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Finance and Constitution Committee 
 

2nd Meeting, 2021 (Session 5), Wednesday 20 January 2021 
 

Replacement of EU Structural Funds 
 
 
1. At this meeting the Committee will take evidence from the Scottish Government 
(and its Steering Group chair) on the replacement of EU Structural Funds.  
 
2. The Committee will take evidence from  

• Ivan McKee MSP, Minister for Trade, Investment and Innovation 
• Hilary Pearce, Deputy Director, and Karen McAvenue, Future Funding Team 

Leader, European Structural Funds and State Aid, Scottish Government 
• Professor David Bell, Chair, Scottish Government European Structural and 

Investment Funds Replacement Consultation Steering Group. 
 

3. The UK Government was also invited to give evidence on its proposals for a 
UK Shared Prosperity Fund but declined the Committee’s invitation.  
 
Background 
 
4. The Scottish Government estimated that during the 2014-20 EU budget round, 
Scotland has received over £5 billion in funding from the EU. Scotland will continue to 
receive monies from a range of EU funds until the end of the 2014-2020 programme 
period.  
  
5. During that period Scotland will have received-  

 
a. Pre-allocated funds (including funding pre-allocated to member states and 

regional pre-allocated funding of:  
• €4.6bn to implement the Common Agricultural Policy (CAP); 
• Up to £734m1 in Structural Fund support; 
• £108 m in Common Fisheries Policy Funding2 and  

  
b. Competitive funding (funds that can be bid for by governments, universities, 

businesses and other organisations) of:  
• €711 million3 of Competitive research, innovation and education exchange 

funding from Horizon 2020 up to October 20204; 

                                            
1https://www.parliament.scot/S5_European/General%20Documents/20201221_MinisterTIIToConvene
r.pdf 
2https://digitalpublications.parliament.scot/ResearchBriefings/Report/2018/9/28/EuropeanUnion-
funding-in-Scotland# 
3https://www.gov.scot/publications/ministerial-update-parliament-impact-eu-exit-scotlands-further-
higher-education-sectors-28-october-2020/ 
4https://www.gov.scot/publications/ministerial-update-parliament-impact-eu-exit-scotlands-further-
higher-education-sectors-28-october-2020/ 
 

https://digitalpublications.parliament.scot/ResearchBriefings/Report/2018/9/28/EuropeanUnion-funding-in-Scotland
https://digitalpublications.parliament.scot/ResearchBriefings/Report/2018/9/28/EuropeanUnion-funding-in-Scotland
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• €98m of Territorial Cooperation funding) up to February 20205 and 
• €90.7m of Erasmus+ funding up to the end of 2018 according to British 

Council figures6.  
 

6. In addition, the European Investment Bank (EIB) Group also provides finance 
in the form of loans out with the 2014-20 funding programme. Since 2016, the EIB has 
signed loans worth €2.0 billion to projects in Scotland. 
 
7. Under the terms of the EU-UK Trade and Cooperation Agreement (TCA), the 
EU and UK agreed in principle to the UK’s participation in Horizon Europe (i.e. the 
successor to Horizon 2020) and three other science research programmes. A joint 
declaration published alongside the TCA includes the draft terms of the UK’s 
participation in these programmes.7 Scotland and its students will no longer be able to 
participate in Erasmus.8 
 
Committee inquiry into EU Structural Funding, post-Brexit 
8. On 4 October 2019, the Committee reported its views on Funding of European 
Union Structural Fund priorities in Scotland, post-Brexit. In its report the Committee 
concluded that: 

 
“We welcome the intention to replace EUSF which are a valued source of support for 
communities across Scotland. We seek clarity as to the impact of the UKSPF on 
devolved policy choices given its connection to the UK Industrial Strategy. We 
consider the decision taking powers that the Scottish Government currently exercise 
under the EUSF should not be reduced under the UKSPF. The flexibility for the 
Scottish Government to distribute its post-Brexit UKSPF funding according to its 
priorities should be no less than that currently available under the EUSF.” 
 
9. In its report the Committee also recommended that: 

a. to better manage this transition, funding under the UKSPF should 
replicate some aspects of the current EUSF approach with a seven-year 
funding period and with the Scottish share pre-allocated across each of 
the seven years.  

b. That any future needs-based funding approach should be developed in 
partnership across the UK and Devolved Governments. 

c. UKSPF monies allocated to Scotland should be subject to Scottish 
Parliamentary scrutiny. 

d. a robust and proportionate approach to audit of the UKSPF in Scotland 
such as utilising the existing Scottish public audit regime and that 
effective evaluation should be built into the UKSPF from the start so that 
its impact on tackling inequalities is evidence based. 

