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Foreword

2007 will be an important year for our nation. We have the opportunity to change Scotland for good and build a better life.

This paper speaks to our values as much as our ambition.  It promotes the key pillars of greater competitiveness, improved economic growth and an increasing population. It builds on our proposals for lower business taxes and cutting business burdens.  Acknowledging that any economic strategy also requires an infrastructure and energy strategy, we also lay out our plans for sustainable growth.  Finally, the strategy highlights the lesson from our most successful European neighbours, that true prosperity is shared prosperity.

We open our proposals for comment and consultation, knowing that no one party has a monopoly on wisdom, because we believe Scotland must discuss and decide how to create a brighter economic future.

Over the coming year the SNP intends to lead the debate about Scotland’s future. We will put the wealth and success of Scotland’s citizens – higher wages, better jobs, new opportunities – at the forefront of political discourse. 

After almost seven years of devolution it is clear that Scotland has made too little progress. We have not achieved the success that was hoped for and expected because we are held back by an Executive with too little ambition and a Parliament with too little power.

Turning around decades of mismanagement and neglect will take time, which is precisely why we will hit the ground running.  The SNP will not shy away from a bold ambition for Scotland or the decisiveness required to achieve it.

In my first 100 days as First Minister, my administration will:

· Launch a plan to attract large businesses through signalling our intent for lower corporation tax and reduced business burdens

· Make Scotland a better place for small businesses cutting their business rates

· Encourage innovation in both the academic and commercial sectors

· Unleash the potential for a new age of improvement by abandoning the expensive PFI in favour of the Scottish Futures Trust

· Put in motion the first Scotland-centred energy policy

Finally, I will convene a Council of Economic Advisors made up of Scotland’s top business people at home and abroad to give accurate, independent advice on how to make Scotland the best place to do business in Europe.

By the 2007 election, Labour and the Liberal Democrats will have had 8 years in office, and Labour will have had close to 50 years as the largest party in Scotland.  In 2001, Iain Gray, then minister for Enterprise commented that “it’s clear we have to try something different than we’ve been doing for the last 40 or 50 years.”

If you try something for 4 or 5 years and it does not work, you try something else.  If you try something for 40 or 50 years and it does not work, it’s not your turn anymore.

I have a clear ambition for our country that sees economic success as the starting point for excellence in education, higher standards in health and for the creation of a 21st century infrastructure that connects Scotland at home and with the world.

With Let Scotland Flourish, the SNP sets out an agenda for government and a programme of economic reform that I believe with independence will put Scotland on course for long-term success.

Yours for Scotland
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ALEX SALMOND MP

Leader of the Scottish National Party

Executive Summary

Scotland today

Scotland is a wealthy nation with enormous potential, a well-educated population and vast resources.  Even so, we have struggled with the lowest long-term growth rate in the European Union over the last generation.  The result is a predicted loss of almost a quarter of a million people over the next 40 years – the equivalent of losing a town the size of Dingwall or Dunbar every single year.

Under the Tories, the growth gap between Scotland and the UK was 20%; under New Labour it has grown to 30%.  The SNP started the debate about economic growth in 2002 and now there is a consensus that things have to change.  But where are the new ideas from those who hold the power?

Aiming higher  

We need to realize that until we fix the economy, we will only be treating the symptoms of decline.  Our opponents would have us focus on block grants from the Treasury, chasing bigger shares of public spending to combat growing social problems.  

But we need more than just plans for spending; we also need plans for the kind of growth that will allow us to fund our social democratic ambitions for Scotland.  In short, it is time for us to stop talking about social democracy in Scotland and start earning it.

To deliver on this aim we have proposed three specific targets:

· be among the top 15 most competitive countries in the world

· including being the most competitive among the present UK nations, building on fact that Bavaria is ranked more competitively than Germany, Catalonia is ranked higher than Spain and Lombardy is ranked higher than Italy

· match the growth rate of small European nations (4%)

· performing like other small European nations would mean an independence bonus of an additional £19bn in the economy by 2016, or £4000 per Scot

· grow the population by 3% over the next 10 years

· gain 150,000 by creating opportunities so fewer Scots would feel the need to leave, more Scots would return, and more ‘new Scots’ would come to Scotland

A more competitive Scotland

This paper details the specific actions that will help us achieve our ambitions for Scotland – some of which can start right away, some when the SNP wins government in 2007 and some will require full financial powers. 

These include proposals to:

1) Lower corporation tax to 20%

2) Lower business rates with a new focus on small businesses

3) Reduce business burdens

4) Refocus the business support network

5) Encourage innovation & improve access to capital

6) Institute a proactive immigration policy that welcomes ‘new Scots’ and encourages people to move back to Scotland

A 21st Century Infrastructure

In addition we need to put greater focus on Scotland’s infrastructure. Poor roads, slow trains, limited access to the world wide web, restrictions on water and sewerage connections and an inadequate transmission network all add up to lower growth, and fewer opportunities in both urban and rural Scotland.

We propose a Scottish Futures Trust with new incentives for small investors, allowing Scotland’s oil wealth to contribute to the transformation of our national infrastructure.

21st Century Industry – Scotland’s energy potential

Scotland is blessed with great energy potential. We have both natural and technological advantages that should allow Scotland to move quickly towards a low carbon economy. We have the opportunity to grow a substantial renewable and clean carbon industry to bring new jobs and more export opportunities.

‘Total growth’ strategy

Growth must not come at the expense of marginalised members of society or our environment. We believe that Scotland’s economy will operate most efficiently when it has a healthy, well-educated, happy and focused population at its core and when economic opportunity is available in every part of Scotland.

Our growth targets come with a determination to move Scotland quickly towards a low carbon economy and to maximize the development of our renewable energy potential, to deliver cleaner energy at home and new markets for Scottish expertise abroad.

We set ourselves a new commitment to deliver high levels of sustainable growth for Scotland, with three Scottish standards – solidarity, cohesion and sustainability:

i. Solidarity - overall wealth to increase and the proportion of national wealth held by the each of the lowest six income deciles to increase.

ii. Cohesion – the wealth of every region to increase, and for there to be a 10% reduction in GDP (gross value added) disparity per head between the richest and poorest parts of Scotland.

iii. Sustainability – extend the current emissions commitment beyond 2012 to ensure continued cuts in CO2 output equivalent to a 1% annual reduction.

These new golden rules for Scottish economic growth will require an SNP government to focus on the social and environmental quality of growth and will work alongside other measurements of the ‘health of the nation’.

The choice for Scotland

As we approach the Scottish election in 2007, a clear choice is emerging. After seven years in power, the Labour-Liberal Democrat Executive has failed to rise to the expectations or needs of our nation.

Scotland needs an Executive with ambition and ideas, and a Parliament with the powers to deliver the better life we all seek. It is time to let Scotland compete and let Scotland flourish with independence.

Some of the actions in this paper can start in the first 100 days of an SNP government and some will require the full powers of independence.

In 2007, an SNP executive in the Scottish Parliament will send a signal to the private sector by lowering the business rates burden for small businesses and reducing business burdens.  We will also institute the Scottish Futures Trust as the beginning of a new Age of Improvement in Scottish infrastructure, thereby stopping the damaging and costly trend towards PFI/PPP in favour of investment through a public interest mechanism.

However, key changes in corporation tax, complete control over immigration policies, and the ability to sit at the top table in Europe and fight for industries from Scottish fishing to finance, will require the full powers of independence.

I. Introduction - Scotland today
When we got into office, the thing that surprised me the most was that things were as bad as we'd been saying they were. 

- John F. Kennedy

In 2002 the SNP launched its argument that Scotland had to take a fresh and urgent approach to the leadership of the Scottish economy.  This economic strategy lays out our ambitions for Scotland on three fronts: competitiveness, economic growth and population growth.

