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Disclaimer

The views and questions expressed in this paper have emerged from an analysis of the evidence received by the Committee to date. As yet, the Committee has not reached a view on the merits or otherwise of these ideas. The recommendations made by the various contributors do not necessarily represent the views of the Enterprise and Culture Committee or the Scottish Executive. They are, however, a very valuable contribution to the debate the Committee will have.
Introduction
The Business in the Parliament Conference is a joint initiative of the Scottish Executive and the Scottish Parliament, in particular its Enterprise and Culture Committee. This year’s theme for the Conference is business growth. This choice of subject matter matches the focus of the Enterprise and Culture Committee’s major inquiry for 2005 - An inquiry into what needs to be done to increase the level of sustainable business growth in Scotland in the next 10 years.
During the Conference there will be an Open Debate, which will enable delegates to discuss issues relating to business growth and to propose ideas in terms of what more can be done to improve Scotland’s rate of growth. There will also be a series of six Discussion Groups, each focusing on one strand of the Committee’s inquiry.
This paper proves an analysis of why increasing the rate of business growth is a particular and persistent challenge in Scotland and summarises the themes that have emerged so far in the Committee’s inquiry. These have been raised in the research undertaken by the Committee and in the extensive written and oral evidence received. The paper sets out some of the complexities facing policy-makers and the business community in stimulating business growth in Scotland. It also identifies some of the solutions that respondents to the inquiry have suggested. The Committee seeks to use the Conference to ‘road test’ some of these ideas and gauge the views of a cross-section of Scotland’s business people before publishing a final report later in the year.

I encourage all delegates to reflect on some of the emerging issues presented here and discuss these during the course of the Conference. The Committee wants to hear your views on not just the problem, but critically the solutions. We all have a shared interest in encouraging business growth over the next decade, so please give us your thoughts.

Alex Neil MSP

Convener of the Enterprise and Culture Committee

September 2005

More information on the inquiry?

See http://www.scottish.parliament.uk/business/committees/enterprise/index.htm

Performance Indicators – an international comparison
	Priority Area
	Lead Indicator
	OECD Comparison

	Overall progress indicator 
	Standard of living indicator (GDP per head) 
	Scotland and UK were in the third quartile. 

	Growing Businesses 

	Entrepreneurial dynamism and creativity 
	High growth firms (business starts) 
	Scotland is in the third quartile with business starts and innovative firms below the average for the UK. 

	More E-business 
	Percentage of businesses trading online 
	Scotland is placed in the second quartile for trading on-line, though a first quartile ranking for activity transacted through e-business and, on a small sample, a fourth quartile placing for broadband connectivity. 

	Commercialisation of research and innovation 
	Business investment as a proportion of GDP 
	Scotland is in the third quartile, though it is some way behind the lead countries and the UK. However, it has a strong performance in academic spinouts, though patenting performance is low. 

	Global success in key sectors 
	Productivity levels in Scottish industry 
	Scottish productivity levels are in the third quartile, though ahead of the UK. Scotland performs strongly in knowledge-intensive industries. 

	Global Connections 

	Digital connectivity 
	Cost and geographic coverage of broadband 
	Scotland's broadband cost and coverage places it in the second quartile, with a similar performance in terms of on-line population. 

	Involvement in global markets 
	Companies exporting (Scottish manufactured exports) 
	Scotland has a strong export performance when exports to the rest of the UK are included, placing it in the first quartile. 

	Globally attractive location 
	Graduates as a proportion of the workforce 
	Scotland is in the third quartile for graduates as a percentage of the workforce and lags behind the UK. 

	Choosing to live and work in Scotland 
	Net-migration (working-age) as a proportion of the population. 
	Scotland is in the fourth quartile with slight net out-migration having returned following a period of net in-migration. 

	Skills and Learning 

	Improving the operation of the Scottish labour market 
	The proportion of the working age population in employment 
	Scotland is in the second quartile, performing similarly to the UK as a whole although better than England in terms of skill shortages. 

	The best start for all our young people 
	Proportion of 16-19 year olds not in education, training or employment 
	Scotland is in the third quartile, performs well in terms of transferable skills and has a higher rate of individuals with a level 3 qualification than the UK. 

	Narrowing the gap in unemployment 
	Ratio of unemployment rates between the worst 10% of areas and the Scottish average 
	No international comparison is possible for the lead indicator, but Scotland is narrowing the gap in unemployment with a third quartile ranking for the percentage of the population in education, training, employment or economic inactivity. 

	Improved demand for high quality in-work training 
	The proportion of those in employment undertaking training 
	Again no international comparison was possible, and though Scotland does lag behind the UK on all measures, there is evidence of improvement. 


SOURCE: “Measuring Scotland's progress towards A SMART, SUCCESSFUL SCOTLAND”, The Scottish Executive, 2003
The inquiry in context

Within the Committee, concern has been expressed that the rate of business growth in Scotland compares unfavourably with other parts of the UK and that this will have adverse effects on the rate of innovation, employment opportunities, growth of earnings and level of the tax base in Scotland. At the outset, it is important to make the distinction between business growth and economic growth. Whilst economic growth involves overall growth in the economy, business growth is restricted to the corporate i.e. private sector. Business growth can be measured in a number of ways including:

· The number of new businesses started in a given time

· The rate of increase in the total number of businesses

· The rate of increase in the number of large businesses (>250 employees and/or >€50m turnover) and the number of medium sized businesses (50-250 employees and/or between €10m and €49m turnover)

Business growth is deemed to be desirable because it increases the number of jobs and the amount of wealth generated as well as increasing innovation and hence productivity as new and fast growing companies are less bound by traditional ways of doing things. 

“Growing Businesses” is one of the priorities outlined by the Executive in the original and recently refreshed enterprise strategy, A Smart Successful Scotland. However, one interesting finding of the research commissioned by the Committee and carried out by John Firn and David Crichton
, was that none of the enterprise agencies in other countries that they benchmarked
 “could demonstrate a robust, systematic approach to measuring the impact of their business growth sector”. Measuring success of government activities is therefore perceived to be a difficult task, with a number of challenges to overcome.
The perceived challenges
The Enterprise and Culture Committee has identified four perceived challenges with business growth in Scotland, which form the raison d’être for the inquiry. 

1. There are not enough business start-ups in Scotland and not enough small businesses growing to higher-value businesses. 
The most dynamic and competitive economies produce the largest numbers of new businesses (‘churn’). Scotland’s business start-up level is low compared to much of the rest of the UK, particularly London and the South East. The inquiry will seek to understand what is holding people back from starting a business, as well as analysing the reasons for business failure. VAT registrations are the best official measure of new business formation. No consistent international comparisons are available on new business formation, due to differences in company law and data collection procedures. However, it is possible to compare variations within the UK.

The figure below shows Scotland’s VAT registration rate in 2002 at 9th out of 12 regions and 26% below the UK average.

Figure 1: VAT Registrations per 10,000 adults, 1999 and 2002

[image: image1.png]



Source: Measuring Scotland’s progress towards a Smart, Successful Scotland 2004. 

Table 1 (below) shows the rate of new business registrations over the period since 1997 to have averaged 9.3% per annum in Scotland, but 10.4% in the UK. The rate of business closures has averaged 8.6% per annum in Scotland and 9.0% in the UK. The net increase in the business stock has averaged 0.7% per annum in Scotland and 1.4% in the UK with the result that the total increase over the period was 4.7% in Scotland, but 10% in the UK. Thus Scotland lags behind in terms of net increase.
Table 1: Registrations, Deregistrations and Net Change in Stock of VAT registered Businesses in Scotland and the UK 


[image: image2.emf]Year

1997 1998 1999 2000 2001 2002 2003

Scotland

Start of year Stock 120,915 122,700 123,970 124,550 125,215 125,650 126,020

Registrations in year 12,440 11,860 11,435 11,260 10,850 11,010 11,915

Registrations as % of stock 10.3 9.7 9.2 9.0 8.7 8.8 9.5

Deregistrations in year 10,655 10,585 10,860 10,595 10,415 10,635 11,380

Dergistrations as % of stock 8.8 8.6 8.8 8.5 8.3 8.5 9.0

Net change in year 1,785 1,270 580 665 435 370 540

Percent net change in year 1.5 1.0 0.5 0.5 0.3 0.3 0.4

Percent increase in

 Scotland

 over period: 4.7%

UK

Start of year Stock 1,645,950 1,683,675 1,719,330 1,744,380 1,767,535 1,783,135 1,794,920

Registrations in year 185,950 184,770 178,450 179,585 168,445 175,700 189,890

Registrations as % of stock 11.3 11.0 10.4 10.3 9.5 9.9 10.6

Deregistrations in year 148,230 149,115 153,400 156,440 152,840 163,920 174,355

Dergistrations as % of stock 9.0 8.9 8.9 9.0 8.6 9.2 9.7

Net change in year 37,725 35,655 25,050 23,155 15,600 11,785 15,540

Percent net change in year 2.3 2.1 1.5 1.3 0.9 0.7 0.9

Percent increase in 

UK

 over period: 10.0%


Source: Small Business Service 

Total entrepreneurial activity (TEA) data from the Global Entrepreneurship Monitor (GEM) allows for a degree of international comparison (see figure below). The proportion of the labour force who were actively taking steps towards setting up, or had recently set up a business, in Scotland was 5.5% in 2003; placing Scotland in the 3rd quartile of 18 developed countries.

Figure 2: Total Entrepreneurial Activity Index, 2000 and 2003
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Source: Measuring Scotland’s progress towards a Smart, Successful Scotland 2004. 

Improving the level of entrepreneurial activity is a key theme of Smart Successful Scotland. During the course of the inquiry, the Committee will scrutinise the effectiveness of government policies, and indeed the ability of a public body (such as an enterprise agency) to significantly improve Scotland’s rate of entrepreneurial activity. 

Despite the strategic aim of increasing the numbers of high-growth new businesses in Scotland, no data are available which would allow for international comparisons. There is also no official data on variations in high-growth new businesses within the UK. Recent work by the Scottish Executive on the Inter-Departmental Business Register (IDBR), a register of businesses held by the government, identified businesses in Scotland which registered for VAT and/or started a PAYE scheme in 1998 and 1999 and tracked their progress to 2001 and 2002 respectively. These data are used here as they provide useful insights into the dynamics and scale of high-growth new firm formation. The research showed that of the businesses which had registered for VAT and had less than five employees in 1999 only 50 or 0.55% had grown to employ more than 15 people by 2002. 

