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Economy, Energy and Tourism Committee 

Energy Policy Update 
 
Introduction 
 
Further to a request for information at the committee meeting on 27 October, 
this briefing explores recent developments in energy policy relating to: 
 

• Department for Energy and Climate Change funding and priorities 
• Green Investment Bank  
• Renewable Heat Incentive  
• Carbon Capture and Storage 
• Port Development Fund and offshore renewables funding 
• Fossil Fuel Levy  
• National Renewables Infrastructure fund 

 
The Climate Change (Scotland) Act 2009 requires annual targets on 
emissions reductions to be set from 2010 onwards.  Under the Act, emissions 
must fall year on year from 2010, and by at least 3% per year after 2019.  The 
Act also sets a limit on the use of offset credits to meet the targets, stating 
that a minimum of 80% of the emissions reduction effort must be made 
through domestic effort.  In April of this year the Climate Change (Annual 
Targets) (Scotland) Order 2010 was laid before Parliament.  These 
regulations reflect the advice of the Committee on Climate Change, and cover 
the period 2010 – 2022.  The Scottish Government’s press release states:  
 

“The targets in the draft order laid today are set at the levels suggested 
by the Committee on Climate Change with the exception of those for 
2011 and 2012. Rather than being set flat as the Committee on Climate 
Change had suggested, those targets will require that emissions fall by 
0.5 per cent year-on-year.  Annual targets to cover 2023-2027 must be 
set by October 31, 2011, and further batches set every five years 
thereafter.”  

 
After setting each batch of annual targets, Ministers must produce a Report 
on Policies and Proposals (RPP) for meeting those targets.  This briefing 
seeks to inform the committee’s discussions on the RPP. 
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The Department of Energy and Climate Change 
 
Comprehensive Spending Review (October 2010): Implications 
 
The following table is taken from the Comprehensive Spending Review 
(CSR), published October 2010, and sets out the funding provisions for 
DECC. 
 

 
  
The CSR highlights the following measures: 
 

• up to £1 billion of investment to create one of the world’s first 
commercial scale carbon capture and storage (CCS) demonstration 
plants (a decision on a levy on electricity supplies for CCS to be made 
in spring 2011) 

• over £200 million for the development of low carbon technologies 
including offshore wind technology and manufacturing at port sites; 

• increased incentives for low carbon energy generation through the 
Renewable Heat Incentive (introduced from 2011-12, to “ensure the 
UK meets its 2020 renewable energy targets while making efficiency 
savings of 20 per cent, or £105 million a year, by 2014-15 compared 
with the previous government’s plans” 

• “The efficiency of Feed-In Tariffs will be improved at the next formal 
review, rebalancing them in favour of more cost effective carbon 
abatement technologies” (to save £40m) 

• Spending on ODA is ‘protected’ 
• the Warm Front public spending programme to be phased out over 

time, saving £345 million by 2013-14.  Instead DECC will “develop 
innovative ways of working with the private sector, acting as an enabler 
rather than the default provider. Households will be able to improve the 
energy efficiency of their house at no upfront cost, repaying through the 
savings they make on their energy bills, through a Green Deal. Extra 
support to reduce energy bills and help improve heating and insulation 
will be provided by energy companies to combat fuel poverty.” 

• The Government will initiate an independent review of the fuel 
poverty target and definition before the end of the year. 

• The CRC Energy Efficiency scheme will be ‘simplified’.  The first 
allowance sales for 2011-12 emissions will now take place in 2012 
rather than 2011. Revenues (estimated at £1bn a year by 2014-15) will 
be used to support the public finances, rather than recycled to 
participants. 
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• The Department will continue to manage Britain’s historic energy 
liabilities, including capital funding for the Nuclear Decommissioning 
Authority (NDA) 

• overall savings are planned within DECC’s core resource budget of 
30 per cent in real terms by 2014-15 

 
The following summary of the environmental impacts of the Spending Review 
is provided in the CSR. 
 

 
 
On 8 November DECC published its Departmental Business Plan.  Structural 
Reform Priorities that are relevant to Scotland and the RPP are: 
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Deliver secure energy on the way to a low carbon energy future.  Reform 
the energy market to ensure that the UK has a diverse, safe, secure and 
affordable energy system and incentivise low carbon investment and 
deployment.  Key actions include: 
 

• reform the electricity market to ensure fair competition and security of 
gas and electricity supplies 

• demonstrate the use of clean fossil fuels through commercial scale 
Carbon Capture and Storage (CCS) technology in the UK 