 
10. The Committee also considered that the best parts of the current approach 
should be built on along with further simplification of the current approach. In particular, 

                                            
5https://www.gov.scot/publications/scottish-replacement-eu-structural-funds/pages/10/  
6https://www.erasmusplus.org.uk/file/27311/download 
7https://www.gov.uk/government/publications/agreements-reached-between-the-united-kingdom-of-
great-britain-and-northern-ireland-and-the-european-union 
8https://www.gov.scot/news/brexit-deal-rejected/  

https://sp-bpr-en-prod-cdnep.azureedge.net/published/FCC/2019/10/4/Report-on-Funding-of-European-Union-Structural-Fund-priorities-in-Scotland--post-Brexit/FCCS5196.pdf
https://sp-bpr-en-prod-cdnep.azureedge.net/published/FCC/2019/10/4/Report-on-Funding-of-European-Union-Structural-Fund-priorities-in-Scotland--post-Brexit/FCCS5196.pdf
https://www.erasmusplus.org.uk/file/27311/download
https://www.gov.uk/government/publications/agreements-reached-between-the-united-kingdom-of-great-britain-and-northern-ireland-and-the-european-union
https://www.gov.uk/government/publications/agreements-reached-between-the-united-kingdom-of-great-britain-and-northern-ireland-and-the-european-union
https://www.gov.scot/news/brexit-deal-rejected/


FCC/S5/20/21/1 
 

5 
 

the Committee highlighted opportunities for simplification of funding streams and 
application processes.  
 
11. The Scottish Government responded to the Committee’s report 
recommendations in November 2019, confirming that the Committee’s findings will be 
“instrumental in helping the Scottish Government to develop its position on a 
replacement vehicle for the EU structural Funds.”  
 
12. In its report on the Budget 2020-219 the Committee recognised, as it did in its 
inquiry report, the significant contribution that EU funding has made to supporting 
communities and organisations across Scotland. It noted, however, that “It remains 
unclear what funding will be available once the transition period ends in December 
2020. Avoiding any ‘cliff-edge’ drop in funding for those Scottish communities and 
organisations currently benefitting from EU funding is therefore vital.”  

 
13. The Committee was therefore keen to understand what will replace EU funding 
in Scotland going forward and how this might impact on the Scottish Budget for 2021-
22.    

 
UK Shared Prosperity Fund 
 
14. Following the end of the transition period and as a non-EU state, the UK no 
longer participates in the EU’s structural funding programmes. The UK Government 
has indicated it intends to establish a UK-wide Shared Prosperity Fund to replace the 
European Regional Development Fund (ERDF) and the European Social Fund (ESF). 
The previous UK Government proposed that the UK Shared Prosperity Fund will tackle 
inequalities between communities by raising productivity, achieved as set out in its UK 
Industrial Strategy. 
 
15. On 9 September 2020 the UK Internal Market Bill was introduced in the UK 
Parliament and the Finance and Constitution Committee subsequently reported its 
views on the associated Legislative Consent Memorandum. Part 6 of the Bill seeks to 
provide the UK Government with a single, comprehensive statutory power to provide 
financial assistance across a range of policy areas throughout the whole of the United 
Kingdom.  
 
16. A key purpose for Part 6 is to fund “any replacements to EU programmes.” At 
the same time as the Bill was published the Department of Business, Energy and 
Industrial Strategy issued a note confirming that the Bill will allow the UK Government 
to meet its commitments to deliver replacements for EU programmes, such as a UK 
Shared Prosperity Fund, replacing EU Structural Funds and that, at a minimum, it will 
“match the size of those funds in each nation.” The UK Government confirmed that in 
relation to replacement funding for EU structural Funds “decisions will now be made 
in the UK, focus on UK priorities and be accountable to the UK Parliament and people 
of the UK.”  
 
