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Finance and Constitution Committee 

15th Meeting, 2019 (Session 5), Wednesday 19 June 2019 

UK Internal Market 

 
Introduction  
 
1. The JMC has agreed that common frameworks are necessary "to enable 

the functioning of the UK internal market, while acknowledging policy 

divergence". 

 

2. In the Committee’s report on common frameworks we noted that if 

common frameworks are to enable the functioning of a UK internal market 

then there needs to be a better understanding of what it is and what 

principles it should embody.  At an EU level, the internal market is defined 

through Treaties and legislation. In the absence of such provision, 

however, it is not clear what the UK equivalent is.  

 

3. The Committee has therefore agreed to undertake work to explore this 

issue further and, in the first instance, to take evidence from a number of 

academics at its meeting on 19 June.  The Committee also asked for 

written submissions from those attending and those received are attached 

as Annexe A.  A written submission has also been received from 

Professor Colin Reid and this is also attached.   Our witnesses were asked 

to address the following questions in their submissions – 

 

 Is current legislation sufficient to define the UK internal market; 

 Are there other approaches better suited to the defining an internal 

market including replicating the EU approach or adopting other 

approaches used out with the EU; 

 How does policy divergence or trade agreements impact on any 

internal market; 

 What are the impacts of different approaches to the UK internal 

market on the ability of individuals, businesses or organisations to 

operate across the UK.  

Comparative Research 
 
4. The Committee has also agreed to commission some comparative 

research to how the concept of an internal market operates in Canada, 

USA and Switzerland where legislative powers are shared across national 

and subnational tiers of government.   It is expected that this research will 

cover the following areas – 
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Structure of the internal market 

 The key components of the Internal Market and the extent to which 

the internal market is defined at National and Sub national level.  

 The extent to which the Internal market has changed over time – 

what led to any changes? 

 The extent to which the internal market is determined by 

international treaties and trade deals with other countries. 

 
Approaches to the internal market 

 How any approach to a national or subnational internal market was 

agreed, and what other options were explored (and the reasons for 

not adopting them e.g. legislation, concordats, non-legislative 

agreements); 

Impact on Government and Parliament policy choices 

 Th extent that any internal market considerations empower or 

constrain policy choices (at National or sub state level)  

 How are any disputes over the impact of different government 

policy approaches on the internal market resolved? 

 What the impact of any internal market considerations are on 

powers of Parliament? 

  
Next Steps  
 
5. This initial evidence session alongside the comparative research will help 

to inform any future inquiry work which the Committee agrees to carry out.  

 
Committee Clerks 
June 2019 
 
 
 
 



Michael Dougan, University of Liverpool: UK Internal Market (June 2019) FCC/S5/19/15/1 
Annexe A 

 1 

Finance and Constitution Committee of the Scottish Parliament 

 

Roundtable Discussion on the UK Internal Market (19 June 2019) 

 

 
Briefing Paper submitted by Prof Michael Dougan, University of Liverpool 

 

 

 

A) What are the main elements which inform discussion about any “internal 

market”? 

 

Any internal market between two or more territories, each with their own regulatory 

jurisdiction and capacity to enact different laws and rules, will be shaped by certain 

fundamental decisions about its scope and structure.   

 

Those decisions start with the level or depth of ambition that should underpin 

economic integration between the relevant territories.  In particular: 

 

1) how will barriers to trade between the constituent territories be defined? 

 

Will the idea of a barrier to trade be limited to a basic promise of non-

discrimination between domestic and imported goods / services?  If so, then those 

territories have agreed to create only a very limited “internal market” indeed.   

 

Or will the idea of a barrier to trade be expanded so as to include regulatory 

obstacles that arise from the mere existence of simple variations in how different 

territories regulate the sale of goods or provision of services?  Such regulatory 

barriers to trade have the inherent effect of compartmentalising national markets 

and the chief ambition of any real internal market is to address them.   

