The Scottish
Government

ECONOMIC RECOVERY PLAN: UPDATE

29 October 2009




ECONOMIC RECOVERY PLAN: UPDATE

The Scottish Government, 2009



© Crown copyright 2009

ISBN: 978-0-7559-8184-7

The Scottish Government

St Andrew’s House

Edinburgh

EH1 3DG

Produced for the Scottish Government by RR Donnelley B62328 10/09
Published by the Scottish Government, October 2009

Further copies of the document are available on request

Please contact 0131 244 3342
or strategyandeconomicpolicydivision@scotland.gsi.gov.uk

100% of this document is printed on recycled paper and is 100% recyclable



WEALTHIER & FAIRER SMARTER HEALTHIER

CONTENTS

INTRODUCTION

THE IMPACT OF RECESSION

Global economy

The impact of the recession on the Scottish economy
Impact across industry sector

Constrained credit conditions

Future prospects for Scotland

SUPPORTING JOBS AND OUR COMMUNITIES
Supporting jobs and individuals

Supporting households and communities

Support for new housing and Scottish homeowners
Improving Scotland’s infrastructure and planning framework
Action at the local level and in the third sector

STRENGTHENING EDUCATION AND SKILLS

Skills support to boost economic recovery — ScotAction

Strengthening education to improve Scotland’s economic growth prospects
Improving the health of Scotland’s workforce

INVESTING IN INNOVATION AND THE INDUSTRIES OF THE FUTURE
The green opportunities for sustainable economic growth

Boosting our innovation performance

Improving the business environment

Business advisory services

Promotion of Scottish business outside of Scotland

Supporting Scotland'’s key sectors

Page

O O OV J O o

_

"
1
14
17
18
19

20
20

25

28
28
30
32
33
33
34






WEALTHIER & FAIRER SMARTER HEALTHIER

INTRODUCTION

Over the last year, we have witnessed the deepest recession in living memory. Output
in Scotland has contracted by 6.0% since the second quarter of 2008 - reversing
growth in output to levels in Q3 2005. What began as a financial crisis - striking hard
in financial institutions across the world — has extended to impact on households across
Scotland and throughout Scotland’s economy. The challenges of tackling a recession
on this scale are considerable — and there are many uncertainties in addressing the
impacts of a downturn rooted in a global financial crisis — but we are now seeing
tentative signs of growth in some areas of the Scottish economy.

Our skilled workforce and world-class business environment continues to make Scotland
an attractive location for new investment. Despite the challenges in the financial sector,
we've seen Scotland’s competitive standing reflected in Tesco Personal Finance's
decision to create 880 jobs in a new Banking Service Centre based in Glasgow,
alongside its plans to site its new headquarters in Edinburgh. These are ambitious
plans, matched by similar proposals for job creation and new investment in other
sectors of the economy, across Scotland.

The pressures of recession continue to demand a flexible and responsive plan to
ensure a return to sustainable growth and to provide support for Scotland’s most
vulnerable individuals and communities. Our efforts to address the economic
downturn have evolved as the impacts of recession have unfolded. This is the third
iteration of our Economic Recovery Plan. It is rooted firmly within the Government
Economic Strategy," which sets out our Purpose of increasing sustainable economic
growth. We have aligned all of the Government’s efforts to ensure that we continue
to deliver Scotland’s growth potential, as we look to emerge from recession.

The Economic Recovery Plan has been informed by an ongoing process of direct
engagement with Scotland’s key groups and communities. This year, the Scottish
Cabinet has held meetings throughout the country, providing local groups with an
opportunity to discuss economic recovery directly. Business breakfasts continue between
Ministers and business leaders across Scotland. The National Conversation — with
events throughout Scotland — has provided a forum for the citizens of Scotland to
engage directly with Government on how best to generate higher levels of sustainable
growth. The Plan therefore represents a broad framework for action across the public
sector, drawing together our efforts to re-focus and prioritise our activity to maximise
support for Scotland’s households, communities and businesses.

Through this Plan, we ensure that every area of Government activity supports our
commitments to deliver economic recovery and long-term sustainable growth by:
m supporting jobs and our communities,

m strengthening Scotland’s education and skills; and

m /nvesting in innovation and the industries of the future.

1 http://www.scotland.gov.uk/Publications/2007/11/12115041/0
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Assessing the impacts of recession in Scotland

Recession has made the Government'’s focus on sustainable economic growth even
more critical. A year since the first signs of a major downturn became apparent, we
now have a deeper understanding of the impacts of recession in Scotland and the
progress we have made through the implementation of our Economic Recovery Plan.
A recession of this depth will continue to affect Scotland in fundamental ways — from
the tangible and immediate pressures on employment and the drop in demand for
Scottish goods and services, to less visible effects in the longer term on the makeup
of our communities and on the health and wellbeing of Scottish people. This update
to our Plan presents an early assessment of the changes to Scotland that have been
driven by the downturn — and the opportunities for future growth that this creates.

Delivering long-term growth by meeting the employment
challenge

As confidence returns to the Scottish economy, there remain challenges. Following a
global downturn, demand for Scotland’s goods and services will take time to return.
Economic commentators have warned of an uneven path to recovery, and growth in
the economy may not be matched by corresponding increases in employment. The
major challenge therefore lies in tackling unemployment and its damaging effects -
focusing on the long-term goal of restoring growth in output and raising Scotland'’s
economic performance through increased levels of productivity and labour market
participation. We have learned the lessons of previous recessions, where rising
long-term unemployment created lasting damage to Scotland’s communities that
carried across generations. We are focused on ensuring that the whole of Scotland
shares in our growing national wealth as we enter recovery.

Scotland'’s flexible labour market has already protected us from some of the sharpest
increases in levels of unemployment seen in other countries — and we can continue to
meet the employment challenge. Employment opportunities are still being created:
over the summer, Sainsburys announced the creation of 1,300 jobs in Scotland by
2010, Scottish and Southern Energy have recently announced 250 new high quality
jobs (and safeguarded a further 70) at the £20 million Centre of Engineering
Excellence in Glasgow and Capita announced it would create nearly 300 high quality
contact centre roles in Stirling.

‘Participation’ — growing the level of labour market participation in Scotland - lies at
the core of the Government's strategy to deliver sustainable economic growth. This
update to the Economic Recovery Plan highlights the swift action we are taking to
tackle pressures on employment. We have taken bold steps to support Scottish output
and jobs by bringing forward capital expenditure to directly support employment, and
we have repeated our calls for further capital acceleration in the coming year. We are
providing support for communities impacted by unemployment and other pressures
on employment, through regeneration and through legal and financial advisory
services. And we have refocused our support for skills and the labour market to
position our workforce to contribute to Scotland'’s future prosperity.
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Refocusing public services to maintain our focus on economic
growth

As the recovery unfolds, it is becoming clearer how recession is impacting on
demand for public services, now and in the future. Many of the services and policies
underpinning the Government'’s ‘Participation’, ‘Solidarity’ and ‘Cohesion’ targets will
come under the greatest demand pressure — made all the more challenging by the
tough constraints on public spending that have emerged.

This update to the Economic Recovery Plan highlights how we have begun to refocus
our public services to meet future demands as we look to emerge from recession —
maintaining our focus on delivering sustainable economic growth. Our task here has
ranged from improving our relationship with business — opening up access to public
contracts, reducing the business costs of regulation, and making quicker payments to
suppliers — to more fundamental changes in our approach to the delivery of key services.

We have focused on ensuring the ongoing employability of those at unemployment
risk during recession. We have ensured those moving to new jobs from employment
have the necessary skills. And we can directly improve Scotland’s productive potential
by ensuring Scottish businesses can draw their employees from a skilled and healthy
pool of talent. Our investment in the long-term wellbeing of Scotland will ensure we
emerge successfully from recession and deliver our objectives to improve our
economic performance.

Action across the public and third sectors

Our focus on economic recovery is shared with our partners in local government,
public bodies and the Third Sector — ensuring the recession response is adapted to the
needs of each community. This update to the Plan highlights some of the activity that
is taking place across the Scottish public sector and our social partners.