17. The Bill does not specify any direct quantum of funding which will be allocated 
under Part 6 nor does it specify where the funding will come from. The Impact 
                                            
9 https://www.parliament.scot/S5_Finance/General%20Documents/Budget_Report.pdf 

https://www.parliament.scot/S5_Finance/General%20Documents/20191114_-_Letter_from_Ivan_McKee__on_ESFSA_-_Report__Funding_EU(1).pdf
https://www.parliament.scot/S5_Finance/General%20Documents/FOR_ISSUE_Internal_Market_Bill_LCM_report(4).pdf
https://www.parliament.scot/S5_Finance/General%20Documents/FOR_ISSUE_Internal_Market_Bill_LCM_report(4).pdf
https://www.parliament.scot/S5_Finance/General%20Documents/Budget_Report.pdf
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Assessment confirms that funding under Part 6 will be allocated through the normal 
budget and spending review processes. Responding to concerns about the impact of 
funding under Part 6 of the Bill, the Chancellor of the Duchy of Lancaster confirmed 
that the UK Government remained “absolutely committed” to the Barnett formula. He 
stated that the higher level of per capita per spending under the Barnett formula “would 
be completely unaffected” by Part 6 of the Bill.  

 
18. In its response to the UK Internal Market Bill LCM, the Committee reiterated the 
recommendations of its inquiry into the funding of EU Structural Fund priorities, in 
Scotland, post-Brexit. The Committee also highlighted concerns that without 
cooperation between the UK Government and the devolved governments, there is a 
risk that the allocation of public spending in some areas will not be joined up and may 
seek to deliver differing (or even competing) outcomes.   

 
19. The Committee’s view was that the powers in Part 6 of the Bill are very broad. 
In combination with the wide-ranging objectives for the use of these powers there is a 
risk that this could result in a significant shift in how devolution is funded.  Without 
greater clarity, the Committee commented that “it difficult to justify this change of 
approach or the necessity for what the UK Government describes as a “single, 
comprehensive power” over and above those powers which it already has.”10 

 
20. Responding to the Committee’s report on 24 October the UK Government 
reiterated its commitment to “take a collaborative approach to delivering programmes 
with this power and working in partnership with the Devolved Administrations and 
individual organisations.”    

 
21. During House of Lords consideration of the Bill, the Lords resolved to remove 
Part 6 of the Bill, the main argument against granting those powers being that it cuts 
across the funding decisions of the devolved governments by enabling the UK to 
directly fund UK Government priorities in a range of devolved areas.  

 
22. This Part was then added back in at the House of Commons with the 
Parliamentary Under Secretary of State in the Department for Business, Energy and 
Industrial Strategy explaining they will “make sure that we can deliver UK-wide 
replacements for EU funds, including meeting our manifesto commitment to replace 
EU structural funds, and allowing the UK Government to invest directly to support 
communities and businesses across all four parts of the UK.” He explained that these 
funding provisions are intended to complement existing spending powers in Scotland 
and Wales, and that the spending “will reflect—undoubtedly, I am sure, on so many 
occasions, if not all occasions—the mood and direction from their elected politicians.” 

 
23. The Bill then became the UK Internal Market Act 2020 on 17 December 2020 
without the consent of the Scottish Parliament, Welsh Parliament and Northern Ireland 
Assembly.  
 
24. On 25 November 2020 in its announcement of a one-year spending review the 
Chancellor of the Exchequer confirmed that one of three key purposes for that 
                                            
10https://www.parliament.scot/S5_Finance/General%20Documents/FOR_ISSUE_Internal_Market_Bill
_LCM_report(4).pdf 

https://www.gov.uk/government/news/spending-review-to-conclude-late-november
https://www.parliament.scot/S5_Finance/General%20Documents/FOR_ISSUE_Internal_Market_Bill_LCM_report(4).pdf
https://www.parliament.scot/S5_Finance/General%20Documents/FOR_ISSUE_Internal_Market_Bill_LCM_report(4).pdf
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spending review will be “investing in infrastructure to deliver our ambitious plans to 
unite and level up the country, drive our economic recovery and Build Back Better.” A 
key policy for the UK Government is to level up the UK, that is reduce inequalities. 

 
25. Supporting documents for the one-year spending review set out more 
information about the ‘levelling-up’ policy confirming that “The UKSPF will help to level 
up and create opportunity across the UK for people and places.” The Heads of Term 
for the UK Shared Prosperity Fund were then set out (see Annexe A) indicating that 
“total domestic UK-wide funding will at least match current EU receipts, on average 
reaching around of £1.5 billion a year”. Further details are expected in Spring 2021 
and the Spending Review confirmed that the UK Government would provide £220 
million to “help local areas prepare over 2021-22 for the introduction of the UKSPF” 

