THE SCOTTISH COUNCIL FOR

DEVELOPMENT AND INDUSTRY

THE OPPORTUNITY TO SUCCEED

Response to The Scottish Executive consultation document

“A Framework for Economic Development in Scotland”

Introduction
1.
The Scottish Council for Development and Industry (SCDI) is an independent, broadly based membership organisation which influences and strengthens Scotland’s economy through the formulation and promotion of innovative, non-partisan public policies and the delivery of market driven services for members.  In its recently updated Strategic Plan, SCDI reinforced as one of its core objectives the enhancement of Scotland’s international competitiveness.  It is therefore welcome that the Scottish Executive has seen fit to attempt to construct, “an overarching framework for promoting economic development” as stated in the consultation document.  It is certainly necessary for the Scottish Executive to have an overall strategic and long-term view of Scotland’s economy and its performance in order that Scotland is well prepared to meet the challenges of an ever more competitive global economy.

2.
A basic definition of economics is that it is concerns the allocation of resources in order to produce the goods and services to meet required needs and wants.  The reasoning behind the creation of a Scottish Economic Framework, therefore, should be to provide a guide as to the allocation of Scotland’s resources to meet the country’s defined needs and wants.

3.
With such a Framework in place it will be easier to ensure that the more detailed policies that are produced on a more sectoral and thematic scale, for example manufacturing, tourism, transport and social inclusion among others, can be properly integrated, co-ordinated and implemented in a manner that fits within this comprehensive structure.  It will be the job of this Framework to ensure that the policies and initiatives pursued by each individual Executive Department, and hopefully other players in economic development, are fully compatible with this national strategic view.

4. Many of the themes in this submission are based on previous work undertaken by SCDI and contained in the paper, “Development Strategy: The Scottish Council’s Objectives and Role”, produced in 1995.

Vision

5.
It is essential that a framework of any nature includes a vision of what is potentially achievable and of the desired goal.  A basic vision for Scotland’s economy must involve a competitive and prosperous nation with a strong demand for well paid, well qualified people who are both employed and employable.  In addition, it is the specific wish of SCDI’s Executive Committee that citizens who are vulnerable through personal misfortune should be supported with dignity.  Such an economic environment would promote Scotland as a leading nation in which to live, work and do business.  The benefit of attaining an economy with these characteristics would be to provide more resources to be shared throughout the country, increase quality of life for its citizens and provide a solid base for business to prosper.

6.
In short, Scotland’s economy should provide all its citizens with the Opportunity to Succeed irrespective of personal circumstances and resources.

Objectives

7.
To attain the vision outlined above it is imperative that the Economic Framework, as far as is feasibly possible through its extensive consultation process, results in a consensus on economic and social goals so that the widest possible spectrum of people and institutions can identify with, and feel some sense of ownership to, the Framework.  In this way, the Framework should relate to the strategies and activities of non-departmental public bodies, local authorities, the private sector, trade unions, the voluntary sector and others.  That is, it must not only be the Scottish Executive’s Economic Framework, but an Economic Framework for Scotland produced by the Scottish Executive.

8.
A basic objective, therefore, should be to construct an overarching Economic Framework that structures resources and institutions so that the possibilities for individuals’ personal fulfilment are maximised.  This should be based on sustainable principles, such as social equity and minimisation of environmental impact.

9.
SCDI emphasises the importance of the last two points.  Increasing economic growth unevenly throughout the country with little regard for the distribution of the wealth would be counterproductive.  Likewise, cognisance must be taken of the environmental consequences of economic growth.

10.
The logical sequence is to reach broad agreement on the objectives of the Framework and why, decide on the method by which these objectives will be met, that is, the policies to be followed, and finally organise whom does what in implementing the policies.

11.
It is acknowledged that obtaining a universal set of objectives will be extremely difficult, but it is important that the process that leads to the final Framework is inclusive and allows the Executive to find as much common ground as possible.