Scotland'’s citizens should expect a unified effort from across the entire public sector
to support our recovery. The collective focus of national and local government is
captured through the Single Outcome Agreements with Scottish Councils and
Community Planning Partnerships, who have each prioritised their response to the
recession. We have also worked closely with the UK Government to ensure UK-wide
initiatives, like the Department for Work and Pensions’ Future Jobs Fund, deliver the
best possible outcome for Scotland.

Our social partners in the Third Sector are often on the frontline in meeting the
needs of those affected by the recession. A range of new funds — worth more than
£40 million — have been made available to boost the capacity of the Third Sector and
we have implemented the new Third Sector Resilience Fund, which will provide
financial assistance to Third Sector organisations who have seen increased demand
for their services during recession.
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The green opportunities for sustainable economic growth

The Climate Change (Scotland) Act 2009 received Royal Assent in August. It is the most
far-reaching piece of environmental legislation considered by the Scottish Parliament
during the first ten years of devolution and commits Scotland to ambitious targets for
emissions reduction.

The task of reducing greenhouse gas emissions and transitioning to a low carbon
economy will build on Scotland’s comparative advantages, creating new job
opportunities, saving households money and driving business efficiencies.

Earlier this year, the Scottish Government set out a blueprint to create at least 16,000
renewable energy jobs over the next decade and the ambition is even higher. The ten
Energy Pledges — ranging across key areas of energy generation and transmission,
energy efficiency and transport — are focused on the opportunities of Scotland'’s
natural competitive advantage in renewable energy. As we emerge from recession,
economic opportunities will also exist in the export of new environmental
technologies and new rural jobs in biomass and renewable heat.

Climate change touches on every aspect of the Government’s work and this update of
the Economic Recovery Plan sets out how we will capitalise on our dual commitments
to address climate change and boost economic recovery.

Aligning the Scottish Government’s ambitions with the challenges
of the UK's public finances

As Scotland, and the rest of the UK, see the signs of recovery, there is mounting pressure
to consider fiscal consolidation to address the deficit in the UK's public finances.

Scotland’s ability to manage these pressures is limited by the parameters of the
devolution settlement. Sustainable economic growth is the Scottish Government'’s
central ambition, but some of the key fiscal and monetary policy decisions that will
affect the pace of Scotland’s recovery lie outside our direct control.

It is essential that the UK Government supports the Scottish economic recovery with
a further acceleration of capital spending into 2010-11. We have accelerated capital
spending within the limits of our current financial settlement, but without further
action we face corresponding cuts in capital expenditure while we are in the early
stages of economic recovery. The fall in private sector demand has been substantial
and the stimulus effect of additional Government spending over the following period
holds critical importance — and will continue to do so even after Scotland has
technically moved out of recession.

The damaging effect of higher taxes in the early stages of recovery may also impact
on Scotland'’s long-term growth prospects. Now is the time to consider further support
for consumers, households and business investment through the tax system, to
accompany a substantial increase in public sector investment, with more generous

tax allowances for business investment.
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The Scottish Government continues to call upon the UK Government to agree further
capital acceleration over the next year. We are also pushing for improvements in the
tax environment in the forthcoming Pre-Budget Report, to bolster our Recovery Plan
and guarantee a successful return to growth in the Scottish economy. Through the
National Conversation, we continue to explore the case for Scotland to have increased
control over the key monetary and fiscal policy levers to allow Scotland to manage the
pressures on the Scottish economy directly.
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THE IMPACT OF RECESSION

This update to the Economic Recovery Plan presents an early assessment of the
impact of recession, with new supporting data on economic performance.

Global economy

Following a sharp contraction in global output in the second half of 2008 and into the
first quarter of 2009, many advanced economies remain in recession — although the
rate of contraction in GDP eased considerably in the second quarter of 2009. Output
in the US, for example, declined by 0.3% in Q2 09 compared to the previous quarter —
a marked improvement compared to the 1.6% decline experienced in Q1 2009.

A small number of advanced economies have experienced a sharper improvement and
have recorded positive growth. In particular, Japan bounced back from a quarterly
contraction of 3.1% in Q1 2009 to record growth of 0.6% in Q2 2009. Similarly,
despite the broad Euro Area suffering a further contraction in output of 0.1% in Q2
2009 compared to Q1 2009, both France and Germany grew by 0.3% compared to
the previous quarter.

Quarterly growth rates of GDP
Percentage change compared with previous quarter

Percentage change

-3
4 | | | | | | | | | |
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3
2007 2008 2009
Source: EcoWin . Euro Zone |:| United Klngdom
B Japan B United States

Although the origins of global recession are in the financial sector, the impact has
been felt most severely in the industrial sector. The collapse in global demand has led
to a sharp drop in industrial production. There is now some evidence that this impact
bottomed out in the first quarter of 2009. The latest data illustrate that industrial
production has stabilised and begun to show tentative signs of recovery in some
advanced economies.
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Unemployment rates are continuing to rise, in particular, the US unemployment rate
has almost doubled from 4.9% at the start of 2008 to 9.8% in September 2009. The
increase in unemployment has not been as sharp in the Euro Area, but this is primarily
due to a much higher base unemployment rate. In recent years the Euro Area
unemployment rate has been around 7% to 9%, compared to a rate of around 4% to
6% in the US. In the UK, unemployment has increased from 5.8% to 7.9% over the
year to the three-month period to June-August 2009.

Conditions in international financial markets have continued to improve since the start
of 2009. Confidence has started to return, in line with expectations of economic
recovery. The International Monetary Fund? has stated that there has been a reduction
in the risk of a systemic collapse in financial markets, following a period of unprecedented
international policy interventions in the financial sector. In recent months stock markets
have also recovered close to levels witnessed prior to the peak of the financial crisis in
Autumn 2008, although there has been some downward re-adjustment and some
uncertainty remains.

The impact of the recession on the Scottish economy?

The Scottish economy has been in recession since the middle of 2008, although there
was no easing in the rate of decline in GDP in Q2 2009, falling by 0.8% compared to
the previous quarter. Growth has now been on a downward trend since Q4 2007 -
turning negative in Q3 2008.

Scottish and UK GDP Growth
Percentage change over previous quarter
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2 International Monetary Fund: Global Financial Stability Report Market Update (July 2009)
3 Details of the latest performance of the Scottish Economy are published quarterly in the Chief Economic Adviser’s “State of the Economy
Presentation”: http://www.scotland.gov.uk/Topics/Economy/state-economy
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Although the UK entered recession a quarter earlier, following a 0.1% contraction in
Q2 2008, the overall decline in output in Scotland has been broadly in line with the
UK. Preliminary estimates for Q3 2009 show a continued easing in the rate of decline
in the UK economy with GDP contracting by 0.4% on the previous quarter.

The slowdown in economic growth started to impact on the Scottish labour market in
the middle of 2008, with employment levels starting to decline and rises in unemployment.
The pace of this deterioration accelerated in the first half of 2009. The Scottish
unemployment rate rose sharply from 4.7% to 7.1% over the year to the three-month
period June-August 2009 (a rise of 67,000). Over the same period, the working-age
employment rate declined from 76.0% to 74.0% - a reduction of 63,000 in
working-age employment.

Every Scottish region has experienced a rise in the number of people claiming
unemployment benefit, with the rate of increase particularly sharp in areas such as
Lanarkshire, Edinburgh and the Lothians. However, areas where pre-recession
unemployment levels were above the national average, such as Glasgow, North
Ayrshire and West Dunbartonshire have also witnessed significant increases.
Furthermore, all age groups in Scotland have experienced a rise in unemployment,
particularly the 16-24 age group.

Scottish and UK Unemployment Rate
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Impact across industry sector

The contraction in output in the Scottish economy has been broad-based, with nearly
all sectors experiencing a decline. The manufacturing and construction sectors have
suffered the largest drop, with output falling 11.7% and 13.2% respectively since the
Scottish economy entered recession — broadly matching declines elsewhere in the UK.
The service sector has experienced a less marked decline — 3.9% since the start of the
recession — with output in the financial services sector falling sharply since the onset of
the international financial crisis in Autumn 2007.