• set in place a framework to establish a smart electricity grid 
• set in place reforms to the electricity grid to ensure sufficient capacity 

and access to connect new forms of energy generation 
 
Drive ambitious action on climate change at home and abroad.  Work for 
international action to tackle climate change, and work with other government 
departments to ensure that we meet UK carbon budgets efficiently and 
effectively.  Key actions include: 
 

• work with the Department for Business, Innovation and Skills (BIS) to 
establish a Green Investment Bank to support private investment in 
clean energy and green technologies 

• secure UK climate policy objectives and encourage high ambition at 
EU level 

 
Manage our energy legacy responsibly and cost-effectively.  Ensure 
public safety and value for money in the way we manage our nuclear, coal 
and other energy liabilities.  Key actions include: 
 

• develop and implement solutions for the long-term management of 
higher activity radioactive waste through geological disposal, placing 
waste within engineered facilities deep inside a suitable rock formation, 
and develop policy on future management of UK’s civil plutonium 

• review environmental regulation of oil and gas exploration in the light of 
the Gulf of Mexico spill 

 
The plan also states that DECC will no longer: 
 

• fund technologies unless we are confident that they are the most 
critical to meeting long-term decarbonisation and energy security 
objectives  

• contribute the same level of voluntary contributions to international 
energy and climate organisations, and will focus our international low 
carbon technology efforts on what can be delivered within our Official 
Development Assistance Budget 

• provide the same scale of funding to deal with the overseas nuclear 
legacy once current commitments are met 
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The Green Investment Bank 
 
The UK Budget (March 2010) set out plans to establish a Green Investment 
Bank (GIB):  
 

“to address emerging equity finance gaps, the Government intends to 
create a Green Investment Bank, with a mandate to invest low-carbon 
infrastructure. The Government will start by investing up to £1 billion 
from the sale of infrastructure-related assets and will seek to match this 
with at least £1 billion of private sector investment” 
 

The (then) Chancellor’s speech (24 March 2010) indicated that: 

“It will control £2 billion-worth of equity, half of which will come from 
assets, including the channel tunnel rail link, and the rest will be 
matched by private investment. 

That equity will unlock billions more of finance from the private sector. 
The fund will focus first on investing in green transport and sustainable 
energy, in particular offshore wind power, where Britain is already the 
world leader.” 

Following the election the Coalition Agreement (May 2010) included a 
commitment to create a Green Investment Bank, as well as “green financial 
products to provide individuals with opportunities to invest in the infrastructure 
needed to support the new green economy”.  
 
Meanwhile a National Audit Office Report on renewable technologies (June 
2010) concluded: 

 “Government funding for renewable energy technologies has delivered 
innovation and increased supply. However, co-ordination has 
historically been limited and the absence of a consistent approach to 
measuring the impact of this support means overall value for money 
cannot be demonstrated.” 

 
The report also found that: 
 

“government-funded direct support for renewable energy technology 
had totalled £265 million between 2000 and 2009. This funding is 
separate from support provided through fiscal and regulatory 
measures, including the Renewables Obligation, which in 2008-09 
provided financial support worth around £1 billion.” 

 
In June 2010 the Green Investment Bank Commission (established in 
February 2010 by the Chancellor of the Exchequer) set out its views on how a 
Green investment Bank could operate.  Its findings included the following: 
 
The scale of investment required - according to the report “the investment 
required to meet UK climate change and renewable energy targets is on a 
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scale not seen since post Second World War reconstruction”.   The report 
estimates that by 2020 the UK will need investment in low carbon 
infrastructure and related supply chain development of up to £550 billion (or 
up to £55 billion a year).  This compares to a total global spend of £97 billion 
on clean energy and clean technology in 2009 (of which the UK share was £6-
7 billion) 
 
Market failures and investment barriers – the Commission concludes that 
without intervention, the UK’s low carbon targets will not be achieved.  
Barriers include market investment capacity limits (‘riskier’ investments not 
expected to attract the capital needed), political and regulatory risk of making 
15-20 year investments, a ‘confidence gap’ among investors, and the 
challenge of making a large number of small, low carbon investments 
attractive to institutional investors 
 
Potential role of the GIB – the Commission recommends the Bank would 
operate independently of the Government, and as a result its liabilities should 
not appear in the National Accounts. The Bank would offer independent 
advice to the government, and this advisory role could expand to local 
authorities and communities.  It could also take an international co-ordination 
role on green investments.   
 
How the GIB would raise money and invest – the GIB could offer a range 
of financial ‘products’ to deliver the required investment including: early stage 
grants; equity co-investment; wholesale capital; mezzanine debt; offering to 
buy completed renewable assets; purchase and securitisation of project 
finance loans; insurance products; and long-term carbon price underwriting.   
 
