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Economy, Energy and Tourism Committee 
 

The Scottish Government's Draft Budget for 2012-2013 
 
The Committee reports to the Finance Committee and the Parliament as follows— 
 

Introduction 

1. This report reviews the spending proposals within the Finance, Employment 
and Sustainable Growth portfolio in the Scottish Government’s Scottish Spending 
Review 2011 and Draft Budget 2012-131 which fall within the remit of the 
Economy, Energy and Tourism Committee (“the Committee”). The Committee also 
considers how the Scottish Government’s plans will support the wider Scottish 
economy to meet the challenges and uncertainties ahead in relation to economic 
recovery and long-term, sustainable growth. 

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

 Bill Jamieson, Executive Editor, Scotsman Publications Ltd.; Professor 
John McLaren, Centre for Public Policy and Regions, University of 
Glasgow. 

 Colin Borland, Head of External Affairs, Federation of Small Businesses; 
David Lonsdale, Assistant Director, CBI; Ian Shearer, Interim Director, 
Scottish Retail Consortium. 

 Lena Wilson, Chief Executive, and Iain Scott, Chief Financial Officer, 
Scottish Enterprise; Alex Paterson, Chief Executive, and Forbes Duthie, 
Director of Finance and Corporate Services, Highlands and Islands 
Enterprise; Malcolm Roughead, Chief Executive, VisitScotland; Anne 
MacColl, Chief Executive, Scottish Development International. 

 Niall Stuart, Chief Executive, Scottish Renewables. 

 Norman Kerr, Director, Energy Action Scotland; Andrew Faulke, Policy 
Manager, Consumer Focus Scotland. 

                                            
1
 Scottish Government, Scottish Spending Review 2011 and Draft Budget 2012-13, September 

2011 

http://www.scotland.gov.uk/Resource/Doc/359651/0121519.pdf
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 John Downie, Director of Public Affairs, Scottish Council for Voluntary 
Organisations; Duncan Thorp, Parliamentary, Policy and Communications 
Officer, Scottish Social Enterprises Coalition; George Thomson, Chief 
Executive, Volunteer Development Scotland 

 Stephen Boyd, Assistant Secretary, STUC; Jim Boyle, Convener, Poverty 
Alliance. 

 John Swinney, Cabinet Secretary for Finance, Employment and 
Sustainable Growth. 

 Alex Neil, Cabinet Secretary for Infrastructure and Capital Investment, 
Scottish Government. 

3. In addition, the Committee also received written evidence from: Alliance 
Boots, Alliance of Sector Skills in Scotland, British Council of Shopping Centres, 
CBI Scotland, Consumer Focus, Energy Action Scotland, Existing Homes Alliance 
in Scotland, Federation of Small Businesses, Highlands and Islands Enterprise, 
Scottish Building Federation, Scottish Chambers of Commerce, Scottish Council 
for Development and Industry, Scottish Enterprise, Scottish Government, Scottish 
Property Federation, Scottish Renewables, Scottish Retail Consortium, Scottish 
Council for Voluntary Organisations, Scottish Tourism Forum, Scottish Trades 
Union Congress, Scottish Wholesale Association, Strategic Forum Partners, Stop 
Climate Chaos Scotland, Unison, VisitScotland, Wine and Spirit Trade Association 
and WWF Scotland.  

4. The Committee would like to thank all of those who gave evidence to 
the Committee. The Committee would also like to thank Mr Peter Wood, the 
Committee’s budget adviser, for his invaluable support and expert advice 
throughout the budget scrutiny process. 

Finance Committee guidance 
5. In its guidance to committees, the Parliament’s Finance Committee 
recommended that scrutiny of preventative spending should be integral to the 
annual budget process and that subject committees should scrutinise the Scottish 
Government’s progress in moving towards a more preventative approach to public 
spending. The Committee has sought to adhere to this guidance during this year’s 
scrutiny. 

The scope of the Committee’s scrutiny 

6. The Committee agreed the following remit and key issues as the basis of its 
scrutiny of the Draft Scottish budget for 2012-2013 and the 2011 Spending 
Review. 

Remit  
7. The Committee agreed to focus on: 

 how well the proposed Scottish Budget for 2012-13 and expenditure plans 
for later years will support the Scottish economy in meeting the challenges 
and uncertainties ahead; and  



Economy, Energy and Tourism Committee, 1st Report, 2011 (Session 3) 

 3 

 whether and how the resources allocated in the Economy, Energy and 
Tourism Budget line will be applied effectively to assist economic recovery 
and long-term growth. 

Key issues 
8. The Committee agreed pose the following questions: 

 What is the outlook for the Scottish economy over the next three years 
and what are the major risks? 

 Has Scottish Government adopted the most appropriate priorities in this 
budget for the year ahead and over the period to 2015 – particularly in the 
division of resources between social programmes and investment in 
education and infrastructure?    

 The budgets of the Enterprise Agencies have enjoyed some degree of 
protection – is this appropriate and how should the Enterprise Agencies 
focus their resources to promote recovery and growth? 

 Resources for Renewable Energy projects to be spent through SE and 
HIE have been substantially increased – how can these resources be 
most effectively deployed?  

 Resources available to VisitScotland have been increased – is this 
appropriate and how should they be applied?  

 Will the continued reduction in spending on social housing investment 
frustrate attempts to reduce fuel poverty by slowing the rate of 
improvement in the housing stock?  

 How will fuel poverty be affected by increased reliance on relatively 
expensive renewable energy? 

 Business rates are to be increased in line with inflation – will this represent 
an increased burden on business and will it affect  business performance 
in general and how will the tobacco and alcohol levy affect the retail sector 
in particular? 

 It is assumed that over the period to 2015 economic growth will deliver 
significantly increased rates income.  Is this realistic in the light of 
economic prospects? 

 What are the implications of the proposals in the draft budget to shift some 
£750m over the spending review period from the revenue budget to capital 
spending–for investment, for services and for economic growth? 
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BACKGROUND 

Economic backdrop 

9. The 2011 Spending Review and Draft Budget for 2012-13 have been 
prepared against a backdrop of national and international economic turmoil, with 
matters within the Eurozone and beyond unfolding on a daily basis. The growing 
sovereign debt crisis in the Eurozone has raised fears of a “double dip” recession 
and forecasts of economic growth are being downgraded.  Over the last year the 
performance of Scotland’s economy in expanding employment levels has been 
better than that of the UK as a whole but economic output has not grown in line 
with employment which suggests a decline in productivity. However, over the 
period 2008Q2 to 2010Q1, employment in Scotland fell by 4.5% compared with 
2.4% across the UK as a whole.  Compared with 2008Q2, employment in Scotland 
remains 2.9% lower, while across the UK as a whole employment is 1.6% lower.2  

10. The STUC argue that underemployment – reflected in high levels of 
involuntary part time working – is the “great untold story of the recession”.3 What is 
of great concern at both the UK and Scottish levels is the dramatic rise in youth 
unemployment, at the highest level since February 1997. Unemployment figures 
also show women are suffering disproportionately. 

11. For some commentators and the Scottish Government, doubt remains over 
the potential of the UK Government’s austerity programme to reduce the level of 
UK public debt and much concern has been expressed over the programme’s 
impact on growth and the speed of recovery. At the time of writing, it is not 
possible to predict what further UK policy measures will be adopted if the austerity 
programme’s targets are not met.  

12. What is clear is that the Scottish Government’s budget as a whole, while 
increasing in cash terms, will decline in real terms (as set out in table 1), over the 
Spending Review period, limiting the expenditure options available to the Scottish 
Government. The Cabinet Secretary for Finance, Employment and Sustainable 
Growth described the reductions in the real value of the Scottish Budget as 
“savage”.4 Decisions that the Scottish Government have taken, however, to afford 
greater protection in areas such as health spending, will mean that greater 
declines are felt elsewhere in the budget. 

13. Other external factors will come into play during the Spending Review period. 
The Poverty Alliance estimated that the welfare reforms which are expected to be 
introduced by the UK Government will remove £2 billion from the Scottish 
economy in the lifetime of this Parliament.5 These reforms, which include the 
reform of housing benefit, will have an appreciable impact on low income 
households and reduce demand in the economy. The Centre for Public Policy and 
Regions (CPPR) also pointed out that demographic changes will bring increases in 

                                            
2
 Office for National Statistics; latest figures relate to 2011Q3  

3
 STUC written submission to the Committee, October 2011, page 1. 

4
 Cabinet Secretary for Finance, Employment and Sustainable Growth, open letter to all 

businesses, 29 September 2011 
5
http://www.cas.org.uk/Resources/CAS/Migrated%20Resources/Documents/Politicians%20briefing

/ScotlandBillCttee_WelfareReformBill.pdf 

http://www.scotland.gov.uk/Resource/Doc/49303/0121456.pdf
http://www.scotland.gov.uk/Resource/Doc/49303/0121456.pdf
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demand for many public services as the population ages at the same time as 
budgets are being squeezed.6 Furthermore, Professor John McLaren of the 
CPPR, pointed out that there is a risk that inflation over the next few years will be 
significantly higher than assumed in the UK Spending Review and this would 
increase further the cash resources required to match budget commitments.7 

14. The implication of the economic factors considered above is that the 
assumptions underlying the Spending Review which determined the Scottish 
Government’s budget allocation may yet prove to have been too optimistic, 
increasing the pressures on the budget of the Scottish Government. 

The budget figures 

15. The following tables set out the changes to the Scottish Budget, in real terms 
(2011-12 prices) and cash terms, over the Spending Review period. 

Table 1: Allocation of TME, DEL and AME, cash terms 

£m 2011-12 2012-13 2013-14 2014-15 

Total DEL of which:  28,007.3 28,259.8 28,317.8 28,606.2 
             DEL Resource 25,400.6 25,788.4 26,079.4 26,286.6 
             DEL Capital 2,606.7 2,471.4 2,238.4 2,319.6 
AME 5,612.4 5,698.6 6,209.0 6,676.5 

Total Managed Expenditure 33,619.7 33,958.4 34,526.8 35,282.7 

 

Table 2: Allocation of TME, DEL and AME, real terms (2011-12 prices) 

£m 2011-12 2012-13 2013-14 2014-15 

Total DEL of which:  28,007.3 27,570.5 26,900.8 26,460.3 
             DEL Resource 25,400.6 25,159.4 24,774.4 24,314.7 
             DEL Capital 2,606.7 2,411.1 2,126.4 2,145.6 
AME 5,612.4 5,559.6 5,898.3 6,175.7 

Total Managed Expenditure 33,619.7 33,130.2 32,799.1 32,636.0 

 

Table 3: Percentage change in DEL, AME and TME in real terms 

% 2011-12 
to 

2012-13 

2012-13 
to 

2013-14 

2013-14 
to 

2014-15 

2011-12 
to 

2014-15 

Total DEL of which:  -1.6 -2.4 -1.6 -5.5 
             DEL Resource -0.9 -1.5 -1.9 -4.3 
             DEL Capital -7.5 -11.8 0.9 -17.7 
AME -0.9 6.1 4.7 10.0 

Total Managed Expenditure -1.5 -1.0 -0.5 -2.9 

Source: SPICe8 

16. The Departmental Expenditure Limit (DEL), which is the discretionary 
element of the Scottish Budget, to be allocated across portfolios, will be reduced 

                                            
6
 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 325. 

7
 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 328-329. 

8
 SPICe is the Scottish Parliament Information Centre. 
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by £436.8m (in real terms) or 1.6% in the 2012-13 budget compared with 2011-12. 
The allocation to the Enterprise, Energy and Tourism budget line, however, is set 
to increase slightly, as outlined below. 

Capital budgets 
17. Over the Spending Review period the reduction in the capital element of the 
DEL will be much higher, at 17.7%, than the overall DEL reduction, which will be 
5.5%. 

18. The Draft Scottish Budget proposes measures to mitigate partly this sharp 
reduction in capital resources. The Cabinet Secretary for Finance, Employment 
and Sustainable Growth placed much emphasis in his budget speech on his plans 
to transfer £750m from resource DEL to capital DEL over the Spending Review 
period,9 with the result that capital spending will be 11% higher and resource 
spending will be 1% lower than would otherwise be the case10. 

Enterprise, Energy and Tourism  
19. In real terms, the Enterprise, Energy and Tourism budget will increase by 
£0.2m (or 0.1%) in 2012-13 compared with 2011-12. Within this total, the single 
largest budget line is ‘Enterprise Policy and Delivery’.  Whilst there is an increase 
in this budget line of 7.8% in real terms over the Spending Review period, this 
largely reflects the merging of three budget lines (Enterprise Policy and Delivery, 
Industry and Technology Grants and Scottish Development International) into the 
Enterprise Agencies’ budgets from 2012-13 onwards. More detail is provided later 
in this report. 

Table 4: Enterprise, Energy and Tourism budget, 2011-12 prices 

 

2011-12 2012-13 2013-14 2014-15 

Budget 
Draft 

Budget  
Draft 

Budget  
Draft 

Budget  

£m £m £m £m 

Enterprise Policy & Delivery 283.4 314.1 309.9 305.4 

Industry & Technology Grants 45.2 - - - 

Energy 34.6 62.7 53.4 55.5 

Tourism 41.0 47.9 47.0 46.5 

Innovation & Industries  5.8 5.7 5.5 5.4 

Scottish Development International (SDI) 0.7 - - - 

Strategic Forum - -19.5 -23.7 -37.0 

Total Enterprise, Energy and Tourism 410.7 410.9 392.0 375.8 

Enterprise Policy & Delivery, Industry & 
Technology Grants and SDI total 329.3 314.1 309.9 305.4 

Source: SPICe 

Table 5: Changes in EET budget lines, real terms, and % 

 
Change 
2011-12 to 
2012-13 (%) 

Change 
2011-12 to 
2014-15 (%) 

Enterprise Policy & Delivery 10.8% 7.8% 
Energy 81.3% 60.4% 

                                            
9
 Scottish Parliament, Official Report, 21 September 2011 Col 1917. 

10
 Analysis provided by SPICe 
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Tourism 16.8% 13.5% 
Innovation & Industries  -2.4% -7.5% 

Total 0.1% -8.5% 

Enterprise Policy & Delivery, Industry & 
Technology Grants and SDI total -4.6% -7.3% 

Source: SPICe 

20. The Draft Budget also sets out a requirement for the partners of the Strategic 
Forum (Scottish Enterprise, Highlands and Islands Enterprise, VisitScotland, Skills 
Development Scotland and the Scottish Funding Council) to find savings of 
£20m/£25m/£40m (in cash terms) over the years 2012-13 to 2014-15.  It is not yet 
clear how these savings will impact on the individual bodies, but these required 
efficiencies will have a further negative impact on the Enterprise Policy and 
Delivery budget line. 