Change in Employee Jobs in Scotland, June 2008 to June 2009

2 0 Note: Excludes self-employment

1.0

o

-1.0

Percentage change over the year

Mining Energy & Manufacturing Construction Distribution etc, Education, health, Al jobs
Water Supplies transport etc, finance  public admin & (seasonally adjusted)
Industries & business services other services

Source: ONS

The changes in employee jobs by sector broadly follow the pattern of the decline

in output. The most rapid rates of decline have been in the manufacturing and
construction sectors, falling by 6.0% and 4.1% over the year to June 2009 respectively,
in line with reductions at the UK level. The largest falls in employee jobs were in
Distribution, Transport, Finance and Business Services (down 40,000 over the year),
and Manufacturing (down 13,000).
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Constrained credit conditions

The defining characteristic of the current downturn has been the significant constraints
on the availability of credit and other forms of finance across advanced economies.
The recent Scottish Government Access to Finance Survey* examined credit conditions
within the Scottish economy and revealed the extent of the impact of the financial
crisis on Scottish companies.

Overall, the level of demand for finance by Scottish firms has risen since 2007, reflecting
the increased financial support businesses have required during the recession. At the
same time however, the supply of finance has declined compared to 2007. This is most
apparent for ‘micro’ firms (less than ten employees). The fall in supply reflects a
combination of factors, including the apparent attempt of financial providers to
manage risk more effectively in the current economic climate by tightening the credit
application process and increasing the requirements for applications for credit.

Future prospects for Scotland

Since the end of the first quarter of 2009, there has been a general improvement in
forward-looking indicators, such as business confidence, across most advanced
economies. For example, business confidence in the US, Euro area and the UK has
recovered to levels above those prior to the intensification of the financial crisis in
September 2008.

Despite this improvement, the overall level of confidence still remains low compared to
recent years and, in most cases, the indicators are consistent with low or zero growth,
or modest declines in output across the advanced economies.

The IMF published updated international forecasts on 1 October 2009, with world
output expected to contract by 1.1% in 2009 before expanding by 3.1% in 2010.
Their 2010 forecasts for many advanced economies have improved since their last
publication in July 2009 - due to faster than expected recovery in financial conditions.
Despite this, many advanced economies are forecast to achieve only modest growth
in 2010, with developing and emerging economies expected to drive the global
recovery. The latest forecasts predict a modest recovery for the Scottish economy in
2010, following a sharp decline in output in 2009.

Although the emerging evidence and economic growth forecasts for the global economy
provide reason for cautious optimism, there are important lessons from previous
recessions on the risks of continuing weakness in labour market conditions. If the
pattern of previous recessions is repeated, unemployment may continue to rise for a
number of months following a return to growth in the output of the economy.

The Scottish Government's primary immediate challenge is therefore to act swiftly

on unemployment - avoiding the mistakes of previous recessions, where whole
communities became disengaged from the labour market for the long-term and there
were enduring rises in economic inactivity. A focus on employment and employability
will assure future improvements in our economic performance and reduce the future
pressures on public services that unemployment can create.

4 http://www.scotland.gov.uk/Resource/Doc/919/0084113.pdf
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SUPPORTING JOBS AND OUR COMMUNITIES

During recession helping more people move into work, and remain in work,

is critical to delivering shared and sustainable growth in the Scottish economy.
High levels of participation in the labour market lie at the centre of the Scottish
Government’s strategy for sustainable growth.

The latest labour market statistics highlight rising levels of unemployment with
an increase of 67,000 people in unemployment over the year to June-August
2009. In previous recessions, unemployment has continued to rise long after the
economy has returned to growth - and the impacts are often most acute in
Scotland’s most vulnerable groups: the youngest (16-24) and oldest (55-pensionable
age) workers, those with low levels of education, the long term sick or disabled
and lone parents.

With these pressures and the continued possibility of further business closures,
the effect of recession is tangible in Scottish households and communities. Those
most at risk are often the low skilled, whose employment can be fragile, even in
a buoyant economy. The costs of inaction are significant — even short-term rises
in unemployment can leave behind lasting impacts, as people become disconnected
from the workforce and trapped in workless households and communities. For
others, the stress of more ‘hidden’ employment effects (such as reduced hours,
loss of a second job or job insecurity) can create wider pressures on household
incomes and levels of well-being. Our focus is on ensuring that we address these
challenges early and ensure that all of Scotland shares in our growing national
wealth as we enter recovery.

Early action on employment guarantees improvements in our future economic
performance and reduces impending pressures on public services. By increasing
public sector investment and accelerating capital spending during the recession,
the Government can directly support jobs and economic activity. Our focus on
tackling climate change will create new green jobs in Scotland. By investing now
in community development and regeneration, we can tackle the effects of
employment change across whole communities. And we can continue to invest in
Scotland'’s infrastructure and improve our framework for planning and
development - key priorities in the Government Economic Strategy.

Cooperation between local and national Government and third sector is also key,
and we have seen Community Planning Partnerships across Scotland implement

their own local economic recovery plans complementing the efforts in third sector
organisations — who are often on the frontline in support of the recovery effort.

Supporting jobs and individuals

We have brought forward our capital spending programme to ensure Government
capital investment provides an important stimulus to the Scottish economy when it is
needed most. The acceleration of capital spend at the national and local levels has
provided direct support for jobs in the Scottish economy.

11
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The Government is spending almost £3.8 billion on capital investment in the financial
year 2009-10, including the acceleration of £293 million in capital investment into this
year. This spending is expected to provide a significant stimulus to the construction
industry at a time when private sector demand has fallen. The Government’s capital
budget for this year will ultimately support approximately 57,000 jobs in the Scottish
economy, including nearly 37,000 in the construction sector alone.

Projects currently underway within the overall capital investment programme include
the M74 Completion, the M80 upgrade between Stepps to Haggs, the Airdrie to
Bathgate rail link, the NHS Forth Valley New Acute Hospital, and spending on schools
in Inverclyde, Perth and Kinross, and West Dunbartonshire.

Accelerating capital spending

The Budget for 2009-10 accelerates £293 million of capital spending into 2009-10, in
addition to £53 million accelerated in 2008-09. In total, this accelerated investment
will support over 5,000 jobs in the Scottish economy over the period.

Local Authorities are investing £90 million to accelerate a range of capital spending
programmes spread across Scotland. These include new and refurbished schools,
social work facilities, new recreational facilities and a range of key infrastructure
projects necessary to support the economy and community development. This
accelerated capital has enabled, for example, Glasgow City Council to support the
city’s extensive school building programme. Argyll and Bute Council is using its
accelerated capital grant to refurbish and upgrade its school estate and undertake a
number of road and bridge improvements.

We are investing £29 million to deliver road improvements and enhanced park-and-
ride facilities to cut congestion. Transport Scotland has brought forward £23.9 million
of capital spend from 2010-11 to 2009-10. This will be used to bring forward the A96
Fochabers and Mosstodloch Bypass; the A75 Cairntop to Barlae improvements and
£5.4 million will be spent on accelerating the M74 Completion Scheme.

Colleges and universities are also benefiting from £20.5 million of extra infrastructure
improvements through the acceleration of capital spending over 2008-10. Coatbridge
College, for example, has seen major redevelopment work start a year earlier than
planned.

We have accelerated £5.6 million of the rural affairs and environment capital budget
to fund projects like Campbeltown Creamery and the Fish Veterinary Aquarium project.

Scottish Enterprise is accelerating £30 million of investment in key projects that will
deliver wider benefits to the Scottish economy including investment in: the Edinburgh
Bio-Quarter; the SECC in Glasgow (as part of a major contribution to the £120 million
National Arena for Scotland for the 2014 Commonwealth Games); and Fife Energy
Park. At the same time, Highlands and Islands Enterprise has accelerated capital spend
in Moray and Argyll and has committed match-funding towards infrastructure projects
with the UHI Millennium Institute.
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We have also brought forward spending through our 2007-13 European Structural
Funds programmes. At the end of September, we had announced over £335 million
in support of 474 projects across Scotland, including nearly £50 million for eligible

Community Planning Partnerships’ (CPP) employability projects.

Table 1: Accelerated European Funding across Community Planning

Partnerships

We have allocated accelerated European Structural Funds and European Regional
Development Funds to Scotland’s Community Planning Partnerships (CPPs), to fund
employability projects and to support individuals in areas that have suffered from
significant rises in unemployment, including a significant distribution of funding to
areas including North and South Lanarkshire, Glasgow, and West Dunbartonshire.