There are dozens of press officers working for the Executive to spin a tale of imaginary success, but the data shows that that their record does not live up to their rhetoric.  Before discussing where we want Scotland to be with regard to each of these metrics, we need to have an accurate understanding of where we are now.
The competitiveness gap

According to the World Competitiveness Scoreboard, Scotland is ranked 12th amongst the EU-15.  We can do better at making Scotland a better place to do business.
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The growth gap

Ultimately, how competitive a country is will translate to economic growth.  To put Scotland’s near flat-line growth in context, we should start by asking how Scotland’s economy has grown over the past generation.  How does this compare with the UK itself?  With small European countries?

The answers are startling – Scotland has lagged significantly behind the UK, which in turn has been outperformed by small European nations and dramatically outshone by our nearest neighbour, Ireland.

25 year average annual growth rate

(1980-2005)

[image: image4.wmf]1.8%

2.3%

3%

5.2%

0

1

2

3

4

5

6

Scotland

UK

Small EU

Ireland


Source: OECD Economic Outlook 78 (December 2005), HM Treasury Pocket Databank (EU15) and Scottish Executive

Note: non-oil GDP used for Scotland; small EU countries defined as smallest 7 of EU15

(Luxembourg, Ireland, Denmark, Finland, Sweden, Austria & Portugal)

After virtually ignoring economic growth in its first term coalition government, Labour has responded to our focus on the economy by subsequently stating that ‘growing the economy is our top priority.’
  For the first time in recent history, the major political parties acknowledged a shared problem, and the reason for that acceptance was the logical and compelling case that we had made for urgent consensus on the economy.

So since this consensus, how has the Scottish economy fared?  Since Labour’s pronouncement that growth was their top priority, the growth gap between Scotland and the UK has persisted.  

Even the recent slump in UK growth hasn’t altered the trend picture - over the last two years, on the basis of Treasury and Scottish Executive figures, the UK has grown at an average rate of 2.5% compared to 1.7% for Scotland.

This alone represents a £1.34bn lost opportunity for the Scottish economy - adding to the earlier lost growth of ~£10bn resulting from the consistently poorer performance since the mid-70s.

Comparison between Scottish GDP growth & if Scotland had matched UK growth
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Source: House of Commons library, Office of National Statistics (non-oil GDP)

Why has the gap remained even though New Labour said that economic growth was its number one priority?  Because rhetoric is not enough.  Since 2002 when the Executive cited growth as its top priority, it has passed over 60 bills, none of which have included substantive measures to help the economy.  Little wonder therefore, on government figures, Scotland has lost 6000 jobs in agriculture and fishing, 5000 in energy, mining and water and 38000 in manufacturing.

Scotland has been mismanaged with few powers to tax, save, or borrow and no economic growth forecast, which has perpetuated the low growth rate of the last 25 years and left competitors and potential investors free to conclude that the Executive is not serious about growth.  Even the advisor to the Parliament’s Finance Committee, Arthur Midwinter, took the Government to task on the economy, saying ‘if this is the top priority for allocating resources then they have to have some kind of target, otherwise the whole process is flawed as a result.’ 

The SNP believes in a competitive, prosperous and aspirational Scotland.  We believe in the talent and ingenuity of Scotland’s people and their ability to participate in the world market and succeed.  The reality is that no one owes Scotland a living and therefore we must have the tools necessary to compete and let Scotland flourish.

The Population Problem

On the Government’s own numbers, Scotland is facing a population crisis.  Scotland currently has 5 million people, but by 2044, the Government Actuary projects that Scotland will have lost almost a quarter of a million people.  Losing an average of 5,500 people annually is equivalent to losing a town the size of Dingwall or Dunbar every year.
Not only is the total population decreasing, but the demography of Scotland is shifting.  Over the next generation, Scotland is predicted to have 142,000 less children and 208,000 less working age people.  In fact, the only population segment that is growing in Scotland is people over 60.

Change in Population by Age Group 2006-2031
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Source: General Register Office for Scotland, Projected Population for Scotland 2004 based data

These population projections are a grim reminder of what happens when the economy is not performing.  If people don’t have opportunities, they will go elsewhere.

Given the mobility of labour, if there are not sufficient opportunities for bright, capable people in Scotland, then these smart, successful Scots will go and be smart and successful elsewhere.  Our challenge is to provide them with life-chances at home so that they can stay and build their futures in Scotland.

A less competitive economy is an economy with fewer opportunities for its citizens.  If there are not sufficient opportunities in our communities, talented people will leave.  That’s what is happening now and it has the potential to weaken too many communities.

The reality is that the Government knows people will leave if they do not have economic opportunities – any economics student knows this, or for that matter anyone in a town who has been told their local post office is closing or their place of business is downsizing.  The question is, does the British Government see this as a problem?

In its 2003 Euro documents, the UK Treasury had an answer to the problem of economic shocks in what it termed ‘contracting regions’:

adjustment in the labour market primarily consists of ensuring a smooth transfer of

labour out of contracting regions, industries or sectors and into expanding ones.  If

the unemployment rate in one market segment is high then there are two key mech-

anisms through which adjustment can take place: either relative wages across these

segments can adjust or labour can move. 

Labour can move – and to be sure this has been the reality in Scotland, but it will never be a solution for Scotland.  Norman Tebbitt told people to get on their bikes.  Today’s Treasury seems to be telling Scots that they should also peddle firth of Scotland.

The Tories' perception of the population problem is even more insulting.  According to senior Conservative Dominic Grieve, ‘Scotland is not a very attractive place for people to come and settle.’
  What is as ridiculous as this statement itself is that Mr. Grieve, the MP for Beaconsfield, has more decision-making power in Scotland’s economic and immigration policies than a member of the Scottish Parliament.
London is an enormous magnet for talent and business.  Scotland’s challenge is to compete with London, as well as Dublin, Frankfurt and other hubs across Europe.  London currently has the advantages of a massive overrepresentation of the civil service, the seat of government, the hub of UK infrastructure and higher pay.  This contributes to why the UK is ranked more competitively than Scotland.  Let us be clear, the status quo is not a level playing field.  Scotland has to find better ways to compete.

The next section outlines targets that show our aspirations for Scotland, followed by actions that will help us achieve them.

II. Aiming higher  

Achievement is largely the product of steadily raising one’s levels of aspiration and expectation.

- Jack Nicklaus

Realising that the status quo is not working is the first step towards fixing the situation, but it’s not enough to grimly acknowledge these statistics – we have to take the next step of clearly stating where we want to go as a country and how we’re going to get there.  The SNP has set three tangible, measurable goals for the economy:

1) Make Scotland more competitive

2) Grow the economy sustainably

3) Stimulate population growth

Competitiveness Target:

Be the most competitive country in the UK and rank among the top 15 of the world’s most competitive countries

According to the IMD’s World Competitiveness Scoreboard for 2005, Scotland ranked as the 35th most competitive country in the world. 
  Put in the European context, Scotland ranked behind eleven of the original EU-15. This ranking reflects a host of factors over which Scotland has little or no control such as public finance and international trade.

The UK is ranked 22nd.  If we are to compete with the world we must first compete at home which is why we are setting a goal to be the most competitive of the present UK nations. Political opponents have said that such talk of internal competition is distasteful.  That view is as naïve as it is damaging, especially when the IMD report is evidence that there is no level playing field within the UK.

Countries and regions within nations are competing with each other whether they acknowledge it or not.  The question is whether they succeed.  According to the same IMD report, Bavaria is more competitive than Germany, Catalonia is more competitive than Spain and Lombardy is more competitive than Italy.