21. The energy line in the Draft Budget shows an increase of 81.3% in real terms 
in 2012-13 and 60.4% over the course of the Spending Review period. The Draft 
Budget document refers to spending of £300m on energy-related projects 
(including £200m on renewables) over the Spending Review period. There is also 
reference to “a new £60m capital budget [to] be allocated to renewable energy 
proposals.”11 

22. The tourism line in the Draft Budget increases by 16.8% in real terms in 
2012-13 and 13.5% in real terms over the course of the Spending Review period.  
This reflects one-off exceptional spending associated with the Ryder Cup, the 
Olympic and Commonwealth Games and the next Year of Homecoming. 

Other budget lines of interest to the Committee 
23. The table below sets out other budget lines which impact on the Committee’s 
remit.  

                                            
11

 Scottish Government, Scottish Spending Review 2011 and Draft Budget 2012-13, September 
2011, page 22. 

http://www.scotland.gov.uk/Resource/Doc/359651/0121519.pdf
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Table 6: Selected Level 2 / 3 budgets, £m, 2011-12 prices  

 

2011-12 2012-13 2013-14 2014-15 

Third Sector (Level 2) 

         

27.0  

         

23.9  

         

23.3  

         

22.7  

Current Funding for HEIs 

       

926.2  

       

977.8  

       

989.4  

       

982.1  

Current Funding for FE Colleges 

       

544.7  

       

494.5  

       

469.9  

       

435.4  

Capital Grants for FE Colleges/ HEIs 

         

91.0  

         

59.2  

         

43.6  

         

52.2  

Employability, skills & lifelong 

learning 

       

244.4  

       

234.5  

       

235.6  

       

226.2  

Supporting Economic Growth/ 

Housing 

       

268.5  

       

151.5  

       

126.8  

       

148.0  

Warm Homes Fund 

              

-    

           

3.2           7.4  

         

17.3  

Fuel poverty 54.5 63.4 61.7 61.3 

Broadband/Pathfinder/Digital Fund 

         

11.6  

         

18.1  

           

15.2  

           

14.8  

Non-domestic rates income 

 

2,171.4 2,207.8 2,313.2 2,464.2 

Source: SPICe 

24. The key funding changes, in real terms, are as follows:  

 Third Sector funding falls by 11.5% in 2012-13 and 16.1% over the 
Spending Review period; this includes £3m over the period to support the 
Reducing Re-offending Change Fund; 

 Funding for higher education institutions (HEIs) increases, but this is offset 
by reductions in funding for Further Education (FE) colleges over the 
course of the Spending Review; 

 Capital funding for the HEI/FE College sector falls by 42.7% over the 
Spending Review period; 
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 The regeneration line in the Draft Budget (‘Supporting economic 
growth/housing) falls by 44.9% over the Spending Review period, with 
most of the reduction in the first year; 

 Investment in superfast broadband will total £60m over the Spending 
Review period; 

 Fuel poverty spending increases by 16% in real terms in 2012-13, but falls 
by 3% and 1% in real terms in the subsequent two years (although the 
Warm Homes Fund will include measures to tackle fuel poverty); this 
comes on the back of a sharp decrease in the 2011-12 budget compared 
with the 2010-11 budget; and 

 Non-domestic rates (NDR) income is forecast to increase by 13.5% over 
the Spending Review period as a result of forecast increased occupancy 
of premises, changes in the treatment of empty properties and the 
introduction of the Public Health Levy on large retail properties that sell 
both tobacco and alcohol (projected to realise £30m in year one, rising to 
£40m thereafter).  If this level of NDR income is not realised, the Scottish 
Government is committed to meeting any shortfall through an increased 
grant to local government. 

Efficiency savings 
25. There is far less emphasis on efficiency savings in this year’s Draft Budget 
than in recent years.  In previous years, there has been an explicit efficiency 
savings target (3% in 2011-12) with the understanding that this was how some of 
the budget reductions were to be achieved.  This year, no overall efficiency target 
has been set  and the Scottish Government no longer plans to publish efficiency 
outturn reports.  This means it is harder to assess the expected impact of budget 
reductions on service levels or quality.     

26. The Draft Budget does, however, set out a requirement for the partners of the 
Strategic Forum to find savings of £20m/£25m/£40m (in cash terms) over the 
years 2012-13 to 2014-15.   

Preventative spend 
27. The Scottish Government’s programme for public service reform involves 
plans for “a decisive shift towards preventative spending”.12 The Draft Budget 
document refers to funding of “up to £500 million through these change funds to 
support the greater alignment of budgets across the public sector on a 
preventative and outcomes-focused basis”.13 The Reducing Re-offending Change 
Fund, for which there is £3m of funding in the Third Sector budget line, is included 
within this.14 On this issue, SCVO stated that “analysis of the change fund for 

                                            
12

 Scottish Government, Scottish Spending Review 2011 and Draft Budget 2012-13, September 
2011, page vii. 
13

 Scottish Government, Scottish Spending Review 2011 and Draft Budget 2012-13, September 
2011, page 224. 
14

 The analysis of the budget figures in this section was provided by SPICe 

http://www.scotland.gov.uk/Resource/Doc/359651/0121519.pdf
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reshaping care for older people has shown that only 18 per cent has been 
allocated for prevention”.15 

                                            
15

 Economy, Energy and Tourism Committee, Official Report, 2 November 2011, Cols 441-442  
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KEY ISSUES 

Does the Draft Budget offer the right priorities for economic recovery and 
long term growth? 

28. This Draft Budget comes at a time of unprecedented global economic turmoil. 
Scotland, along with the rest of the UK and many European countries, faces a 
great deal of uncertainty over its economic future. Therefore, any measures to 
strengthen the economy and stimulate sustainable economic growth are to be 
welcomed.16 The Cabinet Secretary for Finance, Employment and Sustainable 
Growth, in an open letter to every business in Scotland, specified four key areas in 
which the Spending Review and Draft Budget 2012-13 aims to support economic 
growth. There were: 

 boosting public sector capital investment;  

 improving access to finance and encouraging new private investment;  

 enhancing economic security to support confidence across the Scottish 
economy; and,  

 taking direct action to tackle unemployment.17 

29. The remainder of this section of the reports looks at the key policies and 
programmes of the Scottish Government and its key agencies, and the evidence 
that the Committee heard on each. 

General levels of support for business and the role of SMEs 

30. All witnesses who appeared before the Committee expressed considerable 
concern over the outlook for Scottish businesses and for smaller businesses in 
particular.  

31. Bill Jamieson, Executive Editor of The Scotsman, emphasised the 
importance of support for small and medium sized enterprises (SMEs) “because 
that sector is likely to have the greatest potential for employment creation”.18 He 
spoke of his concern for those businesses which had withstood two years of poor 
trading conditions and were now extremely vulnerable. He said that “the prospect 
is that next year will be the year in which they will throw in the towel or their banks 
will throw the towel in for them”.19 

32. Professor John McLaren of the CPPR was concerned about whether tourism 
and export policies, for example, were tailored to the needs of SMEs or whether 
there was an unhelpful focus on large firms.20  

                                            
16

 Patrick Harvie recorded his dissent to this sentence. 
17

 Cabinet Secretary for Finance, Employment and Sustainable Growth, open letter to all 
businesses, 29 September 2011 
18

 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 325. 
19

 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 326. 
20

 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 327. 

http://www.scotland.gov.uk/Resource/Doc/49303/0121456.pdf
http://www.scotland.gov.uk/Resource/Doc/49303/0121456.pdf
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33. Other witnesses spoke of difficulties with both the availability of business 
credit and the willingness of businesses to borrow in order to invest.  There was 
not a consensus on the part of witnesses as to whether ability to borrow was more 
affected by a lack of business confidence or by the higher borrowing costs and 
loan conditions imposed by lenders since the financial crisis. Witnesses also 
spoke of the “breach of trust” which had occurred between lenders and businesses 
at this time,21 which had reduced the confidence of businesses in dealing with 
lenders.  There was support among witnesses for measures which would help 
SMEs to improve their ability to pitch to banks and to secure finance.22 Witnesses 
also called for a simplified, one-stop-shop to enable businesses to comply with 
regulation surrounding the employment of staff.23 

34. The wider economic malaise does, of course, mean measures to increase 
investment in order to build up supply capacity may prove ineffective if no market 
exists for the output. Witnesses agreed that, until issues in the world economy, 
and especially the Eurozone, are resolved, this uncertainty would remain.24  

35. The FSB said of the proposed Enterprise Areas, “with limited information 
available about the Scottish Government’s plans we are unsure about the extent of 
opportunity for small businesses. The evidence on the introduction of enterprise 
‘zones’ elsewhere (both in the UK, EU and US) suggests that the impact can be 
limited with serious risk of displacement”.25 Alliance Boots added that “It is difficult 
to judge the Strategic Spending Review and draft budget until there is more detail 
on key initiatives, such as the Cities Strategy and the proposed Enterprise 
Areas”.26 

36. We urge the Scottish Government to come forward at the earliest 
opportunity with the detail of how its proposed Enterprise Areas will work. 

The value of the Small Business Bonus Scheme 

37. Colin Borland of the Federation of Small Businesses (FSB) welcomed the 
continuation of the Small Business Bonus Scheme (SBBS), describing it as a 
“lifeline” for businesses through difficult times.27 The Scottish Retail Consortium 
said that “we support the small business bonus scheme”.28 Alliance Boots29 and 
the Scottish Property Federation30 also welcomed its continuation.31 However, 
Stephen Boyd of the STUC strongly disagreed. He argued that, if £1,400 (the 
Scottish Government’s estimate of the average annual saving to businesses in 
2009-10 under the scheme) was material to the survival of a firm, then that firm 
was not a viable, sustainable business in the first place. He argued that the annual 
sum of approximately £130m per annum spent on the Scheme would be better 

                                            
21

 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 337. 
22

 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 328. 
23

 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 331. 
24

 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 330. 
25

 FSB written submission to the Committee, October 2011, page 2. 
26

 Alliance Boots, written submission to the Committee, October 2011, page 1. 
27

 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 352. 
28

 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 353. 
29

 Alliance Boots, written submission to the Committee, October 2011, page 1. 
30

 Scottish Property Federation written submission to the Committee, October 2011, page 3. 
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used for the “under-capitalised” Scottish Investment Bank, to offer targeted 
support for investment and research and development by firms.32 He added that, 
as an economic development measure, the SBBS was “money wasted” and that 
there were better, more economic efficient ways of supporting SMEs.33  

38. When he gave evidence to the Committee, the Cabinet Secretary for 
Finance, Employment and Sustainable Growth said that 85,200 properties had 
had their rates burden reduced or removed by the scheme and that he had been 
told how valuable it was for small business owners.34 

39. The majority of respondents on this point regarded the Small Business 
Bonus Scheme as a positive measure for small businesses. However the 
Committee notes that no assessment has been made of the overall 
economic impact of the scheme compared with other measures which could 
be implemented at the same cost. The majority of the Committee therefore 
welcomes the continuation of the Small Business Bonus Scheme during this 
Spending Review period but recommends that the Scottish Government 
undertake an evaluation of its overall economic benefit in order to shape 
future thinking and decision-making. 