However, an element of perspective is useful when looking at this research. This study was conducted over a 3-year period, and it would be ambitious for any company to grow its employee numbers by 300% in such a timescale. 

Having said that, the Committee notes the fact that around 40% of the businesses tracked over the period closed. During the course of the inquiry, the Committee will explore the reasons for business failure in Scotland. 

Figure 3: 2001 and 2002 Employment Levels of 1998 and 1999 VAT Registrations (% of total)

[image: image4.png]450 T
4007 E
3504 -
007 E
2501 -
201 —
150 1
100 1
50— —
00

Ragistatons ()

Glosures

Employment

512001 Sizsband (1998 Ropgistatons) M 2002 izsband (1496 Rogitatons)





Source: Measuring Scotland’s progress towards a Smart, Successful Scotland 2004. 

Challenges 2 and 3 are considered together.

2. There are not enough medium sized businesses in Scotland, and not enough of our medium sized businesses grow into large businesses 
3. There are not enough large sized business in Scotland, particularly those that remaining ‘headquartered’ in Scotland
The recently refreshed publication of A Smart, Successful Scotland states that Scotland lacks “a critical mass of larger businesses” and that “a key challenge is growing and sustaining businesses of scale” (Scottish Executive 2004a, p15). The December 2004 Scottish Enterprise newsletter for Corporate Scotland, Inform, states that “the real challenge facing Scotland, in economic terms, is not encouraging more start-ups but in developing its mid-size sector to become companies of scale. Currently Scotland has only 12 firms with a value added of between £250m and £1bn, compared with 221 firms of this size in the UK. The recent, and much-debated, research report by Royal Bank of Scotland highlighted that the top 10 companies in Scotland account for nearly 70% of the value-added of the top 100 (Scottish Enterprise 2004, p6).” 

Table 2 reveals that businesses in Scotland account for 7.16% of total VAT registered enterprises in the UK in 2004. When defining business size by the number of employees, businesses in Scotland account for 7.16% of total small businesses (0-49 employees), 7.50% of medium sized businesses (50-249 employees), and 6.78% of large businesses (over 250 employees) in the UK in 2004. 

Table 2: VAT based enterprises in 2004 by Government Office Region and Country by employment size band (%)


[image: image5.emf]% of total small % total med sized  % of total large  % of total 

businesses in UK businesses in UK businesses in UK businesses in UK

North East 

2.50 3.28 3.20 2.52

North West

9.43 10.91 9.86 9.46

Yorkshire and the Humber

7.19 8.24 7.78 7.21

East Midlands

6.91 7.43 6.59 6.91

West Midlands

8.36 8.98 8.41 8.37

East  

10.17 9.27 8.60 10.15

London

15.22 15.67 18.58 15.24

South East

15.73 14.38 14.75 15.70

South West

9.49 7.67 6.84 9.44

Wales

4.49 3.76 3.08 4.48

Scotland

7.16 7.50 6.78 7.16

Northern Ireland

3.35 2.91 2.07 3.34

UK

100.00 100.00 100.00 100.00


Source: Office for National Statistics 2004

Table 3 below shows businesses by UK region, as a proportion of the total number of UK businesses, broken down by turnover size band. It can be seen that businesses in Scotland account for 7.40% of the total number of UK businesses in the smallest turnover category (£0-£49k). Scottish businesses account for 6.17% of the total UK businesses that are in the highest turnover size band (£5m +). In terms of its contribution to the overall UK figure, this ranks Scotland 9th out of the 12 regions, with only the North East (2.55%), Wales (2.74%) and Northern Ireland (2.46%) contributing lower proportions to the total number of UK businesses that fall into the highest turnover category. 

Table 3: VAT based businesses by Government Office Region and Country (%) by turnover size band (£000’s), 2004
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North East 

2.08 2.57 2.69 2.70 2.56 2.57 2.55 2.52

North West

8.54 9.50 9.73 9.78 9.72 9.85 9.92 9.46

Yorkshire and the Humber

6.74 7.17 7.38 7.37 7.43 7.40 7.50 7.21

East Midlands

6.84 6.95 6.96 7.03 6.78 6.85 6.50 6.91

West Midlands

8.20 8.25 8.40 8.48 8.62 8.78 7.99 8.37

East  

10.00 10.46 10.17 9.95 10.18 9.94 9.36 10.14

London

12.89 14.73 14.98 15.98 17.34 18.89 22.89 15.29

South East

15.33 16.41 15.59 15.37 15.50 15.45 15.68 15.70

South West

10.70 9.75 9.49 9.14 8.42 7.39 6.27 9.44

Wales

5.95 4.38 4.46 3.94 3.53 3.25 2.74 4.47

Scotland

7.40 7.03 7.35 7.46 6.88 6.46 6.17 7.16

Northern Ireland

5.35 2.80 2.78 2.81 3.04 3.18 2.46 3.34

UK

100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Source: Office for National Statistics, 2004

It can be seen from the table and graph below that of the total number of VAT registered enterprises in Scotland, 8.75% have a turnover of £1 Million or more in 2004. In comparison, 9.81% of total businesses in the UK have a £1 Million or more turnover. In terms of these figures, Scotland would be ranked 10th out of the 12 regions.

Table 4: Businesses with a turnover of £1Mill or more, as a proportion of the total number of businesses within each Government Office Region/Country, 2004


[image: image7.emf]% of businesses with £1m + turnover

North East  10.00

North West 10.23

Yorkshire and the Humber 10.11

East Midlands 9.60

West Midlands 10.06

East   9.48

London 12.75

South East 9.69

South West 7.39

Wales 6.86

Scotland 8.75

Northern Ireland 8.81

UK 9.81


 Source: Office for National Statistics, 2004

Figure 4: Businesses with a turnover of £1Mill or more, as a proportion of the total number of businesses within each Government Office Region/Country, 2004
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Scottish Executive Policies for Promoting Business Growth in Scotland (dealing with Challenges 1-3)

Smart, Successful Scotland outlines a number of “policy levers” designed to assist in “growing businesses”. As part of our inquiry, the Committee will be looking at:
· Careers Scotland’s support to education providers in developing enterprise in education;
· The effectiveness of the Business Growth Fund, Business Gateway and First Stop in providing support to business start-ups. Are these being used? Are they necessary? 

· The effectiveness of the Scottish Co-investment Fund;
· The effectiveness thus far and potential value added deriving from the Intermediary Technology Institutes (ITIs); and
· The Scottish Executive Expertise, Knowledge & Innovation Transfer (SEEKIT) programme;
The Committee will be assessing the effectiveness of these policies in improving the number of business starts and support to medium and large sized enterprises. The Committee will also consider the effectiveness of some of the funding programmes available to Scottish businesses. Some funding programmes available to Scottish business via Scottish Enterprise are: 

· Small Company Innovation Support, providing financial support to companies for projects that lead to the development and introduction of new products and processes.
· R&D Plus, designed to assist large companies engaged in R&D activities in Scotland, by providing up to 25% of project costs in pre-competitive R&D.
· SMART, a competition that provides funding of up to 75 per cent of eligible costs for a technical and commercial feasibility study lasting between 6 and 18 months. The maximum award is £50,000.
· SPUR, a scheme that covers 35 per cent of eligible costs for projects of over £75,000 lasting between 6 months and 3 years. The maximum award is £150,000.
· SPUR+, a scheme that covers 35 per cent of eligible costs for projects of over £1 million lasting between 6 months and 3 years. The maximum award is £500,000, and the scheme is only open to SMEs involved in markets that demand expensive leading-edge technology. 

The funding programmes mentioned above are geared toward improving the levels of private sector R&D in Scotland, which are lower as a proportion of GDP than in several competitor economies, (see figure 5). The effectiveness of Executive attempts to tackle Scotland’s relatively low levels of R&D is a central issue that the Committee is considering during the inquiry. 

Figure 5: Business Enterprise R&D expenditure as % of GDP, 2002
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Source: Scottish Executive 2004d

4. There is not enough inward investment in Scotland – not in the traditional sense of low-value manufacturing type FDI, but high value inward investment that would have positive spin-off effects for Scottish businesses
The importance of Foreign Direct Investment (FDI) has changed in emphasis since the 1980s with a shift in the Scottish economy from manufacturing to services. As inward investment matures, the importance of re-investment by existing investors has grown. There is a perception that Scotland has not got enough high-value inward investment and that this has contributed to Scotland’s low levels of private sector R&D. Is this the case? This will be an issue considered during the course of the inquiry.

It should be noted that Scotland was recently named European Region of the Future by “FDI” (Foreign Direct Investment) publication, produced by the Financial Times. In a press release announcing the award, FDI states: 

“The country [Scotland] has one of the largest and most active investment promotion networks, which has successfully targeted high-value-added sectors, such as microelectronics, life sciences and financial services. Recent investments include: Raytheon’s investment in Glenrothes to build missile guidance systems for the Harrier, Tornado and Eurofighter planes; JPMorgan’s investment in a systems centre in Glasgow responsible for developing its global technology; and Johnson & Johnson-owned life sciences company Inverness Medical’s expansion of its research and development activities in Inverness, creating more than 400 jobs.”   

In general terms, business growth benefits deriving from inward investment are: 

· The creation of trading opportunities for companies already located in Scotland; 

· The introduction of new business, management and manufacturing practices; and
· The learning effects for indigenous companies and potential future business owners.

The Committee is considering how inward investment is to be attracted to Scotland. Not all FDI results from the efforts of public agencies, some, like foreign oil companies, simply follow market conditions. Factors deemed conducive to attracting inward investment might include:

· the availability of a skilled and adaptable workforce, 

· the tax regime and grants, 

· good physical infrastructure and telecommunications, 

· closeness to markets, and clusters of inter-related activities and suppliers, 

· flexible labour laws, 

· level of profitability,

· the attractiveness of the environment and the quality of life. 

Priorities of Scottish Development International (SDI) - the main public body responsible for FDI - include: 

· Encouraging direct inward investment, concentrating on research, design and development projects with high knowledge content; 

· Helping to strike licensing deals between Scottish and overseas companies and universities; 

· Increasing trade growth by encouraging the expansion of Scotland's portfolio for first class exported goods and services to new markets, and 

· Forging partnership investments between Scottish and other companies to open new channels to markets, technologies and products.

In gathering evidence, members are exploring the effectiveness of SDI policies in attracting FDI and the organisation’s approach to attracting FDI, and what they consider to be the key factors in attracting high value FDI and mobile R&D to Scotland.