Competitiveness within countries – 

Relative performance 
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Source: IMD World Competitiveness Scoreboard 2005

So let us dispense with the notion that countries and regions cannot or should not compete within a national context.

Growth Target:

Matching the growth rate of the small EU-15 countries – 4%

Labour is fond of comparing the UK’s economic performance with France, Germany, America and Japan.  What the Government doesn’t mention is that within the UK, Scotland is underperforming due largely to London-centric policies. And even when the growth gap narrows, as it has this year, it is more because of poorer performance by the UK, than better performance by Scotland.

At a minimum, Scotland should initially strive to grow as fast as the UK.  But even this would not mean catching up – it would just mean maintaining the existing gap.  However, by matching the UK’s growth rate alone, Scotland would increase its 10-year growth from 2.2% to 3%, meaning an additional £8bn to the Scottish economy after 10 years.

But that is not enough for an aspirational Scotland.  As the Chancellor compares the UK with the world’s large economic powerhouses, Scotland should be comparing itself with the world’s small economic powerhouses.  The SNP has shown that being small in Europe correlates with doing well in Europe.  Over the last 10 years, small EU countries dramatically outperformed the UK’s own 3% growth rate, growing at an average of almost 4% per year.

If Scotland took a similar tack, aggressively pursuing policies that would grow its economy as Finland, Ireland, Sweden and the other small nations of the EU-15 have done, rather than stumbling along at the current growth rate, then the Scottish economy would be £19bn larger after full policy implementation.  This would mean an additional £4000 per person in Scotland.

Three potential growth futures for the Scottish economy
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Economic growth means more resources in the public purse – more money for schools, health and crime prevention.  In fact, just matching the UK’s growth over the next 10 years would mean almost £4bn more in government revenues.  Matching small EU countries’ growth would mean £8bn more in government revenues in 2016.  This is the kind of growth that will allow us to fund our social democratic ambitions for Scotland – this is the independence bonus of taking charge of our own economy and our own decisions.

Claiming the independence bonus
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Source: as above, with assumption that 40% of increase in GDP = revenues
Equally importantly, stronger growth will mean more Scots in work.  Currently, Scotland has the highest unemployment of the UK countries.  By growing our economy we can increase the number of Scots in work from 2.45M to 2.65M, closing in on the UK’s own aspirational target for employment.
  

This will be a tremendous opportunity for the 198,000 Scots who are classed as economically inactive but who want a job as well as the 49,000 workers who are in temporary jobs while they look for permanent ones and 64,000 Scots currently in part-time work for the same reason.
  

By growing at the rate of small EU countries, the increased GDP could also mean closing the wage gap with the UK – which did not exist in the mid 1980s – meaning the average Scot would earn £2000 more per year.

Our target is for sustainable growth and we set out in Chapter 4 details of this ‘total growth’ approach.
Population Target:

Match European average population growth

The average population growth by country over the next 10 years in Europe is predicted to be 3% - the same as the predicted growth of the UK, but less than small countries including Finland and Sweden. 

The latest predictions suggest Ireland’s population will grow by 12%.
  Ireland’s population is in fact projected to pass Scotland’s in 2030, with Ireland gaining 1 million extra people in the space of the next 30 years.

In contrast, Scotland’s 10 year population growth is estimated as 0.8%.

Population projections 2005-2015
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Source: Eurostat and Registrar General for Scotland
Scotland should be doing so much better. Instead of gaining just 42,000 people as projected, we should aim to grow by at least 150,000 through a combination of instituting family friendly policies and creating the economic circumstances for more Scots to stay, more Scots to return and more ‘new Scots’ to move to Scotland.

These targets can be met once the Scottish economy begins matching the growth of our near neighbours.  Ireland has experienced this and now has a population higher than at any point since the 1871 census.  Of the 520,000 people who immigrated to Ireland between 1994-2004, 240,000 were of Irish nationality.
  This shows that one of our great assets – Scots living abroad – may similarly become “returners” once the Scottish come back once we get the economy growing.

III. A More Competitive Scotland  

The mark of a good action is that it appears inevitable in retrospect.

- Robert Louis Stevenson

In government the SNP will set out a series of specific actions that will help us achieve the competitiveness, growth and population targets set out in chapter 2.  An SNP government would:

1)
Lower corporation tax to 20%

By lowering corporation tax below the UK’s rate of 30%, Scotland increases its competitiveness.  It is no surprise that small countries in Europe have used tax rates as an effective way to compete with larger neighbours. 


corp tax rate


Denmark
30.0%
38.7%
Germany

Portugal
27.5%
35.0%
Spain

Ireland
12.5%
30.0%
UK

By decreasing the amount of tax they collect from each individual company, Sweden, Finland, and Ireland have attracted new companies and increased their total tax take.

Cutting corporation tax will again send the message that Scotland is open for business.  An SNP government would make a clear declaration of intent to lower corporation tax to 2/3 of the UK level.  

Similar to the Irish financial legislation of 1999, we would announce our plans to lower corporation tax, giving a powerful signal to businesses to consider in their investment decisions over the subsequent years. Since 1989, both Finland and Ireland have cut their corporation tax rates.  Over that period, the Finnish corporation tax as a percentage of total revenues has tripled while the Irish percentage has quadrupled.
  

Irish Corporation Tax Revenues
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Because of the influence of expectations on business decision-making, what is perhaps most interesting is that Ireland’s share of tax from corporation tax was constantly rising throughout the 1990s, despite dropping their tax rate.

Similarly, when the UK had a modest drop in its rate in 1999, it nonetheless increased its corporation tax revenues for that year.  Properly managed therefore, Scotland could undertake such a change without losing any revenue even in the short-term.  

Even on more conservative calculations that account for a longer response time from the business community and a more modest doubling of revenues, Scotland stands to gain £10bn over 10 years – a tremendous bonus underscoring the power of independent decision-making and which could make a critical difference to Scottish public services and infrastructure investment.

The great advantage of lowering corporation tax is also that it attracts decision-making centres to locate in Scotland.  Having headquarters is good for workers and also good for small business growth since many new businesses are founded by entrepreneurs who have left larger ones.

2)
Lower business rates with a focus on growing small businesses

In government, the SNP is determined to deliver a new focus on the needs of small business in Scotland. While the Scottish Executive has few economic levers at its immediate disposal, one it does have is local business rates.

In 2005 the SNP called for a reduction in business rates to remove the competitive disadvantage the higher Scottish rate left businesses in relation to England. We welcome the Executive’s decision to adopt this SNP policy and in this paper we once again seek to move the debate on. We encourage the Executive to take heed once again, and join us with a new commitment to small and medium sized businesses.

To support the growth of small businesses in Scotland and ensure that new enterprises have the opportunity to maximise their potential without unnecessary costs, there has to be a focus on reform of the Small Business Rate Relief scheme. 

We will be shortly be publishing a detailed paper on reform of business rates with a focus on the needs of small businesses in Scotland. Our aim will be to make business rates less of a burden for small businesses, where rates bills can be almost 14% of overhead compared with large companies whose rates bills can be just 3% of overhead.  

While parity is important to ensure Scottish companies do not operate at a disadvantage, it is only part of the economic equation. Having driven the debate to remove the discriminatory costs, it is time to focus attention on the needs of the small business community.

Under the Executive’s proposal, too little of the financial gain will be felt by small businesses. For example a business with a rateable value of £1,000 would only save £12.00 compared to a £2,400 saving for a business with a rateable value of £100,000. 