Empty property rates relief scheme 

40. Witnesses were divided over the proposal for empty property rates relief, 
which the Draft Budget stated “will be reformed to provide strong incentives to 
bring vacant premises back into use, reducing the prevalence of empty shops in 
town centres and supporting urban regeneration”.35 It was recognised by 
witnesses that there would be winners and losers as a result of the reforms.36 
Alliance Boots said that it looked “forward to the reform of empty property relief, 
with the aim of bringing empty premises back into use”.37 The Scottish Council for 
Development and Industry (SCDI), however, expressed a number of concerns 
over the reform and cautioned that “the experience in England has been that 
vacancy rates have increased since the relief was reduced and the anticipated 
substantial revenue savings have not been achieved”.38 The Scottish Chambers of 
Commerce described the plans as “worrying”.39 

41. Responding to calls from a member of the Committee that an impact 
assessment of the measure would be useful, the Cabinet Secretary for Finance, 
Employment and Sustainable Growth said— 

“The changes that we are making are at such a level that I do not consider 
that a regulatory impact assessment is required. We are in a period of 
consultation on the question of empty property relief and the changes that the 

                                            
32

 Economy, Energy and Tourism Committee, Official Report, 2 November 2011, Col 468. 
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Government is proposing to make, so I will listen to the representations that 
are made to me. I will shortly be seeing the Scottish Property Federation, 
which has made representations to me on the issue.”40 

42. Colin Borland agreed that such a scheme might also be extended to ensure 
that brownfield sites are not held back from development.41 

43. The Committee notes that the Cabinet Secretary for Finance, 
Employment and Sustainable Growth undertook to listen to representations 
on the empty property relief reforms proposed in the Draft Budget. The 
Committee, however, believes that it would be helpful to have additional 
detail on how the scheme would operate, and what its impact would be, so 
that the representations made to the Cabinet Secretary can be fully 
addressed.42 

Pay policy 

44. The Draft Budget sets out the Scottish Government’s intention to freeze 
public sector wages in 2012-1343, which, it argues, will help to maintain 
employment levels. Professor John McLaren pointed out that— 

“when people become unemployed, they start to lose their skills, and the 
more they lose their skills, the more difficult it is for them to get back into 
employment when jobs are available. A pay freeze or even a move to having 
more part-time jobs, will keep people in employment and maintain their 
skills”.44 

45. Jim Boyle of the Poverty Alliance argued for a living wage across the public 
sector and also to be built in as a condition of public contracts. He argued that the 
Draft Budget lacked vision when it came to selecting the right priorities and 
choices for a fairer society.45  

46. Professor John McLaren emphasised the need to debate policy on public 
sector pay publicly as it “will not happen unless people buy into it.”46 A written 
submission from STUC said “There is nothing in this Budget to assist hard pressed 
public sector workers currently suffering from pay freezes and increased pensions 
contributions”,47 while UNISON said that the freeze “means that those who remain 
in work have less to spend which is again impacting growth in the private sector” 
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and advised the Committee to “to get beyond the rhetoric of blaming Westminster 
and hold the Government to account for their spending choices”.48 

 
47. The majority of the Committee recognises the challenges facing public 
sector budgets within the current UK Government Spending Review 
arrangements and accepts the Scottish Government’s decision to freeze 
public sector pay in 2012-13. However, beyond this date, the Committee 
would like to see further discussions and consultations in order to take the 
staff and unions with them if the Scottish Government chooses to extend a 
pay freeze beyond this period.49  

48. However, a minority of the Committee recognises the challenges facing 
public sector budgets within the current UK Government settlement 
arrangements and notes with regret the Scottish Government’s decision to 
continue to freeze public sector pay in 2012-13. The minority of the 
Committee therefore recommends that the Scottish Government place a 
high priority on ending the pay freeze at the earliest possible time. The 
minority of the Committee calls on the Scottish Government to hold further 
discussions with staff and unions to apprise them of the timescale for the 
ending of the pay freeze.50 

49. The Committee recommends that, for as long as the pay freeze is in 
place, the threshold for protection from this measure – an income of £21k or 
below – should be reviewed on an annual basis. The Committee further 
recommends that the Scottish Government acts to address the bonus 
culture which still exists within some parts of the senior civil service and in 
some Government agencies. 

The social wage 
50. The Draft Budget sets out the Scottish Government’s intentions around what 
it describes as the social wage. It says— 

“the Social Wage asks those who work in the public sector to accept pay 
restraint while the Government will support households through measures 
such as the council tax freeze, free education and the abolition of prescription 
charges. Through the choices in this Spending Review, we are acting to 
create new economic opportunities, protect household income, support 
frontline services and improve our environment. Our initiatives aim to help 
households facing pay restraint, a necessary measure to protect jobs and 
assist the economy”.51 
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51. Stephen Boyd of the STUC observed that free prescriptions and a council tax 
freeze were unlikely to “fill the gap” for a public sector worker earning £25,000, but 
he welcomed the concept of a social wage and said that it represented a “decent 
start” on the Scottish Government’s stated intentions around solidarity, equality 
and cohesion.52 Jim Boyle of the Poverty Alliance also welcomed the social wage 
as the starting point for a process which would promote and protect the rights of 
citizens with respect to healthcare, dignity and employment.53 The Cabinet 
Secretary for Finance, Employment and Sustainable Growth said ”the council tax 
freeze has a proportionately greater impact on those who have low incomes than it 
does on those who have higher incomes”.54.  

52. The Scottish Government’s National Performance Framework sets out the 
following indicators and targets: 

 Indicator: solidarity, target: To increase overall income and the proportion 
of income earned by the three lowest income deciles as a group by 2017. 

 Indicator: cohesion, target: To narrow the gap in participation between 
Scotland's best and worst performing regions by 2017 

53. Referring to the £2 billion which, it is estimated, will be removed from the 
Scottish Economy over the life of this Parliament through the UK Government’s 
welfare reform proposals, Jim Boyle said– 

“a social wage will not make up for that loss. The other factor in that is that 
that money that the poorest people get is spent within their communities. If 
we take £2 billion not just out of the poorest communities but out of the 
Scottish economy, what effect will that have?…that is where the real 
challenge for cohesion, equality, solidarity and the social wage will come. 
What will the Scottish Government do when the welfare reforms start to hit 
the poorest in society?”55 

54. The Committee welcomes the concept of the social wage. However, the 
Committee looks forward to more detail on the concept and greater clarity 
on how the measure will support solidarity and cohesion, and reduce 
inequality particularly during times of economic hardship. 

Apprenticeships 

55. The Draft Budget sets out the Scottish Government’s commitment to fund a 
“record” 25,000 modern apprenticeships. It also states that “we will use 
procurement as a lever for economic growth and, to this end, we intend to require 
recipients of major public contracts to deliver new training, employment and 
apprenticeship opportunities”.56 
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56. Colin Borland of the Federation of Small Businesses confirmed that the 
appetite among his members for taking on apprentices was strong but that 
barriers, such as the administrative burden, remained.57 He regretted the pressure 
on the Further Education budget, given colleges’ role in developing 
apprenticeships.58 The Scottish Building Federation, in its written submission, 
welcomed the Scottish Government’s commitment to place conditions on public 
procurement and argued that conditions should be placed on contracts of all 
sizes.59 

57. The decline in the further education budget is explored in greater detail in a 
later section of this report. 

The transfer of resource budget to capital  

58. As set out in the background section of this paper, the Cabinet Secretary for 
Finance, Employment and Sustainable Growth plans to offset some of the 
reduction in the capital budget by transferring £750m from resource DEL to capital 
DEL over the Spending Review period. This will have the result that capital 
spending will be 11% higher and resource spending will be 1% lower than would 
otherwise be the case.60 

59. The Scottish Futures Trust (SFT) was established in 2008 with the central 
aim of helping the Scottish Government achieve better value for money from 
public infrastructure investment in Scotland.61 It is anticipated that the SFT will 
assist with the leverage of private finance to provide a £2.5 billion programme of 
investment.62  

60. In A Scottish Budget for Growth the Scottish Government asserts that “capital 
investment is key to economic recovery”. Accordingly, the £200million per annum 
transfer will be conducted as part of a package of measures to promote 
“investment in the infrastructure Scotland needs to prosper, supporting jobs and 
promoting growth”. These include the non-profit distributing model (NPD), which 
includes a £2.5 billion pipeline of projects; use of Network Rail’s Regulatory Asset 
Base, key projects such as the Forth Replacement Crossing, (which will be funded 
from traditional DEL capital) and the delivery of 30,000 new affordable homes.63 
The Tax Incremental Financing model (TIF) will also be deployed. The Draft 
Budget describes it as “a means of funding public sector infrastructure judged to 
be necessary to unlock regeneration and sustainable economic development in an 
area, and which may otherwise be unaffordable to local authorities”.64  
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61. Specific information within the Draft Budget document on where the transfers 
will occur is limited. The Scottish Government has confirmed, however, the 
following broad allocation: 

Table 7: Resource to capital transfer plans 

Spending area 
Planned transfer from resource to 

capital over Spending Review 
period 

Health £320m 

Warm Homes/ Future Transport Funds Up to £50m 

Other Scottish Futures Fund  
‘Significant elements’ of planned 

£100m spending 

Enterprise Agencies Upwards of £280m 

Total £750m 

Source: SPICe 

62. Many witnesses were supportive of this transfer from resource to capital, at 
least in principle65 but regretted the lack of detail contained in the budget 
documents. As Professor John McLaren said, “we need a long term plan for 
capital”.66 However, Professor McLaren also argued for a cost-benefit analysis in 
each area of expenditure in order to identify the projects that would have the 
greatest and earliest impact on the economy. 

63. The Cabinet Secretary for Finance, Employment and Sustainable Growth 
explained that projects were measured against the Scottish Government’s purpose 
of creating a more successful country, with opportunities for all of Scotland to 
flourish, through increasing sustainable economic growth, and were also informed 
by the Scottish Government’s Infrastructure Investment Plan, which would be 
refreshed later in the year. He added that the Government looked for projects that 
were ready to proceed and would make the greatest economic impact.67 

64. David Lonsdale of CBI Scotland also welcomed the move, and echoed 
Professor John McLaren’s concern over the lack of detail.68 CBI Scotland’s written 
submission places an emphasis on transport and communications projects which, 
it feels would be more likely to enhance growth. The STUC’s written submission 
also regrets the level of detail within the Draft Budget on this measure. The 
measure was welcomed in written submissions by the Scottish Property 
Federation, SCDI and the Existing Homes Alliance. 

65. SCDI cautioned that “the fact that a large proportion of the budget shifted 
from resource to capital will be in the enterprise budget will reduce the economic 
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benefit of this decision”.69 The Scottish Building Federation called on the Scottish 
Government to go further saying, “we believe additional measures could be taken 
to reinforce the capital spending programme still further, given the crucial role of 
capital investment in helping to secure sustainable long-term economic recovery in 
Scotland”.70 This report explores the contribution made by the enterprise agencies 
to the transfer of resources, and whether their actions represent anything new, in 
later sections. 

66. The Cabinet Secretary was unable to place an accurate figure on the amount 
of private investment the Scottish Government hoped to lever through its plans for 
capital expenditure. He said, however, “I hope to encourage significant volumes of 
private investment”. He also cited the considerable value (£750million) of 
renewables projects which had started generating in the last 12 months.71 

67. Jim Boyle of the Poverty Alliance argued that there is little evidence to 
demonstrate that money spent on large infrastructure projects “trickles down” to 
poorer sections of society and that plans for such expenditure should take more 
account of poverty eradication rather than continue to rely on a “trickle down” 
effect which, he argued, had been demonstrated not to work.72 He offered the 
example of spending money on retrofitting homes to make them more energy 
efficient as a way of creating local employment, up-skilling the workforce, while, at 
the same time, moving people out of fuel poverty and putting more money in their 
pockets to spend in the local economy.73 He regretted the level of community 
engagement in deciding how available money should be spent and said that the 
views of those who are experiencing poverty were not heard.74 Stephen Boyd of 
the STUC pointed out that civic Scotland is no longer represented on the 
governance of local regeneration. He said— 

“Our general secretary sits on Scottish Enterprise’s board, but no other figure 
from the trade union movement or anywhere in civic Scotland currently has 
any input into the boards that have a locus for economic development in 
Scotland.”75 

68. Stephen Boyd also said “we have to make full use of the scope of European 
procurement law, which allows us to introduce social, environmental and 
employment concerns into the procurement process”.76 Jim Boyle agreed that 
capital projects would have a greater impact if such considerations were taken into 
account and the views of the local community were sought.77 

69. The Committee recognises that a balance must be struck between 
restoring confidence through clear and detailed capital expenditure plans 
and retaining some flexibility to stimulate economic recovery. However, it 
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regards the detail set out in the budget regarding the transfer between 
resource and capital as insufficient at this stage to make any assessment on 
the merits of what is planned. The Committee would have welcomed greater 
clarity in this year’s Budget announcement to allow for more effective 
scrutiny of what has been presented as a major plank of the Scottish 
Government’s plans for the Spending Review period. Furthermore, there is a 
lack of clarity as to how firm the plans to transfer resource to capital are at 
this stage. The Cabinet Secretary for Finance, Employment and Sustainable 
Growth emphasised that any resource to capital decisions would be taken 
on an annual basis.  This leaves it unclear whether the £750m resource to 
capital transfer represents a firm commitment at this stage, or a policy 
aspiration.   

70. It is also unclear to what extent this shift of resources represents any 
change on established policy. As discussed in a later section of this report, 
the Enterprise Agencies have for many years funded a large part of their 
capital spend from their revenue budgets  

71. The Committee notes the concern of the Poverty Alliance that the 
economic benefits of some forms of capital investment are not enjoyed by 
the majority of people, and may come at a cost borne disproportionately by 
the poorest.78  

72. The Committee recommends that the Scottish Government make a 
detailed analysis of the capital projects which could, potentially, be funded 
by a transfer from resource spending and the costs and benefits – including 
the social and environmental benefits – of each project. The analysis should 
be capable of ranking the return for investment – both economically and 
socially- on each project and should be available for scrutiny by the 
Parliament before this year’s budget round is complete. Despite the 
Committee’s request, the Committee notes that the Cabinet Secretary for 
Infrastructure and Capital Investment did not provide a confirmation on 
whether or not the use of savings from the Forth Road for the Warm Homes 
and Future Transfer Fund represents a transfer of revenue to capital budget. 

73. The Committee would wish to see on a regular basis a written report 
showing the planned transfer of revenue to capital so that the Committee 
might make assessment of the impact of what is planned. 

Non domestic rates 

74. The Scottish Government forecasts non-domestic rates (NDR) income to 
increase by 13.5% over the Spending Review period, with some of this increase 
resulting from the introduction of the Public Health Levy on large retail properties 
that sell both tobacco and alcohol (projected to realise £30m in year one, rising to 
£40m thereafter). However, a very large part of the forecast increase depends 
upon estimates of increased occupancy of buildings.   
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75. The Scottish Chambers of Commerce (SCC), in its written submission to the 
Committee, questioned the Scottish Government’s predictions for growth in 
business rates revenue.79 The Cabinet Secretary for Finance, Employment and 
Sustainable Growth told the Committee that “the figures are founded on the 
assessment of likely growth in economic activity in Scotland, and I consider them 
to be robust estimates of the likely revenue that will be raised”.80 

76. If this level of NDR income is not realised, the Scottish Government is 
committed to meeting any shortfall through an increased grant to local 
government. In this respect, Professor John McLaren warned that the growth 
assumptions “will have been built in before March, since when the growth 
forecasts have been declining”.81 

77. The Cabinet Secretary for Finance, Employment and Sustainable Growth, in 
an open letter to businesses admitted— 

“It is true that some businesses will pay more as a result of my budget - very 
large retail properties that sell both tobacco and alcohol and some empty 
premises. I think it is entirely fair and reasonable that other tax payers do not 
subsidise the owners of empty properties and that large retailers contribute 
more to tackling the social and health issues associated with alcohol abuse.” 