The Commission states the GIB would raise three forms of funding: 

• government funding for disbursement of grants (re-allocated from 
existing quangos and government funds) 

• financing for ongoing activities and ‘commercial’ investments (with 
options for green bonds, green ISAs, and a levy on energy bills) 

• initial Bank capitalisation (including options for private sector bank 
capitalisation, use of bonus/bank taxes, sales of government assets, 
and auctions proceeds from Emissions Trading Scheme)  

 
Governance and Reporting – the GIB to be established by an Act of 
Parliament as a permanent institution, with profits re-invested.  Specifically the 
Commission recommends the GIB is commercially independent and not 
accountable to ministers or parliament for individual investment and lending 
decisions.  A ‘strong governance structure’ with a largely private sector board 
would ‘clearly manage’ tensions between the public interest and commercial 
decisions. The Commission recommends a ‘shadow’ board in the interim. 
 
The UK Comprehensive Spending Review (October 2010) subsequently set 
out the government plans as follows: 
 

“1.41 The Coalition Agreement set out the Government’s commitment 
to establish a UK-wide Green Investment Bank. The Government will 
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initially capitalise a new institution with £1 billion of DEL funding 
together with additional significant proceeds from the sale of 
Government owned assets, subject to a final design which meets the 
tests of effectiveness, affordability and transparency. £250 million of 
the DEL funding will be made available on the basis that the Scottish 
Executive agrees to the drawdown of funds from the Scottish Fossil 
Fuel Levy surplus. The institution will be able to reinvest the proceeds 
from its investments. 
 
1.42 The new institution will make a radical new contribution to 
financing green infrastructure through having an explicit mandate to 
tackle risk that the market currently cannot adequately finance. It will 
catalyse further private sector investment, aiming to facilitate the 
entrance of new types of investor into green infrastructure so that the 
impact on the finance gap for low carbon investment is many times the 
scale of the public contribution. It will make its investment decisions 
independent from political control and will employ private sector skills 
and expertise. The Government aims to complete design and testing 
work by Spring 2011.” 

 
Table 1 in the CSR identifies £1.0 billion in 2013-14 for the Green Investment 
Bank: 
 
The First Minister subsequently wrote to the Prime Minister (28/10/10) 
regarding access to Fossil Fuel Levy funds.  The letter included the following 
reference to the Green Investment Bank: 
 

“we have made it clear that the 'ring fencing' of 250 million pounds into 
the proposed Green Investment Bank with no details on the timing of 
its creation, its governance, business model or funding sources, is a 
proposal that Scottish Ministers are unable to accept. 
 
Furthermore, with a significant proportion of the UK's renewable energy 
industry and resource, Scotland could reasonably expect to have a 
much larger share than this from the Green Investment Bank funding 
once that institution is eventually up and running and lending in, 
perhaps, 2013.” 
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The Department for Business, Innovation and Skills business plan 2011-15 
(published November 2010) provided some further detail: 
 
Establish a Green Investment Bank to support 
private investment in green infrastructure and 
late-stage technologies 

Start End 

I. Establish the governance arrangements 
and design the business and operating 
model of the new institution 

Started May 2011 

II. Put staff and back office systems in 
place, in preparation for the launch of the 
incubation phase 

Started Dec 2011 

III. Continue market testing for the role of 
the GIB beyond the incubation phase 

May 2011 Dec 2011 

 
The Business plan also includes the following ‘milestones’ relating to the GIB 
 
C. Design of Green Investment Bank complete and published May 2011 
E. Green Investment Bank operational Sep 2012 
F. First annual data released on the funds in and size of 
investments made by the Green Investment Bank 

May 2013 

 
The House of Commons Environmental Audit Committee has launched an 
inquiry into the plans to establish the GIB.  The EAC’s investigation will 
“examine the role that the Green Investment Bank could play and the specific 
areas it should operate in. The Committee will also explore how possible 
funding and governance options can maximise the Bank’s effectiveness”.  
Details of the inquiry and the written evidence provided are available on the 
committee’s website.  
 
Low Carbon Economy Strategy 
 
The Scottish Government has also recently published its Low Carbon 
Economy Strategy.  This seeks to: 
 

• Co-ordinate support for businesses and academia in the Environmental 
and Clean Technologies sector, to maximise opportunities in a market 
potentially worth £12 billion to Scotland's economy 

• Channel innovation support to low carbon technologies where there is 
greatest chance of commercial success - the Scottish Government will 
reprioritise £15 million of innovation funding from the Lowlands and 
Uplands European Structural Funds Programme, which, along with 
match-funding from the private sector and other public sector funders, 
could create £60 million of support for low carbon activity 

• Support the planning, design and construction of new infrastructure 
and the retrofit of existing facilities to support low carbon activity, such 
as renewable energy and electric vehicle infrastructure 