The Committee may also assess the impact of FDI on indigenous Scottish companies, as it has been suggested that FDI can have an adverse effect on indigenous Scottish businesses. 

Another influence on FDI coming to Scotland is the provision of Regional Selective Assistance (RSA). RSA is a national grant scheme, aimed at encouraging investment and job creation in the areas of Scotland designated for regional aid under European Community (EC) law (the Assisted Areas).  Businesses of all sizes can apply for RSA, whether they are Scottish-owned or owned or headquartered outside Scotland. One criticism of RSA has been that since it is only available in certain areas of the country it distorts the market and companies and authorities in areas which do not receive it have been known to complain. It has also been criticised for doing little to create the so-called “high value” jobs.

The current phase of European regional aid is due to come to an end in December 2006, the implications of which is also likely to form part of the final report. 

EMERGING ISSUES
Discussion Session 1

Innovating businesses and encouraging private sector R&D spend – encouraging innovation and entrepreneurship
Entrepreneurial attitudes

1. Are Scotland’s relatively low levels of entrepreneurial activity explained by more deep-rooted cultural factors? Are business people held in the same esteem by Scottish society as doctors and nurses? Is there a perception in Scotland that one must not get above oneself, and that this impacts on the number of people willing to risk the ‘failure’ and resulting stigma of failing in business?

2. A recent article in the Sunday Times looked at the issue of the Scottish psyche and Scottish self-confidence as a determinant of Scotland’s poorer health record than the rest of the UK. Is there a link between this and Scotland’s lower levels of business start-ups? The article quotes Professor Phil Hanlon of Glasgow University who says: 

“We have to look at the impact that rapid industrialisation in the 19th and 20th centuries, followed by rapid de-industrialisation in the 1980s and 90s, has had on our confidence, motivation and psyche. This includes the Victor Meldrew ‘I don’t believe it’ factor and what I call the Chewin’ the Fat effect — where the guy in the work canteen chooses a salad and all his workmates go: ‘Salad — oo-oo-oh!’ “Another example is The Broons, where about two-thirds of the stories are the same plot — a member of the family tries to do something above their station, they fail and everyone laughs at them. 
This business of not rising above your station, not having the individualism or confidence to strike out and (refuse to) adopt the stereotypical Scottish diet or behaviour may be part of what is holding us back.”
3. This is a view shared by Carol Craig (Centre for Confidence and Well-being) who argues that one of Scotland’s responses to the government policies of the 1980’s and early 90’s was to reinforce the collectivist side of Scottish culture “in a way that increasingly is not very helpful" and that "a balance has to be struck between the collective and the individual”
.

4. Professor Sara Carter (The Hunter Centre for Entrepreneurship @ Strathclyde) spoke of the cultural resistance among students to study a course with the word “entrepreneurship” in the title, stating that the concept and the ideology that are associated with entrepreneurship are anathema to many in today’s generation.
5. To move towards a more entrepreneurial, less risk-averse culture, Carol Craig argued for the need to allow people the freedom to step out of restrictive organisational structures and to do things differently and more freely.

6. To do so, it was pointed out that it is difficult to ‘legislate’ to improve entrepreneurship, although some government initiatives can be considered beyond legislation. Some of the evidence received focussed on the entrepreneurship classes held in schools under the Executive’s Determined to Succeed initiative with the hope that these will be successful in encouraging a new generation of entrepreneurs. However, Professor Carter explained that the effects on entrepreneurship in schools will take a generation “to filter through to economic activity”
.

7. Evidence to the Committee from the Entrepreneurial Exchange pointed out that business failure is becoming less stigmatised in Scottish culture and is beginning to be seen as something that can be learned from. The forthcoming Bankruptcy Bill from the Scottish Executive will be a major component of efforts to address this issue.

8. The Entrepreneurial Exchange also made the point that businesses cannot be "made" to grow and "the key to business growth…is the level of ambition or aspiration of the entrepreneur or business owner". The Entrepreneurial Exchange recommended that levels of ambition be changed by networking with like-minded people.
9. A leading electronics components firm raised concerns about the level of entrepreneurship amongst university spin-out companies aiming to commercialise research, stating that the "skills of buying, selling and negotiating are too often neglected when spin-out teams are formed" and that "increasing spin-out survival rates depends on improving the commercial abilities of early stage management".
10. This view was echoed by the Royal Society of Chemistry, which stated that, in order to bridge "the gap between the science base and business", university technology transfer offices should be staffed with more individuals with a "high level of business acumen" and "schemes such as the secondment of industrial commercial managers into university spin-outs and mentoring by successful CEOs should be developed". The society also suggested that the University of Strathclyde's Hunter Centre for Entrepreneurship model could be adopted by other universities.
11. The Scottish Council for Development and Industry (SCDI) argued that growth and a more positive business attitude can be achieved by bringing in new key players to the management team and that, alongside the Fresh Talent initiative, a Scottish centre for economic migration studies should be established in order to build a better understanding of how economic migration could and should benefit the economy.
R&D and innovation

12. Professor Donald MacRae of Lloyds TSB stated that “there is a link from R&D expenditure to innovation, from innovation to productivity and from productivity to GDP growth”
 and highlighted that, although Scotland spends highly on public sector R&D, its record on corporate R&D is less impressive – standing at 0.77% of GDP in 2002
. He suggested that Scotland, with its strong university sector, good quality of life and excellent publications record, has all the ingredients to be a natural home for R&D.
13. Scotland has a long history of invention, from penicillin and the telephone to ‘Dolly the sheep’, but it has been unable to make significant financial gains from these inventions
. Scotland produces around 17% of all registered patents in the UK but develops only about 5% of UK patents. The evidence received by the Committee suggests that Scotland is missing out on the commercialisation of its inventions.
14. Further evidence of this was provided by the CBI which indicated that less than 20% of UK manufacturing output is generated by new product launches. In Germany, the figure is nearly 50%. In other words, the innovative component of our manufacturing sector is significantly less.
15. Asked why Scottish corporate R&D was low, Scottish Enterprise stated that the Scottish business base does not include many businesses that make products requiring technology and therefore some interaction with a university or research institution is needed. It was added that there is a kind of language barrier between the SME and university sectors and that "often the researcher's agenda is more about creating novel technology instead of solving problems for an SME”
. There is a need, therefore, for better understanding and dialogue between Scottish SMEs and universities to allow them to work together for mutual benefit, a point also made by PricewaterhouseCoopers in its evidence to the Committee
.
16. But to attract SMEs and spin-off companies to link with universities a whole series of issues needed to be overcome. During a visit to Dundee, the Committee heard of the encouraging holistic view taken by various bodies interesting in building ‘Bio-Dundee’. It was recognised that in order to build a successful ‘cluster’ of companies around a university, you needed to address local authority planning, housing, transport links, provision of schools etc., in order to attract high-calibre people and companies. It was also recognised that there is no point in duplication of effort across different universities (i.e. should more than one university be aiming to have a biomedical spin-off or a games software spin-off?). Surely a Scotland-wide approach is what is needed?
17. In respect of how much would be required to bring Scottish spending up to OECD levels for corporate R&D, supplementary written evidence from the Scottish Executive revealed that—

“In 2002, the value of business R&D expenditure (BERD) in Scotland was £640 million (0.77% of GDP); while total expenditure on R&D in Scotland was £1,459 million (1.75% of GDP).  Based on the latest figures (2002) it is possible to calculate the increase in R&D expenditure required for Scotland to match the level of the targets/averages being suggested (a doubling).  The data below show the required increases for each:
	
	Required Scottish Increase

	
	%
	£mill

	2002 OECD average for BERD as % GDP (1.54%)
	100%
	            641 

	UK target for BERD as % of GDP (1.75%)
	127%
	            816 

	UK target for Total R&D expenditure as % GDP (2.5%)
	43%
	            621 

	Lisbon target for Total R&D expenditure as % of GDP (3%)
	71%
	          1,037 


18. Much of the evidence received by the Committee pointed to R&D and innovation in the context of the hi-tech, science sector. However, it has also been pointed out that innovation can occur in all sectors of the economy and need not be limited to science and hi-tech industries
. Low-tech companies can innovate too, and a strong economy requires innovation. As Dr. Wolfgang Michalski, the Committee’s adviser for its inquiry, pointed out—

“It seems to me that there is too much equalisation of entrepreneurial behaviour with business. For me, entrepreneurial behaviour is to do with innovation, being different, and doing things differently; one can do that even working in public administration or in a bank, although it might be more difficult. However, I know people who have behaved in a highly entrepreneurial way in international organisations."

19. The Association of the British Pharmaceutical Industry (APBI) drew a comparison between government support available for R&D in Scotland and that provided in other countries, noting that "in Scotland, the R&D Plus scheme aims to support companies by providing discretionary grants of up to 25% of eligible costs to undertake development of new products or processes to the pre-production prototype stage", whereas the Government of Ireland "subsidises 25-80% of a R&D project depending on the product that the company is looking to develop". ABPI recommended that "more needs to be done to ensure that Scotland competes effectively with countries like Ireland in attracting strategic basic research partnerships with industry in the biotech field". The ABPI also added that, whilst Dundee has carved a niche for itself as the "science capital of Scotland", the country as a whole should "be sold as a single site…as the best place to do business".
20. Gary Crawley of Science Foundation Ireland (SFI) gave the Committee evidence on this model. SFI was launched in July 2000 with a budget of circa. €650 million over a five-year period. Its main focus is on biotechnology and ICT. It provides a range of services, independent of government, such as research fellowships at a rate of up to about €1 million a year for five years; young researcher awards; investigator awards providing between €50,000 and €1 million per year for four years; and financial support for centres for science, engineering and technology—or CSET—awards, which involve partnerships between universities and industry (up to €25 million over five years). The role of SFI is to invest primarily in people, in ideas and in partnerships.
21. Glasgow Opportunities commented that the term 'R&D' is "too often confused with high tech or life sciences" and called for a new definition, suggesting that SMEs should be encouraged "to develop their products in simple ways and in simple language". Similarly, the SCDI suggested that the tax definition of R&D should be altered as "many Scottish companies are in sectors where the greatest returns come from research into their customer base and needs".
22. The point on taxation was emphasised during a roundtable on the investment challenge. Attendees felt that the tax regime and its application was the issue. Tax on profits, if less than about 30-40% was not unreasonable. But taxes on costs (of up to 12p in the pound) were not well received by companies. Tighter Inland Revenue rules to claw back tax had been painfully borne by companies. R&D tax credits were very valuable, if not too tightly controlled. Generally, business rates were not felt to be the issue for small start-up companies investing in R&D.
23. The submission from one leading technology consultancy called into question the effectiveness of public sector funding projects such as the ‘Proof of Concept’ project—
"We know already that so far only about 15% of the Proof of Concept projects so far completed have been commercialised. If this trend continues then there has to be some doubt as to the point of continuing to provide public sector funding of this type to the universities. Nothing wrong with many of the projects. Indeed many could lead to the establishment of world beating companies."