78. He added— 

“Aside from these two new proposals and the normal annual inflationary 
changes in the pence in the pound tax rate (poundage), which is a 
consequence of setting the same rate as that in England, there is no uplift to 
existing businesses rates bills”.  

79. Witnesses commented on the unfairness which might be held to be inherent 
in the Scottish Government’s decision to freeze domestic rates (council tax) but 
increase NDRs.82 

80. The committee welcomes the Government’s decision to ensure that the 
NDR poundage does not rise above that in England.83 However, it is 
concerned that deterioration in the economic situation may mean that 
projected increases in NDR income will not be realised leading to increased 
requirements for other forms of revenue raising, or for the Scottish 
Government to increase support to Local Authorities.   

Public Health Levy for large retailers 
81. The Draft Budget announced that— 

“the business rates paid by large retailers who sell tobacco and alcohol 
products will be increased by a supplement from 1 April 2012. The estimated 
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income raised from this supplement will contribute to the decisive shift in the 
Spending Review to preventative spend measures to be taken forward by 
local authorities and their partners in NHS and Scottish Government”.84 

82. The Scottish Government has said that the levy will represent 0.1 per cent of 
retail turnover in Scotland.85 This equates to £30-40m per year. Ian Shearer of the 
Scottish Retail Consortium (SRC) argued that “that figure is not relevant, because 
it refers to the turnover of all retailers in Scotland, which is about £25 billion a 
year”.86 

83. The Committee has sought to quantify the impact of a growing NDR burden 
on firms’ ability to grow. Professor McLaren pointed out that “there is…not 
necessarily a straight crossover between growth and growth in non-domestic 
rates” but regretted the uncertainty that would be created by altering the rates 
regime. Ian Shearer argued in relation to the health levy that “tilting the playing 
field to keep larger businesses at bay”87 may have unintended consequences and 
result in less money rippling out to small businesses. On the other hand, Colin 
Borland of the Federation of Small Businesses said that “any moves to level the 
playing field…would be welcomed”.88  

84. Ian Shearer spoke of the “profound anger among the companies that are 
affected” by the proposed health levy and referred to the Cabinet Secretary for 
Finance, Employment and Sustainable Growth’s previous statement that the 
Scottish Government had no plans to introduce a large retail supplement. He 
warned that the health levy policy could result in large increases to the rates bills 
of some businesses with just six months’ notice.89 In its written submission, CBI 
Scotland said that it was extremely alarmed at the decision and, again, regretted 
the lack of detail in the budget document. It went on to argue that the levy is 
inconsistent with the Scottish Government’s stated views on a competitive tax 
regime for Scotland90 and represents a break with the Scottish Government’s 
promises on poundage rate parity with the rest of the UK. In written and oral 
evidence, the CBI called for a Business and Regulatory Impact Assessment 
(BRIA) of the policy.91  

85. Referring to the health levy, the Wine and Spirit Trade Association regretted 
that “the Scottish Government failed to consult with retailers in advance of the tax 
being announced”. It estimates that— 

“The additional tax at £40million per year as proposed will effectively mean 
that those retailers subject to the tax will need to make additional sales of 
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around £1billion (excluding VAT) to recoup the costs of the additional tax to 
their business, given low supermarket margins”.92 

86. SCDI was “very disappointed by the complete lack of consultation by the 
Scottish Government in relation to its proposed public health levy on large retailers 
of both tobacco and alcohol, and the absence of an associated Business and 
Regulatory Impact Assessment”.93 

87. On the question of affordability and the potential to affect investment 
decisions, Ian Shearer argued that supermarkets tend to have lower margins than 
smaller businesses and, therefore, the levy could impact on marginal investment 
decisions by those businesses. The Wine and Spirit Trade Association echoed this 
concern It said the levy would: “influence future investment decisions, making 
investment in Scotland less attractive relative to other locations”.94 Similarly, the 
Scottish Wholesale Association said “the anticipated levy would substantially affect 
the viability of the small number of wholesale outlets in Scotland” and was 
concerned about the knock-on effect for small businesses, adding “potentially 
reducing access to products for small family businesses throughout all regions and 
areas of the Country”.95 The Scottish Property Federation, in its written submission 
cited “over-regulation” as a threat to economic growth, specifying the health levy 
as an example.96 The British Council of Shopping Centres echoed concerns 
regarding investment in Scotland.97 

88. A range of witnesses expressed the concern that the levy marked a 
precedent which could be extended to, for example, small retailers of tobacco or 
alcohol or, indeed, “unhealthy” foods.98 

89. The STUC however, endorsed the Scottish Government’s plans to introduce 
the levy in its written submissions. The STUC described it as a “reasonable and 
proportionate measure”. The Federation of Small Businesses welcomed the 
potential of this measure to help “address the imbalance in the rates burden 
between small and large businesses”.99  

90.  The Committee welcomes the introduction of the public health levy on 
large retailers, believes that any measure to reduce the consumption of 
cigarettes and alcohol is to be welcomed and concludes that the impact on 
investment decisions and on employment levels appears likely to be 
minimal.100 
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91. The Committee calls on the Scottish Government to monitor the impact 
of the levy on sales of the targeted products, and to report back to 
Parliament within 18 months on the effectiveness of the measures in terms 
of (a) public health (b) revenue generation and (c) employment in the retail 
sector.101 

Assessing the impact of the Public Health Levy for large retailers 
92. Written submissions from The Wine and Spirit Trade Association, SCDI, 
Scottish Chambers of Commerce, the Scottish Retail Consortium and CBI all 
called on the Scottish Government to carry out a Business and Regulatory Impact 
Assessment on the Public Health Levy in accordance with the Scottish 
Government’s own guidance on BRIAs, which states “All policy changes, whether 
European or domestic, which may have an impact upon business or the third 
sector, should be accompanied by a Business and Regulatory Impact Assessment 
(BRIA).”102 

93. John Swinney, the Cabinet Secretary for Finance, Employment and 
Sustainable Growth, told the Committee that the advice he received from his 
officials led him to conclude that the measure would be “affordable and 
sustainable” and that he did not “consider the levy will damage employment”103 He 
explained that he had decided not to conduct a BRIA because “as the effect will be 
on 0.1 per cent of retail turnover, such an assessment would be 
disproportionate”104 He added that he would consider the request to carry out a 
BRIA, which was put to him by the Committee. 

94. The Committee notes the Cabinet Secretary for Finance, Employment 
and Sustainable Growth’s assurances regarding the impact of the public 
health levy for large retailers on employment levels and profitability. 

95.  The Committee accepts that a business and regulatory impact 
assessment of the measure is not necessary on this occasion as the 
anticipated impact on businesses will be minimal.105 

Wider incentives through NDRs 
96. The Committee also heard evidence on the concept that NDRs might be 
used to incentivise businesses to make ethical decisions, such as paying the living 
wage or procuring goods and services locally. Professor John McLaren suggested 
that, if business rates were under the control of local government, “a more 
imaginative approach could be adopted that was suited to the local area”, while Bill 
Jamieson argued that “piling another layer of social and ethical agendas on to 
companies, on top of what they already do” might not be helpful to businesses.106 
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97. The Committee can see merit in empowering local authorities to take a 
degree of control of some aspects of business rates and welcomes the 
discussions taking place between the Scottish Government and COSLA on 
the introduction of a Business Rates Incentivisation Scheme (BRIS). 

Budget proposals for the Enterprise Agencies 

98. The Enterprise Policy and Delivery budget line accounts for the largest 
proportion of the budget within the Committee’s remit and includes the budgets for 
Scottish Enterprise (SE) and Highlands and Islands Enterprise (HIE).  Although 
there is an increase in this budget line of 7.8% in real terms over the Spending 
Review period, this largely reflects the merging of three budget lines from 2012-13 
onwards.  If the combined budgets of Enterprise Policy & Delivery, Industry & 
Technology Grants and Scottish Development International (SDI) are considered, 
the budget falls by 4.6% in 2012-13 and by 7.3% in real terms over the Spending 
Review period. 

99. For the Spending Review period, HIE’s budget remains flat in cash terms, 
following reductions in its budget in earlier years.  SE’s budget reduces by 4.6% in 
cash terms over the Spending Review period.  However, comparisons of the 
enterprise agencies’ budgets over time are complicated by changes in the 
responsibilities of the agencies which have occurred, such as the transfer of RSA 
and SMART grants to SE in 2011-12 and the transfer of the urban regeneration 
companies’ budget away from SE in 2012-13.  

Table 8: SE/ HIE Grant-in-aid (excluding non-cash) 

       Cash prices 2011-12 prices 

  SE HIE SE HIE 

  £m £m £m £m 

2008-09 236 62 254 67 

2009-10 250 59 264 62 

2010-11 201 55 207 56 

2011-12 240 48 240 48 

2012-13 231 48 225 47 

2013-14 231 48 220 46 

2014-15 229 48 212 45 

2011-12 to 2012-13 -3.8% 0.0% -6.2% -2.4% 

2011-12 to 2014-15 -4.6% 0.0% 
-

11.7% -7.5% 

Source: SPICe 

100. The Committee sought an explanation for the apparently steeper decline in 
HIE’s budget compared with that of SE between 2008 and the current financial 
year (£62m to £48m compared to a rise from £236m to £240m respectively). 
Forbes Duthie of HIE, said “We are not aware of any particular shift in funds”.107 
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101. The Cabinet Secretary for Finance, Employment and Sustainable Growth told 
the Committee that “the budget for Highlands and Islands Enterprise had been 
boosted by a variety of one-off interventions in the period around 2006-07” and “If 
we look at the trend budget on core activities for the respective enterprise 
companies, notwithstanding the structural changes that have been undertaken in 
the period since this Government was elected, we see that the pattern of change 
is broadly comparable”.108 

102. The Draft Budget also sets out a requirement for the partners of the Strategic 
Forum (SE, HIE, VisitScotland, Skills Development Scotland and the Scottish 
Funding Council) to find savings of £20m/£25m/£40m (in cash terms) over the 
years 2012-13 to 2014-15.  It is not yet clear how these savings will impact on the 
individual bodies, but these required efficiencies will have a further negative 
impact on the Enterprise Policy and Delivery budget. 

The agencies’ contribution to shifting revenue to capital 
103. The Draft Budget states that— 

“The Enterprise budget is focused on supporting growth companies, sectors 
and markets. Scottish Enterprise and Highlands and Islands Enterprise will 
have the flexibility to use resource budget to support capital programmes in 
pursuit of these objectives”. 

104. Figures provided by the enterprise agencies at the request of the Committee 
show that some £256m of resource budget will be transferred to capital within the 
enterprise agencies’ budgets over the Spending Review period. As such, the 
enterprise agencies account for one-third of the Scottish Government’s proposed 
£750m resource to capital transfer. 

105. Scottish Enterprise’s initial submission revealed a decline in the grant-in-aid 
allocated for capital expenditure. Alex Paterson (Chief Executive, HIE) and Lena 
Wilson (Chief Executive, SE) both maintained that their organisations had always 
utilised the facility to shift resource budget into capital expenditure as a matter of 
course and that 2012-13 would be no different.109 Alex Paterson gave specific 
examples of projects in the HIE area which would require capital: the campus 
project in Inverness and the marine science park in Argyll. Key capital projects for 
SE are ports infrastructure for renewable energy, the international technology and 
renewable energy zone (ITREZ) project, Edinburgh Bioquarter and the Scottish 
Exhibition and Conference Centre. Lena Wilson confirmed that— 

“For the spending review period, the capital element of our cash budget totals 
about £66.9 million, but our planned capital expenditure will be in the region 
of £300 million”.110 

106. Regrettably, no detail was provided within Scottish Enterprise’s initial written 
submission on moving resource budget into capital. The Committee had wished to 
establish which revenue lines would be affected by the transfer. 
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107. Lena Wilson argued that “it is not a question of not doing something because 
we are spending on capital” and added “we will still be supporting sectors and 
companies as they become more competitive and we will be using capital as a 
way to do that, for example by investing in port infrastructure”.111 Iain Scott, 
Director of Finance at SE elaborated by saying— 

“the big change this year is that we have been given more revenue budget 
and less capital budget than we have had in the past. Overall, the total is 
almost exactly the same and because we can switch from revenue to capital 
we can maintain our capital expenditure at the same level as we always 
have”. 