Effect of Lowering the Rate Poundage (based on provisional 2007-08 rates)
Rateable value (£)
Business Rate Bill @ 43.7p
(£)
Business Rate Bill @ 46.1p
(£)
Saving compared to current rate poundage

(£)

500
109.25
115.25
6.00

1,000
218.50
230.50
12.00

2,000
437.00
461.00
24.00

3,000
655.00
691.50
36.00

5,000
1529.50
1613.50
84.00

10,000
4151.50
4379.50
228.00

20,000
8740.00
9220.0
480.00

50,000
23,850.00
25,050.0
1,200.00

100,000
43,700.00
46,100.0
2,400.00

Our aim is to provide additional relief for companies that form the backbone of local economies across Scotland’s towns and cities.

More companies will pay NO rates and the advantages of relief will also be felt by medium sized enterprises – so that the barriers to growth and expansion are minimised.

Changing business rates will not be the salve to change the economy, but is important both as a practical measure at our disposal and, much more than that, as a signal of what we will do once we have more powers to improve Scottish competitiveness. 

We want to grow Scotland’s economy from top down and from the roots up and give as much encouragement as possible to the men and women who put their life into building businesses, creating jobs and wealth, and providing vital services for their community. They must be free to invest, grow and succeed.

3)
Reduce business burdens

Certain business regulations are critical for maintaining safety and fairness.  However, some business regulations are unnecessarily burdensome for no clear benefit to businesses, workers or consumers. They are a barrier to new jobs and wealth creation.

Recent figures from the House of Commons library show that in the last Parliament, over 90% of regulations passing through the Commons have come from Whitehall.  Less than 10% have come from the so-called Brussels bureaucracy.  In fact, the British Chambers of Commerce "Burdens Barometer" assessed the extra cost of business regulations from 1998 - 2005 at £38.9bn.

Britain isn't good at turning EU directives into law. British versions are longer and more complicated than in the best EU nation. This puts unnecessary additional burdens on small and medium-sized businesses in the UK.

There are three common-sense policies we will follow to minimise business burdens.  First, we will only introduce regulations once they have been approved by a majority of our EU neighbours, unless there is a clear benefit to Scotland of early adoption. Second, we will minimise the burden of bureaucracy by ensuring Scottish regulations do not have British gold-plating.  Finally, we would adopt the Better Regulation Commission’s policy of ‘One in, one out’ meaning each new regulation must replace another.

4)
Refocus the business support network

Scotland is an innovative nation – the assistance that Scottish businesses and would-be entrepreneurs need is primarily a competitive base from which to do business, but there is more that can be done to tap into their potential.

Since its founding in 1991, Scottish Enterprise has received over £6.2 billion in funding – and still Scotland has the lowest business survival rate in the UK.
  We will reinvigorate the enterprise network by directing attention on key tasks through a trimmer Scottish Enterprise that focuses on three divisions in addition to its delivery network and technology institutes.

· Locate in Scotland would continue the new emphasis on the Knowledge Economy and our world-class universities by encouraging partnership between these institutions and global companies.  This would be under-pinned by the SNP’s declaration of intent to win more powers for the Scottish Parliament and reduce Corporation Tax.

· Welcome to Scotland would acknowledge Scottish tourism as the major industry and employer that it is, linking tourism directly with economic development.  Tourism requires a comprehensive strategy and global marketing combined with local delivery that is more closely associated with the mainstream of economic development.  Welcome to Scotland would decentralise tourism information and services so that we can better connect areas with their visitors.

· Export from Scotland would support individual and collective enterprise by creating market awareness for companies and for Scotland, and by helping companies develop and build profitable sales and effective marketing capabilities.  

Given the decrease in exports in recent years, this is an area that needs special attention.

Total Exports by Broad Industry Sector & Destination, 2002 - 2004, (£million)

Sector & Destination
2002
2003
2004
Absolute change (2002-2004)
Per cent change (2002-2004)

EU Exports
10,030
8,815
8,825
-1205
-12

     Primary
135
190
300
165
122

     Production & Construction
8,285
7,170
6,875
-1410
-17

     Services
1,610
1,460
1,645
35
2.2

RoW Exports
8,355
8,510
7,915
-440
-5.3

     Primary
365
335
285
-80
-21.9

     Production & Construction
6,245
6,170
5,410
-835
-13.4

     Services
1,745
2,005
2,220
475
27.2

Total Exports
19,170
18,055
17,485
-1685
-8.8

Source: Scottish Executive
In February 2005, Scottish business people opened Scotland House in Tallinn, Estonia through their own enterprise and ingenuity. They sought to use the knowledge and experience of the various Scots already established in the market to build an entry system that would:

1. Assist other Scottish companies and educational establishments to enter the market thus building the Scottish “presence” 

2. Make it easier for companies to get the type of information and introductions necessary to get off to a good start.

3. Enhance co-operation between Scotland and Estonia

4. Build a two-way trade system utilising the best ideas from both countries.

Scotland House in Estonia was and remains self-funding with fees for services meeting the running costs of the project.

The same model is now being examined for a range of markets, including India, China and other EU accession states – to build a Scottish network that meets the expectations and needs of the business community seeking to develop new export opportunities.

These initiatives are in response to the experience of Scottish business people dealing with the commercial sections of British Embassies, which in many cases prove to be of limited use for small and medium sized enterprises. In many countries the commercial sections have few resources, require to charge substantial fees for the services provided and are sometimes afforded low priority within the embassy structure, dependent on the priorities of the resident Ambassador. What is certain is that there is not one designated commercial officer within any of these embassies whose sole task is to source opportunities for Scotland.

The SNP believes that Scotland needs to beef up its commercial presence overseas and will work with the business community to develop centres on the Scotland House model to showcase and support Scottish businesses. 

The Scots House was an important part of Scotland’s trading profile in the past. This new initiative can provide the sort of hands on, local business support that many small and medium sized companies need to develop a presence in a new market. 

It will provide a better, more flexible service than government-funded adjuncts to British embassies and a far better return for public investment. Scotland Houses will be a truly public-private partnership, linking public and private cash in the delivery of a targeted service for the Scottish business community. We believe this model will allow a Scottish government to deliver a more extensive business support network internationally at a far lower cost than our share of current UK spending.

5)
Support innovation and increase access to capital

We believe Scotland has the potential to produce a Nokia or even a Microsoft, but that this will only happen when we have a more strategic approach. As a nation we must maximise the potential for success and focus attention on creating a more supportive environment for the thousands of wealth and job creators in our country.

Government must not stand in the way of success, but instead promote an environment where opportunity is available to all.  

Our approach will change the focus of government assistance and public funding, linking it more closely to private expertise and investment. We want to see true partnerships between the public and private sectors to lever in the maximum return for government and business.

An SNP government will review patent laws and protections currently on offer for inventors - to make it easier for people to take forward their ideas without the risk of losing out to a more powerful producer. Our review will include options for fast track patent registration and improved patent protection.

Improving access to capital for new and growing Scottish enterprises is another key economic priority and we have explored systems to increase the availability of risk capital for small businesses.  In the 19th century, Scotland arguably had the most fluid and efficient market for risk capital in the world.  Economic success in the 21st century depends on our ability to once again invest in our people by ensuring a highly mobile capital market for their ideas.

Among other things, the SNP proposes piloting a new approach to loans for small businesses that cannot otherwise qualify for loans on reasonable terms.  This would facilitate loans from commercial lenders by guaranteeing repayment subject to borrowers meeting the streamlined lending criteria.  

This approach for increasing risk capital would be piloted in three target areas: one urban, one rural and one in the highlands and islands.  Interesting examples operate in both the United States and Germany that focus on front-end loans and guarantees to well-vetted ideas, rather than development assistance on grants and consulting.  If these pilot schemes made a considerable improvement in business success in the pilots, we would roll them out to other parts of Scotland.

We also want to think big about what is possible with small, targeted sums of money.  Scotland’s innovations have been key to much of our economic success in the past, and there are still examples of Scots at home and abroad carrying on this tradition.  