CPP ERDF Award (£) ESF Award (£)
Clackmannanshire 165,966 2,210,223
Dundee 694,289 4,302,125
East Ayrshire 282,416 2,828,132
Edinburgh 1,203,994 2,952,177
Fife 1,608,090 3,513,063
Glasgow 1,110,439 7,305,114
Inverclyde 241,771 950,683
North Ayrshire 695,969 1,110,207
North Lanarkshire 2,631,004 4,295608
Renfrewshire 620,251 2,198,977
South Lanarkshire 1,188,533 3,692,542
West Dunbartonshire 226,583 2,138,539
West Lothian 555,628 1,131,847
Total 11,224,933 38,629,237

Our focus on supporting Scottish jobs is also shared with our partners in the public
and private sectors. In partnership with the UK Government, the STUC and CBI
Scotland, the Scottish Government will hold a jobs summit — Keeping Scotland

Working - later this year, raising awareness of national and UK support for people and

businesses affected by recessions, and sharing best practice of joint working at the

local level.

We have prioritised support for Scotland’s most vulnerable individuals, under
Achieving Our Potential,> our anti-poverty framework, to ensure they can maximise
their income and can access legal and financial advisory services where they face
financial and other difficulties in the downturn.

5 http://www.scotland.gov.uk/Publications/2008/11/20103815/0
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Supporting households and communities

By allowing Scottish households to keep more of the money they earn, we can help
ease cash constraints through the downturn.

£70 million was made available to allow councils to freeze council tax in 2009-10.
In this year’s Budget we have made provision for a further £70 million over the
years 2010-11 - bringing the total savings to families of £420 million between
2009 and 2011.

All children whose parents receive both Child Tax Credit and Working Tax Credit are
now eligible for free school meals — with an additional 44,000 pupils in Scotland
now able to benefit from free school meals. 162,000 young people now benefit
from free school meals in Scottish schools.

In line with our policy to abolish prescription charges for all patients in Scotland
from April 2011, a further reduction of prescription charges® came into effect earlier
this year. In the first year of reduced charges — April 2008 to March 2009 - the
number of prescription pre-payment certificates bought across Scotland increased
by 118% - to 367,000 — saving money for many more patients, particularly those
with long-term conditions.

Our aim is to make our communities supportive environments for the recovery, and to
take early action to avoid the damage to our long-term economic growth prospects
that previous recessions have inflicted on Scottish individuals, households and
communities.

m Through the Town Centre Regeneration Fund, £60 million has been made available

to help ensure town centres across Scotland remain supportive environments for
households and businesses. Nearly £40 million has already been allocated in the

first round of funding to 36 projects. The second round of funding allocation, for
the remaining £20 million, will conclude shortly.

6 £4 for a single prescription item; £13 for a 4-month Pre-payment Certificate (PPC); £38 for a 12-month Pre-payment Certificate
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We have also made extensive use of European Regional Development Funding (ERDF)
to support our communities as we emerge from recession:

To accelerate integrated urban development in Scotland, we have allocated
£25 million of ERDF funding, in partnership with the European Commission
and the European Investment Bank.

Local authorities will make proposals to use ERDF funding to extend the financial
support offered to SMEs through the West of Scotland Loan Fund. The programme
monitoring committee has already agreed to extend funding to SMEs in the east of
Scotland until the end of 2009.

In the Highlands and Islands, almost £3 million of ERDF funding for the project
costs of the North of Scotland Engineering and Energy centre has been approved.

Community cohesion makes communities safer and stronger — and, crucially, it ensures
their continued contribution to the shared growth of the Scottish economy. Over
100,000 young people have now participated in Cashback for Communities activities,
providing young people with positive alternatives to economic inactivity and more will
benefit in the coming year.

We have also delivered support to reduce the carbon impact of homes and businesses
throughout Scotland — through schemes like the Area-based Home Insulation Scheme,
which will cover up to 100,000 homes in 10 council districts. Chapter 5 provides more
detail on how our low carbon focus has generated economic activity through the
downturn, while delivering on our climate change obligations.

Support for new housing and Scottish homeowners

By bringing forward expenditure on affordable housing through the affordable
housing investment programme and providing funding to local authorities to kick-start
a new generation of council houses, we have provided a major stimulus for Scottish
construction jobs.

Through the affordable housing investment programme £644 million will be
invested in affordable housing in 2009-10 — we are on track to approve an
unprecedented 8,100 homes this year.

We will introduce a Housing Bill in this year's legislative programme that will
safeguard social housing — home to one in four Scottish households - for future
generations. The Bill will reform the Right to Buy and modernise regulation to
improve value for tenants and taxpayers.

We are investing £50 million to help kick-start a new generation of council
house-building, with further investment coming from local authorities. We have
allocated £26 million to date to help 17 councils start work on over 1,300 homes.
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Complementing new housing in Scotland is our financial and advisory support for
homeowners and prospective home buyers.

m We have allocated an additional £60 million to support first-time buyers through
the low-cost initiative for first-time buyers (LIFT) open market shared equity pilot
scheme. There has been high demand from first-time buyers — over 710 homes
were bought through this scheme between April and September 2009.

m As part of a wider programme of action on debt and family homes, we have
brought forward the Home Owners and Debtor Protection (Scotland) Bill, which
will improve protection for homeowners facing repossession and reduce the risk of
homelessness linked to insolvency. The Bill will ensure all repossessions are heard in
court and require lenders to show that they have considered every reasonable
alternative to repossession.

m These measures complement support offered through the £35 million Home Owner
Support Fund, which has helped households avoid losing their homes, and new
financial support for key community and court advisory services. As part of the Fund,
the Mortgage to Rent Scheme has now helped 380 households since April 2008.

Improving Scotland’s infrastructure and planning framework

The Government Economic Strategy makes infrastructure development a Strategic
Priority — bringing together our investment in physical and electronic infrastructure
with an effective planning framework to enable sustainable growth. Through the
downturn, the improvement of Scottish infrastructure creates jobs and improves the
environment in our communities. We are working to improve the provision of
infrastructure developments through the Scottish Futures Trust.

m The Scottish Futures Trust will have a central role in developing new funding models
and is currently working with local government to take forward options around Tax
Increment Finance, which are designed to boost local economic growth.

m The Scottish Futures Trust will also manage the new £1.25 billion school building
programme, which will see Government invest an additional £800 million of capital
support in the School Estate, delivering 55 new schools across Scotland. The first
tranche of the programme, announced in September 2009, will see 14 secondary
schools benefit from funding - lifting over 12,000 pupils out of poor condition or
unsuitable schools.

Improvements to the planning system will also support the economic recovery and
long-term economic growth.

m In August 2009, the key legislative changes designed to ensure the planning
process contributes more effectively to increasing sustainable growth came into
force. A new system is now in place to focus resources on managing the most
important major and national developments through the system.
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m We published the second National Planning Framework’ in June 2009, setting a
strategy for Scotland'’s long-term development and identifying clear priorities for
the improvement of national infrastructure. We are on track to publish a
consolidated Scottish Planning Policy by the end of 2009.

m We are working with COSLA and the development industry to identify practical
solutions to blockages in development and infrastructure. This will include
identifying best practice in a range of areas, such as compulsory purchase and use
of brokerage and mediation to resolve planning disputes more effectively.

m We will publish revised guidance on planning obligations by the end of 2009 which
will provide clarity on when a developer contribution is required.

m The Government has delivered key elements of its £11 million investment in
ePlanning to promote greater efficiencies in the planning system — which are
projected to deliver £60 million of savings to stakeholders over ten years.

Action at the local level and in the Third Sector

The efforts of the Scottish Government to boost economic recovery are matched by our
partners in local government. The collective focus of national and local government is

captured through the Single Outcome Agreements with Scottish Councils and Community
Planning Partnerships, who have each prioritised their local response to recession.