108. He denied that there would be a reduction in what would be achieved through 
the agency’s expenditure through the reassignment of resource budget to 
capital.112 Lena Wilson reiterated “this year is no different from any other”.113 

109. The Committee requested further detail on the Enterprise agencies’ plans. 
The table below shows the impact of the agencies’ planned resource to capital 
transfer: 
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Table 9: Impact of the planned resource to capital transfer in the enterprise agencies 

  

SG 
allocation 

for 
capital 

Other 
capital 

income 

Actual / 
planned  

capital 
spend 

Resource 
to capital 

transfer 

Transfer 
as % of 

resource 

SG 
allocation 

for 
resource 

Resource 
budget 

adjusted 
for 

transfer 
to capital 

  £m £m £m £m 
 

£m £m 

  A B C D E F G 

 
              

2010-11 15.0 40.1 106.2 51.1 20% 253.6 202.5 

2011-12 85.6 60.4 185.3 39.3 18% 214.0 174.7 

2012-13 60.7 56.0 183.6 66.9 29% 231.3 164.5 

2013-14 26.2 56.8 169.8 86.8 33% 266.0 179.3 

2014-15 8.9 42.4 153.2 101.9 36% 281.3 179.4 

Total for SR period 95.8 155.2 506.6 255.6 33% 778.6 523.2 
Note: Other capital income includes receipts from capital disposals and the Scottish Loan Fund / Co-investment Fund 

Source: SPICe 
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110.  The table shows the Scottish Government’s capital allocation to the 
agencies (column A) as well as other sources of capital funding (column B).  In 
order to support planned capital expenditure over the Spending Review period, the 
agencies plan to transfer a total of £256m from their resource budgets to capital 
budgets over the Spending Review period (column D).  As the table shows 
(column E), these transfers will account for an increasing share of the agencies’ 
resource budgets. The table confirms that the practice of transferring resource 
budgets to capital is not new, evident from the pre-Spending Review years shown 
in the table. 

111. Even once these transfers are taken into account, the capital expenditure 
plans of the agencies still show a fall of 17% in cash terms between 2011-12 and 
2014-15 (column C), equivalent to a 24% fall in real terms. This highlights that the 
resource to capital transfers will not be sufficient to maintain capital spending at its 
current level. 

112. In evidence to the Committee, the agencies highlighted that because their 
resource budgets are increasing over the Spending Review period, they are able 
to make transfers to their capital budget without negatively impacting on their 
resource budgets.  Table 9 (column G) shows that, in cash terms, the resource 
budgets after allowing for transfers rise by 3% through the Spending Review 
period (after a fall in 2012-13). However, in real terms, there is a fall of 5% in the 
adjusted resource budget between 2011-12 and 2014-15. 

113. The Cabinet Secretary for Finance, Employment and Sustainable Growth told 
the Committee that transfers between resource and capital budgets were not 
automatic and it was necessary to undertake a process to achieve them. He 
argued therefore, that plans to make such transfers in 2012-13 represented a 
deliberate policy decision on the part of Government.114 

114. The Committee welcomes the Scottish Government’s commitment to 
maintain capital spending as far as possible, in the context of a 36.7% cut to 
the Scottish Government’s capital budget over the spending review 
period.115   

115. The evidence we have taken and the follow-up data provided to us from 
the enterprise agencies reveals that the practice of transferring revenue 
budget into capital is a matter of routine and has been carried out in recent 
years without special mention. 

116. While the Committee accepts that the transfer of resource budget to 
capital is just one of a range of measures designed to boost capital 
spending in Scotland, the evidence would suggest that capital expenditure 
over the Spending Review period will be approached in the same way as in 
previous years. 
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Impact methodology in the agencies 
117. The Committee also sought to examine the methodologies used to determine 
the impact of expenditure by the enterprise agencies and how this informs 
decisions on what interventions to fund.   

118. Scottish Enterprise’s written submission to the Committee states— 

“our assessment, drawing on independent evaluation and appraisal 
evidence, shows that our current proposals for 2012/13 to 14/15 would lead 
to a cumulative impact of between £5bn and £7.5bn of net additional GVA for 
the Scottish economy over the next 10 years, an investment ratio on total 
spend of between 6 and 9 to 1. They will also contribute significantly to job 
creation, where our analysis also shows that our investment would deliver 
between 13,000 to 19,000 additional jobs by 2015”. 

119. The Committee queried the basis of these conclusions, given that Scottish 
Enterprise had not provided the Committee with any detail on how planned 
expenditure would be split between capital and revenue.  

120. Alex Paterson said that HIE had “changed the measures in this year’s 
operating plan to get a better handle not just on what of how much we are doing 
but on what difference we are making”.116 

121. Scottish Enterprise, HIE and VisitScotland, at the request of the Committee 
supplied further information on their methodologies for calculating return on 
investment. 

122. HIE’s performance measurement focuses on a set of key measures relating 
to sales, turnover, jobs created, support for social enterprises and growth plans 
implemented within supported businesses. HIE do collect data with which to 
calculate GVA, but choose not to use this as a reporting measure as it is “less 
widely understood than that of turnover or jobs supported”.117 

123. SE provided more details of its economic impact assessment and evaluation 
of its interventions. It said— 

”to assess the potential economic benefits for Scotland of our activities, we 
undertake a rigorous programme of evaluation and appraisal. This provides 
us with robust evidence of economic impacts and of ‘what works’ and is used 
to inform policy development and to prioritise our proposed investments and 
spending plans.  

Using this evidence, we have developed an ‘economic impact model’ to allow 
us to assess the potential impact of our overall business plan. The model is 
currently based on and uses 74 sources of evidence, of which 46 are 
appraisals of the potential impacts of projects that have just or recently 
begun, and 28 are evaluations of projects that have been running for some 
time (so enough time has elapsed for an evaluation to take place). The model 
aggregates the data from these individual evaluations and appraisals to 
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provide an overall assessment of the impacts of our business plan 
proposals”.118 

124. The Committee notes the written and oral evidence on the 
methodologies used by the enterprise agencies to evaluate impact and 
inform future investment decisions. 

125. While the Committee notes the differences in the remits of the 
enterprise agencies, it would like to see greater consistency in the way this 
work is approached.  

Regional Selective Assistance 
126. Regional Selective Assistance (RSA) grants are used by Scottish Enterprise 
to encourage firms to invest in the creation or safeguarding of jobs. Concern was 
expressed that firms accept the grants, then pull out once they expire and the 
money might, therefore, be better utilised elsewhere. Lena Wilson admitted that 
this had happened in a minority of cases. She pointed out, however, that a number 
of factors influenced this and that rigorous claw back measures existed.119 

127. Stephen Boyd of the STUC argued that “we must stipulate minimum returns 
in respect of employment standards” when awarding RSA grants. He added— 

“If we give grants to the Amazons and Ryanairs of this world, we want the 
jobs to be sustainable and decent. Simply shouting about 1,000 new jobs in 
the Scottish economy will not cut it in the longer term, to be frank. Amazon’s 
behaviour at its plant in Greenock involved some of the worst employment 
standards in the UK economy. The Scottish Government should not be in the 
business of supporting such employment”.120121 

Scottish Development International 
128. Scottish Development International (SDI) is the lead public body responsible 
for working towards the Scottish Government’s target to increase international 
exports by 50% by 2017. Its budget will increase by £5.5m to £37.8m in 2012-13 
(compared with £32.3m in 2011-12).  

129. Anne MacColl, Chief Executive of SDI, emphasised the importance of 
growing exports and increasing inward investment to Scotland’s economic 
recovery. She outlined the methodologies SDI use to evaluate the success of its 
interventions. For inward investment, the key output measure is the number of 
high value jobs created, defined as those paying more than 20 per cent higher 
than the average salary in Scotland.122 She confirmed that, in her view, adequate 

                                            
118

 SE, written submission to the Committee, 2 November 2011, page 2. 
119

 Economy, Energy and Tourism Committee, Official Report, 26 October 2011, Col 399-400. 
120

 Economy, Energy and Tourism Committee, Official Report, 2 November 2011, Col 472. 
121

 An additional paragraph was proposed at this point in the report. The paragraph was disagreed 
to by division: For 3 (Patrick Harvie, Rhoda Grant, Anne McTaggart). Against 6 (Chic Brodie, Gavin 
Brown, Angus MacDonald, Mike MacKenzie, Stuart McMillan, John Wilson). 
122

 Economy, Energy and Tourism Committee, Official Report, 26 October 2011, Col 394. 



Economy, Energy and Tourism Committee, 1st Report, 2011 (Session 3) 

 32 

infrastructure existed in Scotland to make the achievement of the 50% target 
possible.123 

130. She said that new opportunities were driven by the market and it was not 
possible to anticipate the division of expenditure between internationalisation and 
inward investment. 

Views on the quality of the data and evidence provided to the Committee by the 
enterprise agencies and SDI 
131. The Committee is disappointed at the level of detail provided by 
Scottish Enterprise, Scottish Development International and Highlands and 
Islands Enterprise in their responses to the Committee’s call for evidence.  
This seems to be a retrograde step compared to the progress made in 
previous years. 

132. While we appreciate that timescales are tight, we recommend that the 
agencies provide more detail on specific spending programmes and 
priorities for investment and set out the anticipated balance between 
revenue and capital expenditure. 

Tourism and VisitScotland 

133. The tourism line in the Draft Budget will increase by 16.8% in real terms in 
2012-13 and 13.5% in real terms over the course of the Spending Review period. 
This reflects additional, one-off spending associated with the Ryder Cup, the 
Olympic and Commonwealth Games and the next Year of Homecoming. 
Accordingly, VisitScotland’s budget will receive an increase of £7.34m in 2012-13 
compared with 2011-12 to capitalise on the opportunities associated with these 
events. 

134. VisitScotland’s written submission reports that “recent figures show that 
tourism grew in Scotland in the first six months of this year - four per cent up on 
visitor numbers and three per cent up on spend in very challenging economic 
conditions”. It argues that “investment in tourism is an investment in economic 
recovery, growth and jobs”. Its submission described the opportunities for tourism 
offered by the 2014 Ryder Cup, the Glasgow Commonwealth Games, the London 
Olympic Games, and the next Homecoming as the “Winning Years”. However, 
during questioning, VisitScotland agreed that tourism visitors and tourism 
spending n Scotland had shown little or no growth over the last decade. 

135. Regrettably, VisitScotland’s initial written submission offered little detail on 
specific initiatives it intended to undertake. The following evidence was, however, 
provided in written supplementary evidence at the request of the Committee: 
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Table 10: VisitScotland 2012/13 Indicative Resource Deployment and Benefit 

Campaigns/ 
Activity 

Net Resource 
DEL spend 

Indicative 
Return 

Basis of 
Measurement 

Source 

£ millions £ millions 

Marketing 
Campaigns 20 440 

Additional 
Expenditure by 
Visitors/GVA* 

HPI, Ruby, TNS, 
Deloitte 

Business 
Tourism Unit 3 140 

Value of 
Enquiries 

VisitScotland 
CRM/ Delegate 
Expenditure 
Survey 

Quality 
Assurance 1 70 

Investment in 
Product Quality 
by Scottish 
Businesses 

TNS, Optimal 
Economics 

Event Scotland 5 60 
Economic 
Impact 

Various incl. 
Repucom, EKOS 

Visitor 
Information 5 25 

Economic 
Impact Progressive 

Future Events 5 ---  --- --- 

Support and 
Governance 8  --- --- --- 

Source: VisitScotland 

136. The Committee also sought more detail on the specific initiatives that would 
be undertaken with VisitScotland’s enhanced budget in 2012-13 and what targets 
it attached to these plans. VisitScotland provided, again only at the Committee’s 
request, a more detailed written breakdown of the key initiatives that would be 
funded by the expanded budget. There were: 

 the Year of Creative Scotland and The Olympic Games in 2012; 

 the Year of Natural Scotland in 2013; 

 the Commonwealth Games, The Ryder Cup and Homecoming Scotland in 
2014; 

 the 2014 Ryder Cup and continued marketing activity to promote Scotland 
as the Home of Golf; 

 Homecoming Scotland 2014; 

 Business tourism; 

 Direct access - VisitScotland will seek to expand on existing partnerships 
and cement new relationships with transport carriers, including rail, sea 
and air. 
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 building on the success of the staycation market with the expansion of its  
‘Surprise Yourself’ campaign.   

137. Despite the opportunities for growth which were anticipated, the Chief 
Executive of VisitScotland stated that the Scottish Government’s target to increase 
tourism revenue by 50% by 2015, as outlined in Scottish Tourism: The Next 
Decade, “will not be achieved”.124 During oral evidence to the Committee, Malcolm 
Roughead, Chief Executive of VisitScotland, described this as “an ambition rather 
than a target” and added that “it would be naïve to expect that in the next three to 
four years”.125 

138. In contrast, the Cabinet Secretary for Finance, Employment and Sustainable 
Growth, in oral evidence to the Committee, said that “I am happy to confirm to you 
that we have not scrapped it [the 50% target]” and added that, while the industry 
did face significant challenges associated with the global economic situation, 
recent statistics on visitor numbers were showing an improvement and 
“governments should not run around changing targets at the first sign of 
trouble”.126  

139. The STUC, in its written evidence to the Committee, recommended that the 
extra resources allocated to VisitScotland should be “devoted to improving the 
quality and sustainability of employment in the sector”.127 

140. The Committee notes the Cabinet Secretary for Finance, Employment 
and Sustainable Growth’s continued commitment to the 2005 target 
contained in Scottish Tourism: The Next Decade, to increase tourism 
revenue by 50% by 2015.  

141. Nevertheless, the Committee seeks clarification on the status of the 
target, what interim targets are in place and what strategy will be 
implemented given the clear indication given by VisitScotland’s Chief 
Executive that the target is unachievable and that it would be naïve to think 
otherwise. 

Impact methodology 
142. VisitScotland’s written submission stated “with all of VisitScotland’s marketing 
campaigns we work to achieve a return of £20 of additional expenditure for every 
£1 spent on marketing”. 