• Support skills development through the Low Carbon Skills Fund and 
working with partners and employers to predict and respond to future 
skills demands 
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• Hold an annual Scottish Low Carbon Investment Conference, with next 
year's focus being investment for resource and energy efficiency 

 
It recognises that Scotland has considerable low carbon economic 
opportunities across various sectors, as follows: 
 

• Resource efficiency - (energy, water, waste, materials) and sustainable 
business practices 

• Environmental and Clean Technologies - sustainable transport; 
building technologies; recovery, recycling and waste; water and waste 
water treatment; environmental management 

• Forest industries - wood fuel and biomass for renewable heat and 
power, locally-sourced timber for construction 

• Life sciences - sustainable health, telehealth and clean technologies 
• Chemical sciences - renewable fuels, bio-based feedstocks 
• Aerospace - lighter and more fuel-efficient materials/technologies 
• Food and Drink - waste management and re-use, local sourcing, 

reducing carbon in supply 
• Tourism - 'green' tourism products and services 
• Financial services - green financial products and carbon trading 
• ICT - data centres, energy management 
• Agriculture - grow wider range of crops, produce new plant/ animal 

based products 
 
It also notes that: 
 

• Scotland's low carbon market was worth around £8.5 billion in 2007-08 
(within a GDP of around £100 billion), and is forecast to rise to around 
£12 billion by 2015-16; 

• Scotland is already an exporter of low carbon technologies, with £845 
million worth of low carbon technologies exported in 2009-10 

• Jobs in the low carbon sector in Scotland could grow by four per cent a 
year to 2020, rising from 70,000 to 130,000, over five per cent of the 
Scottish workforce 

• Offshore wind alone could bring an estimated £30 billion of inward 
investment, and up to 20,000 jobs and Scotland already generates 22 
per cent of its final electricity demand from renewables 

 
Renewable Heat Incentive 
 
At present, heat constitutes some 50% of energy demand in Scotland.  The 
Scottish Government’s Renewable Heat Action Plan sets a target of 11% of 
the heat consumed in 2020 to come from renewable sources.  Scotland is 
currently producing some 1.4% of total heat use from renewable sources with 
around 70% of this used in the industrial sector. Overall, heat use is 
distributed between the main sectors as follows: industrial 31%, domestic 
51% and commercial & public 18%. 
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The Energy Act 2008 provides statutory powers for the Renewable Heat 
Incentive (RHI) to be established across England, Wales and Scotland.  
Section 100 of this Act provides that Scottish Ministers will be consulted, and, 
where appropriate, their consent obtained, before the regulations establishing 
the scheme are implemented. This is to ensure that Scottish interests are 
appropriately taken into account in the design of the scheme.  Consultation on 
the RHI was carried out between February and April 2010. 
 
DECC’s CSR press release states:  
 

“£860 million funding for the Renewable Heat Incentive which will be 
introduced from 2011-12. This will drive a more-than-tenfold increase 
of renewable heat over the coming decade, shifting renewable heat 
from a fringe industry firmly into the mainstream. The Government will 
not be taking forward the previous administration’s plans of funding this 
scheme through an overly complex Renewable Heat levy.” 

  
They further state: 
 

“Following the February consultation and in light of the Spending 
Review announcement, DECC will now consider further the operation 
of the scheme including RHI tariffs and technologies supported.  We 
expect to speak to stakeholders in the next few weeks ahead of an 
announcement on the detailed design of the scheme before the end of 
the year.” 

 
In a recent letter to the Convenor of the EET Committee, Jim Mather, Minister 
for Energy stated: 
 

“We await further detail on the Renewable Heat Incentive and 
reassurance that the scheme will be sufficient to overcome the current 
hiatus in the market and stimulate growth. 
 
The announcement suggests that this will be worth £250m to Scotland, 
however, we still need to clarify over what period.” 

 
Carbon Capture and Storage 
 
DECC’s Departmental Business Plan states that it will “Demonstrate the use 
of clean fossil fuels through commercial scale Carbon Capture and Storage 
(CCS) technology in the UK”.  The contract for the first demonstration project 
is due to be awarded in December 2011, and a process to identify further 
CCS projects to be supported by public investment starts in December 2010, 
and is due to finish by May 2012. 
 
