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Gordon Lindhurst MSP 
Convener 
Economy, Jobs & Fair Work Committee 
The Scottish Parliament 
Edinburgh 
EH99 1SP 
 

20 November 2017 
 

 
Dear Gordon, 
 
Economic impact of leaving the EU 
 
Further to my letter of 29 September, I have had time to consider the Scottish 
Parliament Economy, Jobs & Fair Work Committee’s report on the impact of EU exit 
in Scotland and welcome the opportunity to respond to the findings.  
 
The UK Government will shortly be publishing an Industrial Strategy White Paper 
which I am expecting to cover many of the points that you have raised in your report. 
Our officials have been working with Scottish Government officials on this and we 
will send you a copy of the White Paper when this is published.  
 
A detailed UK Government response to key recommendations is attached at 
Annex A.   

 
 

 
Rt Hon DAVID MUNDELL MP 

SECRETARY OF STATE FOR SCOTLAND 
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ANNEX A – DETAILED RESPONSE TO RECOMMENDATIONS   
 
ECONOMIC STATISTICS 
 
16. In the course of this inquiry the Committee has received useful evidence 
about the economic impact of leaving the EU but there are gaps in the 
information available. The Committee will examine the outcomes of phase two 
of the enterprise and skills review to assess whether improvements have been 
made. 
 
The Scotland Office welcomes the Scottish Parliament's inquiry into economic 
data.  With the new powers devolved in the Scotland Act 2016, Scotland is set to 
have one of the most powerful devolved parliaments in the world.  It is therefore 
important that timely, accurate and robust economic statistics are available to 
support the debate on how these powers ought to be used. Wherever appropriate, 
we will work with the Scottish Government to support and enhance their efforts to 
collate robust information.  
 
EXPORTS  
 
58. We heard a wide range of views from witnesses on the potential effect of 
leaving the EU. It is clear from evidence received that more needs to be done 
to support and encourage Scottish businesses, especially SMEs, to export 
both to the EU and beyond. The Committee expects this to be addressed by 
the Scottish Government and Enterprise Agencies as part of the on-going 
enterprise and skills review. However, an increased effort is required in the 
wake of the decision to leave the EU. 
 
This recommendation is primarily aimed at the Scottish Government. However the 
UK Government is doing everything it can to support and encourage Scottish 
businesses to export around the world. Following the EU Referendum, the Prime 
Minister created the Department for International Trade (DIT), a dedicated 
department to promote the whole of the UK as a great place to do business and to 
trade.  
 
DIT staff are located in 174 posts in 108 countries across the globe, providing 
tailored support and advice for businesses of all sizes, and across all parts of the 
UK. The Department’s overseas network is located in British embassies, high 
commissions and consulates, allowing DIT and Foreign and Commonwealth Office 
(FCO) staff to work together to secure the best outcomes for UK businesses.  
The Secretary of State for International Trade has also re-established a Board of 
Trade, this is an advisory  Board, with representation from across the United 
Kingdom, aiming to ensure the benefits of trade and investment are spread to all 
nations and regions of the United Kingdom.  
 
Through the Scottish Business Growth Group, the UK and Scottish Governments are 
engaging with Scottish business organisations to ensure that their concerns and 
proposals to help them promote economic growth in Scotland are taken into account 
by both Governments. 
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59. Evidence received shows that access to the single market is vitally 
important to many exporting businesses in a number of sectors in Scotland; 
others are less dependent on this market. The Committee recommends that 
the Scottish Government works to assist those businesses that are dependent 
on exporting to the single market to continue to operate and grow as the 
negotiations to leave the EU progress. The Committee also recommends that 
the Scottish Government represents to the UK Government the aspirations and 
needs of Scottish businesses, in relation to trading with countries in the single 
market. 
 
We want to build a truly Global Britain that is one of the firmest advocates for free 
trade anywhere in the world. As one of the world’s largest economies, we have the 
chance to work with old and new partners to build a truly global Britain at the heart of 
international trade. 
 