The Third Sector has a crucial frontline role in supporting the economic recovery. It can
reach vulnerable individuals directly and focus on improvement of their employability
to ensure their continued contribution to Scotland’s growth. And Third Sector
organisations can themselves be a valuable source of employment. In recognition of
their important role a range of new funds, worth more than £40 million, have been
made available to boost the capability and capacity of Third Sector organisations. Within
these resources, a new fund has been developed as a direct response to the recession:

m The Scottish Government has acted to ensure there are specific funds available
to the Third Sector with the potential to mitigate the twin impacts of recession on
some organisations of increased demand for their services and cash flow difficulties.
The £1.7 million Third Sector Resilience Fund will open between October 2009
and December this year. It will provide a one-off financial payment to organisations
that can demonstrate they have had to cope with increased demand as a result of
the recession.

7 http://www.scotland.gov.uk/Publications/2009/06/25082358/0
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STRENGTHENING EDUCATION AND SKILLS

The Government Economic Strategy rests on capitalising on Scotland’s greatest
comparative advantage: its people. A healthy, well-trained and educated
workforce is pivotal to shaping the long-term success of our economy - reducing
income inequalities and driving improvements in our productivity performance.

Recession only magnifies this focus: low-skilled workers are one of the most
vulnerable groups in a recession and without effective support, even short
periods of unemployment can lead to deterioration in skills and a mismatch with
the demands of future employers. The pace of change in the economy will be
accelerated by the recovery and our focus is on ensuring the Scottish workforce is
adaptive and can supply the right mix of skills to fulfil the requirements of
growing businesses and our key sectors.

By providing skills support and assistance to those seeking work, the Government
can ensure that individuals remain employable, with the right skills to meet the
needs of future employers. By providing support for graduates and those seeking
to up-skill or change career, the Government can ensure individuals have flexible
opportunities to move to new jobs.

Supporting individuals with health problems to remain in, and return to, work

is also central to building a healthy and productive workforce. The ability to
participate and enjoy work has positive impacts on individuals’ health and
well-being. By helping employees and employers to promote workplace health
and well-being we can deliver important benefits during our economic recovery -
and support the long-term wellbeing of Scotland’s people and economy.

Skills support to boost economic recovery — ScotAction

We have responded to the economic downturn by re-shaping and adapting our skills
and training policies making them more flexible, more accessible and more tailored to
the needs of individuals and businesses. The ScotAction programme is a major
package of measures to help those who are unemployed gain employment, to help
employers — particularly in key sectors — develop the skills in their workforce that are
vital for economic recovery, and to help people facing redundancy find new jobs.

ScotAction: Skills support for those in work

We are already supporting Scottish businesses and individuals through funding of

£16 million for an additional 7,800 apprentices in 2009-10. This represents an increase
of 73% on normal funded apprentice places. Skills Development Scotland has now
contracted for all of the additional 7,800 apprentices. These include:

m 2,000 apprentices for the retail sector;

1,250 health and social care apprenticeships;
1,000 apprentices in Glasgow;

600 management apprentices; and

170 apprenticeship places for early years and childcare.
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Chapter 5 outlines our approach to supporting the development of Scotland'’s key
sectors, identified in the Government Economic Strategy. We have specifically boosted
apprenticeships in these sectors to ensure businesses and individuals are equipped
with the skills to respond rapidly to an upturn in the economy. Of the 7,800 new
apprentices we have allocated:

m 500 apprenticeships in the hospitality and tourism sector;
460 financial and business services apprenticeships;

410 for the food and drink industry;

100 home energy and efficiency apprentices; and

50 creative industries apprenticeships.

As part of ScotAction, our Life Sciences ‘2 for 1: Innovate with an Apprentice’ initiative
supports the development of technician skills to boost the future growth of the life
sciences sector. Through the initiative life science employers receive financial assistance
to recruit two apprentices for the cost of one, with the Scottish Government covering
the wage costs for the second apprentice during the course of their training.

ScotAction: Skills support for those moving from work to work

The Partnership Action for Continuing Employment (PACE) initiative draws together
services across local and national public sector bodies to ensure there is a swift and
effective approach to potential job losses and business closures across Scotland.
Through PACE, individuals at risk of, or already experiencing, redundancy receive
tailored help and support to ensure they can develop the skills they require to maintain
their contribution to Scotland’s continued economic growth. Over the summer:

m From January to August PACE assisted 234 organisations and 14,232 employees
under threat of redundancy. We continue to strengthen PACE through the newly
established Partnership Group which is already taking forward further actions to
improve support.

m The PACE European Social Fund (ESF) project totals £3.5 million of which £1.4 million
is the ESF element. It will help an additional 4,600 individuals through a variety of
support routes, including individual career planning interviews, individual
employability and career planning group sessions.



22 ECONOMIC RECOVERY PLAN: UPDATE

PACE case study — DELL Computers

Following the announcement by DELL in March 2009 that, as result of a global
restructure, 100 employees were at risk of redundancy the Glasgow PACE Partnership
immediately moved in to work with DELL to support and up-skill its workforce. The
team delivered over 70 one-to-one careers guidance interviews to staff, many of
whom were highly skilled IT professionals, and from this identified 32 staff looking

to up-skill by taking a range of Cisco, Microsoft and Comptia professional ICT
qualifications.

The PACE Team worked with Scottish Funding Council, Cardonald College, Central
College and Skills Development Scotland (SDS) to provide a range of ICT courses and
exams at both colleges specifically to meet the needs of all of these thirty two Dell
staff. SDS also negotiated support for clients’ travel costs with Jobcentre Plus using
their Rapid Response Fund. Individuals are currently undertaking learning that once
completed will equip them with skills and qualifications that will increase their
competitiveness in the labour market.

Dell Corporation Ltd said:

“... PACE, made a huge impact on restoring motivation, confidence, and guiding
our employees through redundancy. Providing every employee with 1:1 Career
Guidance and giving them the tools and materials to continue their search
outwith the 1:1 offered them a great practical start on their search in the job
seekers market. The impact, contribution, co-ordination and in all hard work
provided by Careers Scotland (in a time when their resources I'm sure were
being stretched given many other organisations in a similar position and
shouting out for the support) was, and still is, credited by our employees.
Specifically, they left a long lasting impression on our employees facing
redundancy in our technical support business. Careers Scotland secured funding
with two local colleges and pushed for them to support our employees by
offering further ICT qualifications from 22 June 2009.”

Feedback from employees:

“I can’t believe that Careers Scotland has secured funding for me and many of
my colleagues to study at Cardonald College to gain further IT qualifications, the
CCNA course will be free to many of us. It's just fantastic.”

“| feel the service PACE provided was extremely helpful, and it is great to know
that the government is willing to take action to provide funding for people like
myself in order to get back into the workforce.”
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ScotAction: Skills support for individuals to work

There is long-term damage to Scotland’s growth potential when individuals are
without work for an extended period. This is particularly critical for young people,
where even a short period of unemployment can result in long-term disengagement
with the labour market.

We have coordinated and integrated the various employment and skills services of
Jobcentre Plus and Skills Development Scotland to ensure there is access to the right
training, for unemployed individuals and those facing imminent redundancy. We have
also worked with the UK Government and partners in Scotland to ensure the
Department for Work and Pensions’ Future Jobs Fund delivers the best possible
outcome for Scottish communities.

Future Jobs Fund — Working in partnership across the UK

The Scottish Government is using all available resources to help the people of
Scotland, shaping and adapting these to suit the needs of Scots and the Scottish
economy. We have worked with the UK Government and partners in Scotland to
communicate and implement the Future Jobs Fund.

m The Future Jobs Fund, a key element of the Department for Work and Pensions
Young Persons’ Guarantee initiative, provides jobs for six months for young people
aged 18-24 who are approaching one year’'s unemployment. A wide range of
Scottish organisations were successful in bidding for funding that will create over
5,000 jobs up to March 2011. Successful bidders include the Scottish Council for
Voluntary Organisations; a number of local authorities, including North and South
Lanarkshire, Glasgow City Council, Angus and Dundee; and others such as the
Scottish Wildlife Trust, Third Sector Hebrides and Raploch Urban Regeneration
Company.

m In partnership with the UK Government, the STUC and CBI Scotland, the Scottish
Government will hold a — Keeping Scotland Working — summit later this year to
raise awareness of Scottish and UK Government support available to people and

business affected by the recession, as well as looking at best practice of joint
working at a local level.