24. The same company pointed out that SMEs and entrepreneurs do not have access to this funding and have to come up with match funding under, for example, the SMART programme and questions whether it is right that "as a result of initiatives such as Proof of Concept the public sector universities now have an unfair competitive advantage over the private small business sector". This was supported by the submissions an electronic components firm.
25. On the other hand, the Royal Society of Edinburgh recommended that "further and continued investment should be made in Scotland’s universities to ensure that they are in a position to attract and retain academics of international standing", noting that research funding in Scotland has grown at lower rates than in competitor countries and, therefore, the "financial flexibility/viability of the universities has been severely eroded".
26. From the university perspective, senior representatives of Dundee University noted that the Proof of Concept project, whilst welcomed, only covered direct costs, requiring the University to still cover overheads etc and also charge full, direct costs.

27. The BioIndustry Association (BIA) also suggests a range of ideas to stimulate and fund innovation and R&D, including recommending that the Scottish Executive recapitalise (by £6 million) the three University Challenge Funds.
The Intermediary Technology Institutes
28. The Intermediary Technology Institutes (ITIs) were set up by the Scottish Executive to stimulate greater entrepreneurial dynamism in Scotland. The ITIs have been established in three key areas: Life Sciences, Energy and Techmedia. The rationale behind their creation is that Scotland has many distinctive and valuable assets that combine to create a dynamic economy where companies are strategically aligned to emerging markets and capable of uniquely addressing their commercial potential.  By providing access to cutting edge technology, ITIs are said to ensure that new and existing high growth companies build the foundation of economic growth.

29. In essence the key ITI elements include:

· Market foresighting: By utilising global networks and sources, each ITI manages a sophisticated foresighting process which aims to identify demand led, emerging global markets. This is the basis for identifying areas of market opportunity on which the technology development activities of the ITI focus. 

· Technology development: ITIs define the knowledge required to develop pre-competitive technology, focusing on the areas of market opportunity identified in the foresighting activity. Knowledge acquisition involves a number of areas including; assessment of existing IP and commissioning specific new research. 

· Membership:  Structured to encourage access by a wide company base in Scotland and internationally, membership provides access to valuable foresighting information and the opportunity to actively participate in programme development.
30. The current budget for the three ITIs is £45 million/year, which provides financial support to companies mostly in the form of grants.
	CORE QUESTIONS FOR DISCUSSION GROUP 1

1. How do you inspire a new generation to be entrepreneurs? We have Determine to Succeed, what other training approaches could we use, e.g. business schools, business-based training and learning?
2. How can we go beyond existing policy and reach a target of doubling the current level of business R&D expenditure (currently £640 million or 0.77% of GDP)?
3. Will the Intermediary Technology Institutes be enough to stimulate greater entrepreneurial dynamism in Scotland?  Is the current budget of £45 million/year sufficient?  If not, how would any increase be funded? Should the Institutes be independent of Scottish Enterprise?


Discussion Session 2

Growing a business and access to capital growth – other barriers to business growth
Access to finance

31. In its evidence, the Federation of Small Businesses (FSB) stated that small businesses face "ongoing difficulties in securing modest levels of finance to invest and grow their business" and that, as businesses are increasingly willing to invest in the business to achieve growth, these difficulties represent a "clear barrier to business growth". Furthermore, Scottish businesses are more reliant on grant funding than other businesses in the UK.

32. On funding available through Business Gateway, Perth and Kinross Council stated that it is "apparent that the majority of available funding is targeted at specific types of businesses or groups, for specific types of projects and in some cases is also location specific". Quality Scotland recommended that all sectors must be included when considering the investment challenge and not just "high value sectors".

33. PricewaterhouseCoopers argued in oral evidence that Scottish Enterprise funding schemes like the Scottish Co-investment Fund and business start-up schemes have been useful, but have not closed the gap in respect of small company access to finance. It was suggested that the creation of a new £1m to £5m equity fund could feasibly come from public sector sources
. Scottish Enterprise acknowledged that much of the need in Scotland is for finance to cover proposals of between £500,000 and £1m.
34. The model used by the Princes’ Scottish Youth Business Trust (PSYBT) was highlighted as a good example of a funding programme, through its Growth Fund. This provides Development Loans (up to £5k for businesses pursuing modest growth with feedback within 7 days) and Accelerator Loans (loans of between £10k and £25k to fund more significant growth plans). The Fund was launched after an initial pledge of £125,000 from PSYBT Board Member and entrepreneur Sir Tom Hunter. This was then backed with funding of £125,000 from Scottish Enterprise, £65,000 from Highlands and Island Enterprise and £100,000 investment from 3i, The Royal Bank of Scotland’s Equity Finance Group, Lloyds TSB Scotland and Bank of Scotland.

35. Despite evidence to the contrary, a selection of business angels suggested that access to finance was less of a problem than some might think. Archangel Informal Investment Ltd stated that access to business angel finance is available for any amount from £25,000 to £2 million "as long as the business's style and potential are good"
.

36. Scottish Enterprise stated that it was impossible for the public sector to fund business growth to the extent that would be liked, which is why support from others, such as business angels, needs to be levered in, in addition to direct support. It was argued that it was important that finance is available at all stages of business growth to “ensure that there is a ‘financial pipeline’ from business start-ups all the way to multinational companies" and that there is a need for a "strong infrastructure and a business-friendly environment that enables and facilitates the establishment and growth of businesses”
.

37. According to the Royal Society of Chemistry, a significant barrier to the creation of university spin-out companies lies with the availability of early-stage funding; the society went on to report that some universities have sought to step around this problem by signing up with a specific venture capital entity, thereby reducing reliance on public funding. Despite some concerns that there may potential for innovation to be limited according to the venture capitalist's views, the society felt that this area was "worth exploring in more detail".
38. An alternative to venture capital funding was recourse to the alternative investment market (AIM). Some organisations felt that this could be looked at on a case-by-case basis but that AIM floatation can be complex, costly and time-consuming. Additionally, early intervention by venture capital firms provides a 'seal of approval' from early due diligence work. Costs of AIM floatation could be circa £200k. This can be a barrier for early stage firms.
39. The University of Dundee thought that regional selective assistance (RSA) ought to be an option. However, they felt that it was not and that RSA should be rethought and not limited or focused on inward investment.
Growing businesses
40. CBI Scotland believes that the body of Scotland’s smaller firms tends to be viewed as an "undifferentiated mass of micro-firms" whereas the needs and characteristics of lifestyle businesses and growth businesses, SMEs in different sectors, vary greatly. According to the CBI—
"It is vital that segmentation and sub-segmentation take place and that Scottish Enterprise works with businesses that can make a disproportionate positive difference to Scotland’s economy. Rather than concentrate on raw numbers of business start-ups and support for micro-businesses, more emphasis needs to be placed instead on meeting the particular needs of those firms with real growth potential and ambition.  These are the firms which create most net new jobs (a minority of fast growing firms create a large proportion of new jobs) and which can create a more balanced economic structure. Some of them can become the new Scottish-based corporates, which we all want to see."

41. On the contrary, Glasgow Opportunities’s submission questioned the strategy of concentrating on high growth companies and argued that efforts should be made to make micro-businesses bigger and more successful and work with the next range to make them medium sized. In particular, the submission questioned the use of web-based solutions as a means of supporting businesses as they need help to guide them through the information – "relationships of trust with advisers with local knowledge and business sense, analysing, advising and mentoring, are what businesses need when they can’t afford to pay non-executive directors". However, the submission also cautioned against the segmentation approach advocated by the CBI and asked that it be reviewed in order to establish what its long-term implications might be.
42. HBOS plc advocated joint venturing as an effective method of helping small and medium-sized businesses to expand and grow by securing larger-scale business. The basis of the bank's work in this area is in "relationship banking", where a business receives the services and support of a team that understands its business and requirements then applies its knowledge and products to help deliver growth.
43. An alternative approach to growing businesses is that of corporate venturing. This covers a range of mutually beneficial relationships between companies typically, but not limited to a relationship formed between a larger company and a smaller independent one, usually in a related line of business. The larger company may invest in the smaller company, and so provide an alternative or supplementary source of finance thus helping it grow. It may, instead or as well as, make available particular skills or knowledge, perhaps in technical or management areas, which a smaller company would otherwise not have access to, and provide access to established marketing and distribution channels, or complementary technologies. In addition to any financial return it receives from an investment, the larger company may gain a competitive advantage by being able to make better use of its own resources, and gain access to research or development, or other work in an area it is interested in.
44. Forming corporate venturing relationships can be a way for large companies to develop and broaden their business without acquiring other companies, and a way for small companies to grow faster than they otherwise would. A typical outcome would be the development of a new product or process, perhaps involving an exclusive licensing deal between the two companies.

45. Corporate venturing is well established as a growth strategy in the United States. In the United Kingdom (UK) it is currently more limited, being found mainly in areas such as biotechnology, telecommunications and information technology.

Role of the public sector

46. CBI Scotland questioned the spread of functions covered by Scottish Enterprise, referring to differences between the skills and cultural requirements needed to enhance economic growth and those needed to repair economic disadvantage. Other bodies, such as East Renfrewshire Chamber of Trade and Commerce, also felt that Scottish Enterprise's services to business growth and development are being "diluted" as it takes on a social service-type role (social inclusion policies). The CBI believes that the latter type of role should be carried out by a separate organisation, favouring the Finnish model, where economic developments agencies concentrate on building on success.
47. On the other hand, the combined role was defended by the STUC, which, whilst praising the enterprise agencies' "imaginative approach to problem solving", criticised the use of terminology such as "social inclusion" in contrast with "pure economic development". The STUC believes this to be a "false distinction" and argues that "the social justice element of Scottish Enterprise's work is not there as a sop to…social conscience but as the foundations on which we can build a stronger economy".