 

2) how will distortions of competition between the constituent territories be 

defined?  

 

Different regulatory standards impose different compliance costs upon economic 

actors: higher standards are usually associated with higher costs and (in some 

eyes) reduced competitiveness.  How far is that a problem?   

 

Some people see such different compliance costs, arising from territorial 

variations in regulatory standards, as an artificial distortion of merit-based 

competition between private undertakings that needs to be eliminated.   

 

Other people believe that the existence of different compliance costs can actually 

have a positive effect: by encouraging undertakings to select the optimal 

jurisdiction for their regulatory needs, and locate their business in that territory, 

we can stimulate competitive pressure between different legislatures to improve 

their output and meet the real needs of the market.   
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Though for many people, of course, that competition between legislatures is 

precisely the problem: it is a polite way of saying that private undertakings can 

engage in “social dumping” by picking the territory that has the most permissive 

standards, forcing other legislatures to try to win back lost business by engaging 

in their own deregulatory processes – encouraging a cycle which will lead to 

lower standards for all. 

   

Having decided which barriers to trade / distortions of competition are to be 

considered problematic, the architects of any internal market then need to identify 

which specific techniques of market management will translate their ambition for 

economic integration into a concrete regulatory reality.  For that purpose, we have 

two main models to choose between:  

 

1) mutual recognition.   

 

The existence of different territories, each with their own independent legislative 

power, obviously leads to the existence of different regulatory regimes in each 

jurisdiction.  But the principle of mutual recognition says: any good which is 

lawfully sold or service which is lawfully provided in Territory X, should be 

allowed to be lawfully sold / provided also in Territories Y and Z, without having 

to comply with any further standards, checks or requirements in the host country.   

 

That principle of mutual recognition solves the problem of barriers to trade, and 

does so in a relatively straightforward way: differences in national law exist, and 

no-one is trying to change that, but they cannot be used as an excuse to hinder the 

free sale of goods and provision services across the entire internal market.   

 

However, mutual recognition obviously leaves intact any distortions of 

competition that might arise from different regulatory standards and indeed 

actively encourages the process of regulatory competition between different 

territories.   

 

Most of all: mutual recognition means that there are significant limits on the 

ability of any given territory to set and enforce its own social policy choices in a 

truly effective and systematic manner.  Territory X might ban the production of 

GMOs within its own borders – but it cannot stop the importation of GMOs which 

have been lawfully produced in Territory Y.  Territory Y might prohibit 

commercial gambling by its own companies – but it cannot stop the provision of 

gambling services to its citizens by companies lawfully doing so in Territory Z.   

 

2) harmonisation.   

 

Here, a central regulatory body is capable of adopting a single regulatory standard 

that must be complied with by all the territorial jurisdictions within the internal 

market.  Once again, goods lawfully sold / services lawfully provided in Territory 

X must be able to be lawfully sold / provided in Territories Y and Z as well – 

because if we all have the same rules, there is no reason to prevent or restrict 

cross-border trade. 
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Harmonisation obviously solves the problem of barriers to trade that arise from 

mere differences between national laws.  It also eliminates any distortions of 

competition that arise from the existence of regulatory variations across territories. 

 

But harmonisation is obviously difficult to reconcile with the idea of regional 

regulatory autonomy; or with any significant potential for a system of regulatory 

competition; and of course, with any real scope for reflecting local policy 

preferences in the applicable regulatory choices and standards.   

 

In reality, no internal market is going to be built simply upon one or other extreme of 

absolute mutual recognition or complete harmonisation.  Instead, we have to find the 

answers to more real-world questions:  

 

1) How will the principle of mutual recognition and the practice of harmonisation be 

combined together, suitably adapted and appropriately qualified, so as to find 

a workable system that reconciles the competing interests at stake: respecting each 

territory’s regulatory autonomy, while promoting cross-border trade within the 

internal market, at the same time as protecting important social policy objectives? 