\We have expanded eligibility for the Training for Work programme.

m Access to Training for Work is now from the three months unemployment stage,
rather than the previously available threshold of six months unemployment.
Individuals at notice of redundancy can also now access to training during the
90-day notification period.

m InJune, Skills Development Scotland announced an additional 3,150 places on
Training for Work, with funding of £3 million supported by the European Social Fund.

In June, the Government announced additional funding of £28.1 million to Scotland’s
colleges. The additional funding is spread over 2009-10 and 2010-11 to enable
Scotland’s colleges to respond better to the needs of individuals and businesses
during the economic downturn.

23
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m The additional 2009-10 funding has been targeted by the Scottish Funding
Council at colleges in local authority areas that have seen the greatest increases in
unemployment and where rates of unemployment among young people have risen
the most. In total, 23 colleges have benefited from the additional funds.

m Additional funding to support graduates into employment is being used by the
Association of Graduate Careers Advisory Service (AGCAS) to provide a series of
workshops across Scotland to provide advice and help to graduates seeking
employment.

m The Scottish Funding Council is also preparing a bid for European Social Funds for
2010-11 that would allow them to provide further college places.

The Adopt an Apprentice scheme, launched in June, gives employers a £2,000 helping
hand to take on a redundant apprentice to help them complete their apprenticeship.
This scheme is the most comprehensive support available to redundant apprentices
across the UK.

m To date over 140 employers have applied to recruit over 170 apprentices through
the Adopt an Apprentice Scheme.

m At the end of September 2009 Construction Skills reported that Scotland had
secured alternative employment for 43% of its redundant apprentices — in
comparison to 33% in England.

m Local employability partnerships, such as Glasgow Works and Routes to Work in
Lanarkshire, have refocused their priorities to provide support to those made
unemployed as a result of the economic downturn. These partnerships are made
up of key agencies, which coordinate local delivery of employability support
through the Community Planning Partnerships. The Government has supported
these efforts using European Structural Funding. The local partnerships came
together in September to assess the impact of recession on Scotland'’s labour
market and share best practice in managing this impact.

Strengthening education to improve Scotland’s economic growth
prospects

The Early Years Framework® is designed to give our children the best possible start
in life. We know that what happens to children in their earliest years is central to
outcomes in their later childhood, adolescence and in adult life. Through the
framework we will ensure that our children can contribute to sustainable economic
growth in the future.

Pre-school education facilitates parental access to the labour market or training and also
plays a role in childhood development — particularly for the most vulnerable children.
It ensures that future generations are healthier, better educated and more employable.

Working through the Curriculum for Excellence our schools and teachers will ensure the
workforce of tomorrow is effective and confident and supplies responsible individuals,
who are able to learn and utilise their skills to respond to the increased variety and pace

8 http://www.scotland.gov.uk/Publications/2009/01/13095148/0
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of change in the 21st century. We are committed to encouraging young people to stay
in learning post-16 to ensure their long-term employability and contribution to society.

m 16+ Learning Choices® is our model for supporting effective planning and delivery
of the senior phase of Curriculum for Excellence, ensuring that every young person
who wants it has an offer of post-16 education, training, or non-formal learning.
The majority of local authorities are already supporting 16+ and we expect it to be
a universal offer across Scotland by December 2010.

m We are piloting Activity Agreements in ten local authority areas targeted at those
young people who leave school and enter negative destinations. Our investment
carries with it the expectation that all young people who leave school in these areas
in June 2010 without a positive destination will have the chance to take partin an
Activity Agreement.

We have increased financial support for individuals to improve their education —
regardless of their employment position. Promoting and increasing funding for
programmes to improve learning levels.

m From July, an additional 250,000 people have been eligible for funding through
Individual Learning Accounts, by increasing the previous eligibility threshold from
£18,000 to those earning £22,000, and by extending the range of training providers.
Figures for April to September show a 42% increase in uptake compared to last year.

m We have extended financial support for post-graduate students studying part-time.
Ten Scottish universities will receive a share of additional funding for the next two
years to assist the tuition fees of 150 post-graduates. Each student will receive
£3,400 during the two-year programme.

Our response to recession is closely associated with the immediate consequences of
unemployment. We are also focusing on the best prospects for long-term economic
growth once the recovery begins. Scottish universities have a valuable role to play in
boosting Scotland’s productivity, encouraging inward investment and improving the
country’s reputation abroad.

Improving the health of Scotland’s workforce

Our investment in health and wellbeing is a key part of our focus on economic
recovery and securing sustainable economic growth in the long term. High levels of
health and wellbeing reduce sickness absence, improve levels of motivation and
increase Scotland'’s levels of productivity. Our ongoing focus on health sits alongside
education and skills as a central part of the Government Economic Strategy.

m Following a review of the Scottish Government'’s Healthy Working Lives strategy
and the activities of the Scottish Centre for Healthy Working Lives, an updated
strategy will be published before the end of 2009. This will recommend that the
Centre should work closely with business and employer organisations to develop
appropriate tools for SMEs.

9 http://www.scotland.gov.uk/Publications/2008/11/20140003/0
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Health Works - The review of the Healthy Working Lives strategy

Investing in the promotion of the health and wellbeing of the workforce is a fundamental
part of the growth and development of an organisation. Promoting health and
wellbeing can reduce sickness absence, improve motivation and increase productivity.

Following a review of our activity in this area, we will shortly publish an updated
Healthy Working Lives strategy. The review has identified a need to improve the
support that the Scottish Centre for Healthy Working Lives offers. The Centre will
work closely with business and employer organisations to develop appropriate tools
for SMEs and make these more accessible. It will also work with the STUC to develop
the capabilities of trade union safety representatives on workplace wellbeing. The
enterprise agencies also have a role in ensuring that the importance of workplace
health and wellbeing is understood and plays a prominent part of business planning -
and the Centre will work with these bodies.

When people become ill or injured at work their ability to continue to work can be
compromised and there can be major impacts on their long term health and wellbeing.
It can also have significant repercussions for the employer as well, with a requirement
to find replacement staff (long or short term), loss of experience and/or expertise, and
lost production or increased overtime payments.

The Scottish Government is working with the Centre and DWP to develop an
enhanced occupational health advice line that employers can use to access advice
on health concerns in the workplace. This will be launched by the end of this year.

Returning to work has been demonstrated to assist in recovery from many health
conditions. Access to relevant healthcare and support, and advice on returning to
work can help to address and minimise the impacts of work-related health conditions.
The Scottish Government will work with healthcare and other professionals to develop
minimum standards for access to healthcare support that will assist rapid return to
work where this is in the interests of the individual. This will be based on common
standards and a case management approach.

A national Fit for Work Service will also be piloted to provide access to timely and
relevant advice for those in work who develop a health condition. This is expected
to begin from early next year.
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The ability of individuals to cope with the pressures of the recession will be closely
linked to their personal resilience and circumstances. The experience of uncertainty
about work or household income can make some more vulnerable to increased stress,
with implications for their mental and physical health and wellbeing in the longer
term. We are encouraging self-help among adults — particularly in areas of deprivation
- to enable them to gain more control over stress that negatively affects their lives.

m Through Towards a Mentally Flourishing Scotland'® and the Health Improvement
social marketing strategy we are promoting stress reduction and prevention by
providing self-help resources and access to support. Our support is focused on
overcoming stress, enabling behaviour change and improving mental and physical
wellbeing. The Steps for Stress social marketing campaign will also provide a
bespoke website and hard copy resources with associated STV programming and
field marketing, in areas of deprivation. It will launch in early November 2009.

10 http://www.scotland.gov.uk/Publications/2009/05/06154655/0
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INVESTING IN INNOVATION AND THE INDUSTRIES
OF THE FUTURE

Sustainable economic growth is driven principally by ongoing improvements
in the competitiveness of Scotland’s businesses. During the downturn, there
is critical importance to our Strategic Priority of maintaining a supportive
business environment.

Securing increased, sustainable economic growth in the future will depend in
part upon the growth of Scotland’s key sectors and business base - building and
expanding on Scotland’s comparative advantages. During recovery, in periods of
rapid change following recession, there are unique opportunities for new businesses
to emerge and for changes to the industrial mix to occur. These developments
can drive a step change in Scotland’s future economic performance.

