
 
 

SUPPLEMENTARY WRITTEN EVIDENCE FROM THE SCOTTISH GOVERNMENT 
 
1. Thank you for your letter of 29 September 2009 in respect of my appearance at the 
Economy, Energy and Tourism Committee. Annex A contains my considered response to 
the requests by members of the Committee for additional information.  
 
2. Please note that as some of these requests relate to reserved UK Government areas, in 
particular in relation to interventions by the UK Government with regard to the regulation, 
financial support and competition within the banking sector, the Committee may wish to 
consider seeking further information  from the relevant UK Government Department.  
 
3. Annex A provides a response to all of the Committee’s questions with the exception of the 
request for ”detailed data on employment patterns in the construction sector, specifically 
relating to apprentices and the 16-24 age group”. Such data are not readily available, but I 
have instructed officials to explore what data could assist in this request. I will therefore 
respond to the Committee with a separate short briefing note on this issue in due course.  
 
4. I have also included an analytical note, prepared by officials, which summarises different 
sources and information relating to access to finance within the economy, including survey 
evidence collected by the Scottish Government. 
 
5. I trust that the Committee will find this additional information of value and please do not 
hesitate to contact me if you require any further clarification or additional information.  
 
6. I am aware that you also requested further details about the 2010-11 draft budget figures 
relevant to the Committee’s remit.  I will be in touch with you separately about this as soon 
as possible. 
 
Andrew Goudie 



 
 

Annex A 
 
Responses to Requests for Additional Information 
 
Q1. The total amount of support that the public sector has offered to the principal 
banks in Scotland since September 2007, including both RBS and Lloyds/HBOS, as 
well as for comparison purposes HSBC and Barclays. It may be necessary to await the 
conclusion of the various rights issues. It will be necessary to identify the proportion 
of this support provided by the Scottish Government and its agencies. 
 
7. As noted in my response to the Committee, this area relates to reserved UK Government 
activity and therefore, with regard to financial support relating to the banking sector in the 
form of capitalisation or the Asset Protection Scheme, the Scottish Government has had no 
direct involvement or financial commitment. 
 
8. Published details of the UK Government’s financial support for the banking sector through 
recapitalisation and the Asset Protection Scheme is outlined in the UK Financial Investments 
Ltd’s Annual Report, which can be found at the following link: 
http://www.ukfi.gov.uk/releases/UKFI%20Annual%20Report%202008-2009.pdf.  
 
9. Further details of the support offered by the UK Government and the Bank of England to 
the banking sector are contained in the HM Treasury publication “Reforming Financial 
Markets”, which can be found at the following link: 
 http://www.hm-treasury.gov.uk/d/reforming_financial_markets080709.pdf  
 
10. For further detailed information, the Committee may wish to correspond directly with the 
relevant UK Government Department as it is not entirely clear what constitutes a cost 
(included directly in government borrowing and expenditure figures), a liability (implicit or 
future guarantees) and an asset (share holding etc). 
 
11. As a key sector within the Scottish economy, Finance and Business Services receives 
support through our Enterprise and Skills agencies and the various schemes open to 
companies for support relating to job creation, innovation, research and development etc. 
We also interact directly with Financial Services sector through the Financial Services 
Advisory Board (FiSAB), which was established in 2005 and is chaired by the First Minister.  
 
Q2. Any further reflections that you might have on the Scottish dimension of the 
banking crisis and specifically the Scottish Government’s explanation/opinion on why 
Scottish based institutions (RBS and Lloyds/HBOS) had to rely on public support far 
more extensively than other banks. 
 
12. The reach of the recent crisis has been global and the impacts have been felt in financial 
sectors across the world. This has resulted in a considerable number of institutions, in 
different countries, facing financial difficulties. As a result, there has been a range of public 
sector interventions, by governments and central banks, to stabilise their financial 
institutions.  
 
13. In the United States, Lehman Brothers filed for bankruptcy, Washington Mutual was 
closed down and sold by the regulators, whilst Merrill Lynch was taken over by Bank of 
America. A rescue package was provided for AIG who were also part nationalised, whilst 
Bear Stearns was acquired by JP Morgan Chase with support from the Federal Reserve. In 
Europe, Fortis was part nationalised, the Belgian-French bank Dexia received direct 
government financial support, whilst the French Government also provided support to BNP 



 
 

Paribas. Both the main Banks in Ireland received direct government support. It should also 
be noted that within the UK, the impacts have not been limited to Scottish based institutions 
with the UK Government taking action to nationalise both Northern Rock and Bradford and 
Bingley. Lloyds, who took over Halifax Bank of Scotland, also received substantial support.  
 
