SCDI Response to the 
Scottish Parliament Finance Committee Inquiry 

providing a “Cross-cutting Expenditure Review on Economic Development.”
The Scottish Council for Development and Industry (SCDI) is an independent membership network, which strengthens Scotland’s competitiveness by influencing Government policies to encourage sustainable economic prosperity.  It is a broad-based economic development organisation, with membership drawn from Scottish business, trades unions, public agencies, educational institutions, non governmental organisations, local authorities, and the voluntary sector.  
SCDI Main Recommendations - 

1. SCDI would prefer to see primary economic development spending at least keep pace with the growth in other budgets. If support spend can be more clearly shown to be linked to economic development benefits, the growth in this type of spending is also welcomed.

2. SCDI recommends that the Executive express a stronger prioritisation of economic development through identifying and listing a group of Key Economic Development Projects with full budget support. This would help to build stakeholder and public understanding of what the Executive is seeking to achieve and greater public confidence in the statement that growing the economy is the Executive’s first priority.

3. SCDI supports moves to assess project spending for its economic benefits on a more structured basis across the Executive and its agencies. Further, the assessments must be widely available and readily comparable by stakeholder organisations and the layperson so that the relevant communities of interest can genuinely assess the information made available. 
Inquiry Background - 

The Scottish Parliament's Finance Committee is undertaking a cross-cutting inquiry into Economic Development. The cross-cutting expenditure review seeks to scrutinise expenditure in relation to policies which cut across Scottish Executive departments.
The Committee “wants to find out whether the level and structure of government spending on economic development in Scotland has been appropriate”. 

The remit for the inquiry was agreed as: 

“To consider whether the level and structure of government spending on economic development in Scotland and its share of overall government spending in the period of devolved government has been appropriate in the light of: 

•  the identification of economic development as the priority of the Scottish Executive 

•  the challenges and opportunities facing the Scottish Economy 

•  the state of knowledge of factors influencing economic development and of the theory of economic development 

•  evidence on the effectiveness of expenditure on economic development and on activities supportive of economic development.” 

The external scoping research undertaken for the Committee divided spending on economic development in to “primary spending” and “support spending” and also analysed the pattern of spend since devolution. This research, available at - http://www.scottish.parliament.uk/finance/reports/fir04-expenditure-03.htm  
To assist in judging the monetary scale of the budget under discussion it indicates the following summary budget data -

Scottish Executive Primary Expenditure on Economic Development 2003-04

(£ million at 2002 prices)

	Item
	£ million

	Scottish Enterprise
	441

	Highlands and islands Enterprise
	79

	Grants to Business incl. RSA
	42

	VisitScotland
	30

	SEERAD Rural Development
	147

	Support to Fisheries
	46

	Agricultural and Biological Science
	113

	CAP Market Support
	331

	Forestry Commission (Scotland)
	73

	
	

	Total
	£1302 million


Scottish Executive Support Expenditure on Economic Development 2003-04

(£ million at 2002 prices)

	Item
	£ million

	Roads
	246

	Scotrail Subsidy
	204

	Schools
	165

	Other Education Department Spend
	366

	Higher and Further Education + Student Awards
	1647

	European Structural Funds
	192

	
	

	Total
	£2820 million


The Committee’s principal questions are:
1. Do you think the overall level and growth of what the research terms “primary spending” on economic development has been appropriate? 

2. To what degree do you think economic development considerations and priorities are reflected in decisions concerning the level and nature of “support spending” (e.g., expenditure on transport and higher and further education)? 

3. Do you believe that the economic development impact of spending on items such as higher education and public transport has been adequately assessed – for example in the appraisal of such projects? 

4. What is your opinion of the available evidence on the output and impact of the budgets of Scottish Enterprise and Highlands and Islands Enterprise and of the scale of those outputs and impacts? 

5. Do you think the balance of expenditure between primary and support spending has matched economic development needs and priorities?
SCDI Response Introduction - 