The UK seeks a bold and ambitious Free Trade Agreement as part of a new, deep 
and special partnership. We start from a unique position with regulatory frameworks 
and standards that match.  We want to have the greatest possible tariff- and barrier-
free trade with our European neighbours, as well as to negotiate our own trade 
agreements around the world.  
 
Many sectors of Scotland’s economy depend heavily on the UK single market.  In 
2015 Scotland exported goods and services worth £78.6 billion, including £49.8 
billion to the rest of the UK. This is over four times more than exports to the 
European Union (£12.3 billion) and more than three times more than exports to the 
rest of the world.   
 
60. The Committee notes the increased investment in Scottish international 
trade and investment and recognises the good work that SDI is doing. Trade 
promotion must be the focus of the Scottish Government going forward both 
within the EU and beyond. More needs to be done to support businesses in 
exporting across the world. Now is the time to maximise on opportunities in 
growing markets such as China and India. The Committee heard from a 
number of witnesses about the importance of focusing on emerging markets 
(for example, South America). 
 
The UK Government’s focus on trade in emerging markets is clear. In September 
2017 for example the Secretary of State for Scotland visited Paraguay and Argentina 
in South America. The Secretary of State used this visit to advance Scottish 
business interests, lobbying on behalf of the Scotch Whisky industry (Scotland 
exports more than £14 million and £12 million worth of Whisky a year to Paraguay 
and Argentina respectively), promoting Scottish food and drink, engaging with 
importers of Scottish products and building on links with the agriculture, education 
and energy industries. This compliments the efforts of the newly-established DIT 
around the world. 
 
61. The Committee recognises that resources are finite and asks the Scottish 
Government to provide it with information on the criteria for the location of SDI 
offices in certain countries and on its strategy for choosing to focus on these 
areas. The Committee expects the Scottish Government to work with the UK 
Government on trade promotion. Such collaboration will be vital to maximise 
the use of resources. 
 
DIT works closely with SDI on a number of initiatives, including the delivery of the UK 
offer at major events both in the UK and overseas. This includes VIP visits to the UK, 
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trade missions, world Expos, Olympics and Paralympics and other supporting events 
where the business world gathers in one place. For example, the Scottish 
Government  joined the UK Pavilion at the 2017 Astana Expo in Kazakhstan this 
summer. 
 
The Scottish Government and the other devolved administrations will have input and 
access to the business programmes that DIT is creating for future major events, 
including Dubai Expo in 2020 and Tokyo Olympics and Paralympics also in 2020.  
 
In addition to providing their own services, Scottish Development International (SDI),  
deliver a range of DIT services such as Tradeshow Access Programme and 
Overseas Market Introduction Service. SDI also benefit from wider DIT initiatives 
such as High Value Campaigns (HVC), the GREAT campaign and access to the 
network of overseas posts, with some of which SDI have chosen to co-locate.  
 
62. The Committee welcomes the Scottish Government‘s investment in the 
work of the Chambers of Commerce in promoting trade. The benefits of 
collaboration between businesses and sectors in promoting trade must be 
encouraged and supported by the Scottish Government at this critical time for 
exporting businesses. 
 
63. The Committee notes that witnesses cited proximity as one determinant of 
exporting scale. Given that we export more to the rest of the UK than to the 
rest of the world, the Committee recommends that the Scottish Government 
continues to support Scottish businesses in trading with this rUK market. 
 
In 2015 Scotland exported goods and services worth £78.6 billion, including 
£49.8 billion to the rest of the UK. This is over four times more than exports to the 
European Union (£12.3 billion) and more than three times more than exports to the 
rest of the world.   
 
Many sectors of Scotland’s economy depend heavily on the UK single market. The 
financial services and insurance sector sold nearly half (43%) of its total output to the 
rest of the UK in 20141. Furthermore, 90% of the sector’s customers are located in 
other parts of the UK2. 
 
65. The Committee notes the points made by businesses regarding EU rules 
and regulations (set out in paragraphs 53 to 57 above), including the value of 
effective accreditation, licensing and certification systems and the need for 
certainty and continuity, and asks the Scottish Government to reflect these 
views in any negotiations with the UK Government. 
 