 
26. In pre-budget scrutiny evidence on 18 November, the Cabinet Secretary for 
Finance highlighted how the UK Government decisions on replacement of EU funding 
have consequences for the Scottish Budget given that from 1 January 2021 “no new 
funding will be available to various programmes, which will lead to disruptions in 
project delivery across Scotland. Similarly, our participation in key EU programmes 
might end, as the outcome of the UKEU negotiations continues to be uncertain.”11 
 
27. The Cabinet Secretary confirmed that she had sought further clarity from the 
UK Government about the funding for the UK Shared Prosperity Fund, and whether 
the money that the UK Government invests will be additional to the funding settlement 
that the Scottish Government gets or will be netted off from Scottish Government 
funding. Without additionality, she explained funding for the Scottish budget will be put 
“at risk” and without clarity that the funding will continue “we cannot make long-term 
plans for capital or revenue.” 
 
Scottish Shared Prosperity Fund 
28. On 6 September 2019 the Minister wrote to the Committee confirming the 
establishment of a steering group with the "remit to oversee the consultation that will 
address the replacement for European Structural Funds." He also confirmed the 
membership of the Steering Group, chaired by Professor David Bell, its consultation 
and reporting timescales. The steering group reported the consultation findings on 12 
June 2020.   
 
29. The Scottish Government along with members of the Steering Group, other 
external stakeholders and Scottish Government policy leads then developed the 
Scottish Government’s plans for replacement of EU funding. Four key areas (set out 
at para 32) were developed and each group produced a paper which set out how they 
considered that their area should be taken forward and it is this work which underpins 
these plans.  
 
30. On 19 November 2020, the Scottish Government published its plans for 
replacement of EU funding, proposing a Scottish Shared Prosperity Fund. The 
Scottish Government explains that this funding framework is based on the expectation 
that the UK Government will honour its commitment to “at a minimum match the size 
                                            
11 Finance and Constitution Committee Official Report, 18 November 2020, Column 23 

 

https://www.gov.scot/publications/consultation-replacement-european-structural-investment-funds-esif-post-eu-exit-scotland-consultation-report/
https://www.gov.scot/publications/consultation-replacement-european-structural-investment-funds-esif-post-eu-exit-scotland-consultation-report/
https://www.gov.scot/publications/scottish-replacement-eu-structural-funds/pages/1/
https://www.gov.scot/publications/scottish-replacement-eu-structural-funds/pages/1/
http://www.parliament.scot/parliamentarybusiness/report.aspx?r=12950
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of those funds in each nation”12 and commit to transferring at least £183 million per 
year to the Scottish Government to replace the EU Structural Funds, and the European 
Territorial Cooperation and LEADER programmes.  This equates to a 7-year 
replacement programme of £1.283 billion, however the Scottish Government’s paper 
acknowledges that “There are other ways in which we could calculate a baseline 
figure”.13  
 
31. The Scottish Government’s plans for the fund are also built on the assumptions 
that: 
 

• Scotland will have the freedom to allocate funding to the places and priorities 
that the Scottish Government chooses and which align with Scottish 
Government policy aims and objectives;  

• the programme will align with the Scottish Government’s established 
“inclusive growth” approach together with its focus on Covid recovery;  

• The programme will be multiannual, lasting at least 5 years or 7 years if the 
UK replacement scheme matches the European Multi Annual Financial 
Framework; 

• the replacement funding scheme will cover the European Regional 
Development Fund (ERDF), the European Social Fund (ESF), and the 
European Territorial Cooperation Programmes (ETC). Funding to replace the 
LEADER is also currently included within the Scottish framework although it is 
not yet known if the UK Shared Prosperity Fund will include it.  

 
32. The key aim of the Scottish Shared Prosperity Fund is to reduce economic and 
social disparities within and between places and people in Scotland whilst the main 
themes for the national fund are improving places, tackling poverty, increasing skills 
and business and job growth. The Fund builds on some of the previous approaches 
to distributing EU funding in Scotland and addresses four key areas informed by the 
Steering Group’s work:  

a. Funding and Allocation; The plan proposes that a transparent, needs-
based regional allocation model will be developed by the Scottish 
Government which need not align with the allocation model(s) used in 
other parts of the UK. The model will use a basket of weighted measures 
which will then be applied across each regional partnership geography 
to determine the share of the fund to be allocated to that partnership; 

b. Governance and Delivery; It will be a multiannual 5 year programme of 
at least 5 years. The Scottish programme will be based on the principle 
of subsidiarity with much of the authority and responsibility devolved to 
regional and local partnerships. The governance of the programme will 
be tiered: the Scottish Government will be the strategic lead whilst 
regional partnerships will be the main bodies charged with developing 
and funding programmes for their areas. For national programmes, a 
final model is still to be decided upon. 