1. Although SCDI welcomes an inquiry which should lead to wider and greater understanding of the economic development effort in Scotland, we share with some members of the Finance Committee some fundamental misgivings about the inquiry remit.
2. The very wide definition of economic development related spend would seem to detract from a clear inquiry focus on the appropriate levels and outcomes from “primary spending”. Without this clear focus, there is a risk of spending time and effort discussing wider elements of general Scottish Executive spend when there is no possibility of allocating either success or failure rates to spend which has multiple benefits of which economic development is only one part.
3. An example of the confusion is Transport expenditure which is identified in the inquiry external research as “economic development support spending”. Taking road construction and maintenance as one of the stated examples, the purpose of maintenance spending is to maintain a road at existing standards - whereas the definition of economic development would surely have to involve some level of “increased output and rate of economic growth” as the research suggests. Maintenance would simply hold a road at existing levels of repair and not therefore contribute to increased output or economic development. In fact the best possible outcome of maintenance is simply to halt or stall the output lost as a road deteriorates. So, it would have been helpful for the Committee if the research had clarified the situation more carefully and provided only the true economic development elements of the budget. 
4. There are other examples of the scope for confusion. For example, if transport spending is allocated as “support” spending then health spending (which might reduce the number of labour hours lost to illness or injury) is also probably a candidate for inclusion as “support” spending. Again, “subsidy” spending might possibly lead to economic development (through for example the Air Route Development Funds) but might also exist simply to maintain income levels or better protect the environment rather than actively grow incomes or outputs and there are many other such examples. 

5. To assess the spending as economic development spending, the transport and other budget lines identified as “support” need first to be broken down more clearly to identify spending to achieve growth as opposed to spending to achieve other aims such as care and maintenance levels or subsidy spending to achieve a mix of social and economic outcomes. 
6. The Committee might choose to undertake just such an exhaustive analysis to identify the proportion of genuine economic development spending in all Executive budget lines but SCDI would suggest instead that the Committee might ask each Executive department to identify the elements of their spending they would consider to be primarily economic development related and that might be a starting point for a more informed discussion. 

7. This area of budget allocation is undoubtedly extremely complex and unfortunately easily misrepresented to shape or support a particular argument. For example, a “subsidy” might be portrayed as an unearned benefit which raises tax levels generally or more benignly as an investment in the community or sector and often depends on which perspective is being supported. Drawing a wide inquiry remit and including support budget lines will increase the chances of incorrect allocation, generalisation or misrepresentation and perhaps cast the utility of the analysis and report into doubt. SCDI would therefore suggest that the Committee concentrate its efforts simply on identified primary expenditure in this first inquiry and might perhaps wish to return to support expenditure in a later inquiry.
8. The direct link which the inquiry documentation appears to draw between increased or reduced expenditure and increased or reduced outcomes is also questionable - especially in the absence of other evidence. Amongst other factors, the focus of expenditure and efficiency of investment mechanisms are perhaps equally important here.
9. These are important aspects to consider if the Committee is to avoid unhelpful generalisations in its analysis and report. Nonetheless, the SCDI responses given below are based on the research figures and terminology published by the Committee in order to promote comparison of our views with others.

SCDI Response to the Inquiry Key Questions -
Question 1 - Do you think the overall level and growth of what the research terms “primary spending” on economic development has been appropriate? 

10. Given that “Growing the economy” is cited as the “number one priority” in the “Partnership for a Better Scotland” agreement and yet the committee research identifies primary expenditure as just 5.5% of the Scottish Executive budget there would seem to be an immediate mismatch between declared priority and actual budget provision. 
11. We note from the Committee research that from 1999 to 2005, primary spend has increased by 10% to £1303 million in 2003/04 but at a lower rate than support spend (22% rise to £3126 million) and at a lower rate than most other categories of spending in the Executive budget. (Which is identified as growing at 12.9% from 1999-2003.) This suggests strongly that other spending areas took priority in a period when the Executive’s available budgetary resources actually grew quite strongly.
12. The wide inclusion of support and other spending with reference to economic development would seem to offer the Executive an ideal opportunity to present spending as economic development related and part proof of the previously stated prioritisation. But there are certainly doubts in the wider economic development community that this prioritisation is genuine. (Put simply, is the 5.5% the first priority in the budget or is it whatever is left over after the other 94.5% is allocated?) The lower rate of growth in economic development spending (in relation to other Executive budget areas) is often cited here as proof.
13. Other factors are relevant in holding down spending on economic development in any case. The Scottish economy has only a certain capacity to utilise economic development spending and other restrictions in spending are in place such as the requirement to follow EU State Aid and RSA rules or EU Regional Policy rules.