The UK Government recognise the need for certainty and continuity for business as 
we leave the EU. That is why the Government is committed to ensuring a smooth 
and orderly withdrawal from the EU. Our priority is therefore to have a functioning 
statute book in all parts of the UK. 
 
Currently, EU rules create a consistent approach across the UK in a range of policy 
areas. These common rules provide a number of benefits, including making it simple 
for businesses from different parts of the UK to trade with each other, helping the UK 
to fulfil its international obligations and protecting our common resources. 
 

                                            
1 Scottish Government, Input-Output Tables (2014, latest year)   
2 Scottish Financial Enterprise  
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Now these powers are coming back to the UK. The EU (Withdrawal) Bill allows for 
an orderly, sensible approach to this – creating a transitional solution while we work 
through the complexities with the Devolved Administrations.   
 
We have already started discussions with the devolved administrations on these 
areas. The UK, Scottish and Welsh Governments agreed at JMC(EN) on 16 October 
2017 the principles that will guide how we approach common frameworks in future.  
 
We need some common frameworks because the UK internal market is one of our 
greatest assets and we need to maintain it. 
 
We want to devolve where possible, but this Government will not threaten our UK 
economy or make life more difficult or more expensive for UK companies, UK 
workers or UK consumers. 
 
FINANCIAL SERVICES 
 
73. The Committee notes that some financial services sectors will be more 
affected by the potential loss of passporting rights than others. The Committee 
recommends that the Scottish Government does analysis of the financial 
services sector in Scotland to enable it to represent the needs of the sector in 
relation to passporting rights to the UK Government to ensure that they 
continue to be able to do business in Europe following the UK’s departure 
from the EU.   
 
Ministers and HMT officials are in frequent contact with the financial services 
industry across the UK, including Scotland, and are aware that different sectors 
within financial services have different needs and priorities. We will continue to work 
with industry in Scotland as we move forward. 
 
The UK Government is aware of the concerns that the Scottish financial services 
sector, like the rest of the UK’s industry, has regarding market access post-Brexit, 
especially in relation to passporting rights. What the final EU-UK relationship looks 
like will be a matter for negotiations, but we are ambitious in our aim to secure a 
bespoke and reciprocal arrangement that preserves the greatest possible market 
openness. That is why we want to agree a deeper and more comprehensive 
arrangement than any existing Free Trade Agreement. Our unique starting point of 
regulatory alignment places us in a good position to achieve this.  
 
IMPORT INFLATION 
 
84. The Committee is concerned about the impact of import inflation on some 
Scottish businesses and agrees with the Cabinet Secretary‘s view that 
opportunities for import substitution should be maximised through the 
enterprise and skills review. As the impact of import inflation is already being 
felt by businesses, the Committee asks the Scottish Government to report 
back on its strategy for this work as a matter of urgency. This work should 
include mapping out of supply chains and working with businesses to 
maximise opportunities for import substitution. 
 
The UK government is committed to making Britain a leader in free trade, working to 
remove barriers and liberalise the global trading environment. Imports are an 
important part of trade and enable consumers to get the good and services they 
want at the best price. The UK’s open economy allows businesses to operate 
efficient supply chains and our strong track record securing international inward 
investment creates opportunities for complementary UK supply chains to develop. 
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The UK government’s industrial strategy includes work to ensure we put in place the 
right institutions with the right powers to enable the development of supply chains 
across the UK. 
 
85. The impact of cost rises on Scotland’s older and poorer households is of 
particular concern to the Committee. The Committee recommends that the 
Scottish Government does work to assess any potential impact and reports 
back to the Committee. 
 
We know some households are concerned about their day-to-day cost of living. The 
UK government have raised the National Living Wage, delivering the largest pay rise 
for the lowest earners in 20 years, and protected the value of pensioners’ incomes 
through the triple lock, increasing the state pension by the highest of inflation, 
earnings growth, or 2.5 per cent. 
 
INWARD INVESTMENT   
 
100. The Committee recognises Scotland’s progress in attracting inward 
investment. We note the work being undertaken by SDI and Scottish Enterprise 
to attract foreign direct investment. The Scottish Government’s Trade and 
Investment Strategy recognises the need to attract new investors. The 
Committee notes proposals to strengthen the role of SDI and provide stronger 
focus on co-ordinating international activity across public and academic 
sectors.  
 
