draft Budget Scrutiny 2011-12: The Committee took evidence on the Scottish 
Government's Draft Budget 2011-12 from—  

Crawford Gillies, Chairman, Iain Scott, Chief Finance Officer, and Julian Taylor, 
Director of Strategy and Economics, Scottish Enterprise; 

Alex Paterson, Chief Executive, William Roe, Chair, and Forbes Duthie, Director of 
Finance & Corporate Services, Highlands and Islands Enterprise; 

Malcolm Roughead, Chief Executive, Dr Mike Cantlay, Chairman, and Ken 
Neilson, Director of Corporate Services, VisitScotland. 

34th Meeting, 2010 (Session 3) Wednesday 8 December 2010 

Draft Budget Scrutiny 2011-12: The Committee took evidence on the Scottish 
Government's Draft Budget 2011-12 from— 



 

John Swinney MSP, Cabinet Secretary for Finance and Sustainable Growth, David 
Wilson, Director of Energy, and David Dow, Finance Team Leader, Scottish 
Government. 

Draft Budget Scrutiny 2011-12: The Committee considered the evidence heard 
so far and its approach to its draft report to the Finance Committee on the Scottish 
Government's Draft Budget 2011-12. 

35th Meeting, 2010 (Session 3) Wednesday 15 December 2010 

Draft Budget Scrutiny 2011-12 (in private): The Committee considered a draft 
report to the Finance Committee on the Scottish Government's Draft Budget 2011-
12. 

36th Meeting, 2010 (Session 3) Wednesday 22 December 2010 

Draft Budget Scrutiny 2011-12 (in private): The Committee amended and 
agreed its report to the Finance Committee on the Scottish Government's Draft 
Budget 2011-12.  

 