12.
There will be many possible objectives.  From SCDI’s standpoint as an independent economic development organisation, five economic objectives to attain the vision are suggested.  The Framework should seek to produce:

i)
Knowledgeable People

ii)
High Growth Businesses

iii)
Export Marketing and Internationalisation

iv)
High Quality Products and Services

v) Efficient Communication Systems


The reasoning behind each of these economic objectives is as follows:

i)
Knowledgeable People

13.
Education and training has been identified as one of the most crucial, perhaps the most crucial, issue in improving productivity and supplying Scotland with a quality workforce.  Scotland’s education system has been regarded as a major plus point, however there are doubts concerning the standard of the education system and whether it is focused on the correct areas.  In order that the global competitiveness of industry is not compromised by a lack of high quality labour, investment in education and training is necessary.  It is the view of SCDI’s Executive Committee that this investment should focus on the primary and secondary sectors.  It is there that the basic skills that support educational attainment throughout life are gained.

14.
The critical role of education in enabling people and thereby companies and places to gain competitiveness arises from several sources.  For example, because of changing technology, specific knowledge and skill requirements cannot be accurately forecast.  Therefore only a high level of educational attainment provides individuals with the ability to adapt by learning anew.  Also, flexibility of occupation is aided by higher educational attainment.  Increasing experience of radical job change within a working lifetime can be achieved, as opposed to periods of unemployment, if individuals are equipped to learn new skills, more of which will be analytical and creative than before.

15.
Additionally, education serves personal fulfilment ambitions outwith the world of work.  Greater opportunities for well-paid employment will be better realised if individuals have formally or informally increased their educational attainment.  The realisation of this will be dependent on a pro-education culture with peer-group pressure in favour of educational attainment as well as encouragement from family, advisers and employers.

16.
Both core foundation skills acquired through activities usually labelled as “education” and updating skills, educational and vocational, now labelled life-long learning, have to be independent of age if Scotland is to join the knowledge-based economies.  One good example of this is the Union Learning Fund that is used to deliver life-long learning in England and Wales but not yet present in Scotland.  Initiatives such as this should help to stimulate demand for learning.

17.
Another specific issue concerning learning is the use of Modern and Traditional Apprenticeships.  Whilst Modern Apprenticeships have become a particularly attractive form of training for companies as they are part funded by the Local Enterprise Companies and include elements of competency and achievement which lead to a national qualification, SCDI stresses the continuing importance of Traditional Apprenticeships.  These are much more broadly-based forms of training and provide a range of skills within a discipline or sub-sector, for example mechanical or electronic engineering, and they should continue to play a significant part in providing Scotland with a workforce trained and qualified to recognised national standards.

ii)
Obtaining High Growth Businesses

18.
In practice it is firms, not countries, which compete with each other for customers and for the resources with which to serve them.  Firms have to operate in all levels of local, national and international markets.  In terms of the competitive position of firms, the key to faster economic development is liable to lie in helping local firms to become national and international and in supporting the subsidiaries of national and international firms in bidding to attract core strategic decision making functions.  The lack of senior management opportunities in Scotland may be responsible for an out migration of talented individuals.

19.
There is an increasing view that the main investment thrust should be in getting new products and services developed and produced in companies that are already based in Scotland.  There is widespread concern that the balance of attention and of public sector support for new investment has been too targeted at inward investment cases.  SCDI has expressed concerns on this issue previously and feel that delivery of assistance should be more user friendly and every effort should be made to secure the eligibility of companies already located in Scotland.  A particular aspect of this subject is assistance to companies who might engage in import substitution as suppliers of intermediate goods and services to other producers.

20.
In response to the Scottish Executive’s current review of the Enterprise Networks, SCDI is undertaking a major survey of its membership to obtain views on the performance of the Network and the manner in which it can support the economy and business.  The results of this survey will inform SCDI’s response to that review which will be submitted to the Scottish Executive at the appropriate time.