14. Therefore, I do not believe there is a wholly Scottish dimension to this crisis other than 
that Scottish based banks were part of an international system which suffered a systemic 
financial shock. 
 
Q3. An itemisation of any work that the Scottish Government has undertaken on the 
current absence of competition in Scottish banking services and full details of any 
representation that the Scottish Government has made either to the UK Government 
or to the European Commission, either formally or informally. 
 
15. Firstly, I would note, that the issue of competition in markets is a matter reserved to the 
UK Parliament by Schedule 5 to the Scotland Act 1998. The Office of Fair Trading, under the 
terms of the Enterprise Act, has the power to refer markets to the Competition Commission 
for further investigation where it has reasonable grounds for suspecting that any feature, or 
combination of features, of a market is preventing, restricting or distorting competition.    
 
16. I would refer you to reports on existing (and previous) investigations produced by the 
OFT relating to Financial services in general, which also covered Scotland. The OFT also 
investigated the takeover of Halifax Bank of Scotland (HBOS) by Lloyds and commented 
directly on business banking within Scotland. You may wish to refer to the report: 
http://www.berr.gov.uk/files/file48743.pdf 
 
17. With regard specifically to competition within the Scottish banking sector, whilst it is not 
our role to undertake specific investigations relating to the degree of competitiveness, we do 
work closely with the Office of Fair Trading in Scotland and we monitor the situation from a 
range of sources. As you will be aware, in addition to the OFT report, the Treasury 
Committee Inquiry second report into the banking crisis was published on 1st May 2009. 
Amongst other recommendations, the report called on the UK Government to address the 
issue of competition concerns during the next two years. 
 
18. The Scottish Government Access to Finance Survey which focussed on business 
banking in the SME sector, highlighted the extent to which two banks are the main providers 
of finance to SMEs in Scotland, with around three quarters of the market share for SME 
finance.  The Survey was not aimed specifically at assessing the degree of actual 
competition in the market, but it did provide an indication of the concentration of the market, 
which confirmed broadly the market shares reported by OFT when it considered the 
HBOS/Lloyds takeover. 
 
19. We have discussed our survey results with the Financial Services Advisory Board in 
Scotland and we have excellent (and regular) communications with the OFT in Scotland on a 
range of issues covering all sectors of the economy. Both the OFT and Bank of England 
were supportive of the evidence provided by the SME Access to Finance Survey.  
 
20. Finally the Cabinet Secretary for Finance and Sustainable Growth wrote to the 
Chancellor of the Exchequer, on the 16th July 2009, highlighting the results from the Scottish 
Government’s Access to Finance Survey for the SME sector and raising the issue of the 
degree of concentration within the SME sector in Scotland. The Scottish Government has 
made no representations to the European Commission on this issue.  
 



 
 

Q4. Specifically, does the Scottish Government have a view on the concentration now 
occurring in the banking sector in Scotland and has this been transmitted to the EU? 
If so, what feedback was received? Additionally, has the Scottish Government 
conducted any research, analysis or survey work in this area? 
      
21. I refer to the comments that I made on this matter during the evidence session:  “In 
principle, we would obviously prefer a situation in which a greater level of competition was 
generated by more actors in that market. However, I am not sure that there is any evidence 
that there is a lack of competition or that the absence of lenders is leading to much greater 
costs of borrowing, as opposed to the other elements that I raised before, such as risk. 
 
22. The Scottish Government's view is that we wish to encourage competition in the market 
and to introduce new banking and financial institutions to Scotland to increase competition 
and supply. From that point of view, we support the FSB's general point. Obviously, the 
expectation would be that that competition will drive better terms and conditions for 
borrowers of all sizes.” 
 