The central role of innovation in driving improvements in productivity and
long-term growth in the economy is also widely accepted - but the lesson of
previous recessions is that innovation activity can suffer in a downturn. During
the 1990's recession, private sector expenditure on research and development
(R&D) across the industrialised world fell significantly, falling as a proportion of
GDP between 1990 to 1995. The constraints on access to credit during the
current downturn may also prevent some firms from accessing the finance
required to invest in R&D.

By influencing the conditions for business investment and growth - especially
following unprecedented turmoil in financial markets - the Scottish Government
can help stimulate additional private sector investment. By providing advisory
services to business and increased incentives for business innovation, Government
can support the innovation in Scottish businesses through a period of higher risk.
By recognising and facilitating the growth of key sectors, the Scottish Government
can support new sources of employment and improve our long-term economic
performance.

Meeting the challenges of climate change also brings unprecedented
opportunities to facilitate and accelerate the growth of new businesses and
employment opportunities.

The green opportunities for sustainable economic growth

The Climate Change (Scotland) Act 2009 received Royal Assent in August. It sets
ambitious statutory targets to reduce greenhouse gas emissions in Scotland by at least
42% by 2020 and 80% by 2050. In September, the Scottish Government became the
first administration in the world to produce a carbon assessment alongside its Budget
— placing carbon reduction at the centre of all of the Government's activities. To
deliver on our climate change obligations, the Climate Change Delivery Plan'" was
published in June, identifying the transformational outcomes that are required to put
Scotland on the correct pathway to meet the 2050 target.

11 http://www.scotland.gov.uk/Publications/2009/06/18103720/0




WEALTHIER & FAIRER SMARTER HEALTHIER 29

Scotland has already made a significant reduction in its carbon emissions. Between
1990" and 2007 greenhouse gas emissions in Scotland fell by 18.7%."* We can now
continue to make the transition to a low carbon economy. The scale of investment
required to make this transition provides a platform for job creation and outstanding
new business opportunities in renewable energy, carbon capture and storage (CCS),
energy efficiency, and environmental and clean technologies — directly supporting the
economic recovery and our sustainable economic growth.

The job creation opportunities are significant. Estimates of job creation in one recent
programme to promote energy efficiency at the UK level showed it sustained 11 direct
and 60 indirect full equivalents'™ for every £1 million invested by Government.

The Scottish Government has set out a blueprint to create tens of thousands of green
jobs over the next decade through its ten Energy Pledges. The ten pledges range across
key areas of energy generation and transmission, energy efficiency and transport -
focusing on addressing the short and longer-term opportunities for Scotland to benefit
from its comparative advantages. There are also opportunities, as we emerge from
recession, in the export of new environmental technologies and the creation of new
rural jobs in biomass and renewable heat.

m The Renewables Action Plan'> was published on 1 July. It sets out action to deploy
onshore renewable energy and develop offshore wind and tidal energy and
renewable heat.

m The Scottish Government published proposals to promote low carbon vehicles on
29 June.'® The Government and Scottish Enterprise are supporting the industry-led
Sustainable Transport Group, formed in May 2008, to identify and exploit these
emerging opportunities. New investment in low carbon vehicles and intelligent
transport systems has the potential to stimulate significant commercial returns as
well as carbon savings.

m Conserve and Save, the Government’s consultation on an Energy Efficiency Action
Plan for Scotland, was launched on 8 October 2009. The resulting action plan will
be published in spring 2010. It will promote action across businesses, households
and the public sector in support of economic, social and climate change targets.

m A Zero Waste Action Plan" was published in August, including the potential
creation of 2,000 jobs through collection, sorting, reprocessing and treating waste.

12 Please note, the figures represent the reduction since 1995 for the three F-gases

13 These figures ignore the effect of trading within the EU ETS. If the figures were adjusted for the EU ETS the reduction would be 19.2% between
1990 and 2007

14 Figures from recent UK programme to promote energy efficiency. Figures are in person years of employment.
15 http://www.scotland.gov.uk/Publications/2009/07/06095830/0
16 http://www.scotland.gov.uk/Publications/2009/06/25103442/0
17 http://www.scotland.gov.uk/Publications/2009/08/19141153/0
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m A major feasibility study into developing grid connections in the Irish Sea will
commence in November. The Government is working to strengthen Scotland’s
energy infrastructure and interconnections across Scotland, including those
between the Scottish islands and the mainland, and those between Scotland and
the rest of the UK - creating supply chain opportunities for Scottish and Irish
businesses and supporting economic growth in our island communities.

Boosting our innovation performance

Improving Scotland’s innovation performance will be central to improvements in
productivity and our long-term economic performance. The Government and its
agencies provide a variety of support mechanisms, from the financial and advisory
support for innovation provided by Scottish Enterprise and Highlands and Islands
Enterprise, to the innovation vouchers provided by the Scottish Funding Council to meet
up to 50% of the costs of new collaborations between universities and Scottish SMEs.

m The Scottish Government has published a framework for innovation, /nnovation
for Scotland,'® which highlights how Government and its agencies can support
business and help stimulate innovation. The framework aims to ensure that
innovation is integral to business thinking and planning.

m The early success of the first phase of the Scottish Funding Council’s innovation
voucher scheme launched in February 2009 has resulted in the second round of
funding being increased and extended to include colleges. Each of Scotland’s
20 universities can now apply for funding in the form of a voucher of up to
£15,000, and up to £3,500 for each of the 43 Scottish colleges. Universities and
colleges can use the funding to offset costs for a broad range of activities to
support SMEs in the development of new products and processes, new services,
improving production processes and experimental testing and measuring.

m Interface is the central point of access for business to Scotland’s universities and
research institutes. It has reported a 22% rise in the number of enquiries from firms
seeking help. The number of projects launched in the past year is also up 36% on
the previous academic year.

18 http://www.scotland.gov.uk/Publications/2009/06/26143501/0
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Innovation vouchers - Creating new gaming technology

Researchers from University of Abertay, Dundee are supporting two companies,
Electric Top Hat and Lucky Frame Ltd, to prototype innovative controls and audio
components for the iPhone and iPod Touch.

Electric Top Hat are game developers specifically for the iPhone and iPod Touch.

They bring a large amount of knowledge across multiple areas of programming, not
just programming languages but specific programming disciplines such as graphics,
front-end and game play coding. Lucky Frame Limited are an audio and creative music
software house with not only a musical background but also programming expertise
in audio, this is generally a unique discipline in games development.

Their collaboration with University of Abertay, which has renowned expertise in gaming,
will have a specific focus on creating a game prototype and it is expected that a
gesture recognition control mechanism and a game play audio element will be prototyped.

http://electrictophat.com/

Our focus on a low carbon economy is also a major catalyst for innovation activity.
We are directly supporting low carbon research, development, demonstration and
deployment, with partners across the public sector. We have already launched the
Saltire Prize, the world’s largest innovation prize for marine renewable technologies.
Alongside this:

m The Scottish European Energy Centre (SEGEC) was opened by the First Minister
during the summer. SEGEC has funding of £1.6 million from the European Regional
Development Fund, and £1 million from the Scottish Government over the next three
years. It will have a key role in fostering research collaboration between Scotland
and other parts of the EU, levering in the significant resources of the EU Framework
Programmes, and disseminating Scotland’s low carbon research expertise.

m SEGEC has already been instrumental in supporting bids from Scotland for funding
under the European Union Recovery Package. Two Scottish projects have made the
final list for funding: a Shetland North Sea grid node and the Aberdeen offshore
wind-farm project. These projects are seeking funding of over €100 million and will
place Scotland at the technological forefront of renewables in the UK and Europe.

m The Scottish Environment Protection Agency, Scottish Enterprise, Highlands and
Islands Enterprise and the Scottish Funding Council have launched the
Environmental and Clean Technologies Action Plan. Environmental and clean
technologies have the potential to support tens of thousands of new Scottish jobs,
through a major expansion in the number of companies developing state-of-the-art
ways to tackle pollution, manage waste and reduce carbon.
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Improving the business environment

Through schemes like the Small Business Bonus Scheme, which will reduce business
rates on 64,000 business properties, we have already taken steps to ease financial
pressures on businesses during recession.