143. Malcolm Roughead outlined the method by which return on investment is 
calculated for VisitScotland’s expenditure on specific campaigns. With so many 
other factors at play, it is difficult to evaluate the impact of VisitScotland’s activity 
on the entire industry. In follow up written evidence to the Committee, 
VisitScotland said that it— 

 “measures additionality, i.e. the additional spend in the Scottish economy by 
visitors who were influenced to come to Scotland as a result of 
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VisitScotland’s campaigns. In order to ensure results are objective, an 
independent research agency is appointed by VisitScotland to contact people 
who have interacted with VisitScotland through one of their marketing 
channels e.g. they may have received a piece of direct mail, responded to 
receive a brochure or entered a competition  They are asked whether they 
travelled to Scotland in the campaign period, what stage of planning their trip 
they were at (those who were already definitely coming are disregarded) and 
their spend whilst in Scotland. Only those who can recall VisitScotland 
marketing and were not definitely coming when they interacted with 
VisitScotland marketing are included in the final additional expenditure 
calculation The economic impact figure (GVA) is based on multiplier 
effects”.128 

Energy 

144. The energy line in the Draft Budget shows an increase of 81.3% in real terms 
in 2012-13 and 60.4% over the course of the Spending Review period. The Draft 
Budget document refers to spending of £300m on energy-related projects 
(including £200m on renewables) over the Spending Review period. The 
document also refers “a new £60m capital budget [to] be allocated to renewable 
energy proposals, including to SE and HIE over and above their agreed 
expenditure lines, to support inward investment developments in offshore wind 
and support for marine energy projects and infrastructure”.129 

145. The following table was provided by the Scottish Government by way of 
elaboration— 

Table 11: Planned energy expenditure 

Which baseline? 2012/13 
£m 

2013/14 
£m 

2014/15 
£m 

Total 
£m 

Scottish Enterprise 52.4 41.9 26.5 120.8 

Highlands and Islands Enterprise 8.3 2.4 0.5 11.2 

Scottish Government additional capital spend on 
renewables 

5.0 20.0 35.0 60.0 

Scottish Government spend on other energy 
programmes 

59.3 36.2 25.0 120.5 

TOTAL 125.0 100.5 87.0 312.5 

Of which TOTAL spend on renewables 95.0 72.5 67.0 234.5 

Source: Scottish Government 

Support for Renewables 
146. Niall Stuart, Chief Executive of Scottish Renewables, referred to the £50 
billion pipeline of renewables and renewables-related infrastructure projects, which 
will be funded primarily by the private sector. He then set out the key public 
strategic investments that would be necessary to “maximise the economic, 
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employment, social and environmental benefits of renewables”.130 He quantified 
the opportunity as follows— 

“If Scotland is to build the 10GW of offshore wind agreements that 
developers have signed with the Crown Estate, which will require an 
investment of about £30 billion. In the United Kingdom as a whole, there are 
agreements for some 45GW at £3 billion per gigawatt. That is a market of 
more than £120 billion to develop over the coming years”.131 

147. The STUC said that “a key objective of renewables development must be to 
increase the level of manufacturing output and employment across Scotland”.132 
During oral evidence, Stephen Boyd of the STUC argued for a greater emphasis 
on community schemes which would generate income for local use.133 

148. Niall Stuart saw merit in the Tax Incremental Finance (TIF) model for funding 
renewables projects, in business rates incentivisation and in the enterprise areas 
the Government has indicated it will consider. He stressed the importance of 
Government investment in key ports and harbours to enable Scotland to compete 
in compete in “an incredibly competitive international market”.134 

149. Niall Stuart was optimistic about Scotland’s global position in the 
development of renewable energy, citing the investment of major multinationals 
(e.g. Mitsubishi, Doosan and Gamesa) in Scotland and the facts that Scottish and 
Southern Energy and Iberdrola have each based their headquarters for offshore 
engineering in Scotland.135 

150. On the question of skills in the renewables sector, Niall Stuart felt that 
shortages existed and that these could become more acute. He saw a role for 
public sector support of training courses in the sector and called for good careers 
advice, starting in school and for those looking to retrain.136 

151. Niall Stuart said that the priority for Scottish Renewables’ members was to 
secure large scale manufacturing in Scotland. He did not have strong views on the 
role for local authority financing but said “there is no doubt that local authorities 
can do a huge amount more to generate revenue through investing in their estate 
to deploy small-scale solar and wind power and ground and air-source heat 
pumps”.137 Stephen Boyd agreed that local authorities might have a role to play in 
local schemes such as the upgrading of the harbour at Scrabster to prepare them 
for private sector investment in the sector.138 
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152. The Cabinet Secretary for Finance, Employment and Sustainable Growth 
confirmed that he encouraged local authorities to undertake prudential borrowing, 
but did not specify the purpose for which it was used.139 

153. Although Niall Stuart felt that the National Renewables Infrastructure Fund 
(NRIF)140 represented a small proportion of the overall investment required, he 
reported that his industry is “comfortable with and hugely supportive of the 
commitments that the Government has made”. He added that ports and harbours 
were aware of the potential returns on investments they could make to make sites 
ready for renewables-related manufacturing.141 Stop Climate Change Chaos 
Scotland also welcomed the Scottish Government’s commitment.142 

154. The Committee welcomes the commitment to renewable energy that the 
Scottish Government is demonstrating through the draft budget. The 
Committee notes, however, the challenging targets that it has set both for 
renewable energy generation and the reduction of carbon emissions. The 
Committee gives notice that it will examine the Scottish Government’s target 
for renewable energy generation in greater detail in the session ahead. 

155. The Committee would encourage the use of prudential borrowing by 
local authorities in order to fund investment in their estates to adopt small-
scale generation. This would have the benefit of providing income and 
stimulating demand for such technologies, with a view to producing 
economies of scale. 

Fuel Poverty 

156. The Scottish Government is committed, under the Warm Homes and Energy 
Conservation Act of 2000, to “eradicate fuel poverty as far as is reasonably 
practicable by 2016”. 

157. On 5 October 2011, Alex Neil, Cabinet Secretary for Infrastructure and 
Capital Growth, announced plans for spending on fuel poverty, including an 
additional £5m for 2011-12. The following table sets out the funding allocated for 
the three spending review years, compared with previous years. 
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Table 12: Fuel poverty budgets 

  
£m 

Cash prices 
£m  

2011-12 prices 

% change on 
previous year  
(real terms) 

2006-07 56.5 64.3 
- 

2007-08 45.9 50.8 
-21% 

2008-09 45.9 49.4 
-3% 

2009-10 65.9 69.8 
41% 

2010-11 70.9 73.0 
4% 

2011-12 54.5 54.5 
-25% 

2012-13 65.0 63.4 
16% 

2013-14 65.0 61.7 
-3% 

2014-15 66.3 61.3 
-1% 

Source: SPICe 
 

 

158. In 2012-13, fuel poverty initiatives will receive a significant increase in 
funding compared with 2011-12, but will still be allocated less than at its peak in 
2010-11. 

159. Two budget lines are specifically aimed at targeting fuel poverty.  These are 
the fuel poverty budget within the ‘Supporting Sustainability’ budget line and the 
new Warm Homes Fund, which forms part of the Scottish Futures Fund. 

Table 13: Fuel poverty budget, £m 

  2011-12 2012-13 2013-14 2014-15 

Fuel poverty 54.5 65.0 65.0 66.3 

Warm Homes Fund .. 3.3 7.8 18.8 

Source: SPICe 

160. In addition to the sums allocated to tackle fuel poverty, £18.7m is allocated 
for in 2012-13 for domestic energy efficiency. The Cabinet Secretary for 
Infrastructure and Capital Investment confirmed that not all of the £18.7m sum 
would go to those in fuel poverty saying, “I would not like to put a precise figure on 
it”.143 

161. Norman Kerr of Energy Action Scotland told the Committee that he estimated 
that the sum required to meet the Scottish Government’s target to eradicate fuel 
poverty by 2016 (as set out in its 2002 fuel poverty statement) is £200m per 
annum. He added that the majority of this sum should come from the public purse 
and therefore, “we are looking for the Scottish Government to come forward with 
at least £100 million per year if we are to reach our 2016 fuel poverty target”.144 
The Existing Homes Alliance, in its written submission, echoed the call for Scottish 
Government funding of “at least” £100 million per year.145 WWF Scotland 
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concurred, pointing out that the allocation is “far short of a figure of at least £100m 
that we believe is required to meet our climate and fuel poverty targets”.146 WWF 
and Stop Climate Chaos Scotland both called for a budget amendment in order to 
meet the Scottish Government’s legally binding climate change targets.147 

162. Norman Kerr reminded the Committee that the other sources of funding 
which exist to tackle fuel poverty – the Carbon Emissions Reduction Target 
(CERT) programme and the Community Energy Saving Programme (CESP) are 
funded by a levy on fuel bills. Furthermore, it was difficult to obtain precise figures 
on what had been spent by energy companies under those schemes in Scotland 
although “we know that the companies are missing their targets by a considerable 
amount”.148 

163. Norman Kerr asserted that demand reduction represented the key to meeting 
fuel poverty targets, through a mix of retrofitting to improve efficiency, micro 
renewables and more efficient heating systems. He said “we need to move in that 
direction if we are to reduce the overall cost to the consumer through energy 
bills”.149 He added that economies of scale were to be found on micro renewable 
measures such as solar panels and said “the Scottish Government must lead the 
way on that”.150 

164.  He also regretted the fact that a flat sum is taken from energy customers to 
fund environmental programmes, regardless of the level of use, rather than being 
applied progressively. Andrew Faulk of Consumer Focus Scotland, agreed. He 
said— 

“a flat-rate increase on everyone’s bills…means that the lower users pay 
more. If someone tries to reduce their bills by cutting back, they have to cut 
back a long way to make a substantial difference. That exacerbates the 
extent to which people are in fuel poverty and they will suffer more deeply 
because of it”.151 

165.  The latest Scottish House Condition Survey revealed that the private rented 
sector was the poorest in terms of energy efficiency and he called for tighter 
regulation of that sector.152  

166. Norman Kerr questioned the potential uptake of the Green Deal153, when it is 
implemented by the UK Government, by householders to upgrade the energy 
efficiency of their homes. He said— 
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“I struggle to see how we will encourage people to fund insulation measures 
through a soft loan when we cannot even encourage them to take insulation 
for free”.154 

167. In its written submission to the Committee, Energy Action Scotland pointed 
out that “spending on home insulation prevents people from having to live in cold, 
damp homes, thus incurring numerous health and social problems.” It cites   
research by Professor Christine Liddell,155 which showed that for every £1 spent 
on tackling fuel poverty, 42p is saved by the NHS. The research also found that 
tackling fuel poverty will improve local economic activity, particularly in deprived 
areas, where money not spent on fuel bills will find its way into the local economy.    

168. Norman Kerr observed that the Draft Budget did not deploy “such cross-
cutting thinking”. He added— 

“we need to look at how we can bring in the health sector on more 
preventative spend. We believe that, in many cases, energy efficiency is 
preventative medicine”.156 

169. WWF Scotland also talks of the “multiple economic, social and environmental 
benefits” of spending in this area in its written submission.157 

170. The Cabinet Secretary for Finance, Employment and Sustainable Growth 
reaffirmed the Scottish Government’s commitment to the 2016 target and pointed 
out that energy companies also had a responsibility to their customers.158 

171. The Cabinet Secretary for Infrastructure and Capital Investment informed the 
Committee that the allocation for fuel poverty would be supplemented by the 
budget for the Warm Homes fund, and that all of this budget would be directed at 
the fuel poor.159 £30m has been allocated for the entire Spending Review period 
and £3.25 million is allocated to this fund in 2012-13. It will be used to— 

“support addressing fuel poverty in the most vulnerable communities. The 
Fund will support take up of renewable energy and energy efficiency 
measures to reduce energy costs and provide the opportunity to generate 
energy and income to support local community projects. It will be designed to 
help maximise leverage of all funding sources to support energy efficiency 
and renewables”.160 

172. The Cabinet Secretary for Infrastructure and Capital Investment argued that, 
taken together with CERT funds, the three measures in the Draft Budget were “not 
that far short of £170 million” estimated by Energy Action Scotland back in 2006 
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(though subsequently revised to £200 million) per annum as being necessary to 
eradicate fuel poverty in Scotland.161 

173. He did acknowledge that it was difficult to reliably determine what CERT 
funds were being spent in Scotland and in which areas. He outlined discussions 
he had had with the UK Secretary of State for Energy and Climate Change to try to 
ensure that the replacement for the CERT scheme (ECO (energy company 
obligation)), would enforce the disclosure of this type of information by energy 
companies.162 

174. The Cabinet Secretary for Infrastructure and Capital Investment accepted 
that spending on fuel poverty had been reduced, due to budgetary pressures but 
said that “the reduction in the budget is driven by a combination of the cuts in 
capital spending and the emphasis on putting money into the programmes that 
work”.163  

175. He emphasised the importance of bringing Scotland’s housing stock up to 
standard and cited the Cambridge University study which included an estimate of 
the total investment required to achieve this “scale of the challenge”164 

176. The Committee regrets the complexity inherent in having a number of 
different budget lines in different ministerial portfolios and also across two 
different governments and also the mix of public and private sector funds. 
All of these reportedly contribute to tackling fuel poverty. Therefore, it is 
necessary to analyse those budget lines to determine what proportion will 
be directed at fuel poverty and the overall impact on energy consumption 
and CO2 emissions. Given the importance of this issue, it would be helpful if 
future budgets had global figures for fuel poverty and energy efficiency as a 
feature, with clear information on the scale and source of the funds. 

177. Expenditure in this area has the potential not only to release thousands 
of Scottish citizens from the misery of fuel poverty and cold, damp housing 
but also to remove a burden from the NHS, to create employment, develop a 
skilled workforce, and to release cash into the economy that would 
otherwise be spent on energy bills. Expenditure on fuel poverty is clearly in 
the category of preventive spend that the Finance Committee has asked us 
to look at. 

178. The Committee notes that the figure of £65 million for tackling fuel 
poverty allocated in the 2012-13 Draft Budget, even if combined with the 
Warm Homes Fund and a portion of the domestic energy efficiency spending 
allocation still falls some way short of half of what Energy Action Scotland 
estimate is the financial requirement to eradicate fuel poverty, i.e. at least 
£200 million per annum.165 The Committee further notes the findings of its 
predecessor committee in previous draft budget reports, where it 
recommended “investment could be in the order of £100-170 million per 
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year” for this objective. The Committee also calls on the UK Government to 
ensure that increased incentives exist for households and businesses to 
invest in energy efficiency and demand reduction measures. 