14. On balance, SCDI would certainly prefer to see primary economic development spending at least keep pace with the growth in other budgets. If support spend can be shown to be heavily prioritised towards economic development benefits, the growth in this type of spending is certainly also very welcome.
15. As ever, spending levels are less important than the actual positive outcomes from spending. SCDI would take the view that the Executive can better express its prioritisation of economic development through identifying and listing a set of key projects which will have full budgetary support. Put simply, SCDI supports the creation of a list of Key Economic Development Projects like the Ten Transport Priority Projects previously indicated by the Executive. Such a listing and prioritisation sends strong signals to the Executive’s stakeholder partners and further improves the commitment to the projects by all partners. (Project targets could range from 75% Broadband Take-Up by Businesses to the creation of Edinburgh and Glasgow Airport rail links to securing a target number of Fresh Talent individuals and families taking up employment in Scotland.) Agreeing the key projects would best be done through consultation with partners and should not be an unduly centralising process.
16. Note - As outlined above, SCDI does have reservations about the inclusion of CAP and Fisheries spend as primary economic development spend.
Question 2 - To what degree do you think economic development considerations and priorities are reflected in decisions concerning the level and nature of “support spending” (e.g., expenditure on transport and higher and further education)? 

17. As outlined in our response introduction above, SCDI has strong reservations about the inclusion of support spending in the inquiry remit as the degree to which it can be ascribed to economic development spending is questionable.

18. In an increasingly joined-up government environment, it is not surprising that spending in one area is often described as having a mix of benefits across several areas.  A cynical view would be that this can be very useful for presenting often complex policy and projects spending decisions in the most positive light. 
19. The division within the committee research of several large areas of spending as support spending does itself suggest that economic development is at best a secondary by-product of spending in these areas. That in turn suggests a considerable variation in project range from a high degree linkage to economic development to very low degree linkage towards economic development benefits.
20. SCDI considers that the degree to which economic development considerations are reflected in such decisions is currently unclear. SCDI would certainly support moves to assess project spending for its economic benefits on a more structured basis and against a measurement scale that the layperson and stakeholder organisations can readily contrast and compare. 

Question 3 - Do you believe that the economic development impact of spending on items such as higher education and public transport has been adequately assessed – for example in the appraisal of such projects? 

21. SCDI has no doubt that some assessment goes on and that it is well intentioned, but considers that the criteria for identifying which projects are assessed is by no means clear or the same for different Executive departments and agencies.

22. Further, to be of real utility, the assessments must be widely available and readily comparable by the layperson so that stakeholders and the relevant wider communities of interest can genuinely assess the information made available. 
23. The development of standardised assessment procedures should also lead to familiarity and quicker assessment. This, in turn, should lead to quicker facilitation of positively assessed projects.

24. Although there is some progress on assessment, SCDI would not consider current assessment activity and scale to be adequate in regard to the size of the spending. 

Question 4 - What is your opinion of the available evidence on the output and impact of the budgets of Scottish Enterprise and Highlands and Islands Enterprise and of the scale of those outputs and impacts? 

25. The main published evidence available on the output and impact of these budgets appears to be published in the respective agencies annual reviews and, with respect to their guidance from Smart Successful Scotland, the report of the Joint Performance Team which was last published in March 2003.
26. Both networks have agreed targets and are currently reaching them successfully. (HIE reached 28 of 30 and SE reached 20 of 21 in 2002/03.) The assessment of the JPT is also positive but recognises there has been only a short time in which to assess trends since those targets were adopted. The targets are agreed with the Scottish Executive so their source should be traceable back to the coalition Partnership Agreement; and the Framework for Economic Development in Scotland (FEDS); and Smart, Successful Scotland (SSS). The latter two documents currently being refreshed.
27. In terms of outcomes, broadly speaking over previous years there has been a shift away from more infrastructure related spending towards softer skills, training, business advisory, research and development related spending which is clearly of importance in growing the Scottish economy but perhaps less visually obvious to the layperson in its impact. 
28. Questions could also be raised over the importance placed on certain targets within the whole group. For example, the Scottish Enterprise key sectors or clusters appear to have received only £4.5 million from the overall expenditure of £511 million by SE in 2002/03 which suggests a lower priority than might be expected. 

29. A further factor which might be beneficial but actually reduce the visibility of provision is the practical importance of SE / HIE working with other stakeholder partners (such as local authorities, HE / FE, Communities Scotland et al) in delivering services or projects so that SE / HIE are not sole providers. SCDI believes that rather than being considered a problem, this joint working should be extended and considered a strength to all providing partners and a benefit to customers. (The reference in Para 2.19 to Local Authority economic development services “mirroring” the development agencies in the Committees research is inaccurate and unfair as partnership provision would be more accurate than the duplication that mirroring suggests. SCDI would also expect the discretionary LA spend of around 10% of the Executive’s spend on economic development to be more positively assessed by the research than in Para 4.4.)
30. On a positive note, Parliamentary Committees are also proving to be an effective source of accountability for the two enterprise networks as they are both regularly called to provide evidence which is often of a more detailed nature, helping to fill out information from the annual reviews.