23. We have not forwarded any views on this issue to the EU, although the Cabinet 
Secretary for Finance and Sustainable Growth, as noted above, has expressed concerns to 
the UK Government.  We have not conducted any research, analysis or survey work in this 
area beyond our efforts in relation to access to finance by SMEs in Scotland, which are 
noted above.  
 
q5. Background information on the number of firms used in the sample for health and 
social work, construction and hotels and restaurants. Further information on whether 
there was any differentiation within the construction sector sample between 
companies working on large projects and housebuilders 
 
24. The number of firms contained in the sample for each sector, including Health and Social 
work, Construction, and Hotels and Restaurants is displayed in the table below.  The table 
can also be found in page 10 of the ‘SME Access to Finance 2009’ report.   

Size 

 
Micro 
(<10) 

Small 
(10-49) 

Medium 
(50-250) Total 

AB Agriculture 62 23 5 90 
D Manufacturing 65 56 26 147 
F Construction 83 49 13 145 
G Wholesale/Retail 62 38 16 116 
H Hotels/Restaurants 50 34 10 94 
I 
Transport/Communication 22 22 7 51 

K Business Activities 73 55 18 146 
N Health/Social Work 31 31 6 68 
O Other Services 97 32 15 144 

SECTORS 

Total 545 340 116 1,001 
 
25. The survey methodology samples firms according to their top level industry classification 
and it is not possible to drill down below this level of detail. However,  given the coverage of 
the Health and Social Work sector,  the sample will be drawn from businesses that include 
professional health services such as chiropody, counselling, private dental practises and 
veterinary clinics. Larger    businesses within the sector would  include, amongst others, 
private nursing homes or medical laboratories.  



 
 

Q6. Information on whether the Scottish Government has had any discussions with 
Scottish Enterprise about the role that Co-operative Development Scotland could play 
in a future reform of the banking and financial services sector. 
 
26. There has been no discussion of any role that Co-operative Development Scotland 
(CDS) might play in the future reform of the banking and financial services sector. 
 
Q7. Further information on whether there was any differentiation within the 
construction sector sample between companies working on large projects and 
housebuilders. 
 
27. The sectoral analysis of the construction sector, within the Access to Finance Survey, did 
not differentiate between the type of construction companies experiencing difficulties in 
accessing finance.  However, page 42 of the Access to Finance Report highlights the 
differences in approval rates for finance applications between firms which have zero-
employees (self-employed) and those with one employee or more.  The table (also shown 
below) show that self-employed construction firms faced a significantly greater reduction in 
approval rates.  It is plausible to assume that the majority of companies working on large 
projects and housebuilders employ more than one person, and for this size of firm, the 
approval rates were reduced by only 7 percentage points, compared to a reduction of 42 
percentage points for the overall construction sample when including self-employed firms.   
 

  
Approvals Rate % - zero 
employees excluded 

Approvals Rate% - all firms 
 

Sector 2009 2007 Change 2009 2007 Change
Agriculture 90% 91% -1% 82% 94% -12% 
Manufacturing 82% 91% -9% 73% 96% -24% 
Construction 80% 87% -7% 55% 97% -42% 
Wholesale retail 68% 78% -10% 75% 62% 13% 
Hotels/Restaurants 64% 80% -17% 50% 75% -24% 
Transport 
Communication 72% 100% -28% 39% 100% -61% 
Business activities  70% 82% -12% 57% 71% -14% 
Health/Social Work 94% 93% 1% 78% 97% -18% 
Other 80% 100% -19% 63% 100% -37% 

 
 
Q8. More detailed data on employment patterns in the construction sector, specifically 
relating to apprentices and the 16-24 age group. 
 
28. As highlighted in my covering letter, I have asked officials to explore what data are 
available in relation to this request. I will respond to the Committee with a separate briefing 
note in due course. 
 
Q9. Further information on the impact of current capital expenditure by the 
Government on the construction industry. 
  
29. The Scottish Government is spending almost £3.8 billion on capital investment in the 
financial year 2009-10, including the acceleration in capital investment as part of the 
Economic Recovery Plan.    This spending is expected to provide a significant stimulus to the 
construction industry at a time when private sector demand has fallen.  The Scottish 
Government’s total capital budget for this year is estimated to ultimately support 



 
 

approximately 57,000 jobs in the Scottish economy, including nearly 37,000 in the 
construction sector. These estimates are based on the Scottish Government Input-Output 
Model. 
 
Andrew Goudie 
Scottish Government 
6 October 2009 