21.
Two well-documented problems of a low rate of new business formation and innovation are also relevant here.  Both rates of business VAT registrations and the amount of R&D as a percentage of Gross Value Added undertaken by Scottish business are below the UK average.

iii)
Export Marketing and Internationalisation

22.
In terms of exports, Scotland has a very narrow export base with nearly 70% of its manufacturing exports located in the electronics and whisky sectors.  However, in those sectors in which exports play a part, Scotland does have an encouraging track record that could be transferred to other sectors.  SCDI’s own export figures show that Scotland accounts for 12% of UK manufactured exports and exports account for over 30% of GDP.

23.
Due to this propensity to trade, external trading conditions are vital in determining the health of the Scottish economy. A move towards exporting goods and services on the basis of quality as opposed to price may help to insulate the Scottish economy from uncontrollable external influences.  Certainly, over reliance on price competitiveness is an unsustainable strategy.  This theme is continued in iv) below.

24.
However, there is more to a global dimension than exports and imports.  While there are some genuinely global products, the significance of international corporations is their ability to develop and adapt products and services to the prevailing conditions in the different markets they serve.  If Scotland is to continue to have world class companies many more will have to take the multinational route themselves.  This process of internationalisation should be encouraged and supported.

iv)
High Quality Products

25.
Competitiveness is not solely a question of cost competitiveness.  Although cost remains important, in many markets there are factors of design, quality and performance that can transcend price considerations.  Particularly in continental Europe, Scots already have an international reputation for quality in professional services, including design.  If Scotland was to use design as a source of competitive advantage, it would be necessary to build on this reputation.  This means design standards have to continually rise.  It is within the capability of consumers here in Scotland to begin the process.  Emphasising that quality is paramount in purchasing considerations would be an important change in culture.  For too long there has been a culture of buying cheapest.  In private life, it is appreciated that a cheapest purchase rarely presents good value over the useful life of a product or service.  Companies too rarely adopt that attitude.  SCDI recognises the importance of good design for the country’s international reputation and thereby its producers’ position.

26.
The factors of high productivity, good design, high quality and efficient performance of products and services must be paramount within Scotland’s economy.

v)
Efficient Communication Systems

27.
One of the keys to an efficient economy is excellent communications facilities, in the form of both transport and electronic communications services.  

28.
Since its inception SCDI has been involved in Scottish transport issues.  Government has indicated that major changes to transport policy are to be undertaken.  Recently, the Scottish Executive’s intentions have been detailed in “The Integrated Transport Bill: The Executive’s Proposals” which is the result of a very extensive and wide-ranging consultation process.  The objective has to be the construction of policies that produce a high quality, cost effective and co-ordinated transport infrastructure in order to increase Scottish competitiveness.  This has to include Scotland’s roads.  One particular road project that would help the development of Scotland’s economy is the M74 completion.  SCDI was extremely disappointed that this project was passed back to the relevant local authorities in the Scottish Executive’s Strategic Roads Review.  The M74 is a crucial artery for Scotland and must be completed as soon as possible.

29.
A closely related issue to the development of a quality infrastructure is how planning regulations are used, not as a constraint on development, but as a facilitator of sustainable, evenly distributed development throughout the economy and its communities.  The Economic Framework must assist in ensuring that planning regulation is formulated a positive climate of development rather than the opposite.

30.
In electronic communications, widespread and effective use of new technology must be encouraged.  There still exists a large gulf between establishing an Internet presence and actually using the Internet as an effective marketing and selling tool to produce real value added to a business.  There are also legal, financial and cultural aspects that can be problematic when a company is visible and selling anywhere in the world.

31.
This is a particular problem for the crucial Small and Medium-sized Enterprise (SME) sector.  Emphasis must be placed on increasing the involvement of SMEs in the Internet culture.