The Committee agrees that universities can play a key role in promoting 
Scottish business overseas. The Committee supports this on-going work and 
asks the Scottish Government to provide it with further detail on progress with 
its foreign direct investment strategy. 
 
101. We also stress the importance of continuing to promote the growth of 
indigenous businesses and believe that the right balance must be struck 
between supporting foreign direct investment and home-grown businesses.  
 
The Committee notes the conclusions of phase one of the enterprise and skills 
review and that the Scottish Government is looking to do more work in offering 
core support to more businesses. The need to support SMEs is more crucial 
than ever; and,  
 
102. The Committee intends to carry out an inquiry on support for businesses, 
specifically to investigate the financial support available to companies beyond 
the start-up stage and looking at international comparators. 
 
The Department for International Trade is vital in attracting inward investment to 
Scotland and the whole UK.  These projects are provided primarily by DIT’s 
overseas networks. 
 
DIT’s global network allows DIT and Foreign and Commonwealth Office (FCO) staff 
to work together to secure the best outcomes for UK businesses.  
 
In 2016/17, Scotland secured a total of 183 FDI projects – making Scotland the third 
most attractive region in the UK, behind London and the South East.  FDI projects  
supported 5,547 jobs in Scotland in 2016/173.  
 

                                            
3 DIT, Inward Investment Results 2016/17 
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The GREAT Britain campaign showcases the very best of what the whole of the UK 
has to offer in order to encourage the world to visit, study and do business with the 
UK and generate jobs and growth. To date, the GREAT campaign has 
generatedreturns of £2.7 billion for the UK economy, with a further £2.6 
billion currently being audited. 
  
Scotland is fully integrated into the activity run by GREAT’s delivery partners around 
the world, including in major international, multi-channel campaigns to promote 
tourism, trade and investment and UK education, and in the UK to support exporters. 
  
SDI, Highlands and Islands Enterprise and the Scotland Office collaborated on the 
Exporting is GREAT Hub Roadshow, which toured the whole of the UK for over 
12 months and worked in full partnership with each of the Devolved Administrations. 
This tour included two visits to Scotland in 2016.  
 
In November 2016, a new world-leading platform for companies to promote 
themselves in lucrative global markets was launched. The new platform gives UK 
businesses access to millions of pounds’ worth of potential overseas business to 
help them start or continue exporting and provides a new searchable export directory 
to match businesses according to the worldwide demand for UK goods and services. 
  
DIT ensures that the content of the e-exporting programme is made available to all 
businesses in the UK. The scheme helps UK companies to accelerate exports 
through online channels. The scheme also includes major online global promotions 
to sell UK consumer goods to global consumers, driving new customers and new 
markets for UK companies. By having exclusive UK agreements with key online 
platforms such as Amazon and Alibaba and the provision of access to e-exporting 
specialists, DIT is able facilitate the capability of UK companies to successfully 
export online. 
 
SCOTTISH LABOUR MARKET  
 
131. The Committee notes the reliance in some sectors of the Scottish 
economy on EU labour, both skilled and unskilled. This is in the context of 
demographic challenges in Scotland. Such challenges are specific to Scotland 
and should be highlighted to the UK Government. It is vital that such locational 
differences are taken into account when negotiating new immigration 
arrangements. 
 
132. The Committee explored the possibility of internal migration to fill 
vacancies in areas where the workers are not available. However, location and 
specific skills can be barriers to this approach. The Committee recognises that 
there are significant skills gaps in some sectors and a need for workforce 
planning, which takes the EU referendum decision into account, particularly in 
certain regions in Scotland where there are insufficient people available to fill 
vacancies. We recommend that work continues to seek to address both these 
issues, with an increasing of efforts in the context of the UK leaving the EU. 
 
133. The Labour Market Strategy, produced by the Scottish Government in 
September 2016, refers to the establishment of a strategic labour market group 
to ensure that the labour market strategy is responsive to developments. 
 