48. A number of submissions commented on the effectiveness of existing business support, including the services of Business Gateway. A common theme was the overlapping of strategies produced by different local agencies, such as local authorities, economic forums, enterprise companies and regeneration partnerships. Fife Council felt that such overlap represents potentially "inefficient use of public resources" and recommended in particular that (a) the English model of sub-regional partnerships with local government should be examined as a means of addressing overlap between local economic forums and enterprise companies and (b) consideration should be given to transferring all business support functions from the local enterprise companies to Business Gateway in order to create a "genuine one-stop shop for business development support".
49. Perth and Kinross Council found that, whilst some micro businesses were satisfied with the standard of service provided by Business Gateway, others were disappointed by the relevancy of advice given, the quality of the business adviser, issues with co-ordination of services and an emphasis on start-up business "at the exclusion of existing businesses". Similarly, one electronics firm argued that development professionals commonly have public-sector or large-company backgrounds and "relate better to each other than to their [SME] clients". The firm recommended changing the skill set and perspective of advisers and valuing outcome, not just process.
	CORE QUESTIONS FOR DISCUSSION GROUP 2

1. How do we help bridge the ‘financial gap’ and how would this be funded?
2. Should a new, publicly-funded investment fund be established, along the model of the Princes’ Scottish Youth Business Trust’s Growth Fund (but without the age restriction), which would provide up to £5 million to companies via soft loans?
3. Should the Enterprise Networks focus exclusively on services to business growth and on economic development?
4. How do we strike a balance between support for new business start-ups and for micro-businesses, and meeting the particular needs of those firms with real growth potential and ambition? Which is more important?


Discussion Session 3

Connecting Scotland for economic growth – physical and electronic infrastructure priorities
N.B. To date, the Committee has not taken any oral evidence from those interested in infrastructure issues. This is scheduled for mid-September. Therefore, the issues below are drawn from an analysis of the written submissions only. It is expected that additional detail will be forthcoming after the oral evidence sessions.
Physical infrastructure
50. Scotland’s physical infrastructure has been cited in a number of submissions as a barrier to greater business growth. For example, the Association of the British Pharmaceutical Industry (ABPI) stated that adequate public transport is "seriously lacking in Scotland" and the Federation of Small Business (FSB) referred to the impact of inadequate water and wastewater infrastructure on development, holding up investment in housing and commercial property.

51. One electronic components firm stated that "road transport in central Scotland is appalling", citing the Forth Road Bridge and the M8 in particular and calling for "vision to tackle transport issues across the River Forth and along the corridor between Leith and Greenock". The FSB also commented on transport infrastructure, stating that ongoing transport issues, particular with local roads and fuel costs, "undoubtedly represent both barriers and opportunities for business growth". Similarly, Fife Council and CBI Scotland called for a number of improvements to the transport infrastructure in the interests of improving the efficiency of travel and thereby assisting the economy—

· Build and complete the M74 motorway project;
· Obtain statutory consents and commence construction of the M8 and M80 motorway projects and the Aberdeen western bypass;
· Assist the relevant local authorities to build and complete the new A8000;
· Review planning procedures so that lengthy timescales to complete major road infrastructure projects can be shortened;
· Make tackling the public transport needs of Edinburgh, Aberdeen and the central Scotland transport corridors a top priority;
· Address the issue of the £1bn backlog of local road repairs;
· Take forward the redevelopment of Waverley Station and the construction of rail links to Glasgow and Edinburgh airports and the port of Rosyth;
· Ensure that Scotland’s rail freight infrastructure in terms of gauge and capacity is developed – both here and in England – to allow for economic growth;
· Safeguard land for a possible future additional runway at Glasgow Airport in addition to Edinburgh Airport;
· Continue to support an increase in direct flights from and to Scotland with the Route Development Fund;
· A new multi-modal Forth crossing at Queensferry.
52. Highlands and Islands Enterprise (HIE) highlighted that, despite significant investment in transport networks throughout the highlands and islands over the last two decades, transport remains "one of the primary concerns of businesses in the region", referring in particular to strategic trunk routes such as the A82 and A96 having been "neglected", suffering from poor journey times, reliability and safety records. HIE also commented on the importance of strong air links, particularly with London; according to the agency, Inverness has benefited from new competition and, therefore, lower fares, but for most island communities, there is a "distinct lack of choice" and air services may be "both infrequent and expensive".
53. Also commenting on air transport, one firm recommended that the British Airports Authority should be required to open its landing slots and reduce its landing costs for strategic air routes as part of the rail package for Edinburgh and Glasgow airports.

54. The Royal Society of Edinburgh recommended that the "Route Development Fund should be extended to support introduction of further long haul flights from Scotland and more direct flights into the enlarged European Union".
55. The cross-over benefits from the link between investment in direct air links and a boost to the tourism industry has also been highlighted. It has been stressed to the Committee that the tourism sector should not be viewed as a separate entity but rather that it should be seen as a major industry in Scotland and one that must be central to any plan for business growth. The nature and depth of the relationship between VisitScotland and the enterprise agencies will be an important one to encourage.
Communications infrastructure
56. The importance of access to broadband technology was cited widely in submissions to the inquiry, with companies such as 4AL Ltd pointing out that businesses in peripheral regions benefit most from such technology but receive it last and, at the time of making the submission, the company was still awaiting broadband connection.
57. BT Scotland also referred to the importance of broadband to reducing the remoteness of rural businesses and also that of Scottish business generally, in terms of access to local, national and international markets. However, according to the FSB, a broadband connection was used by 21% of respondents to its Lifting the Barriers survey, comparing disfavourably with the UK and London with averages of 27% and 50% respectively. The FSB also drew attention to the importance of cost with regard to business take-up of broadband availability, citing recent research showing that broadband is more expensive in the UK than in competitor countries.
58. Highlands and Islands Enterprise acknowledged that, by the end of 2005, the highlands and islands will have a ubiquitous broadband infrastructure but cautions that market forces are unlikely to deliver the next generation of ICT services to all parts of the region. Also referring to forthcoming technological developments, one firm recommended that "Scotland must become an early adopter of ultra-wide wi-max and should increase research into applications with obvious commercialisation potential".

59. Royal Mail Group plc drew attention to the consequences of extending broadband connection for the hard communications infrastructure—

"If broadband stimulates economic activity and establishment of micro-businesses…then, unless it is wholly web-based, it needs the hard infrastructure, which sustains trade for those new businesses or customers to take advantage of that trade."
60. The company went on to highlight how important co-ordination between authorities is in this area – for example, where a business operating over the internet in the western isles requires access to more space on limited availability flights and other special requirements for transportation of its merchandise. The submission raised a concern in respect of a "disconnect" between encouraging businesses in remote areas and the question of how the goods are then transported to the customer and recommended better co-ordination in economic development.
61. The question in terms of broadband seems less to do with provision of infrastructure and more to do with encouraging use. 
	CORE QUESTIONS FOR DISCUSSION GROUP 3

1. In terms of the Scottish trunk road network, what are the priorities amongst the business community in terms of improvements, upgrades etc?
2. Should congestion charging be introduced?  If not, what alternatives should be considered?

3. For air transport, has the Route Development Fund been successful?  Should the Fund be expanded?  Which unserved destinations are the priority for enhancing business connectivity?
4. The issues for broadband seem less to do with provision of infrastructure and more to do with encouraging use. What can be done to increase take-up?

5. Should the Scottish Executive and its enterprise agencies further develop the concept of ‘city-regions’ and invest accordingly in provision of infrastructure?  What would this mean for rural areas?


Discussion Session 4

Creating a skilled and flexible workforce – addressing Scotland's demographic challenge

Demography

62. The issue of demography has been important in the evidence presented thus far as “people” have been recognised as being the single biggest asset for businesses in Scotland
 and there being fewer people may lead to a shortage of adaptable labour with new skills. Indeed, Professor Donald MacRae of Lloyds TSB in his oral evidence to the Committee stated that, in his opinion, “the fact that our population numbers are static or declining is…the most important issue that Scotland faces”
.
63. Donald MacRae argued that the reason for Scotland’s static population was the falling birth rate, which, at 1.5 births per women (BPW), is below the replacement level of 2 BPW
. However, it was also noted that falling birth rates are a trend throughout the developed world and that Scotland's birth rates are higher than those in countries like Spain and Italy, which have birth rates of 1.2 BPW. Nonetheless, HBOS plc argues that "a growing economy demands a growing population to support it" and believes that programmes such as the Fresh Talent initiative are "essential to Scotland's business growth capacity".
64. Recent analysis of Fresh Talent has shown that there has been some success in attracting workers from overseas, particularly eastern Europe, to come and work in Scotland. In April to June this year, the Home Office reported 4,415 “new Europeans” registered to work in Scotland, up from 2,280 in previous months. However, the same research shows that only 11% of these are in business and management, with the majority in the more poorly paid jobs in the service sector.
65. Futureskills Scotland research on the Scottish labour market suggests that “Scotland is unlikely to ‘run out’ of workers and there remains time to address most of the challenges that might emerge”
. According to the STUC, however, the problems are exacerbated by "persistently high rates of economic inactivity", particularly in west central Scotland.

66. Much of the evidence received has suggested that the issue is not necessarily that Scotland has a declining population but that the age profile of its population is unbalanced, with not enough people in the under-35 age bracket (i.e. we have an ageing population). On the other hand, organisations such as PRIME believe that "many of those over 50, with perhaps a third of their lives in front of them, have the life experiences to become self-employed, regain the dignity of financial independence, and make a contribution to the economic growth of their community and nation". PRIME also acknowledges that, in order to capitalise on their experience and life skills, those over 50 need to become "enterprise ready" before they can take advantage of the business support facilities and opportunities that are available and believes that there is an "urgent need" for an initiative for the over 50s. 

67. The change in demography was raised as having a particular impact on the highlands and islands; Highlands and Islands Enterprise stated that there is a "clear gap" in the population profile of 18 to 30 year olds and that, despite population growth in the region over the last 20 years, attracting staff remains a major issue for all types of business, with as many as 10,000 – 15,000 more people being needed in order to achieve sustainable business growth. This view was echoed in the submission from Comhairle nan Eilean Siar, which stated that depopulation and the change in demographics were issues of major concern in the Western Isles.

68. A consensus emerging from the evidence received is that the effects of changing age structures should be considered further.

Productivity and skills

69. Donald MacRae’s presentation to the Committee also looked at productivity levels in the Scottish workforce, pointing out that Scotland lagged behind the UK on GDP per hour worked in 2001 and that, in turn, the UK’s productivity is behind that of France, the United States and Germany. 