The process for choosing the first demonstration project has been by way of a 
DECC run competition, launched in late 2007 to encourage energy companies 
to develop commercially viable CCS schemes. There were originally nine 
entrants.  In March 2010 the Scottish Power led CCS Consortium (based at 
Longannet in Fife) was selected as one of the two final bids in the 
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competition, and funding was awarded for a process of Front End Engineering 
and Design studies.  These involve detailed engineering and design work and 
are expected to be completed within 12 months.  In October 2010, the other 
contender in the process, E.ON Kingsnorth in Kent, pulled out of the 
competition.  Charles Hendry, Minister with responsibility for CCS stated: 
 

“We know for their own reasons E.ON decided not to go ahead with 
Kingsnorth, so what we’ll now do is work with Scottish Power to see if 
their project will meet the criteria, which we have set, whilst also setting 
out what we want to achieve with projects 2-4 - whether industry wants 
to invest in gas plants or biomass plants; whether they want to 
collaborate rather than work on their own. So we can frame that 
competition in a way that actually meets what industry wants to invest 
in.” 

 
Following the CSR, DECC stated: 
 

“Government will provide £1bn in capital expenditure for the first 
commercial-scale CCS demonstration project. This is the largest 
confirmed commitment to a single commercial-scale CCS project in the 
world. 
 
As part of the Review, the Government also announced that we will 
take decisions on the funding mechanism for the additional 3 CCS 
projects, i.e. whether through a specific CCS levy or through general 
public expenditure, following completion of work in Spring 2011, on the 
reform of the Climate Change Levy to provide support to the carbon 
price. 
 
DECC continues to progress the current process for the first 
demonstration project as quickly as possible. We will also be 
developing the scope of the demonstration programme and the 
selection process for the additional demonstration projects following a 
very informative market sounding process. We will set out proposals on 
how demonstration projects 2-4 will be taken forward by the end of the 
year.” 

 
In a recent letter to the Convenor of the EET Committee, Jim Mather, Minister 
for Energy stated: 
 

“The UK Government has confirmed up to £1 billion funding for the 
CCS competition in which Longannet is competing.  This is welcome 
however there are details still to be resolved. 
 
The announcement to fund an additional three CCS demonstrators is 
also welcome.  However we consider that the announcement of a 
delayed decision on how to fund these will create difficulties.” 
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Port Development Funds and Offshore Renewables Funding 
 
The UK budget in March 2010 identified up to £60 million to support offshore 
wind manufacturing, for “the development of port sites to support offshore 
wind turbine manufacturers looking to locate new facilities in the UK and 
secure low carbon manufacturing jobs”. 
 
Additional information was provided by DECC: 
 

The Chancellor has today announced a competition for up to £60m of 
funds to develop sites close to ports that will support manufacturing for 
the offshore wind industry. 
 
Site developers will be able to bid for access to the fund. We will be 
expecting all bids to include contributions from local supply chain 
partners. 
 
The competition will help the UK secure major operations in offshore 
wind manufacture and assembly, which will directly create hundreds of 
skilled jobs with thousands more in the supply chain. 
 
Supporting the development of the offshore wind sector is crucial to 
enable the UK to realise its renewable energy ambitions. Britain is, and 
will remain for the foreseeable future, the largest single market for 
offshore wind in the world. 

 
It is understood that the timescale for allocating this funding was not specified 
at the time, and that at the time of the announcement this was a high level 
commitment with limited detail.  The scheme at this stage was thought to be 
potentially available for (a wider definition of) port development projects, 
whereas the current UK government’s scheme (see below) requires more 
specific evidence of ‘industry interest’ in offshore wind development 
manufacture.  
 
The future of the fund came under speculation following the election.  For 
example a parliamentary debate was held in Westminster on the 12 October 
2010 on the offshore wind infrastructure competition. 
 
The CSR included provision of £200m for green energy investment. 
 

Over £200 million will be invested in manufacturing facilities at port 
sites and technology innovation to support the development of offshore 
wind power and energy efficiency technology for buildings. 

 
At the CBI conference on 25 October 2010 the Prime Minister announced 
£60m of funding to develop offshore wind infrastructure in ports. 
 

We need thousands of offshore turbines in the next decade and 
beyond – each one as tall as the Gherkin.  And manufacturing these 
needs large factories which have to be on the coast.  Yet neither the 
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factories nor these large port sites currently exist.  And that, 
understandably, is putting off private investors.  So we’re stepping in.  
To help secure private sector investment in this technology, we’re 
providing up to £60 million to meet the needs of offshore wind 
infrastructure at our ports.  And to help move things forward, the Crown 
Estate will also work with interested ports and manufacturers to realise 
the potential of their sites. 

 
DECC provided further details of the funding: 
 

The £60m will support offshore wind manufacturing infrastructure at 
port sites, to meet the needs of offshore wind manufacturers looking to 
locate new facilities in assisted areas in England. Through devolved 
settlements separate funding has been made available to Scotland, 
Wales and Northern Ireland which could support potential projects in 
the devolved administrations. Applications will be welcome from 
manufacturers, or joint applications from manufacturers and ports. 