The Government  is due to publish an immigration white paper later this autumn, 
ahead of introducing an immigration bill in the new year. .  We are clear that we want 
a deep and special partnership with the EU. That starts with a phased 
implementation period post-exit, when it will be in all of our interests to ensure a 
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smooth transition, avoiding any cliff edges for individuals and businesses.  And we 
want a long-term arrangement that reflects that deep and special partnership, 
too.  We will make decisions on both the transitional period and future arrangements 
on the basis of evidence and only after engagement with a wide-range of 
stakeholders – both domestically and in the EU.   
 
The precise way in which the Government will control migration to the UK following 
exit from the EU is yet to be determined.  It will be crucial to understand the 
perspectives of the whole of the country and ensure we take account of the needs of 
all the nations and regions of the UK in designing the future system.  On 27 July, the 
Government commissioned the Migration Advisory Committee (MAC) to gather 
evidence on patterns of EU migration and the role of migration in the wider economy, 
ahead of our exit from the EU.  The MAC will provide an opportunity for each of the 
Devolved Administrations to submit evidence of the specific requests of each 
Administration in an objective and transparent way, as well as engaging with 
businesses, and public and voluntary sector employers.  The Government’s 
engagement will complement this in gathering the views of stakeholders across 
England, Scotland, Wales and Northern Ireland. 
 
The MAC will build on the significant analysis already underway in Government, but 
we want the MAC’s credible, independent advice to inform our decisions on our 
future immigration arrangements.  The Government will carefully consider any 
evidence from the MAC before finalising details of the future immigration system for 
EU nationals. 
 
UNIVERSITIES   
 
143. The Committee notes the evidence on the value of post-study work visas 
and recommends that consideration should be given to extending the pilot to 
include Scotland. 
 
The Tier 4 visa pilot is part of the Home Office’s continued efforts to ensure that the 
UK maintains an excellent offer to attract the brightest and best to study at our world-
leading institutions.  Its main aim is to help simplify the visa application process for 
international students looking to study on a Masters’ course, in the UK, of 13 months 
or less.  It will also help to support students who wish to switch into a work route and 
take up a graduate role by extending the leave period following the end of their study 
to up to six months.  The pilot does not make any changes to the Tier 2 visa route 
and is not a return to the post-study work visa route, which we closed in April 2012 
due to high levels of abuse.   
 
The institutions taking part in the pilot were chosen due to their consistently low level 
of visa refusals.  It is a fundamental requirement of Tier 4 that education institutions 
who recruit international students take responsibility for them.  This means the 
institution must ensure the student is genuine and meets the requirements of the 
Immigration Rules, before assigning them a Confirmation of Acceptance for Studies 
(CAS), as well as ensuring that the student leaves the UK at the end of his or her 
studies.   
 
It is acknowledged that there are other institutions who would like to take part in this 
pilot, however the pilot is deliberately narrow in scope. This is to ensure that the 
outcomes can be adequately monitored, whilst minimising the risk of unintended 
consequences, before considering rolling the pilot out more widely.  We will carefully 
monitor any impacts and liaise with stakeholders before any further steps are taken. 
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Home Office Science (Migration and Border Analysis) will carry out an independent 
evaluation, examining internal management information and data from the 
participating universities.  The evaluation will test the aims of the pilot and will report 
interim findings with a final report in the spring of 2019.   
 
 
144. The Committee recommends that the Scottish Government should work 
with the UK Government to ensure that Scottish Universities can continue to 
collaborate and lead on pan-European research projects. 
 
UK businesses and universities should continue to bid for competitive EU funds 
while we remain a member of the EU and we will work with the Commission to 
ensure payment when funds are awarded. The Government will underwrite the 
payment of such awards, even when specific projects continue beyond the UK’s 
departure from the EU. This includes awards that are bid for before exit that are 
successful after exit. 
 
We would welcome an agreement to continue to collaborate with our European 
partners on major science, research, and technology initiatives. However it is too 
early to speculate on the UK’s future relationship with specific EU research 
programmes, including Horizon 2020 and successor programmes. We will approach 
the negotiations on this basis.  

 