 

2) That includes making provision for a level-playing field between the territories, 

i.e. which additional “flanking” policies will be required to ensure that the greater 

economic integration offered by the internal market is based on competition which 

is both free and fair: e.g. competition rules, state aid rules, minimum social / 

environmental standards etc. 

 

3) It’s not just about finding the right balance between regulatory autonomy, cross-

border trade and social policy in the abstract.  It’s also about creating the 

institutions, structures and processes that will operationalise the entire 

system in practice; and in particular, that will create and maintain the conditions 

for mutual trust between the relevant actors, which is essential for the system to 

function smoothly – for example, when it comes to independent and impartial 

enforcement and dispute settlement.  But of course, the converse may equally be 

true: it’s also about identifying what balance between autonomy, trade and social 

policy – and what level of mutual trust – that one’s existing or possible 

institutions, structures and processes are actually or realistically capable of 

generating and supporting.   

 

Three key points emerge from those underpinning principles. 

 

First, every “internal market” is a product of its own unique circumstances and 

conditions.  It is defined by how all of the above variables interact: the substantive 

balance between regulatory autonomy, greater trade and social interests; together with 

the potential and the limits created / imposed by its underpinning institutional 

framework.   

 

Secondly, the relative weight of those variables will inevitably vary from sector to 

sector; and the balance struck or compromises reached will inevitably change and 

evolve over time.  Internal markets are not end-states or final destinations: they are 

ongoing frameworks and processes for managing economic relations between their 

constituent territories.   
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Thirdly, the wide range of ways in which it is possible to conceive of the relevant 

problems, design workable solutions and operationalise such approaches into 

institutional and legal practice mean that internal markets should not be reduced to 

overly simplistic models, e.g. which equate “policy diversity” with an imperfectly 

functioning internal market or assume that strict centralised harmonisation is the only 

viable way to integrate constituent economic units effectively.  On the contrary: 

internal markets can and do offer a wide range of regulatory responses to similar 

regulatory challenges – all of which are equally “valid” even if they reflect different 

understandings of the relevant problem / solution / underpinning institutional and 

legal environment.     

 

B) What lessons can we learn from the experience of the internal market that we 

are most familiar with already, i.e. the EU internal market? 
 

There are lots of “internal markets” in the world, particularly in federal states such as 

the USA, Canada and Australia.  On the international plane, few trade agreements or 

arrangements could be described as going so far as to constitute an “internal market”.  

But there are exceptions, among which the oldest, most developed and most 

influential is the EU internal market – which provides a model for other forms of 

regional economic integration (e.g.) in South America and South East Asia.   

 

In the EU context, we tend to distinguish several strands of internal market 

management: 

 

1) In the absence of central harmonisation, each Member State is free to regulate 

its own market as it sees fit – but subject to a presumption of mutual recognition, 

so that goods lawfully made / services lawfully provided in Member State X can 

be lawfully sold / provided in Member States Y and Z.   

 

However, that presumption of mutual recognition is not absolute: it can be 

rebutted by the host state on a wide range of public interest grounds, e.g. public 

security, public health, environmental protection, consumer protection – any one 

of which might justify the host state insisting that imported goods or services do 

still need to meet its particular regulatory standards (in addition to those of their 

home territory). 

 

A key feature of the EU system is that these pre-harmonisation free movement 

rules are enforceable directly by individual citizens and businesses (as well as 

public authorities).  That also means the courts have a key role to play in the 

interpretation and application of the EU internal market. 

 

2) There is a power of central harmonisation at the Union level – but the technique 

of harmonisation within the EU tends to be relatively limited in scope.  The EU 

usually defines only those common standards which are required to protect the 

essential public interest requirements at stake in any given field; but otherwise 

leaves all remaining (non-essential) regulatory choices to the individual Member 

States.   
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Nevertheless, the very fact that such limited harmonisation has been achieved, is 

capable of justifying a stronger obligation of mutual recognition: after all, if we all 

protect our essential public interests in the same way, there is less cause to object 

to the lawful sale of goods / provision of services, just because they don’t meet the 

precise local, but non-essential, regulatory standards of the host state.  So: post-

harmonisation, the grounds for limiting cross-border trade tend to be more 

narrowly and strictly defined, e.g. to deal with public safety emergencies. 