 
It is understood that the funding will be delivered using the model/vehicle of 
Grant for Business Investment scheme (for practical reasons as for example it 
is EU state aid compliant).  Subsequent reports have indicated that the Grant 
for Business investment Scheme is to be scrapped, though it is in effect being 
scaled down very considerably.  Funding will be available from April 2011 to 
March 2015. 
 
Activities the funding will support under the broadly comparable Scottish and 
English schemes are described in broad terms below:  
 
Scotland England 
“The National Renewables 
Infrastructure Fund (N-RIF) has been 
established to support the development 
of port and near-port manufacturing 
locations for offshore wind turbines and 
related developments including test and 
demonstration activity, with the overall 
aim of stimulating an offshore wind 
supply chain in Scotland.” 
 
http://www.scottish-
enterprise.com/offshorewind

“The £60m will support offshore 
wind manufacturing infrastructure 
at port sites, to meet the needs 
of offshore wind manufacturers 
looking to locate new facilities in 
assisted areas in England” 
 
http://www.decc.gov.uk/en/conte
nt/cms/news/pn10_111/pn10_11
1.aspx
 

 
National Renewables Infrastructure Fund 
 
On 2 November the Scottish Government launched the National Renewables 
Infrastructure Fund.  The fund was set at £70m over four years (to 2015), and 
is to be delivered through a partnership of Scottish Enterprise and Highlands 
& Islands Enterprise. Site owners seeking funding from the National 
Renewables Infrastructure Fund have been asked to express their interest to 
SE and HIE by 10 December 2010. 
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Little detail is available on the priorities for the remaining £140m of green 
energy investment. It is understood that the majority of this will be available 
throughout the UK. 
 
Fossil Fuel Levy 
 
Prior to the introduction of the Renewables Obligation (RO) in 2002, 
generators in Scotland signed contracts with suppliers under the Scottish 
Renewables Obligation (SRO). The SRO set out that suppliers had to buy a 
certain proportion of their power from renewable generators at a fixed price 
under long terms contracts so they could get a foothold in the market. 
 
Once the RO was introduced it was decided that the SRO generators would 
not benefit from the long term fixed price contracts and receive Renewables 
Obligation Certificates (ROCs) as well.  Any surplus value from the ROCs is 
therefore paid into a surplus account administered by Ofgem. 
 
Page 24 of the CSR states: 
 

The Coalition Agreement set out the Government’s commitment to 
establish a UK-wide Green Investment Bank. The Government will 
initially capitalise a new institution with £1 billion of DEL funding 
together with additional significant proceeds from the sale of 
Government owned assets, subject to a final design which meets the 
tests of effectiveness, affordability and transparency.  £250 million of 
the DEL funding will be made available on the basis that the Scottish 
Executive agrees to the drawdown of funds from the Scottish Fossil 
Fuel Levy surplus.  The institution will be able to reinvest the proceeds 
from its investments. 
 
The new institution will make a radical new contribution to financing 
green infrastructure through having an explicit mandate to tackle risk 
that the market currently cannot adequately finance. It will catalyse 
further private sector investment, aiming to facilitate the entrance of 
new types of investor into green infrastructure so that the impact on the 
finance gap for low carbon investment is many times the scale of the 
public contribution. It will make its investment decisions independent 
from political control and will employ private sector skills and expertise. 
The Government aims to complete design and testing work by Spring 
2011. 

 
Further to this, the final line of Table 1 on page 10 of the CSR shows that the 
£1 billion will become available in 2013/14 
 
Alex Salmond, in a letter to MSPs on 28 October stated that the Green 
Investment Bank:  
 

…will not be operational until 2013/4 at the earliest, [and that] details 
[have not] been provided on its structure, governance and funding 
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mechanisms.  This arrangement fails to meet the pressing need for key 
infrastructure investments required to secure immediate economic 
opportunities. 

 
I have recently contacted TSG regarding what FFL funds might be spent on, 
they responded: 
 

The FFL funds must be spent on promoting renewable energy.  There 
are plenty of very pressing areas within this heading where the funds 
might be directed – ports and harbours infrastructure to accommodate 
renewables equipment manufacture, technology development and 
support, renewable heat networks and infrastructure, community 
renewables projects – but there are no specific plans or allocations that 
we can share. 

 
You also asked whether there was a forecast for what the FFL might be worth 
in 2013, TSG stated: 
  

The FFL’s growth has already started to decelerate, and will continue 
to do so as the relevant renewables projects’ contracts continue to run 
out.  However, we have no forecasts of the description sought.  