32.
Efficient use of the increased information or knowledge that new technology can bring also has to be achieved.  This does not only include buying and selling over the Internet, but can also mean a fundamental re-engineering of what companies do by becoming Internet based.  However, if this occurs without proper support and advice mechanisms being in place, then this could be a destructive rather than a productive process.

Achievement of Objectives

33.
The Framework has been described as an “overarching” or “high-level” structure.  From this it is not clear to SCDI that implementing particular policies to achieve the objectives is the function of the Framework itself.  As the consultation paper states, the Framework should aim to, “encompass the more detailed strategic thinking of a sectoral or thematic nature which already exists”, such as the recently released Tourism Strategy, and link to on-going work, for example the Manufacturing and Skills Strategies and examination of the Enterprise Network.  Included here could be the wide range of investigations, groupings and policy developments that are going on across the Executive such as those on transport, health, social inclusion, etc., etc.  The Framework may also highlight other issues that need to be addressed.

34.
One relevant issue concerns the process of issuing consultation documents into the public domain.  If the goal of widespread participation by a wider section of the Scottish community in the formulation of policy, as outlined by the Consultative Steering Group on the Scottish Parliament in its final report, is to be attained, a reasonable and consistent consultation period to allow time for properly considered responses should be provided.  The current system is inconsistent and can have very tight closing dates giving the impression of a cosmetic consultation process.  Something SCDI has consistently warned against.

35.
This being the case, it should be left to “lower-level” strategies to decide on the specific actions to be taken.  The Framework’s role in the achievement of the objectives is to ensure a coherence to the Executive’s thinking and that a common purpose lies behind all policies across the extent of Government and, as far as possible, other organisations. 

36.
In order to do this it will be necessary for the Office of the Chief Economic Adviser to interact efficiently with all Executive Departments and enable cross-departmental working to take place.  Feedback loops have to be established so that the Framework and other policies can react and evolve over time.  Holistic government should become a reality rather than a theory.

Monitoring and Evaluation

37.
One aspect to monitoring the Framework will be in the interaction between it and the other on-going work of the Executive and other relevant organisations.  This interaction has to begin immediately, as there are already several other well developed strategies and policies in existence.  These will all have to be considered against the Framework when it is developed to ensure there are no inconsistencies.  Flexibility, therefore, is necessary to allow policies and strategies to be modified or adjusted as required by circumstances, some of which may change very rapidly.  This flexibility will also be required for the Framework itself.  It will be necessary for regular review of the Framework and its interaction with other policy developments to take place.

38.
Evaluating the effectiveness of the Framework could be problematic as there are so many external influences that will determine Scotland’s future economic performance.  A fundamental problem remains the inadequacy or non-availability of economic statistics.  Furthermore, it can be questioned whether those that do exist are sufficient to properly monitor economic progress.  One specific example of this is in the environmental sphere.

39.
Perhaps more than most places, Scotland is sensitive to other’s perceptions of environmental quality.  Many products and services, not least those sold to visitors, are to some degree dependent on a portrayal of Scotland as a “clean and green” place.  There will be major issues to be resolved of how to maintain and extend that status and environmental performance as an aspect of competitiveness.

40. With this in mind, the appropriateness of the traditional GDP per head measure as an indicator of true economic success is limited.  Scotland’s economy and society features many areas where this seemingly increased prosperity has not reached.  GDP may also measure the wrong things.  Alternative economic measures are available and others should be developed.  In future, it may be more appropriate to focus on these measures when attempting to identify Scotland’s true economic well being.  More widely based measures are likely to show that there are many areas in which Scotland must improve its performance to ensure an equitable distribution of the benefits of economic growth.  Wider “Quality of Life” measures would more clearly represent the true performance of Scotland’s economy with regard to a wide variety of factors.

41. A specific initiative attempting to tackle this issue is the work carried out by SCDI’s sister organisation, the Scottish Council Foundation (SCF), on a “Scotland Index”.  Its recently released report, “The Scotland Index: Visionary Governance for a Small Nation” provides further details on this work.  This can be found on the SCF’s website at www.scottishpolicynet.org.uk.