70. On skills, his presentation showed that Scotland has a highly educated workforce, ranking in the top quartile of OECD countries for 20- to 24-year-olds with a national vocational qualification at level 3, but that where Scotland performs less well is in the number of 16- to 19-year-olds who are not in employment, education or training.

71. Futureskills Scotland stated that, whilst having the right skills to sustain growth "may be a challenge for a number of firms", the evidence shows that there is a better-qualified workforce in Scotland than there is in other parts of the UK, that there are low rates of skills shortages, that employers are satisfied with the outputs of the further and higher education system and that employers are satisfied with private training provision.

72. Scottish Enterprise also referred to the evidence suggesting that there are sufficient skills in Scotland for the current labour market but went on to add—

“However, if we want to grow the economy and businesses in Scotland, we must question whether the vision of businesses and the level of targets that they set are sufficient to allow that to happen. Such vision must come from management.”

73. Scottish Enterprise suggested that, whilst businesses and management in the UK are very good at dealing with incremental changes and day-to-day management, they are less good at looking for opportunities, grasping an opportunity and growing the business in turnover and employee terms
. One suggestion made, for improving the skills of management to allow them to grow Scottish businesses, is "to pull people into Scotland – global Scots and non-Scots" who have the experience of managing large businesses. PricewaterhouseCoopers (PwC) also made the point that better use could be made of expatriates, encouraging overseas entrepreneurs to bring their companies to Scotland, with mentoring and coaching by international executives.

74. Despite the evidence from Scottish Enterprise and Futureskills Scotland and the more positive perspective they have on skills, a number of submissions still cite skills shortages as a problem. For example, the British Hospitality Association stated that the most noticeable gaps arise in customer service, basic skills, generic skills and attributes, ICT, management/supervisory skills, language skills, multi-skilling and occupation-specific skills and went on to explain that, as a consequence, the hospitality industry has to rely on overseas workers, which it believes is not only an unstable source of labour but also potentially damaging for the perception of the tourism industry.
75. Again, the cross-over between the tourism sector and support for businesses has been highlighted, with some observers recommending that the Scottish Executive focuses on increasing support for the tourism sector with the aim of improving quality standards, encouraging better training and investment in employees and increasing language skills.
76. According to the Federation of Small Businesses (FSB), many employers are eager to expand their businesses by recruiting more staff but a survey of its members showed that 37% had found it hard to recruit skilled staff. Similarly, in one of Scotland’s key business sectors, the Financial Services Skills Council stated that 47% of vacancies in the financial services sector were hard to fill because of skills shortages. Other evidence highlighted problems with "generic skills shortages"
, such as problem solving, communications and other soft skills all of which were holding businesses back.

77. Goskills highlighted problems with the quality of skills levels in the passenger transport sector and argued that this is reflected in the approach of government and the enterprise network, with there being little in the way of financial incentives for raising skills levels. A similar point was made in relation to the building services, where, despite an increase in college fees of up to 5% per year, government funding to employers for new entrant training has been static for the last four years and is "very significantly less" than elsewhere in the UK
.
78. Graeme Ogilvy of the Construction Industry Training Board gave evidence to the Committee on this key sector. He said a recent survey of the construction industry showed 3,300 vacancies, 2,300 were hard to fill and, of those, 1,400 were due to skills shortages. Some of the means of resolving this could be to look at government procurement and how this can boost the sector.
79. Futureskills Scotland acknowledged that, in some areas, the supply of skills does not meet the market's requirements, citing jobs where lower levels of skills and qualifications are required, the readiness for work of people going directly from school into work and the quality of soft skills amongst those with skills gaps.
80. There is also an issue with skills within those defined as economically inactive. According to Learndirect Scotland, there will be 500,000 job openings in Scotland in the next three years, mostly through the normal churn of people leaving, but also including 36,000 new positions. Learndirect Scotland contrasts this statistic with the sobering fact that there are also 300,000 economically inactive people of working age in Scotland. Matching the two is a key challenge.
Education system
81. A number of submissions suggested that skills issues should be addressed both at school and in further education colleges. For example, the Royal Society of Edinburgh recommended further investment in the school education system, particularly in science, technology, wealth creation and competition. The society further recommended that the school curriculum should include technological studies alongside applied business and entrepreneurship studies and that further education colleges should be encouraged to provide more continuing professional development courses for employees. 
82. On the other hand, one electronics component firm argued that the current generation of children has "suffered too many initiatives and too much change" and asked "what will be given up to make room for enterprise education in the timetable?"
83. CBI Scotland called for a more open debate about the number of people entering higher education and the relevance of their courses, stating that graduates' degrees are not always in alignment with the needs of the economy. The CBI went on to recommend that non-HE options should be promoted more aggressively by the Executive and by Careers Scotland. The CBI also questioned the placing of Careers Scotland as a part of Scottish Enterprise, which, it believes, "dilutes the governance focus on Careers Scotland and is a distraction for the leadership of Scottish Enterprise", recommending that Careers Scotland and Scottish Enterprise should be separated.

84. The issue of Scottish ‘business schools’ has also been highlighted. In evidence from the Scottish Council for Development and Industry, it was considered that business schools should have an increasing role in training Scottish managers. SCDI believes that Scottish companies should be encouraged to work with business schools and that the schools should be focused on what type of skills companies need their managers to have.
85. The BioIndustry Association suggests that the Executive provide funds to develop the mid-level managerial talent within the industry and to launch a programme for post-PhD researchers and engineers to be provided with modular course to permit them to gain additional business-related qualifications (e.g. MBAs) alongside the more traditional scientific courses. It also encourages investment in schools in initiatives such as the Generation Science Clubs.

Modern apprenticeships
86. Government policy provides for Modern Apprenticeships as a route to offer people aged over 16 the chance of paid employment linked with the opportunity to train for jobs at craft, technician and management level. A target of 30,000 was set by the Executive and has been reached, with 31,392 modern apprentices in training across Scotland in a variety of different sectors and industries - from construction to hospitality. Participants work towards a Scottish Vocational Qualification (SVQ) at level 3 or above, taking on average between 2 and 4 years. The training is based on employer-led frameworks, developed by the National Training Organisations (NTOs) assisted in Scotland by the Enterprise Networks (Scottish Enterprise, SE, and Highlands and Islands Enterprise, HIE).
87. Research by Stirling University shows that the Scottish Enterprise boards have been successful in broadening the scope of apprenticeships from the traditional construction, engineering and motor sectors into service industries including health care, hospitality and retail. But in some sectors 60 per cent of young people drop out before they have completed their training.
	CORE QUESTIONS FOR DISCUSSION GROUP 4
1. Does the business community support the Fresh Talent initiative and are there any additional measures that would help encourage inward migration of suitably qualified people that can boost the Scottish economy and stimulate business growth?
2. Do we have a ‘skills shortage’ in Scotland? What can be done to tackle it?
3. Is the Modern Apprenticeship programme flexible enough?  Is too much emphasis placed on securing a Scottish Vocational Qualification?  Should Scottish Enterprise channel more of its training budget through employers rather than training providers?  What can be done to tackle retention rates?

4. Should Careers Scotland be an integral part of Scottish Enterprise?

5. Is there sufficient understanding and opportunity for regular dialogue at the senior level between the higher and further education sector and its funding council, enterprise agencies and the Scottish Executive in terms of strategic planning?


Discussion Session 5

The regulatory framework for business – impact of EU, UK and Scottish regulation
N.B. To date, the Committee has not taken any oral evidence from those interested in the issue of the regulatory framework and business growth. This is scheduled for later in the year. Therefore, the issues below are drawn from an analysis of the written submissions only. It is expected that additional detail will be forthcoming after the oral evidence sessions.
Fiscal issues and regulation

88. Many of the submissions of evidence have raised taxation (particularly business rates) and the perceived regulatory burden as issues. Most of the business organisational bodies that responded to the Committee’s call for evidence pointed out that regulation and ‘red tape’ were problems for them.
 CBI Scotland argued in its submission that Scotland’s rate poundage, at 10% above the English rate, puts Scotland at a competitive disadvantage compared with England.
89. The Scottish Executive rejects this view. It says that the effect of the 2005 revaluation is to redistribute the tax burden within Scotland and is effectively a reduction in rates burden overall. The Executive believes that this is better than the position in England where the rates income has been maintained in real terms. The Executive estimates that reducing the poundage rate to similar levels in England and reducing Scottish business rates further would require substantial additional subsidy from the Executive.
90. The CBI Scotland also called on the Scottish Executive to produce an annual report outlining how the Executive has reduced regulatory burdens on Scottish businesses, and measure the total costs of new and existing regulations on Scottish business. 
91. In its survey of business, the British Chambers of Commerce (BCC) reckons that business in the UK was faced with a bill for an extra £9 billion. Its view is that EU regulations accounted for 40% of all regulations affecting British businesses, including the Working Time Regulations. The BCC believes that this was “the single most expensive burden to be placed on business, costing over £11 billion since its introduction five years ago”. It also highlights the Data Protection Act (£4.6 billion), Vehicle Excise Duty (Reduced Pollution) Regulations 2000 (£4.2 billion), and the Control of Asbestos at Work Regulations 2002 (£1.4 billion) on its list of regulations.

92. The Scottish Executive's Enterprise, Transport and Lifelong Learning Department, however, voices a different view—

“There is a misconception that the UK is especially overburdened with regulation, but the evidence suggests that that is not the case. There may well be too much, but there is less than in some countries.“

93. In relation to the specific question of business taxation in Scotland compared with England, the STUC stated that it is "unaware of any rigorous research demonstrating that Scotland is anything other than a relatively low regulation, low tax economy" and that the notion that lowering the business rate would indicate to international business that Scotland is a good place to do business is "nonsense"; according to the STUC, the availability and quality of labour, infrastructure and environment are far more important than "marginal differences" in the business rate between Scotland and England.