The same country that invented television has invented TiVo, and Scottish prominence in medicine has continued from Alexander Fleming through to scientists in Rosslyn today.  We have looked at the lessons of the $10M X prize and the $50K MIT challenge and propose the creation of a specific incentive for innovation.

It would be a ‘Scottish Nobel Prize’, but with a different focus. Instead of rewarding past success and achievement the Saltire prize, will promote future innovation, future technological endeavour. Set at £5m the aim of the prize is to encourage and harness Scotland’s creative energy.

Our aim is to make Scotland the best place in the world to invent and take products to market and so propose a series of measures to boost support for business start ups, assist innovators and ensure Scotland sees the benefit of its inventions.

We open up for views and comment three specific measures to focus existing resources more effectively and to offer the level of support needed to get ideas successfully to the market.

Innovation Credits would be available for entrepreneurs looking to take new products to market. To achieve this they will need wide-ranging support and assistance including marketing, prototype production and market research. This proposal would provide companies seeking to introduce a new product, access to ‘innovation credits’ which they would be able to cash in - with the creative community in Scotland, with manufacturers, and with our universities - in order to take their idea through prototype to production. 

Innovation Development Departments in our universities would support invention and help bring innovative ideas to fruition. We would like to see the emergence of creative clusters around our universities designed to support the needs of companies moving from idea to marketable product, and believe the provision of ‘innovation credits’ will help build up this critical mass of support services.

A Scottish Venture Capital Clearing House would provide a low bureaucracy, high return forum where venture capitalists are brought face to face with innovators. The venture capitalists would be able to offer investment to projects that they believe have commercial potential and this financial ‘market testing’ by the private sector would open the door to a range of public sector support. It would offer a fast-track route to both private and public investment in innovation.  We will also set aside 5% of the interest raise on a Scottish Oil fund to invest directly in venture capital projects for Scottish businesses (see section VI).

6)
Institute a proactive immigration policy that encourages people to return to Scotland and move to Scotland

The world’s most competitive country, the United States, is built on immigration.  With 292 million people and a growing population, America is still open to immigration, because it understands that people who are willing to travel across the world to make their lives in a new place are invariably people who will add tremendous value – financial and otherwise – to the country.

New Labour in Scotland made a start at encouraging migrants through its fresh talent initiative, but New Labour in London has often blocked even these limited plans.  In March 2006, the Home Office announced a five-tier system for migrants, with a UK Skills Advisory Board publishing a Scotland-wide Shortage Occupation List.  While we welcome any measures to encourage new Scots, the plan is not ambitious enough and highlights the difficulty of London offices advising on Scottish needs.  More importantly, such plans ignore the reality that unless they fix the economy, talented people may move to Scotland and then eventually leave for better opportunities elsewhere.

The SNP alternative is to tackle the core problem and make Scotland a more competitive and more prosperous country.  By creating the conditions for growth and gaining control of immigration policy, we can make our country a more compelling and welcoming place for talented people.  This commonsense approach will not only attract talent from elsewhere but also persuade more talented Scots to stay and return.

The SNP has also examined the very successful state-systems in Australia as well as Quebec and proposes a Scottish green-card that is awarded to eager, qualified immigrants, who want to come to Scotland for five years or longer.

IV. ‘Total growth’ strategy

The extent to which all people in our society are made to count, and believe that they count, is not just a measure of decency; it makes sound economic sense.

- Mary McAleese

The SNP kick-started the national growth debate by highlighting that Scotland has the lowest long-term growth rate in the EU.
  But growth on its own does not give a true picture of the success of a nation or economy – what about health?  What about education or our impact on the environment?  What about jobs, income or indeed happiness? 

The Federation of Small Businesses widened the debate to consider some of these critical factors by publishing the Index of Success.
 The Index focused on wealth, equality, health, and future potential. Unfortunately, the results were no less challenging than GDP growth alone.

Compared with 31 OECD countries, Scotland’s total index of success was 15th – exactly the same place it was in last year.  Compared with small, developed countries, Scotland ranked last – tenth of ten.  This is in spite of having one of the most educated populations – where only 2 small countries performed better.

Success Index
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But if Scotland’s current ranking is discouraging, the reality that small countries generally are more competitive and wealthier than larger ones is ultimately encouraging.  As the SNP has argued for some time, tailoring a policy agenda to a more specific set of needs allows for a focus and agility that lend themselves to success.  This was noted in the 2006 FSB report as well, when they noted that “size is not a constraint on success, but may indeed offer greater opportunities to succeed.”


It is clear that a one-dimensional approach to economic growth is no longer sufficient for 21st century Scotland. GDP as an indicator of national success and national wealth misses the mark in an era where social and environmental concerns are too often by-passed by market pressures.

Inequality between individuals and regions in Scotland is masked, quality of life issues are forgotten and our impact on the environment sidelined by quarterly GDP figures, which only present a small part of the economic picture.

Wealth and Wellbeing

That is why Scotland needs a new approach, and a ‘total growth‘ strategy. The focus must be on wealth and wellbeing, taking into account the overall health of the nation.  That means, among other things, an economy freed to generate more and better quality jobs, higher wages and improving working conditions. 

It means a society which year on year takes steps towards a fitter and healthier population; reductions in crime and anti-social behaviour; increases in functional literacy; new opportunities for vocational as well as academic learning; removal of unemployment and wealth traps in the social security and tax systems; greater access to skills training; increases in leisure opportunities; improved nutrition and providing more opportunities to participate in sport and the arts.

It is a country that seeks to maximise renewable energy potential; where we recycle and reuse more; play a positive role in the world community; minimise our carbon footprint; improve the built environment and deliver more overseas aid as a proportion of national income.

Foundations for change

If we are to deliver sustainable growth, certain key principles must underpin our actions as a nation:

(i) Solidarity

Poverty, inequality and the marginalisation of large sections of the population is bad economics. It leads to higher costs for the state and fewer opportunities for the wealth creators.

For all its rhetoric, the measure of income inequality – known as the Gini Index – has actually grown by 13% since Margaret Thatcher was in power.

UK income inequality index from 1981-2004

(larger # = more inequality)
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In fact, if we consider post-tax income – what people really have in their wallets – inequality in Britain is up 23% since 1981, with absolutely no change under Labour.
Other countries in Europe are doing much better.  Amongst the original EU 15, only Portugal has a higher level of income inequality than the UK.

Ranking of Countries based on income inequality

Rank
Country

1
Denmark

2
Sweden

3
Belgium

4
Finland

5
Germany

6
Austria

7
Netherlands

8
Spain

9
France

10
Germany

11
Ireland

12
Italy

12
UK

14
Portugal

The fact that small, prosperous countries like Denmark, Sweden, Finland, Ireland and Norway all have much lower income gaps than the Britain tells us that Scotland will do well when more Scots do well.

1 in 4 Scottish children live in poverty. If 25% of a business was performing below potential, that would be a business in trouble. The same principle applies for Scotland and any other nation. 

If learning difficulties mean thousands of young Scots are failed by their education, they may find themselves without the skills to prosper. These young men and women are an asset lost to Scotland.

If drugs, drink and deprivation lead to poor health or higher crime, then the cost – social and financial - is borne by us all.

Society as a whole suffers from exclusion but benefits from social and economic progress. The SNP believes that there is a social and economic contract that binds us as a nation, a solidarity with rights and responsibilities that should form a central part of our commitment to economic growth.
(ii) Cohesion

Between 1998 and 2003 growth in Edinburgh and Glasgow was 3 times that in the Scottish borders and 4 times that in Orkney and Shetland
. In 1995 wealth per head in Scotland’s poorest region, the Highlands and Islands was 54% that in Scotland richest region, the North East. In 2003, the most recent year for which figures are available the gap remains the same. 