42.
Another aspect of effective monitoring of the framework will be in the benchmarking and collating of data sets, new and existing, against best practice elsewhere in the world.  Such benchmarking would provide an indication of the extent to which Scotland lags behind other countries or where it has a good track record.  At present, however, many pieces of data simply do not exist to provide a comprehensive measure of Scottish economic performance.

43.
Without the relevant data sets it will be extremely difficult to judge whether the economy is growing to the benefit of all areas of society.  Therefore, the sooner that traditional indicators of GDP, and the proposed introduction of a Gross National Product estimate for Scotland, unemployment and related measures are used alongside broader measures, the better our ability to detail economic “success”.

44.
This lack of relevant data also has an impact on the formulation of policy that could affect the achievement of objectives as detailed above.  The Consultative Steering Group on the Scottish Parliament in its final report, “Shaping Scotland’s Parliament” recommends that a Bill presented to the Scottish Parliament should be prefixed by a memorandum explaining:

· the nature of the problem it is intended to address, and the strategic approach;

· the options considered, and why this particular option was chosen;

· the consultative process undertaken;

· the best estimated costs, benefits and financial implications;

and crucially, the possibility of other criteria such as the impact on sustainable development, equal opportunities, implications for Island communities, human rights and business cost compliance.

45.
Adopting this approach will require the production of extra statistics to properly implement this recommendation.

The Role of the Scottish Executive

46.
It must be stressed that it is business that is the main wealth creator in any economy.  However, the Executive will obviously have a critical role in ensuring that the appropriate policies are in place to ensure a benign environment, or even an encouraging one.  Crucial to this is its responsibility for Scottish economic development.  This includes the functions of Scottish Enterprise, Highlands and Islands Enterprise and the LEC network, financial assistance to industry, local government finance and local taxation, inward investment, trade and export promotion, tourism and large areas of transport policy.  Alongside this there is the control of education and training policy.

47.
In these areas, as in others, it is expected that the Executive and Scottish Parliament will be able to focus more closely on Scottish priorities and adapt policy appropriately.  To this end, the Executive has substantial supply-side or microeconomic powers whilst the macroeconomic environment continues to be set externally.  The Executive’s lack of control over interest rates, exchange rates, or the overall level of taxation other than the 3p in the pound basic rate of income tax variation will have an impact on its role in the economy.  The European dimension is also important.  Policies concerning business regulation and taxation are increasingly formulated in Brussels to be implemented EU wide.  Scotland’s relationship with the rest of the European Union will be an important determinant in Scotland’s future prosperity.

48.
However, there is no doubt that the Executive and the Scottish Parliament does have the power to investigate the appropriate areas and, if necessary, re-direct funding to those areas where there is an apparent deficiency or to alter policy as required.  The Framework should help in this role.

49.
The Executive should help to ensure that a stable environment exists which breeds confidence to commit investment in education and research and development alongside an outward looking dimension to develop Scotland in the global marketplace.

50.
Over the longer term, the hope is that the Executive and the Scottish Parliament, especially through the powerful Parliamentary Committee structure that has been put in place, will act as a catalyst to boost Scotland’s economic performance fundamentally.  The establishment of a Scottish Parliament provides the opportunity to produce a system of governance that will aid more effective design and assessment of public policy.

51.
Finally, SCDI repeats its plea that it is not just the Executive that has a role in implementing the Framework.  The wider community, such as those outlined in paragraph 7 above, should also feel able to contribute to its successful introduction and operation.  Indeed, without this wider ownership the chances of the Framework delivering is limited and this could be very damaging to Scotland’s economy.  For its part, SCDI is ready and willing to play an active role in aiding the effective deployment and use of the Economic Development Framework for Scotland.

Iain D Duff

Economist

The Scottish Council for Development and Industry

23 March 2000
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