179. The Committee recognises that spiralling energy costs and cuts to 
welfare spending166 will have a detrimental impact on fuel poverty in 
Scotland. Taking all of this into consideration, the Committee recommends 
that the Scottish Government reconsiders its contribution to combating fuel 
poverty with the aim of reaching, along with energy companies through the 
CERT and ECO schemes, a combined budget of at least £200 million per 
annum for fuel poverty measures - the level recommended by Energy Action 
Scotland as necessary to meet the 2016 fuel poverty target in Scotland. 
Further, the Committee calls on the Scottish Government to maintain 
pressure on the UK Government to act on rising energy costs. 

Education and skills 

180. Funding for higher and further education (HE and FE) is a complex picture. 
Because of the Scottish Government’s decision to maintain free tuition for 
undergraduates, the Draft Budget makes a provision to offset the consequentials 
which arise through the reduction of the HE budget in England. However, the FE 
budget is being reduced (by 11% in real terms). Large reductions to the capital 
budget for both sectors mean that, overall, the budget for FE and HE is reduced by 
2.1% in real terms – a reduction greater than the overall DEL reduction of 1.6%  

181. Professor John McLaren emphasised the need for the budget to prepare 
Scotland for growth when it comes. He said— 

“that comes back to skills, which relates to schools as well as further and 
higher education” and added “pushing people in the direction of where the 
jobs will be would be a good idea”.167 

182. UNISON, FSB, Scottish Chambers of Commerce and the Scottish Council for 
Development and Industry, in written submissions, regretted the reduction of 
funding for FE.168 As set out earlier in this report, there is broad support for the 
Scottish Government’s commitment to apprenticeships, some of which rely on FE 
institutions. 

183. The Committee heard evidence during its budget scrutiny about the 
importance of skills to meet the renewables opportunity and the fact Scotland has 
won research and development facilities on its strength in academia.  

184. The Committee welcomes the support for the HE sector but notes the 
cuts to the FE sector. Given the importance of ensuring skills are in place to 
fill the jobs that will come with the recovery, the Committee welcomes the 

                                            
166

 Gavin Brown recorded his dissent to the reference in this sentence to welfare spending. 
167

 Economy, Energy and Tourism Committee, Official Report, 5 October 2011, Col 331. 
168

 UNISON, written submission to the Committee, October 2011, page 3. 



Economy, Energy and Tourism Committee, 1st Report, 2011 (Session 3) 

 43 

investment made by the Scottish Government in Modern Apprenticeships 
and the opportunities for All scheme for 16 to 19-year-olds.169 

The third and voluntary sector and social enterprises 

185. Funding for the third and voluntary sectors has been reduced in the 2012-13 
Draft Budget, compared with 2011-12. Details provided to the Committee on this 
budget line were scant: £25.5 million for the sector as a whole, of which £1 million 
is for a Reducing Re-offending Change Fund. The allocation in this line represents 
a cash reduction of £2.5 million compared with 2011-12, primarily due to the 
ending of the Scottish Investment fund, which accounted for £3 million. 

186. A letter from the Cabinet Secretary for Finance, Employment and Sustainable 
Growth stated that the Scottish Government had “yet to make decisions relating to 
the distribution and allocation of the third sector budget. It is therefore not possible 
for [it] to provide a breakdown at this stage”.170 In oral evidence to the Committee, 
he recognised the significant role played by the third sector in areas of 
deprivation.171 

187. Witnesses giving oral evidence had a “general idea”172 of how the budget 
would be spent. While Duncan Thorp of the Scottish Social Enterprise Coalition 
(SSEC) described the reduction as “clearly significant”, he said that SSEC 
members had anticipated reductions and put measures in place some time ago to 
attract funds from alternative sources.173 He said that, in the current context, “we 
have a pretty good deal…and it demonstrates the Scottish Government’s sincere 
commitment to the sector”.174 

188. Witnesses believed that public sector procurement policy had the potential to 
support third sector organisations – and produce a resultant community benefit - 
but they were too often geared to lowest cost. John Downie of SCVO argued that 
“the third sector is not always the cheapest option. It is the most cost effective and, 
most of the time, it is the best option for getting the best outcome”.175  

189.  The Committee also heard a call for community benefit clauses in contracts 
for public procurement and a loan guarantee scheme which would allow private 
sector investors in social enterprises to receive a guarantee from the Scottish 
Government.176 

190. The Committee is disappointed that the Cabinet Secretary for Finance, 
Employment and Sustainable Growth was unable to provide a breakdown of 
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expenditure planned in this area and therefore calls on the Scottish 
Government to make these figures available as soon as possible. 

191. The Committee notes the valuable contribution that third and voluntary 
sector organisations, social enterprises and cooperatives and credit unions 
make to Scottish society and notes particularly that investment in such 
organisations can represent preventative spend by improving people’s lives 
and reducing their dependence on the NHS and social services. The 
Committee anticipates that their role will become all the more important in 
the difficult economic times ahead. 

192. Given the adverse credit conditions faced by many fledgling 
businesses at this time, the Committee strongly endorses support for credit 
unions. 

193. The Committee regrets the decline in funding for the third sector, 
though it recognises the serious budgetary constraints in which the Scottish 
Government is operating. It welcomes the willingness of these organisations 
to operate as normal, commercial businesses and welcomes the tailored 
support offered through this Draft Budget to support them in achieving this 
self-sufficiency. 

Preventative spend 

194. The Scottish Government has announced that— 

“this spending review marks a decisive shift towards preventative spending. 
Focusing on preventing problems by intervening earlier is not only the right 
approach to many of the social and other issues facing us in Scotland today; 
it also secures better value for the taxpayer. We are doing this to build a 
nation fit for the future”.177 

195. It added— 

“a Reducing Reoffending Change Fund, focusing on preventative spend, will 
be created to bolster those interventions that we know can reduce 
reoffending. This work will take account of the particular contribution that can 
be made by third sector service providers”.178 

196. Professor John McLaren described the inclusion of preventative spending 
measures in the budget as “a brave decision” and added that “increasingly, we will 
have to go for preventative spending because it will make an ageing economy 
more manageable if we do the right things in early years care and elderly care”.179 
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The third sector 
197. The Committee’s evidence from the third sector revealed a range of ways in 
which preventative spend has been demonstrated to have worked in that sector.  
SCVO welcomed the Scottish Government’s “statement of intent” on preventative 
spending in its oral evidence.180 Its written submission added— 

“the Change Funds are a key means by which to take forward the 
preventative agenda, change the culture in public service provision and 
enable the third sector to play its part”.181 

198. Duncan Thorp of SSEC strongly welcomed “the clear commitment to the new 
preventative spending approach” but sought reassurances from the Scottish 
Government that “the allocated money will be spent on prevention on the ground 
and will not be used to top up current service delivery”. He added that “a challenge 
for our sector and the Scottish Government is to recognise, replicate, roll out and 
upscale good projects as part of the preventative approach”.182  

199. He also commended the use of the social return on investment system and 
social accounting and highlighted an example – the Wise Group’s routes out of 
prison programme – of a programme that had the potential to make “massive” 
savings for the public purse.183 He added— 

“if we rolled out across the country a successful project such as routes out of 
prison, the cumulative impacts would be huge. The key is to measure and to 
find out which projects work”.184 

200. George Thomson, Chief Executive of Volunteer Development Scotland, cited 
work by the Scottish Government’s Chief Medical Officer, which had identified a 
range of positive outcomes of volunteering.185 For example, support for 
volunteering has been shown to produce health benefits among volunteers and 
“time-banking” of volunteer hours for prison inmates is thought to have the 
potential to contribute towards a reduction in reoffending.186  

Preventative spend on fuel poverty 
201. The evidence received by the Committee highlighted above makes a very 
powerful case that spending on fuel poverty can be defined as preventative spend, 
given its potential to remove a burden from the NHS and also to provide a boost to 
the economy through the creation of jobs in retro-fitting houses with energy 
efficiency measures, and through the release of money otherwise spent on fuel 
into the general economy. Spend on fuel poverty will also address climate change 
which Stop Climate Change Chaos Scotland argue “is one of the most important 
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pieces of preventative spending that Scotland, and the rest of the world, must 
make in order to avoid disastrous social and economic impact.187 

202. The Cabinet Secretary for Infrastructure and Capital Investment agreed with 
the general point that expenditure on fuel poverty represents preventative spend. 
He said— 

“we absolutely accept that investment in fuel poverty measures of the kind 
that we are taking is essential if we are to improve the nation’s health, 
employment levels, environment and educational attainment”.188 

203. The Committee welcomes the Scottish Government’s commitment to 
preventative spend, given its importance to the future of the country. 

204. The Committee believes that the Scottish Government should increase 
spending on fuel poverty as a prime example of preventative spend. The 
Committee believes that some of this money may be recouped over other 
budgets in a relatively short space of time as well as creating jobs and 
boosting the economy. The Committee will continue to monitor whether the 
full £500 million committed by the Scottish Government is indeed used on 
preventative spend. 

Equalities 

205. Equalities issues have been integral to the Committee’s budget scrutiny this 
year. From the outset, the Committee decided to take oral evidence from STUC 
and the Poverty Alliance to gain a broader understanding of the impact of the 
budget on social inequality. 

206. Some measures explored by the Committee have had a particular resonance 
for some of the groups under the definition of equal opportunities contained in the 
Scotland Act 1998. Fuel poverty is an issue that disproportionately affects senior 
citizens, those with disabilities and those with lower socio-economic status. 

Efficiency savings 

207. As discussed earlier in this report, the Scottish Government does not place 
as great an emphasis on finding efficiency savings as it has done in previous draft 
budgets. Evidence heard by the Committee touched on the veracity of efficiency 
savings claimed in previous years. Professor John McLaren pointed out that 
figures produced by the Office of National Statistics had not shown an increase in 
productivity, and therefore a reduction in resources must, logically, equate to a 
reduction in service. He did attach a number of caveats to the statistics however, 
as they appeared to throw up a number of anomalies.189 
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Strategic Forum 
208. As set out earlier in this paper, the draft budget includes a requirement for 
the partners of the Strategic Forum to find savings of £20m/£25m/£40m (in cash 
terms) over the years 2012-13 to 2014-15.   

209. During oral evidence, SE, HIE and VisitScotland were unable to provide any 
detail on where the savings would be found, as the announcement had been made 
so recently. Lena Wilson of SE assured the Committee— 

“we have six or seven work streams on, for example, how we share premises 
and back-office functions. Each chief executive is sponsoring a particular 
work stream, and between now and the end of December we will work 
through all of them so that we can present exactly how the efficiencies will be 
achieved”.190 

210. In follow up evidence, the Committee were provided with a paper outlining 
the Strategic Forum’s approach to the efficiency programme which states— 

“it is anticipated that the greatest opportunity to achieve these efficiencies 
across the wider public sector will be found through better utilisation of 
premises, more effective and efficient use of marketing budgets and savings 
from wider IT shared services”.191 

211. The paper sets out the approach within the newly established Strategic 
Forum Partners Efficiency Programme, which was established by the CEOs of the 
five organisations involved (Highland and Islands Enterprise; Skills Development 
Scotland; Scottish Enterprise; Scottish Funding Council and VisitScotland).192 

212. The Committee welcomes the rapid establishment of the Strategic 
Forum Partners Efficiency Programme and looks forward to receiving 
updates on progress with achieving the efficiency savings. Given the 
prominence this issue has in the Draft Budget, it is important that further 
detail is provided to the Committee by the end of December 2011, the time 
period which was indicated to us for the preparatory work on how these 
savings will be achieved. 
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SUMMARY 

Introduction 

213. During our consideration of the Draft Budget for 2012-13 and the 2011 
Spending Review, the Committee was acutely aware of the challenging economic 
climate. Most reasonable observers would accept that the Scottish Government 
alone cannot solve all of the issues we face and there is a recognition that, as a 
result of the wider budget reductions at the UK level, the Scottish Government was 
left with far less room for manoeuvre than ever before. 

214. It is, however, for this very reason that the detail of the Scottish 
Government’s Draft Budget should be scrutinised with the utmost care to evaluate 
its priorities and to gather evidence on which to assess its expenditure decisions. 
Social and environmental benefits should also be weighed up when making 
spending decisions, and these arguably become more important during periods of 
scarce resources. Where two interventions have the same economic impact, the 
one with the greatest social or environmental benefit should in our view, win out. 

The Committee feels strongly that, now more than ever, it is important that 
investment decisions will improve the prospects of the economy over the longer 
term. Similarly, public sector procurement policy must operate in a way which 
enables smaller, local firms to participate and win business so that government 
resources are recycled within our communities. 
 
Quality of the information provided to the Committee 
215. While the Committee accepts that some decisions are still to be taken 
at this stage in the budget cycle, it regrets that lack of detail provided by the 
Scottish Government and its agencies regarding specific capital projects 
which will be undertaken as a result of the Scottish Government’s decision 
to transfer revenue budget to capital. This is symptomatic of a general 
decline in the level and detail of information that has been provided to us 
this year compared to previous years. 

216. The timing of the release of Level 4 data also served to seriously 
hamper effective budget scrutiny by the Committee, being released after the 
first budget scrutiny evidence session held by the Committee.  This 
increasing lack of detail since 1999, covering administrations of different 
political hues, is a matter of regret and does not aid the Parliament and its 
committees to carry out their legitimate scrutiny function. It is disappointing 
that no level four figures were provided for the third sector budget. We again 
bring this matter to the attention of the Finance Committee. 