94. The Financial Services Skills Council, however, stated that 98% of companies in the financial services sector are SMEs and these companies struggle to "cope with the additional demands and costs of regulation" and drew particular attention to the fact that the qualifications that small firms must undertake to comply with regulation by the Financial Services Authority do not attract any government funding and that investment in training that might help these businesses to grow is limited as a result.
95. Some submissions, including that from one electronics firm, claimed that EU directives are implemented more rigorously in Scotland than elsewhere (gold-plating) and recommended that EU cost additive directives should be implemented with as light a touch as possible.
96. Water and waste charges were also raised in evidence; the Federation of Small Business highlighted anticipated problems arising from increased landfill costs combined with limited alternative recycling options and recommended that unavoidable cost increases should be mitigated by effective forward planning and by the provision of alternative facilities.
Environmental regulation
97. Fife Council raised concerns relating to "significant conflict" between interpretation of environment policies and economic development activity. CBI Scotland made the point that not every environmental issue is equally applicable to every business, called for a lighter-touch regulatory regime for business with a proven record of good environmental practice and robust environmental management systems and processes and recommended that future EU environmental directives not be ‘gold-plated’ when transposed into Scottish law.
98. In relation to the burden of regulation on SMEs, the Scottish Environment Protection Agency (SEPA) emphasised the importance of encouraging them to take advantages of initiatives such as NetRegs and Project Acorn. SEPA went on to state that facilitating cultural change is essential and should be achieved by establishing "clearer linkages and co-ordination between existing sources of advice and support". SEPA also pointed out that countries with high environmental performance, such as Sweden and Finland, also perform well on the international competitiveness scale.
Public procurement policy and process

99. The Federation of Small Business believes that Scottish public procurement practice is currently working against the interests of indigenous businesses, especially those in the SME sector and that better information on public sector contracts, allied with simpler pre-qualification processes, would allow more Scottish SMEs to successfully compete for public work.  The federation went on to state that ensuring that more Scottish businesses are accessing the economic opportunities offered by public contracts has the potential to stimulate Scottish business growth and create more high-growth Scottish businesses and that procurement should therefore be seen as an economic development tool to help Scottish businesses grow.

100. Perth and Kinross Council also identified problems with access to public procurement opportunities for micro-businesses, stating that there is evidence that the process, including the level and detail of information required, "is working against small businesses". According to the council, many small businesses have claimed that "just gaining access to information on relevant contracts proves to be an extremely difficult and redundant process".
101. Pipistrelle Ltd made a further suggestion, that every single opportunity should be advertised on an amalgamated public sector purchasing website.
Public sector performance – the size and quality of the budget

102. Public expenditure, government consumption and the public sector comprise a larger share of the economy in Scotland than in the rest of the UK. In his presentation to Committee, Professor Donald MacRae of Lloyds TSB pointed out that Scotland has consistently had a 10% higher share of government expenditure as a percentage of GDP (compared with the rest of the UK) and that, in his opinion, “the balance [of increasing share of GDP coming from the public sector in Scotland] is going the wrong way”. 

103. Supplementary written evidence to the Committee from Donald MacRae on the correlation between economic growth and the proportion of spend on the public sector in 23 OECD countries found that “countries with small public sectors report the “best” economic performance while countries with large public sectors show more equal income distribution.
” The size of the public sector was also raised by Carol Craig as a factor adversely affecting business growth in Scotland. She stated in her evidence—

“If people have quite comfortable lives, they might just want to work in the public sector and not risk setting up a business”.

104. CBI Scotland argued that a high level of public spending in Scotland risks “crowding out” the private sector and HBOS plc stated that the size of the public sector "could place a limit on economic and business growth trends over the next few years".
105. However, the Committee's adviser, Dr Wolfgang Michalski, made the point that it is not necessarily the size of the public sector that is the problem for business growth in Scotland but the quality of the spend by the public sector and, in particular, the productivity of the Scottish public sector. 

Planning system
106. A number of submissions cited issues with the planning system as barriers to business growth. The British Hospitality Association (BHA), for example, stated that a "host of companies are willing to invest significantly in Scotland" to build the "next" Gleneagles or Centre Parcs but that "applications for developments of a considerable size tend to become waylaid in the Scottish planning system for years." BHA recommended that, in order for tourism to grow sustainably, planning should be "viewed as a way of supporting progress rather than a means of preventing it".
107. The Royal Incorporation of Architects in Scotland (RIAS) also referred to problems with delays in the planning system, believing that "emphasis by the Scottish Executive on targets has tended to skew activities within Development Control Departments, away from the qualitative, and more towards the quantitative procedures." RIAS recommended that "a quality-driven agenda should be the primary focus for the planning system and development control".
108. Recently, the Scottish Executive published its White Paper on “Modernising the Planning System”. This aims to reform the planning system "to strengthen the involvement of communities, speed up decisions, reflect local views better and allow quicker investment decisions”. The Scottish Executive has also launched a consultation on the use of ‘greenbelt’ land.
	CORE QUESTIONS FOR DISCUSSION GROUP 5
1. Should the Scottish Executive review its position on business rates? What does the business community propose and how should that be paid for?

2. Is there really a regulatory burden on Scottish business and are there specific examples of differential implementation (‘gold-plating’) of UK or EU regulations?  Is compliance more of an issue than the passing of the actual regulations?
3. What reforms to the (Scottish, UK or EU) legislative process would Scottish businesses like to see? Would an annual report to the Parliament by the Executive on regulation and business be helpful?
4. Is the level of expenditure on the public sector too large? Or is the issue more one of quality, efficiency and public sector and productivity?

5. What more can be done to reform public procurement and thus stimulate business growth?

6. Does the business community consider the Scottish Executive’s proposed reforms to the planning system to be beneficial in terms of stimulating business growth?


Discussion Session 6

Promoting Scotland and trading internationally – Scotland in the world marketplace
Business climate and Scotland’s position in the global marketplace
109. Professor Donald MacRae's (of Lloyds TSB) evidence to the Committee benchmarked Scotland's current economic position. He said that GDP per capita is acknowledged to be the best measure of income and pointed out that, on this measure, Scotland is towards the bottom of the second division vis-à-vis the rest of the OECD. He suggested that the reason for Scotland’s low position on GDP per capita is a result of years of low growth. His presentation to the Committee analysed various economies over a 30 year period
 and showed Scotland to be bottom of the table on overall GDP growth figures.

110. However, evidence to the Committee has pointed out that the economy has undergone tremendous industrial and social change in the last few decades, since the time when coal, steel and shipbuilding were major industries in Scotland (STUC; Donald MacRae). Scotland also has the lowest levels of recorded unemployment in 30 years, a well-educated and skilled workforce and a strong university sector (Donald MacRae)
. Concluding his presentation to the Committee, MacRae stated—

"Finally, the fact that we are a little country on the edge of Europe is certainly not the impediment to economic growth that it was in the past two centuries. We have all the benefits of modern technology and communications and there is no reason why our geographical position should be an impediment to growth. We have the potential for much greater performance; the challenge is how to unlock that potential."

111. Evidence to the Committee from PricewaterhouseCoopers suggested that it would be useful for Scotland to set itself a target for overall economic growth
. Some of the submissions have pointed out, as a means of comparison, the clear, single target of 50% growth by 2015 set by the Executive and VisitScotland for the tourism sector compared with the plethora of targets and performance indicators set for economic growth.
112. Achieving such a target for the Scottish economy may not prove straightforward. A number of submissions raised concerns with the costs of doing business in Scotland compared with other countries, particular, for example, countries in Asia. Farm7 proposed that, in order to become internationally competitive, companies should shift from cost-based competition to adding value to their products and services by effective application and commercialisation of creativity and innovation.
113. Some examples of this in other countries were given by the Committee’s adviser, Dr Wolfgang Michalski. He told members of the historic textile industry in Germany which now no longer exists
. Dr Michalski outlined the reform of this sector, which went in two directions. The first is fashion design; more fashion is now designed in Germany, for production in Asia, than in France. The second direction is a shift towards industry textiles. Dr Michalski’s view is that because of the value-added content of its textile exports, Germany is still the greatest textile exporter in the world—apart from China, perhaps—but in value terms, not in quantity terms. This shows how traditional industries can and must adapt.
Scotland’s Image
114. A nation’s image is a key marketing tool in terms of doing business overseas. Whilst the benefits to companies should not be overstated, Scotland historically has a fine reputation on which to trade. Recently, however, there has been controversy as companies, particularly in the financial services sector, have re-branded and dropped clear identifying features as a ‘Scottish’ business.
115. There has also been much debate and argument over the dissolution, in April 2004, of ‘Scotland the Brand’ (StB), which had been one of the main vehicles to brand products and companies as Scottish. This has been replaced by the Scottish Executive’s International Image Project, with a budget of up to £1.6 million (current and predicted expenditure) on marketing materials. Some examples of this effort can now be found at airports with the new ‘Welcome to Scotland’ signage (“Best Small Country in the World”), the “First Impressions” study (by Councillor Milligan) and the material for the Fresh Talent initiative.
116. The replacement of StB with the new saltire logo and marketing strategy, led by the Executive, has not been universally welcomed.  The former Chief Executive of StB had previously told MSPs that Scotland the Brand had been left in "a state of suspended animation" and that the major investment that had been made in the Scotland mark since 1995, "has been undermined or wasted".
117. In general, however, the Committee has found that companies are interested in some sort of generic brand and marketing material being available to them if they wished. One leading food products company told MSPs that:

“The sort of strategy that we would like to see being set out for Scottish companies would involve professional and well thought-out plans that are funded for the long term and monitored, with bench marks for success”
118. The blending of the historic with the contemporary and perhaps using the former to increase awareness of the latter was perceived by many as something that should to be taken forward by the Executive and all of its agencies (enterprise agencies, SDI, VisitScotland etc).

Export promotion and the role of Scottish Development International
119. According to data produced by the Scottish Executive, in 2003, total Scottish exports were provisionally estimated to be £18.8 billion, of which 69 per cent (£13 billion) were attributable to manufacturing. It was estimated that the service sector accounted for £5.2 billion exports (28 per cent) with an additional £0.4 billion (2 per cent) being generated by primary sector industries. The value of exports to the European Union was estimated at £10.1 billion (54 per cent) with a further £8.6 billion (46 per cent) going to the rest of the world. 

120. These figures represent something of a downturn on previous years and this trend is continuing. More recent analysis shows that export sales fell by another 0.7 per cent in real terms in the third quarter of 2004. This follows a decline of 8.2 per cent for Quarter 2 in 2004 and an 11.6 per cent decline for Quarter 1. The analysis also shows that, since 2001, manufactured export sales have fallen by 24 per cent. 