We have reduced trade credit pressures by minimising payment terms with
Government suppliers. Already, 95% of our transactions with business are paid
within ten days — and, following representation from business groups, we have
inserted a new clause in our contracts to ensure that any other payments within
that supply chain are made within 30 days to help other small businesses.

We have complemented this by improving the availability of our business finance
support. This support has taken on critical importance through a period of
unprecedented turmoil in financial institutions — leading to major constraints in the
availability of business finance for new investment.

The new Scottish Investment Bank has now been incorporated as a legal entity by
Scottish Enterprise. The Scottish Investment Bank initially brings together three
existing Scottish Enterprise funds — comprising of £150 million of public sector support,
co-invested with the private sector — for innovative, growth potential businesses,

a further £2 million in European Regional Development Funding, supported by

£3 million of matched funding from Scottish Enterprise, has been allocated to
enhance the Scottish Co-investment Fund in the Highlands and Islands area. Work is
continuing to consider what further resources might allow the Scottish Investment
Bank to offer a wider range of financial products to growing Scottish SMEs.

We have reformed the public procurement process to maximise the economic impact
of our procurement spend and improve access to Government contracts for business.

Some £327 million in savings have been delivered through the Public Procurement
Reform Programme up to the end of 2007-08, improving the productivity of the
public sector and releasing resources for other key priorities. To continue to maximise
the economic impact of Government procurement and further improve access to
Government contracts — especially for SMEs — a range of additional measures will
be considered as part of the updated strategy for the Programme.

And we will shortly improve the arrangements for resolution of commercial disputes —
modernising the process of arbitration to make it a more viable route.

The Arbitration (Scotland) Bill will modernise and codify the law of arbitration in
Scotland, which is currently discredited as out of date, obscure and incomplete.
The Bill will encourage the use of arbitration as a method of dispute resolution,
particularly in the commercial sphere, and will ultimately attract international
arbitration to Scotland. Private arbitration brings advantages to commercial parties
- as a cost effective, flexible and efficient means of dispute resolution — and
delivers efficiencies in the use of court time.
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Business advisory services

The provision of advice on meeting the challenges of a major downturn and preparing
for future growth is an invaluable part of our Economic Recovery Plan. Across the
public sector, we have integrated our advisory services and ensured that programmes
have been tailored to help businesses cope with the downturn. The central resource
for business is the "Help Through the Downturn’ online portal.™

Demand from business for advice has been significant: Scottish Enterprise’s ‘Now'’s
the Time to Ask’ campaign has been a major success — attracting over 8,500 unique
visitors to the website, generating over 4,500 enquiries and almost 3,000 event
bookings — and positive feedback indicates that the campaign met the right target
audience. Highlands and Islands Enterprise have had similar success in the delivery of
their advisory support programmes.

m Following the first phase of the ‘Now's the Time to Ask’ campaign, Scottish
Enterprise has refocused its advisory support to address the opportunities of
economic recovery. Demand for Scottish Enterprise advisory support has increased
following the campaign — particularly in their support for business efficiency, sales
and marketing and innovation. The campaign has now been replaced by a new
online service, ‘Strengthen your Business’.?°

m Scottish Enterprise is now working with over 10,000 companies as a ‘growth
portfolio’ to help them compete in the current climate to grow and safeguard jobs.

m The new Scottish Manufacturing Advisory Service (SMAS) team is now fully recruited.
In the coming months a new element to SMAS will be introduced, including better
support for key areas such as supply-chain development. The number of companies
assisted is doubling from 100 to 200 per year. The number of Manufacturing
Reviews is more than doubling from 228 in 2008-09 to 500 in 2009-10.

Promotion of Scottish business outside of Scotland

Through Scottish Development International (SDI) and our agencies, we have
supported a major promotional drive for Scottish business — improving the services
that are provided.

m So far this year, SDI has assisted 349 organisations to internationalise. This compares
with an equivalent figure of 287 organisations for last year.

m 39 companies have been supported by SDI this year to develop international
strategies. The GlobalScot initiative has also assisted 118 companies.

m Scottish Enterprise is supporting a major promotional drive to help Scottish firms
secure contracts arising out of the 2012 London Olympics. So far this year,
1,500 companies have attended events and over 2,000 Scottish companies have
registered to bid for contracts. 238 Scottish firms have been shortlisted for 500
contracts and 31 Scottish companies have already been awarded contracts to
supply the Games.

19 http://www.scotland.gov.uk/Topics/Economy/help

20 www.strengthenyourbusiness.com
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Supporting Scotland’s key sectors

The Government Economic Strategy sets out a commitment to expand Scotland’s areas
of international comparative advantage. This is critical through the economic recovery,
as the pace of change accelerates, creating opportunities to restructure Scotland’s
industrial mix and deliver a long-term step change in our economic performance.

The Government places a particular focus on a number of key sectors: Universities,
Creative Industries, Energy, Financial and Business Services, Food and Drink, Life
Sciences and Tourism. These sectors have high-growth potential and the capacity to
boost productivity.

Through the economic recovery, we are focused on working with business to create
the right environment for their competitiveness and growth.

m Industry Advisory Boards are now in place - or at an advanced stage of
development - tasked with improving the competitiveness of the key sectors.

m Scottish Enterprise recently undertook further global market and consumer trend
research to help companies identify growth market opportunities.

Across Scotland’s key sectors, the economic recovery has focused activity. We have
published seven key sectors papers, with more detail on their success and the key
mechanisms for their support:

m Homecoming 2009 is proving to be a major success — providing a significant
stimulus for the Scottish tourism industry. This has been supported by a range of
key actions by VisitScotland including measures to ensure more targeted marketing
of Scotland as a tourist destination, the freezing of the cost of some of the services
they provide to tourism business and by increasing the level of grant available to
groups of tourism businesses seeking to develop tourism.

m In the creative sector, Creative Scotland has created an innovative package of
projects to support Scotland’s artists and practitioners through the downturn. The
£5 million Innovation Fund will support and sustain the artistic community with
projects including a Digital Media IP Fund, the ‘Odd Fellows’ awards to inspire
collaborations between different sectors and an enterprise support programme,
Starter for Six, for start-up creative entrepreneurs across Scotland.

m Scottish Development International is supporting the Food and Drink sector,
with a series of international events and better support for exporters to
international markets.

m The Legal Services (Scotland) Bill will create more opportunities for Scotland'’s legal
profession to grow and compete as a key part of the supportive infrastructure for
Scottish business and financial services.

m The Finance Sector Jobs Taskforce — established to ensure maximum levels of
employment are retained in the financial services industry — has been active in
its support for the sector.
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The Finance Sector Jobs Taskforce

The past year has been one of extraordinary upheaval for the financial and banking
sectors across the world.

In response to the crisis in the financial markets the Scottish Government has
established a Finance Sector Jobs Taskforce to coordinate efforts across Scotland.
The Taskforce has representatives from the Scottish Government, Scottish Enterprise,
Scottish Development International, Skills Development Scotland, and the Scottish
Funding Council. The workforce is represented by the Unite Union and the industry
by Scottish Financial Enterprise. Local councils are also represented by COSLA.

The Taskforce was established to ensure that there was coordination across Scotland
to ensure maximum levels of employment were retained within the financial services
industry while, at the same time, focusing on understanding what the needs of the
industry will be as it emerges from the current crisis.

Meetings with individual companies have taken place. These continue to inform
taskforce intelligence on future needs and to assist with the work or job matching
with companies that may be recruiting. Companies are also provided with information
about the support on offer as they work through restructuring or downsizing.

The current economic climate still provides new opportunities for Scotland'’s financial
services industry to reaffirm its competitive edge. A recent report on the financial
services industry, The Strategy for the Financial Services Industry in Scotland: 2009
Annual Report, found that it continued to attract skilled staff, including an increasing
number of graduates.

The Scottish Government is determined to support the conditions necessary for future
growth in the financial services sector. In August Tesco Personal Finance announced it
will create 800 new Jobs in Glasgow. This was assisted with a Regional Selective
Assistance (RSA) Grant of £5 million. Commenting on the announcement, First
Minister Alex Salmond said:

“It will reinforce our strong and leading reputation in financial services and attract
further investment.”
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