There has been no change in the relative prosperity of either region. Scotland’s regional wealth gap remains, although over the period both regions have got poorer, relative to the rest of the UK.

The result of varying economic fortunes in Scotland’s regions is seen in household income in the different corners of Scotland, with the gap growing between families in the richest and poorest parts of our country.

Income disparity across Scotland
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And it is also seen in lower life expectancy. Across Scotland there are huge differences in life expectancy between the best and worst postcode areas. In Glasgow it is 26 years, in Edinburgh 22, the difference is 17 years in Paisley, 15 years in Perthshire and nine years in the Highlands. This is unacceptable in a country as rich as Scotland.
(iii) Sustainability

With climate change now acknowledged as a potent threat to our world and our way of life, we must be fully conscious of the impact of our economic policy on the environment.

Sustainable growth must therefore have at its core proper protection for the environment and sensible management and use of natural resources.

Any measure of economic growth that fails to take into account our environmental footprint is deficient, but equally growth and environmental concern must not be viewed as mutually exclusive. 

In chapter 7 we will examine two key areas where Scotland can find new opportunities for economic advance – carbon capture and offshore renewable technologies. These can form the basis for a new economic profile for Scotland with cleaner energy production at home, significant reductions in CO2 output and the export of expertise and technology throughout the world.
Scottish standards

Within this framework of broad principles, the SNP is determined to deliver new measurements to judge overall economic success. Views are sought on these proposed targets – Scottish golden rules for total growth over the economic cycle:

i. Solidarity - overall wealth to increase and the proportion of national wealth held by the each of the lowest six income deciles to increase.

ii. Cohesion – the wealth of every region to increase, and for there to be a 10% reduction in GDP (gross value added) disparity per head between the richest and poorest parts of Scotland.

iii. Sustainability – extend the current emissions commitment beyond 2012 to ensure continued cuts in CO2 output equivalent to a 1% annual reduction. This will be reviewed after 4 years to assess the potential to increase this target to 1.5%

Moving in the right direction
In addition to these measures of total economic growth, the SNP in government will produce an annual ‘Health of the Nation’ report, bringing together key targets on crime, health, education, opportunity, social mobility, life expectancy, business start-ups and the number of Scots who are economically active.

We must be in a position to judge Scotland’s progress, and be able to link what we know about the economy and society to ensure that no section of Scotland is left behind.
V. Delivering a 21st Century Infrastructure

The most dangerous thing in the world is to try to leap a chasm in two jumps.

- David Lloyd George
Little more than one hundred years ago, Scotland was a country capable of executing engineering miracles in our own country, from the Caledonian Canal to the Forth Bridge.  But in 21st century Europe, it is quicker to travel in an underwater tunnel between England and France than it is drive from the north to the south of Glasgow.

It is possible to drive across a bridge between Sweden and Denmark but nearly impossible to drive across a bridge between Fife and Edinburgh in rush hour.

And in 30 years, the train journey from Scotland’s two major cities has only improved by 3 minutes.

Fifty years ago we had the vision and determination to build the dams and the infrastructure for a series of hydro-electric power stations, but today the next generation of renewable energy suppliers faces the hurdle of discriminatory transmission charges.

In whole swathes of Scotland, development and business growth are held back by inadequate water and sewerage infrastructure, or by the lack of high-speed connection to the World Wide Web. 

We pay social democratic levels of taxes, have social democratic levels of spending, but nothing approaching social democratic levels of infrastructure investment.  If we are going to build a foundation for success, we have to see structural investment in Scotland.  We need a new age of improvement – and a new, more effective mechanism for delivering the big capital projects Scotland needs.

The Problem with PFI/PPP
We need to find a better way than the expensive folly of the Tory/Labour Private Finance Initiatives.  Even if a PFI project stays on budget it must account for the profit made by the business involved.  There is nothing wrong with private profit, but when it comes to investing the taxpayer’s money, we must also take care to choose the best and most efficient use of capital.  

There are currently 48 major PFI/PPP projects in Scotland with a total capital value of £2.7 billion
. 

Growth in PFI/PPP projects in Scotland
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With borrowing rates between 2.5% and 4% above public borrowing, these projects alone cost Scottish taxpayers between £65 million and £110 million a year extra, enough to finance a further £2 billion worth of projects.

In addition, many PFI/PPP projects present other problems, ranging from a lack of democratic accountability and transparency, through rising costs, reduction in final project specification, restrictions on access and use, high legal and other fees to additional long-term expenditure from revenue budgets with an impact on other services.

The recent debacle over the Inverness Airport PFI/PPP provides yet another example of the weakness in the existing revenue model. The airport terminal cost £9.6m to build, but because the financing was tied to an income stream from passengers using the airport, the eventual price for the PFI deal, which was scheduled to run until 2024, would have been £73m.
 
Proponents of PFI/PPP argue that they provide value for money by removing the risk from the public sector and by bringing private rigour into public project delivery. Indeed the Scottish Executive has recently established a new agency, Transport Scotland, to ensure greater efficiency in the delivery of transport projects. 

However, while private rigour is welcome, the creation of a new agency does little more than transfer civil servants out of government – it does not change the underlying funding mechanism they are forced to work with. Instead, our proposal for a Scottish Futures Trust will mean that the few benefits of PFI/PPP are maintained, but the Trust itself will have access to a new funding model. 

The Scottish Futures Trust will invest in the country’s infrastructure, holding the assets in trust for the nation, and will combine the opportunities to secure the lowest cost possible investment together with the highest quality and cost efficient service delivery.
If Scotland opted to build a high-speed bullet train linking Glasgow, Edinburgh and Aberdeen, then this financing difference could account for an astronomical £500M in public expenses to pay for the private financing.  In effect, instead of having money to pay for the duelling of the A9, the government would be paying for a more expensive financing option.

Even using Audit Scotland’s calculation of 6 PFI-built schools, the borrowing rates were between 2.5 and 4 points above public borrowing. Scotland has £2.7bn in total capital value in major PFI projects.  So a difference of 4 points would equal £100M a year.

The SNP has proposed an alternative mechanism to channel public and private capital into infrastructure investment through bond issue. 

A Scottish Futures Trust

In the first 100 days of government we will create a Scottish Futures Trust to prioritise projects both through public debate and public bond issuance, making investments in Scotland’s future truly the decision of Scotland.

Transport projects that should receive consideration include a new Forth bridge, a train link between all three central belt airports, the duelling of the A9 to Inverness and the trunk route network in the south west and north east of Scotland and a bullet train connecting Glasgow, Edinburgh and Aberdeen.

If someone wants to invest in a Scotland wide wireless internet network or urgent water and sewerage infrastructure modernisation to end the effective freeze on development and business growth in many parts of Scotland, they should be able to do so by putting forward a proposal through the Trust. 

These will be prioritised both through public debate and public bond issuance, making investments in Scotland’s future truly the decision of Scotland. Scots will have the opportunity to engage in a public market testing of ideas through bonds for specific schemes - mirroring previous ages when Scotland delivered vital and nation changing public projects.
Consider the savings of building a New Forth bridge with funds from the Scottish Futures Trust as opposed to costly PFI.  The estimated capital cost of the bridge is  £600 million. Using bond issue through the Scottish Futures Trust, rather than PFI/PPP, Scottish taxpayers would save between £450 million and £720 million over the lifetime of the financing arrangements.

The following table shows other infrastructure projects that will connect Scotland and be in important investment in our economic future.  We simply cannot afford to ignore the savings possible with a Scottish Futures Trust.