121. According to the Scottish Council for Development and Industry (SCDI), Scottish manufactured exports have hit a ten-year low, with total exports in 2003 falling by £400 million to its estimate of £15.3 billion, nearly a quarter down since peaking in 1999 at almost £20bn. The SCDI’s view is that this trend is due to the particular problems faced by the electronics sector, exchange rate issues, modest economic growth in the target markets of France and Germany, and increased pressure from Asia and China.
122. The major Scottish public sector body for supporting Scottish companies and their export initiatives is Scottish Development International, a joint initiative of the Scottish Executive and Scottish Enterprise. SDI and Scottish Enterprise’s International Operations division have a combined staff complement of around 175 (125 Scottish Enterprise, 48 Scottish Executive and 2 Highlands & Islands Enterprise funded posts) based both in Glasgow, in London and in their 20+ network of overseas offices. The total Scottish Enterprise resources allocated for the activities of Scottish Development International and the International Operations division over the most recent financial year were some £18m (nearly £11m for International Operations budgets, £4m for international marketing and the remainder on staffing). SDI works alongside UK Trade and Investment (UKTI) to promote Scottish companies working overseas and to encourage exports.
123. Outwith the work of SDI and its network of offices overseas, the Committee has received evidence on the private-sector ‘Scotland House’ initiative in Estonia, established as a central support agency collating all the data relating to the Scottish and Estonian markets and assisting businesses in the two countries to access each others' markets. Evidence from Pest Protection Services (Scotland) Ltd viewed this initiative as a "very innovative step that could greatly increase Scotland's presence abroad and substantially increase trade if it can be “extended" to other countries. The submission went on to suggest that Scottish Development International or Scottish Enterprise should "become involved in the "matching process" at the Scottish end helping put Estonian companies in touch with suitable partners here and with Scotland House and Enterprise Estonia doing the same in the opposite direction (this last part is already happening)".
124. Support for this initiative came from SCDI, which stated that the "successful Scotland House model should be extended". However, the SCDI was less supportive of some of the activities of SDI and the Scottish Executive in relation to export promotion. SCDI has previously told MSPs that despite a growing interest expressed by SCDI and Scottish companies in the opportunities arising from EU Enlargement, SDI  did not give its support to SCDI project proposals for accession markets in recent programmes, as these markets do not apparently figure in SDI’s own priorities. This decision was, according to SCDI, discovered at the eleventh hour, lobbied against and subsequently reversed. However, in its view the perception had already been created with UK embassies and other organisations in the countries concerned that Scotland was not interested in their markets and some disquiet was expressed as a consequence.
125. This was also a view shared by John McGlynn of Airlink Group who said of the support to businesses interested in the Baltic States that “The main criticism of SDI is that it is going to be managing the provision of assistance in Estonia from an office in Germany”
.

126. The SCDI has also criticised ministerial engagement with trade promotion issues. SCDI has previously told MSPs that Executive Ministerial involvement on SCDI Trade Missions compares poorly with Scotland Office Ministerial involvement. SCDI reports that there has been no Scottish Executive Ministerial involvement in the 26 trade missions organised since July 1999 by SCDI. SCDI recommends that Scottish Ministers or MSPs working alongside companies in foreign markets would add value and if a smaller number of preferred external regional partners can be identified then Ministers and MSPs should be more available to work with missions targeting these particular regions.
Foreign Direct Investment
127. With the refresh of the Scottish Executive’s Smart, Successful Scotland strategy, there has been a marked shift away from a policy of encouraging ‘traditional low-value manufacturing type’ Foreign Direct Investment to Scotland. During the course of the inquiry, the Committee heard calls for retention of efforts to attract high-value inward investment that would have positive spin-off effects for Scottish businesses.
128. SDI’s approach on the issue of FDI has been to:

· focus on encouraging direct inward investment, concentrating on research, design and development projects with high knowledge content; 

· help strike licensing deals between Scottish and overseas companies and universities; 

· increase trade growth by encouraging the expansion of Scotland's portfolio for first class exported goods and services to new markets, and 

· forge partnership investments between Scottish and other companies to open new channels to markets, technologies and products
129. In recent months, the Financial Times named Scotland as European Region of the Future 2004/05 Scotland in its publication “FDI – Foreign Direct Investment” – published by FT Business. Judges praised Scotland as the clear winner, ahead of runners-up Hungary and the German region of Saxony. FDI concluded that Scotland’s reputation with multinational investors had been “radically transformed”, with large-scale investment in projects ranging from mass broadband connection to innovation, technology and research institutes, science parks and urban regeneration schemes.

	CORE QUESTIONS FOR DISCUSSION GROUP 6
1. Should the enterprise agencies be set one clear target for business growth along the model of the tourism sector, with all activities designed to meet this target?
2. Do businesses support the Scottish Executive’s new International Image initiative? What can be done by public bodies to assist companies in exporting overseas?
3. Should SDI broaden its activities in terms of export promotion and support to companies seeking to access overseas markets? Should the ‘Scotland House’ model in Estonia be encouraged?
4. Smart Successful Scotland focuses towards attracting high-value inward foreign direct investment. What needs to be done to achieve this goal?








� The criteria for medium and large businesses are based on the European Commission definitions.


� http://www.scottish.parliament.uk/business/committees/enterprise/inquiries/bg/Effective-Business-Growth-Support-FRC-Paper.pdf


� The benchmarked agencies, in addition to Scottish Enterprise and Highlands and Islands Enterprise (HIE), were from Estonia, Nova Scotia, Pittsburgh, Wales, Nordrhein Westphalia, North East England, Emilia-Romagna and Ireland.


� Official Report, Enterprise and Culture Committee, c 1803, The Scottish Parliament


� Ibid. c 1808


� Ibid. c 1721


� Scottish Executive, 2004


� Written evidence from Peter Shakeshaft, 14/06/05


� Official Report, Enterprise and Culture Committee, c 1878


� Ibid. c 1940


� Scottish Enterprise, 24 May 2005 c 1862


� Official Report, Enterprise and Culture Committee, c 1812


� Ibid. c 1938


� Ibid. c 1986


� Ibid. c 1863


� Janet Brown, 24 May 2005, c 1863


� Official Report, Enterprise and Culture Committee, c 1720


� Ibid. c 1719


� Futureskills Scotland 2004


� Official Report, Enterprise and Culture Committee, c 1875


� Ibid. c 1875


� Glasgow Opportunities, written evidence


� Heating and Ventilating Contractors' Association, written evidence


� See submissions from Renfrewshire Chamber of Trade and Commerce; Federation of Small Businesses in Scotland; the Scottish Council for Development and Industry; Confederation of British Industries Scotland. 


� Official Report, Enterprise and Culture Committee, c 1898


� European Central Bank Working paper series no. 242 (July 2003) Public Sector Efficiency: An International Comparison. Available at: http://www.scottish.parliament.uk/business/committees/enterprise/inquiries/bg/27%20Sup%20evidence.pdf


� Official Report, Enterprise and Culture Committee, c 1817


� The countries covered in the slide were, in ascending order of growth, Ireland, Norway, Canada, United States, Japan, Finland, Italy, France, United Kingdom, Germany, Sweden and Scotland. 


� Official Report, Enterprise and Culture Committee, c 1722


� Ibid. c 1722


� Ibid. c 1950


� Ibid. c 1849ff


� Ibid. c 2032
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Sheet1

		

				% of total small		% total med sized		% of total large		% of total

				businesses in UK		businesses in UK		businesses in UK		businesses in UK

		North East		2.50		3.28		3.20		2.52

		North West		9.43		10.91		9.86		9.46

		Yorkshire and the Humber		7.19		8.24		7.78		7.21

		East Midlands		6.91		7.43		6.59		6.91

		West Midlands		8.36		8.98		8.41		8.37

		East		10.17		9.27		8.60		10.15

		London		15.22		15.67		18.58		15.24

		South East		15.73		14.38		14.75		15.70

		South West		9.49		7.67		6.84		9.44

		Wales		4.49		3.76		3.08		4.48

		Scotland		7.16		7.50		6.78		7.16

		Northern Ireland		3.35		2.91		2.07		3.34

		UK		100.00		100.00		100.00		100.00
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				0-49		50-99		100-249		250-499		500-999		1000-4999		5000+		Total

		North East		2.08		2.57		2.69		2.70		2.56		2.57		2.55		2.52

		North West		8.54		9.50		9.73		9.78		9.72		9.85		9.92		9.46

		Yorkshire and the Humber		6.74		7.17		7.38		7.37		7.43		7.40		7.50		7.21

		East Midlands		6.84		6.95		6.96		7.03		6.78		6.85		6.50		6.91

		West Midlands		8.20		8.25		8.40		8.48		8.62		8.78		7.99		8.37

		East		10.00		10.46		10.17		9.95		10.18		9.94		9.36		10.14

		London		12.89		14.73		14.98		15.98		17.34		18.89		22.89		15.29

		South East		15.33		16.41		15.59		15.37		15.50		15.45		15.68		15.70

		South West		10.70		9.75		9.49		9.14		8.42		7.39		6.27		9.44

		Wales		5.95		4.38		4.46		3.94		3.53		3.25		2.74		4.47

		Scotland		7.40		7.03		7.35		7.46		6.88		6.46		6.17		7.16

		Northern Ireland		5.35		2.80		2.78		2.81		3.04		3.18		2.46		3.34

		UK		100.00		100.00		100.00		100.00		100.00		100.00		100.00		100.00
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		Registrations, Deregistrations and Net Change in Stock of VAT registered Businesses in Scotland and the UK

		Year		1997		1998		1999		2000		2001		2002		2003		2004

		Scotland

		Start of year Stock		120,915		122,700		123,970		124,550		125,215		125,650		126,020		126,560

		Registrations in year		12,440		11,860		11,435		11,260		10,850		11,010		11,915

		Registrations as % of stock		10.3		9.7		9.2		9.0		8.7		8.8		9.5

		Deregistrations in year		10,655		10,585		10,860		10,595		10,415		10,635		11,380

		Dergistrations as % of stock		8.8		8.6		8.8		8.5		8.3		8.5		9.0

		Net change in year		1,785		1,270		580		665		435		370		540

		Percent net change in year		1.5		1.0		0.5		0.5		0.3		0.3		0.4

		UK

		Start of year Stock		1,645,950		1,683,675		1,719,330		1,744,380		1,767,535		1,783,135		1,794,920		1,810,460

		Registrations in year		185,950		184,770		178,450		179,585		168,445		175,700		189,890

		Registrations as % of stock		11.3		11.0		10.4		10.3		9.5		9.9		10.6

		Deregistrations in year		148,230		149,115		153,400		156,440		152,840		163,920		174,355

		Dergistrations as % of stock		9.0		8.9		8.9		9.0		8.6		9.2		9.7

		Net change in year		37,725		35,655		25,050		23,155		15,600		11,785		15,540

		Percent net change in year		2.3		2.1		1.5		1.3		0.9		0.7		0.9
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