31. A different approach which ties funding more closely to activity on certain priority targets appears to operate in the English Regional Development Agencies which is a model the Committee might wish to review in the context of this inquiry. 

32. As outlined in Q3, SCDI would support moves towards a comparable assessment structure which could apply to SE / HIE / VS projects and services and to Scottish Executive projects. This would undoubtedly improve public confidence in the published evidence on outputs and impacts.
33. As outlined in Q1, SCDI would support clearer identification of priorities to allow for easier assessment of the Executive and other partners’ performance in delivering stated key priority projects.

Question 5 - Do you think the balance of expenditure between primary and support spending has matched economic development needs and priorities?

34. Working on the basis that SCDI accepts the economic development needs and priorities expressed in FEDS and SSS, it would seem that expenditure has broadly been supportive of these aims and that primary spending has followed these aims. There remain questions over the inclusion of some budget lines in both the primary and support spending categories. There are also questions over the attribution of the total of this support spending to economic development when SCDI believes much of the benefit to be a by-product of its initial aims.

35. Broadly speaking however, the balance of spending has been positive and SCDI does not believe this spending to be wasteful or unnecessary. 

36. SCDI remains supportive of increased spending on economic development, especially if this can be assessed across the Executive and agencies against a comparable framework which is meaningful, readily accessible and easy to understand.

Other Comments - 
37. The role of the planning process in facilitating economic development is often not fully appreciated. SCDI believes that the planning process in Scotland could be more development friendly and act more positively to facilitate development rather than control it. (An example might be when multi-partner development projects receiving public funds could be fast tracked if they are assessed as providing a public or greater common good.) 
38. As an example, infrastructure investment remains key to supporting economic development from treating different types of infrastructure equitably and supportively (such as telecoms) to warding off development constraints due to investment problems (such as water infrastructure) and limiting potential bottlenecks (security of power generation and supply). This area is complex but again would benefit from a more unified approach and a facilitative planning system. 

39. This response has concentrated on the Scottish Executive and Scottish Enterprise and Highlands and Islands expenditure. SCDI also certainly fully recognises and supports the extensive expenditure undertaken by other partners in economic development - perhaps principally the local authorities on behalf of their own communities - which includes UK and EU level spending and the related spending from other public agencies, LA’s and, of course, private sector partners which are often significant contributing partners.

Conclusion - 
40. This is a complex and difficult area of investigation in which the proportion of spending aimed at economic development is open to different interpretations. SCDI acknowledges that spending levels are significant, but we are unable to clearly assess whether these levels are appropriate and meet the perceived need.  

41. SCDI believes that a stronger prioritisation of economic development projects in the form of a listing of a group of Key Economic Development Projects would help to build stakeholder and public understanding of what the Executive is seeking to achieve and greater public confidence in the statement that growing the economy is the Executive’s first priority.

42. The creation of an assessment framework which clearly links spending and outcomes in a comparable fashion across the Executive and its agencies would make an overall assessment of value from economic development expenditure more possible. This framework should be readily accessible and understandable to the layperson.
43. In suggesting this assessment framework, SCDI does not wish to suggest that past or current projects are improperly assessed. Rather, we would suggest that widely accessible, readily understandable and comparable assessments - good reporting of assessments - should be a principal objective of assessment activity.

Recommendations - 
· SCDI would prefer to see primary economic development spending at least keep pace with the growth in other budgets. If support spend can be more clearly shown to be linked to economic development benefits, the growth in this type of spending is also welcomed.

· SCDI recommends that the Executive express a stronger prioritisation of economic development through identifying and listing a group of Key Economic Development Projects with full budget support. This would help to build stakeholder and public understanding of what the Executive is seeking to achieve and greater public confidence in the statement that growing the economy is the Executive’s first priority.

· SCDI supports moves to assess project spending for its economic benefits on a more structured basis across the Executive and its agencies. Further, the assessments must be widely available and readily comparable by stakeholder organisations and the layperson so that the relevant communities of interest can genuinely assess the information made available. 

· SCDI believes that joint working with partners and stakeholders in the wider economic development community is essential in broadening co-operative behaviour and “ownership” of projects.

Roland Diggens, SCDI Policy Analyst
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