Capital cost (£M)
Savings with SFT (£M)

Forth Road Bridge 
600
720

Dualling the A9:
450-500
540-600

Bullet Train: 
1,400-4,000
1,680-4,800

Shetland-Mainland Tunnel 
1,300
1,560

Currently, borrowing can happen at the UK national and local authority levels – but not at the level of the Scottish Executive.  This is as curious (given it is the Scottish government that has responsibility for so many infrastructure projects that affect the day to day lives of the public) as it is anomalous.  Recently the state of New York issued $270M in 30-year bonds to fund policy projects, correctional facilities and state office buildings.  With a triple A Standard & Poor’s rating, this is a much more efficient source of capital than Scotland currently has access to through PFI.  In fact, all 50 American states have the ability to issue debt – including states like Wyoming, Rhode Island and North Dakota that each have populations of less than 1 million people.  Similarly, each province in Canada has this ability.

The SNP is determined to provide a mechanism for capital investment that is both effective and attractive. We want a system that allows key infrastructure improvements Scotland to take place, and which offers an appealing return for ordinary investors.

Currently, any income from bonds in the UK is subject to income tax. In contrast income from bonds issued for public infrastructure projects in the United States are tax free, allowing investors in these bonds to receive a proportionately greater cash return from their investment.

The infrastructure bond offers the same returns as a riskier, higher-yielding bond after tax.  For example, taking an investor in the US in the 33% tax bracket, choosing between a taxable corporate bond and a tax-exempt public infrastructure bond, the following table indicates the advantage tax-exempt income provides investors
:

Illustration of the effect of tax-exempt status

5.0% Tax-exempt Bond
7.0% Taxable Bond

Cash Investment
$30,000
$30,000

Interest
$1,500
$2,100

Federal Income Tax (33%)
$0
$693

Net Return
$1500
$1407

Net Yield
5%
4.7%

The American system makes investing in infrastructure bonds a much more enticing prospect. Bonds issued through the Scottish Futures Trust will therefore be given tax-exempt status. We believe that this offers a positive incentive for investors in the Scottish Futures Trust.

Additionally, the Scottish Futures Trust will serve as a safe, remunerative investment vehicle for pensions funds.  Pensioners need stable investment opportunities and highly rated fixed income bonds are an excellent vehicle.  However, UK supply has not kept up with demand which has pushed up bond prices.  The Scottish Futures Trust will expand the bond options available to pensions funds while at the same time offering the twin benefits of tax exempt status and the non-financial benefit of offering pensioners the opportunity to invest in Scotland and for Scotland.

Finally, we will explore making SFT bonds more appealing to a third set of investors – those who could be subject to inheritance tax.  Currently Scotland’s share of inheritance tax is relatively small - £140M as estimated by HMRC.  If we make SFT investments free from inheritance tax this could open up a third set of potential investors, again encouraging people to keep capital in Scotland and working to make a better future for all Scots.

Investing for future generations

We also suggest a new relationship between the Scottish Futures Trust and our proposed Scottish Oil Fund described in the next chapter.

Instead of investing the income from the fund to support capital investment in Scotland we propose that the fund will be able to invest directly in bonds issued by the trust.

This will ensure a share of Scotland’s oil wealth is available on an annual basis to support the development of Scotland’s national infrastructure, with the return from the bond providing income as part of the fund’s overall portfolio to ensure a proper return on investment.

It will enable the Scottish Futures Trust to protect the long-term value of our oil resource, while using it to kick-start projects of national importance.

VI. Supporting a 21st century energy industry
Before anything else, preparation is the key to success.

- Alexander Graham Bell

Any modern economic policy requires a pragmatic energy strategy.  Scotland is an energy rich nation. We have: 

Oil:

62.4% of the EU’s proven oil reserves

Gas:

12.5% of the EU’s 
proven reserves 

Coal: 

69% of UK
 reserves and 8.3 % of EU
 

Wind:

25 % of EU’s potential (36 500MW)

Wave:

10 % of EU’s potential (14 000MW)

Tidal:

25% of EU’S Potential (7 500MW)
Capitalising on Scotland’s hydrocarbons

Our hydrocarbon industry will remain one of the engines of the Scottish economy. It is a source of expertise, technology and infrastructure that we must build on, and following the Chancellor’s most recent tax grab, protect.

The Government tells us that there are up to 43.8 billion barrels left in the UK Continental Shelf.
 A more conservative industry estimate suggests 28 billion barrels.
 Over the past thirty years 34 billion barrels have been extracted from the UK sector of the North Sea, producing a cash windfall for the UK government of £203 billion
.
In his most recent financial report Gordon Brown forecast twenty-year record high oil revenues for next year. This year revenues will be £9.1 billion, while next year they reach at least £11.7 billion, beaten only by the £12 billion received in 1984.

In fact UK government estimates
 suggest the current value of our North Sea oil reserve is £850 billion - equivalent to total government spending in Scotland for 17 years.

First, we need to protect this industry, ensuring that it remains a source of employment, expertise and revenue for decades to come.  In 2005, the Chancellor introduced alienated the oil industry and risked future investment by introducing a 10% supplementary charge raising the marginal rate of tax to 75% on some fields.  The SNP responded by launching a tax incentive plan to set aside 10% of the £2bn the Chancellor will raise from the tax hike to make sure exploration and appraisal continue and that smaller, marginal fields continue to be developed.  We need to:

1)
remove the supplementary charge from tariff contracts will encourage the development of the many small fields which rely on existing infrastructure to make them economically viable.  One of the perhaps unintended consequences of the increase in rates was to increase the tax payable on tariff receipts, which was inconsistent with the need to reduce tariffs to promote competitive levels for the encouragement of small fields, which was recognized in 2003 when PRT was removed from new tariff contracts.

2)
level the playing field for new entrants by increasing the extent to which unrelieved allowances are reimbursed will ensure that new entrants have a stronger incentive to enter into exploration in the North Sea.  While it is current UK policy to encourage the entry of new players, those in a non-tax-paying position are penalised in comparison to existing players because they cannot obtain immediate tax relief for all exploration and development costs.  Currently new entrants can carry forward unrelieved allowances at 6% interest.  This could either be increased to reflect the cost of capital for new players (very little cost) or to reflect the marginal tax rate (bolder incentive offered in Norway).

3)
extend the R&D tax credit to North Sea activities will encourage further efforts to introduce tertiary recovery techniques in the North Sea.  Such credits are widely employed onshore in North America and the credit would encourage their use in North Sea fields.  Encouraging R&D in areas like carbon capture includes both environmental benefits (safe storage of CO2) and economic benefits (enhanced oil recovery).

4)
encourage investment in heavy oil extraction through a heavy oil tax incentive would make this area of North Sea activity more attractive.  Heavy oil sells for ~$10 less/barrel than other oil, so presently decisions to invest in heavy oil fields often stack up as less financially favourable.

5) introduce a floor of $30 a barrel below which the supplementary charges will not apply will allay fears about the tax regime at prices lower than current levels and make industry more confident about future investment.  $30 a barrel is a crucial level for many marginal fields and the supplementary charge unquestionably affects investment where there are smaller accumulations. There should be a mechanism for phasing out the charge if the oil price heads towards $30 a barrel and a commitment that it will be removed below this level.

Secondly, we need to do more than invest in keeping the industry going – we need to invest the revenues we are receiving today.  Ten years ago, the Norwegians followed this approach.  While Britain was spending, Norway was saving.  After just 10 years of investment, Norway now has an Oil Fund worth £111 billion – with annual income adding billions to national oil revenues to ensure a fund that will preserve Norway’s oil wealth in perpetuity.

It is an asset equivalent to £170,000 a head for every person in Scotland.  Put another way, if we invest in an Oil Fund now, in 10 years time annual income from the fund would alone be sufficient to build a bullet train cutting the journey from Edinburgh to Aberdeen to just 48 minutes.  Whether this money was invested in trains or roads or healthcare, the point is that it would be Scotland’s choice to make.