                                            
12https://assets-global.website-
files.com/5da42e2cae7ebd3f8bde353c/5dda924905da587992a064ba_Conservative%202019%20Ma
nifesto.pdf page 44 
13 Scottish Government, Scottish Replacement for EU Funds 

https://assets-global.website-files.com/5da42e2cae7ebd3f8bde353c/5dda924905da587992a064ba_Conservative%202019%20Manifesto.pdf
https://assets-global.website-files.com/5da42e2cae7ebd3f8bde353c/5dda924905da587992a064ba_Conservative%202019%20Manifesto.pdf
https://assets-global.website-files.com/5da42e2cae7ebd3f8bde353c/5dda924905da587992a064ba_Conservative%202019%20Manifesto.pdf
https://www.gov.scot/publications/scottish-replacement-eu-structural-funds/
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c. Monitoring and Evaluation; The Scottish Government will develop a 
Monitoring and Evaluation Framework which will focus on outcomes and 
outputs, rather than activities and inputs. Additionality of any support 
must be considered at the outset during appraisal. 

d. Policy Alignment; The key aim is to reduce economic and social 
disparities within and between places and people in Scotland whilst the 
main themes for the national fund are improving places, tackling poverty, 
increasing skills and business and job growth. In addition, wellbeing and 
addressing climate change will be placed as horizontal themes which cut 
across the programme. The policy context will be provided by the 
National Performance Framework and the programme will also retain a 
line of sight to EU cohesion policy. The policy area currently supported 
by LEADER will be considered as part of the Scottish programme, if they 
are not covered in the replacement for CAP, but this can only happen 
subject to funds for this being made available by UKG. 

 
33. The Scottish Government explains that its funding framework sets out the high 
level aims of the programme but that it cannot do any of this unless the full amount of 
funding due to Scotland is transferred in its entirety and without any conditions from 
the UK Government to the Scottish Government.  
 

Committee Clerks 
January 2021 
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Extract from the UK Government policy paper – Spending Review 2020, updated 
15 December 2020.  
 
Box 3.1 – UK Shared Prosperity Fund – Heads of Terms 
The UKSPF will help to level up and create opportunity across the UK for people and 
places. 
 
It will operate UK-wide, using the new financial assistance powers in the UK Internal 
Market Bill. Investments and programmes will display common branding.  
 
The government will ramp up funding, so that total domestic UK-wide funding will at 
least match current EU receipts, on average reaching around of £1.5 billion a year. 
A portion of the UKSPF will target places most in need across the UK, such as ex-
industrial areas, deprived towns and rural and coastal communities. It will support 
people and communities, opening up new opportunities and spurring regeneration and 
innovation. Its funding profile will be set out at the next Spending Review. The 
government will develop a UK-wide framework for investment in places receiving 
funding and prioritising: 

• investment in people and skills tailored to local needs, such as work-based 
training, supplementing and tailoring national programmes (e.g. the Adult 
Education Budget); and other local support (e.g. for early years)  

• investment in communities and place including cultural and sporting facilities, 
civic, green and rural infrastructure, community-owned assets, neighbourhood 
and housing improvements, town centre and transport improvements and 
digital connectivity 

• investment for local business including to support innovation, green and tech 
adoption, tailored to local needs. 

 
Places receiving funding will be asked to agree specific outcomes to target within the 
UK-wide framework. They will then develop investment proposals to be approved by 
the government among a representative stakeholder group. Investment should be 
aligned with the government’s clean growth and net zero objectives. 
 
A second portion of the UKSPF will be targeted differently: to people most in need 
through bespoke employment and skills programmes that are tailored to local need.  
 
This will support improved employment outcomes for those in and out of work in 
specific cohorts of people who face labour market barriers. 
 
The government will set out further details of the UKSPF in a UK-wide investment 
framework published in the spring. 
 
4.3 Additional Funding in 2021-22 
 
To help local areas prepare over 2021-22 for the introduction of the UKSPF, the 
government will provide additional funding to support our communities to pilot 
programmes and new approaches. This additional funding will be delivered UK-wide, 
using the new financial assistance powers in the UK Internal Market Bill.  Further 
details will be published in the New Year. 
 

https://www.gov.uk/government/publications/spending-review-2020-documents/spending-review-2020#investing-in-a-recovery-for-all-regions-of-the-uk-1
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