 
Ofgem were also asked for a forecast of what the FFL might be worth in 2013, 
and responded: 
 

Ofgem does not routinely forecast forward and we don’t have the 
resource available to do such an accounting function. 
 
However given the current balance is £190m and that receipts total 
around £14m per year, then it is possible to make a broad calculation 
on a yearly basis to 2013 through simple addition from that information.  
In reality, this may vary depending on individual monthly receipts 
actually received. 
  
It is also worth noting again that Ofgem is, in simple terms, the banker 
for the FFL and can only hand over the money if instructed by Scottish 
Ministers. 

 
Alasdair Reid & Simon Wakefield 

SPICe Research 

07 January 2011 

Note: Committee briefing papers are provided by SPICe for the use of Scottish 
Parliament committees and clerking staff.  They provide focused information or 
respond to specific questions or areas of interest to committees and are not 
intended to offer comprehensive coverage of a subject area. 
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Economy, Energy and Tourism Committee 
 

1st Meeting, 2011 (Session 3), Wednesday, 12 January, 2011 
 

Enterprise network inquiry – written submission 
 
Background 

1. The Committee received the following written submission relevant to this meeting, 
providing views on the review of enterprise networks: 
 

• Robert Crawford. 
 
2. The submission is attached in the annexe to this paper and Members are invited 
to take it into account in their deliberations when discussing this agenda item. 

 
Diane Barr 
Assistant Clerk to the Committee 
January 2011 
 

1 
 



EET/S3/11/1/3 

SUBMISSION FROM ROBERT CRAWFORD 
 
The enduring challenge facing the Scottish economy is one of continuing under-
performance versus competitive nations and regions across the world. The issue is this: 
does the evidence suggest that we are getting better at competing globally?  The answer 
is ‘no’ on almost any set of criteria one cares to apply.  What then do we do about it? 
This more than the structural form of enterprise support is the key question. Agencies 
may be doing well in the spheres they are tasked to operate in but the point is this: are 
these interventions likely to transform our growth rates and international 
competitiveness? The evidence after many years of effort is ‘no’. 
 
By itself structural change of Scotland’s economic development bodies however well 
intended will do nothing to address this failure.  In any event I suspect that they are good 
at what they do.  The problem is that they are probably doing the wrong thing given the 
nature of the challenges Scotland faces.  
 
This failure becomes manifest if we look at some of the laudable and challenging targets 
set by the Scottish Government in 2007 which called for inter-alia: matching the UK 
growth rate by 2011; productivity in the top OECD quartile by 2017; halving the gap in 
total R and D spend to EU average by 2011; and internally narrowing the gap between 
Scotland’s best and worst performing regions by 2017. 
 
Leaving aside the fact that two of these targets are so far into the future as to be pretty 
irrelevant, plus the negative impact that the recent recession has had on the growth rates 
thereby making the other two set for 2011 impossible to achieve. The sore truth is that 
these goals/targets were only ever going be achieved via a significant fall off in economic 
performance by our competitors not by our own efforts.  Why?  Well, mainly because 
without full fiscal control the Scottish Government and its agencies are left scrabbling at 
the margins of intervention using modest grant  and investment regimes, advisory 
services and inward investment to effect a seismic shift in the nation’s economic 
performance.  Good luck but just don’t hold your breath. 
 
Discussions on the structure of ‘enterprise agencies is interesting for those of us 
‘geekish’ about economic development matters, but frankly they miss the point. The 
great turnarounds in national economic performance have typically been achieved by a 
variety of different drivers including: major political change such as the break-up of the 
Soviet Union; or the decision by Deng Xiaoping to unleash China’s vast population 
resource to support mass manufacturing; or the discovery and exploitation of a major 
natural resource-think North Sea Oil; or more modestly and closer to home the decision 
by a country such as Ireland to use corporation tax as a weapon in the fight for mobile 
investment. 
 
Altering grant regimes and advisory services won’t effect major economic change.  If 
they were then this would have happened a long time ago.  Neither is giving intensive 
support to businesses however good the help not least because the best businesses 
quite frankly don’t need that sort of help. Mostly they need capital and great people.   
 
The structure of Scotland’s economic development support whilst important is a second 
order issue as compared to the ability of Government to vary taxes to enhance 
competitiveness.  Moreover, the very modest and in real terms declining funds spent on 
economic development in Scotland whilst large in themselves are simply insufficient to 
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reverse our perennially lagging economic growth rate. The real question is whether this 
cash could be used more purposefully ? In the absence of fiscal autonomy, the preferred 
route, I think there is an argument that it could be. 
 