It is difficult to understand why ‘Scottish’ Labour refuses to consider a policy so clearly in the public’s interest when it was championed by Labour Scottish Secretary Willie Ross thirty years ago.  If we had invested the money then, it would be worth hundreds of billions now.  But the realisation that we missed the opportunity then should only make us more certain it is the right thing to pursue now.
Second, we must acknowledge that this long-term future for Scotland’s offshore sector will only be guaranteed by a stable tax regime that encourages exploration and infrastructure investment. We will publish a further paper detailing our proposals for offshore taxation following the UK Chancellor’s recent tax grab which will put in place a taxation regime designed to maximise recovery from the North Sea, including the promotion of enhanced oil recovery through carbon sequestration.
Maximising Scotland’s renewable potential

An SNP government will ensure that Scotland’s offshore expertise is closely tied in to a developing low carbon economy, because with carbon capture and renewables, we have once again won the natural lottery. 

The strength of the energy sector, and the knowledge gained from thirty years of work offshore, will allow Scotland to build a new expertise.  With the right approach, taking advantage of the skills in the hydrocarbon industry, we can create a new era of energy opportunity, bringing jobs and wealth throughout the renewable rich north and highlands.

There are key challenges, which a Scottish government must tackle. First and foremost is the removal of discriminatory charges for connecting the National Grid. 

Under the new proposed charges, Scottish generators will pay £140m. English-Welsh generators will pay £147m. Yet Scotland makes up 13% of generation to England and Wales 87%. This means that on average Scot’s generators will pay 6.3 times more per unit than English and Welsh generators.

The burden of unfair transmission charges
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These mean a company in the areas of greatest renewable energy potential in Scotland are charged over £20 a kw while a mythical wind farm in the heart of London is offered a subsidy of £6 per kw. The limited 10-year transitional arrangements for the smallest renewable producers are simply not sufficient to remove the generation barrier created by these discriminatory transmission charges.

Transmission charging is likely to cost the Beatrice Offshore project an additional £20 million per year.
 Beatrice is Europe’s biggest renewable research project, with the potential to provide 1000 MW of electricity – the same as a Nuclear Power station. Yet, Talisman, one of the companies behind the project said of the proposed charges: “It is bad news for us and for anyone producing renewable energy in remote parts of Scotland... At the moment it is the biggest single threat we see and it could threaten the viability of the project.”

Growing Scotland’s renewable sector and maximising the potential from our offshore energy resource will be a central target of the SNP in government. Denmark has a £4 billion per year export industry employing more than 15,000 people, Scotland could replicate this success in offshore wind, tidal and wave power where geography, and world leading technology currently being developed in Scotland, have given us a head start. It is an advantage we must not squander.

By delivering more energy from renewable sources, by creating new jobs and export opportunities, we can bring wealth and new prospects to Scotland’s more remote corners and deliver growth that reduces our impact on the environment.
A new focus on low carbon technologies

Scotland could also be home to pioneering new low carbon generation technology, and carbon storage technology. We have some of the best sites in the world for carbon sequestration, by direct injection into depleted North Sea oil reservoirs.
 
The first steps in this clean carbon revolution have already been taken, but Scotland needs to be doing more to ensure its place as a world leader. We need the right incentives from government to extend the support available to ‘clean carbon’. 

Specifically, we need to extend the current Renewables Obligation (RO) to award

ROCs for output from low and carbon-neutral electricity generation. These

Carbon Reduction Certificates (CRCs) would give the same level of support to

carbon free generation that is already available for renewables, and a lower level of

support for other low carbon generation.

World leaders

In June 30 2005, BP and partners ConocoPhilips, Shell and Scottish and Southern announced plans to build in Peterhead the world’s first industrial scale decarbonised fuel project, and generate ‘carbon free’ power from hydrogen gas.  The project will convert natural gas to hydrogen and carbon dioxide.  The hydrogen will then be used as a fuel for a 350MW power station, and the carbon dioxide will be pumped into North Sea oil reservoir for increased oil recovery and ultimate storage. The feasibility of the scheme will be determined by late 2006 and up and running by 2009 at a projected cost of $600m.

  
The British Geological Survey estimate that potentially 755 billion tonnes of CO2 could be stored in the North Sea (Scotland’s annual CO2 output is 50 million tonnes) while the DTI estimate that as much as 2 billion barrels of oil could be recovered as a result of CO2 injection. 

Carbon capture and storage clearly has the potential to add to a total growth strategy by reducing our CO2 footprint and adding to national income and wealth.
  
Scotland also has the opportunity to become a world leader in clean coal technology, with Scottish company Mitsui Babcock proposing supercritical boiler technologies which will increase electricity output while significantly reducing consumption, and so CO2 emissions. 

This technology is being sold worldwide, and yet, because of the costs associated with transmission charging, there is little chance of it being used to re-fire Scotland’s own coal-fired power stations. This is an opportunity lost as a result of policy dictated in London, and a mistake an SNP government in Edinburgh would not make.

VII. Conclusion – The choice for Scotland
The difficulty lies not in the new ideas, but in escaping the old ones.

- John Maynard Keynes

Political debate from now the election in 2007 should be focused on what is required to achieve Scottish ambitions for growth and prosperity.

The decisions we take will affect more than just those of us who live in Scotland now.  There are currently one million children living in Scotland and our actions will affect their education, their health and the opportunities available to them in their communities and in the job market.  We will be judged by our inaction as much by our actions.  The age of passivity is no longer an option.  It is time to move on.

We face a choice between two Scotlands:

· A relatively affluent country in a state of managed decline, with a widening growth and wage gap, an aging population and over five thousand people leaving each year

or

· A country with the powers to reassert its ingenuity and entrepreneurialism, learning from its small and successful neighbours, doubling its growth rate, creating new jobs, welcoming thousands back to the country and having the economic base to provide the kind of social democracy to which it aspires.

The argument for more powers makes sense to the majority of Scots.  Last summer the Joseph Rowntree Reform Trust reported that 66% of Scottish people want more powers for Scotland

The good news is that the decisions we must make are available to us.  Setting the conditions for economic success is not an unknowable alchemy – it begins by taking responsibility, honestly assessing our current condition, learning from what others have done and instituting a mixture of policies that allows the innovation and enterprise of Scotland to flourish.  

By acknowledging this responsibility and taking on this challenge, we can earn our social democratic credentials and build a society that prospers now and in the future.

Appendix A - The Consultation Process
‘Let Scotland Flourish’ is the second in a series of consultation papers issued by the Scottish National Party in the run up to the Scottish Parliament election in 2007.

This paper offers a blueprint for Scotland’s economic success. It sets out steps to create sustainable growth in Scotland, improve competitiveness, and remove burdens and barriers for Scottish business. 

Some of the measures can be delivered with a more focused, ambitious and energetic SNP-led Scottish Executive, however many of the most effective proposals will require full freedom and control over fiscal policy in Scotland.

We are keen to receive the views of others on the contents of this paper and hope it provides a useful starting point for all those who wish to see Scotland flourish.

Moving Scotland Forward

Views are welcome on any aspect of the paper. However, to aid responses, and with reference to the document, comments are sought on:

· the three targets – growth, competitiveness and population

· our proposed Scottish Standards for total growth

· the future structure and focus of the enterprise network. 

· the proposed taxation strategy

· additional support for small businesses

· our innovation incentives

· how best to promote Scotland and Scottish business abroad

· delivering the right conditions and support to allow increased exports and investment

· the approach to sustainable growth

· developing Scotland’s renewable energy sector

Interested parties should respond by 30th May 2006.

All correspondence should be sent to:

Let Scotland Flourish Consultation

SNP HQ, 107 McDonald Road

Edinburgh, EH7 4NW
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