217. The Committee notes that, taken together, the 2012/13 budget and the 
spending review of which it forms a part will cover most of the period to the 
2017 target dates in the National Performance Framework (NPF), most of 
which relate to the development of Scotland's economy. The Committee 
expresses concern at the lack of progress in relation to the principal 
Solidarity target, and notes that evidence received from the STUC and the 
Poverty Alliance suggests that the budget may not contribute to meeting 
this target. The Committee believes that the positive attempt to align 
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Scottish economic policy with a broad set of objectives as set out in the NPF 
is in danger of being lost in favour of a narrow focus on GDP only. The 
Committee recommends that the Scottish Government conduct a wider 
review of the NPF in light of economic, social and environmental 
developments, and reports back to Parliament on an annual basis regarding 
progress towards the goals set out in the NPF. 

Conclusions and recommendations 

218. The Committee would like to thank all of those who gave evidence to 
the Committee. The Committee would also like to thank Mr Peter Wood, the 
Committee’s budget adviser, for his invaluable support and expert advice 
throughout the budget scrutiny process. 

219. We urge the Scottish Government to come forward at the earliest 
opportunity with the detail of how its proposed Enterprise Areas will work. 

220. The majority of respondents on this point regarded the Small Business 
Bonus Scheme as a positive measure for small businesses. However the 
Committee notes that no assessment has been made of the overall 
economic impact of the scheme compared with other measures which could 
be implemented at the same cost. The majority of the Committee therefore 
welcomes the continuation of the Small Business Bonus Scheme during this 
Spending Review period but recommends that the Scottish Government 
undertake an evaluation of its overall economic benefit in order to shape 
future thinking and decision-making. 

221. The Committee notes that the Cabinet Secretary for Finance, 
Employment and Sustainable Growth undertook to listen to representations 
on the empty property relief reforms proposed in the Draft Budget. The 
Committee, however, believes that it would be helpful to have additional 
detail on how the scheme would operate, and what its impact would be, so 
that the representations made to the Cabinet Secretary can be fully 
addressed.193 

222. The majority of the Committee recognises the challenges facing public 
sector budgets within the current UK Government Spending Review 
arrangements and accepts the Scottish Government’s decision to freeze 
public sector pay in 2012-13. However, beyond this date, the Committee 
would like to see further discussions and consultations in order to take the 
staff and unions with them if the Scottish Government chooses to extend a 
pay freeze beyond this period.194  

223. However, a minority of the Committee recognises the challenges facing 
public sector budgets within the current UK Government settlement 
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arrangements and notes with regret the Scottish Government’s decision to 
continue to freeze public sector pay in 2012-13. The minority of the 
Committee recommends that the Scottish Government place a high priority 
on ending the pay freeze at the earliest possible time. The minority of the 
Committee calls on the Scottish Government to hold further discussions 
with staff and unions to apprise them of the timescale for the ending of the 
pay freeze.195 

224. The Committee recommends that, for as long as the pay freeze is in 
place, the threshold for protection from this measure – an income of £21k or 
below – should be reviewed on an annual basis. The Committee further 
recommends that the Scottish Government acts to address the bonus 
culture which still exists within some parts of the senior civil service and in 
some Government agencies. 

225. The Committee welcomes the concept of the social wage. However, the 
Committee looks forward to more detail on the concept and greater clarity 
on how the measure will support solidarity and cohesion, and reduce 
inequality particularly during times of economic hardship. 

226. The Committee recognises that a balance must be struck between 
restoring confidence through clear and detailed capital expenditure plans 
and retaining some flexibility to stimulate economic recovery. However, it 
regards the detail set out in the budget regarding the transfer between 
resource and capital as insufficient at this stage to make any assessment on 
the merits of what is planned. The Committee would have welcomed greater 
clarity in this year’s Budget announcement to allow for more effective 
scrutiny of what has been presented as a major plank of the Scottish 
Government’s plans for the Spending Review period. Furthermore, there is a 
lack of clarity as to how firm the plans to transfer resource to capital are at 
this stage. The Cabinet Secretary for Finance, Employment and Sustainable 
Growth emphasised that any resource to capital decisions would be taken 
on an annual basis.  This leaves it unclear whether the £750m resource to 
capital transfer represents a firm commitment at this stage, or a policy 
aspiration.   

227. It is also unclear to what extent this shift of resources represents any 
change on established policy. As discussed in a later section of this report, 
the Enterprise Agencies have for many years funded a large part of their 
capital spend from their revenue budgets  

228. The Committee notes the concern of the Poverty Alliance that the 
economic benefits of some forms of capital investment are not enjoyed by 
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the majority of people, and may come at a cost borne disproportionately by 
the poorest.196  

229. The Committee recommends that the Scottish Government make a 
detailed analysis of the capital projects which could, potentially, be funded 
by a transfer from resource spending and the costs and benefits – including 
the social and environmental benefits – of each project. The analysis should 
be capable of ranking the return for investment – both economically and 
socially- on each project and should be available for scrutiny by the 
Parliament before this year’s budget round is complete. Despite the 
Committee’s request, the Committee notes that the Cabinet Secretary for 
Infrastructure and Capital Investment did not provide a confirmation on 
whether or not the use of savings from the Forth Road for the Warm Homes 
and Future Transfer Fund represents a transfer of revenue to capital budget. 

230. The Committee would wish to see on a regular basis a written report 
showing the planned transfer of revenue to capital so that the Committee 
might make assessment of the impact of what is planned. 

231. The committee welcomes the Government’s decision to ensure that the 
NDR poundage does not rise above that in England.197 However, it is 
concerned that deterioration in the economic situation may mean that 
projected increases in NDR income will not be realised leading to increased 
requirements for other forms of revenue raising, or for the Scottish 
Government to increase support to Local Authorities.   

232. The Committee welcomes the introduction of the public health levy on 
large retailers, believes that any measure to reduce the consumption of 
cigarettes and alcohol is to be welcomed and concludes that the impact on 
investment decisions and on employment levels appears likely to be 
minimal.198 

233. The Committee calls on the Scottish Government to monitor the impact 
of the levy on sales of the targeted products, and to report back to 
Parliament within 18 months on the effectiveness of the measures in terms 
of (a) public health (b) revenue generation and (c) employment in the retail 
sector.199 

234. The Committee notes the Cabinet Secretary for Finance, Employment 
and Sustainable Growth’s assurances regarding the impact of the public 
health levy for large retailers on employment levels and profitability. 
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235.  The Committee accepts that a business and regulatory impact 
assessment of the measure is not necessary on this occasion as the 
anticipated impact on businesses will be minimal.200 

236. The Committee can see merit in empowering local authorities to take a 
degree of control of some aspects of business rates and welcomes the 
discussions taking place between the Scottish Government and COSLA on 
the introduction of a Business Rates Incentivisation Scheme (BRIS). 

237. The Committee welcomes the Scottish Government’s commitment to 
maintain capital spending as far as possible, in the context of a 36.7% cut to 
the Scottish Government’s capital budget over the spending review 
period.201   

238. The evidence we have taken and the follow-up data provided to us from 
the enterprise agencies reveals that the practice of transferring revenue 
budget into capital is a matter of routine and has been carried out in recent 
years without special mention. 

239. While the Committee accepts that the transfer of resource budget to 
capital is just one of a range of measures designed to boost capital 
spending in Scotland, the evidence would suggest that capital expenditure 
over the Spending Review period will be approached in the same way as in 
previous years. 

240. The Committee notes the written and oral evidence on the 
methodologies used by the enterprise agencies to evaluate impact and 
inform future investment decisions. 

241. While the Committee notes the differences in the remits of the 
enterprise agencies, it would like to see greater consistency in the way this 
work is approached.  

242. The Committee is disappointed at the level of detail provided by 
Scottish Enterprise, Scottish Development International and Highlands and 
Islands Enterprise in their responses to the Committee’s call for evidence.  
This seems to be a retrograde step compared to the progress made in 
previous years. 

243. While we appreciate that timescales are tight, we recommend that the 
agencies provide more detail on specific spending programmes and 
priorities for investment and set out the anticipated balance between 
revenue and capital expenditure. 
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244. The Committee notes the Cabinet Secretary for Finance, Employment 
and Sustainable Growth’s continued commitment to the 2005 target 
contained in Scottish Tourism: The Next Decade, to increase tourism 
revenue by 50% by 2015.  

245. Nevertheless, the Committee seeks clarification on the status of the 
target, what interim targets are in place and what strategy will be 
implemented given the clear indication given by VisitScotland’s Chief 
Executive that the target is unachievable and that it would be naïve to think 
otherwise. 

246. The Committee welcomes the commitment to renewable energy that the 
Scottish Government is demonstrating through the draft budget. The 
Committee notes, however, the challenging targets that it has set both for 
renewable energy generation and the reduction of carbon emissions. The 
Committee gives notice that it will examine the Scottish Government’s target 
for renewable energy generation in greater detail in the session ahead. 

247. The Committee would encourage the use of prudential borrowing by 
local authorities in order to fund investment in their estates to adopt small-
scale generation. This would have the benefit of providing income and 
stimulating demand for such technologies, with a view to producing 
economies of scale. 

248. The Committee regrets the complexity inherent in having a number of 
different budget lines in different ministerial portfolios and also across two 
different governments and also the mix of public and private sector funds. 
All of these reportedly contribute to tackling fuel poverty. Therefore, it is 
necessary to analyse those budget lines to determine what proportion will 
be directed at fuel poverty and the overall impact on energy consumption 
and CO2 emissions. Given the importance of this issue, it would be helpful if 
future budgets had global figures for fuel poverty and energy efficiency as a 
feature, with clear information on the scale and source of the funds. 

249. Expenditure in this area has the potential not only to release thousands 
of Scottish citizens from the misery of fuel poverty and cold, damp housing 
but also to remove a burden from the NHS, to create employment, develop a 
skilled workforce, and to release cash into the economy that would 
otherwise be spent on energy bills. Expenditure on fuel poverty is clearly in 
the category of preventive spend that the Finance Committee has asked us 
to look at. 

250. The Committee notes that the figure of £65 million for tackling fuel 
poverty allocated in the 2012-13 Draft Budget, even if combined with the 
Warm Homes Fund and a portion of the domestic energy efficiency spending 
allocation still falls some way short of half of what Energy Action Scotland 
estimate is the financial requirement to eradicate fuel poverty, i.e. at least 
£200 million per annum.202 The Committee further notes the findings of its 
predecessor committee in previous draft budget reports, where it 
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recommended “investment could be in the order of £100-170 million per 
year” for this objective. The Committee also calls on the UK Government to 
ensure that increased incentives exist for households and businesses to 
invest in energy efficiency and demand reduction measures. 

251. The Committee recognises that spiralling energy costs and cuts to 
welfare spending203 will have a detrimental impact on fuel poverty in 
Scotland. Taking all of this into consideration, the Committee recommends 
that the Scottish Government reconsiders its contribution to combating fuel 
poverty with the aim of reaching, along with energy companies through the 
CERT and ECO schemes, a combined budget of at least £200 million per 
annum for fuel poverty measures - the level recommended by Energy Action 
Scotland as necessary to meet the 2016 fuel poverty target in Scotland. 
Further, the Committee calls on the Scottish Government to maintain 
pressure on the UK Government to act on rising energy costs. 

252. The Committee welcomes the support for the HE sector but notes the 
cuts to the FE sector. Given the importance of ensuring skills are in place to 
fill the jobs that will come with the recovery, the Committee welcomes the 
investment made by the Scottish Government in Modern Apprenticeships 
and the opportunities for All scheme for 16 to 19-year-olds.204 

253. The Committee is disappointed that the Cabinet Secretary for Finance, 
Employment and Sustainable Growth was unable to provide a breakdown of 
expenditure planned in this area and therefore calls on the Scottish 
Government to make these figures available as soon as possible. 

254. The Committee notes the valuable contribution that third and voluntary 
sector organisations, social enterprises and cooperatives and credit unions 
make to Scottish society and notes particularly that investment in such 
organisations can represent preventative spend by improving people’s lives 
and reducing their dependence on the NHS and social services. The 
Committee anticipates that their role will become all the more important in 
the difficult economic times ahead. 

255. Given the adverse credit conditions faced by many fledgling 
businesses at this time, the Committee strongly endorses support for credit 
unions. 

256. The Committee regrets the decline in funding for the third sector, 
though it recognises the serious budgetary constraints in which the Scottish 
Government is operating. It welcomes the willingness of these organisations 
to operate as normal, commercial businesses and welcomes the tailored 
support offered through this Draft Budget to support them in achieving this 
self-sufficiency. 

                                            
203

 Gavin Brown recorded his dissent to the reference in this sentence to welfare spending. 
204

 This paragraph was agreed to by division: For 5: (Chic Brodie, Angus MacDonald, Mike 
MacKenzie, Stuart McMillan). Against 4 (Gavin Brown, Patrick Harvie, Rhoda Grant, Anne 
McTaggart). 



Economy, Energy and Tourism Committee, 1st Report, 2011 (Session 3) 

 55 

257. The Committee welcomes the Scottish Government’s commitment to 
preventative spend, given its importance to the future of the country. 

258. The Committee believes that the Scottish Government should increase 
spending on fuel poverty as a prime example of preventative spend. The 
Committee believes that some of this money may be recouped over other 
budgets in a relatively short space of time as well as creating jobs and 
boosting the economy. The Committee will continue to monitor whether the 
full £500 million committed by the Scottish Government is indeed used on 
preventative spend. 

259. The Committee welcomes the rapid establishment of the Strategic 
Forum Partners Efficiency Programme and looks forward to receiving 
updates on progress with achieving the efficiency savings. Given the 
prominence this issue has in the Draft Budget, it is important that further 
detail is provided to the Committee by the end of December 2011, the time 
period which was indicated to us for the preparatory work on how these 
savings will be achieved. 