One of the reasons cited for the abolition of the regional development agencies in 
England is that despite the vast sums spent by them over the years of their existence the 
‘North’s’ growth rate continues to trail the ‘South’s’ with no material impact on GVA 
(whether or not things would have been worse without this support is quite another 
matter).  The same argument can be deployed about most of Scotland and it’s worse if 
we compare ourselves as we should to the best in the world. 
 
In my view, it is time to start applying some serious and radical thinking about what we 
do about this disappointing track record.  To begin with let’s remember what Einstein told 
us: 
 
‘The definition of stupidity is doing the same thing over and over again and expecting 
different results’. 
 
If we continue on the same path we will slip further and further behind the best 
performing regions and nations - and these days we are talking about Shanghai, Mumbai 
and Montreal not simply London and the South East.  Our best and brightest will as a 
consequence migrate to these areas of greatest opportunity both within the UK and 
overseas. Our nascent competitive industries such as digital content and life sciences 
will likewise fall behind as they lose both their brightest stars and capital.  This can’t go 
on. The biotechnology sector has long been viewed as a great opportunity for Scotland.  
It employs 31,000 people across 600 companies but it is struggling to raise capital and at 
the moment it lacks the kind of scale to be globally competitive. 
 
So accepting that using approximately the same tools with or without re-arranging the 
furniture of economic development will not achieve sustained economic growth at the top 
end of the OECD performance we better start analysing in depth alternative approaches.  
For my part I’m sure that fiscal independence is the single most vital component of 
change but I also accept that this is a matter of politics, albeit it could still be 
accommodated  within the U.K. if people want to preserve that link. 
 
I have come to the view that we need to move towards a far more commercial model of 
economic development intervention via the creation of an investment bank charged to 
both simultaneously stimulate and invest in opportunity in Scotland regardless of sector 
with the only target being a return in investment for the taxpayer which is then reinvested 
in further opportunity.  Whilst the ‘Bank’ would be run on commercial principles free of 
sectorial bias and able to decide on either equity or debt positions it should also be 
encouraged to take a longer term view of investment and to work closely with the 
investees in ways that for example that the traditional banks and venture capitalists 
certainly don’t . 
 
It should be staffed by investment professionals with a track record of success.  Funding 
would come from the existing enterprise budgets.  I believe that its initial budget should 
be of the order of £300 million to be reviewed after three years. There is no need for this 
to be run on a regional basis as some have suggested. Scotland is not a large country 
and there is absolutely no point in ‘balkanising’ ourselves to meet a political agenda with 
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all that implies for overhead and communication .The key drivers should be demand and 
opportunity ,not spatial accommodation. 
 
Last year Scottish Enterprise invested £32 million in 106 businesses stimulating £68 
million in private venture capital which is good, but with the best will in the world it will 
have virtually no impact on national economic growth. SE works intensively with 
businesses employing 250,000 out of a working age population of 3.2 million.The impact 
of this at the aggregate level is minimal regardless of how well the organisation performs. 
 
The ‘bank’ would also work closely with Scottish Development International to identify 
international investment opportunities with a potentially beneficial impact on Scotland up 
to and including relocating all of part of an overseas business to Scotland. 
 
The failure of Scotland to close the ‘growth’ gap with London and the South East (the 
latter by the way is year –on-year falling behind the best performing regions in the world) 
is not because of any lack of commitment or intelligence by the staff of the enterprise 
bodies, it is simply that the magnitude of the task is too great under existing conditions 
and that traditional economic development tools we’ve been deploying for decades have 
not worked. 
 
Our most impactful economic development spend has been on inward investment but 
even there we have failed to embed and grow over time as many of us had hoped would 
happen.  We have also had some modest success in traditional regeneration schemes 
such as in parts of Glasgow, Lanarkshire and Greenock.  But the latter are heavy users 
of capital in an era of capital investment scarcity and in any case the real challenge is the 
creation of fast growing businesses post the investment and that’s where we are falling 
down. 
 
This failure would be best addressed by a competitive corporate tax regime (which is 
why Ireland has just fought so hard with the IMF et al to retain it) but until such times as 
this happens we need to be honest and admit that things despite best efforts are not 
working and look not at structures but functions - with due respect to the committee.  The 
issue is not with the performance of SE, HIE et al.  The issue is that they are being 
charged to carry out the wrong mission. 
 
As the world moves out of the recession competition for capital and talent the best 
businesses will be increasingly mobile in pursuit of both.  Scotland’s enterprise support 
needs to move with the times and learn the lessons of the past and ground its 
programmes in hard evidence. The truth is that we are not narrowing the growth gap with 
the best in the UK and are following further and further behind internationally.  If we don’t 
address this problem we will lose even more of our best and brightest and the cycle of 
decline will deepen. 
 
Robert Crawford 

November, 2010and jobs 
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