 

3) In addition, the EU adopts various flanking policies, designed to ensure that the 

competitive forces within the internal market, generated by the processes of 

mutual recognition and limited harmonisation, are both properly free and suitably 

fair – competition law, state aids restrictions, minimum standards of protection for 

the environment, workers and consumers. 

 

By those means, the EU removes many barriers to trade (but not all); eliminates 

certain distortions of competition (but not every one of them); and controls the 

conditions for regulatory competition between states (but without excluding it 

entirely).  And as we said before, the precise balance struck – the true nature of the 

“internal market” – varies across sectors and changes across time.   

 

Just as importantly, however: the EU’s particular approach to internal market building 

has not evolved in the abstract; it both shapes and is shaped by the co-evolution of a 

unique institutional structure, i.e. one that seeks to facilitate and service the operation 

of its internal market – but also to define and influence its nature and indeed to mould 

and limit its development. 

 

E.g. we have a central Union legislature which is designed to ensure a balanced 

representation of interests – which, in the case of the Member States, is influenced but 

not entirely determined by population size (especially in situations where unanimity is 

required).   

 

E.g. that central Union legislature is not in any sense sovereign and its law-making 

powers are in no way unlimited.  On the contrary: the EU’s powers of central 

harmonisation are exhaustively listed; their exercise has to be justified on objective 

grounds; they must comply with various principles designed to protect the interests of 

constituent territories (such as the principles of subsidiarity and proportionality); and 

they are also subject to various express limits (e.g. expressly excluding any power to 

harmonise certain aspects of national law). 

 

E.g. the EU internal market is dependent upon complex administrative structures – 

generally centred around the European Commission, as well as various EU level 

agencies, but largely comprising networks of national civil servants from across the 

Member States – which together monitor and enforce the system: they constantly 

engage in processes to exchange information, coordinate responses, allocate 

jurisdiction, decide on market authorisations, penalise infractions etc. 

 

E.g. there are complex judicial structures – dependent on the central authority of the 

European Court of Justice, but again based primarily on the work of the national 

courts and tribunals across each Member State – that interpret and enforce the 
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Treaties, settle disputes about the scope or effects of internal market rules, and protect 

individual rights from infringement.   

 

Indeed: perhaps the most striking institutional aspect of the EU system (particularly 

when compared to that of the UK) is not only the existence of an autonomous 

legislative body, capable of representing the interests of each constituent territory, and 

endowed with a carefully delimited range of centralised regulatory powers; but also 

the enormous importance placed by the EU system upon the need for genuinely 

independent and impartial systems of administrative and judicial supervision, dispute 

settlement and enforcement.   

 

The latter includes a clear and sophisticated body of principles which govern the 

constitutional status of internal market law and its legal effects within the 

constituent legal systems of the Member States; as well as who precisely can enforce 

the rules of the Internal Market and the concrete standards of judicial protection they 

are entitled to expect if their rights are infringed.   

 

So, the lessons from the EU are clear: how you define and implement your “internal 

market” – not only in substantive but also in institutional terms – has a profound 

influence upon your constitutional settlement, including the balance of power between 

the devolved and central authorities; as well as between the legislative, executive and 

judicial branches of government.  And vice versa: the constitutional settlement 

reached between the participating territories will decisively influence the type of 

internal market that binds those territories together – not only its ambition, but also its 

limits; not only its benefits, but also its problems.   

 

C) Some (tentative) questions about / arising from the UK debate on creating / 

maintaining an “internal market” 

 

Looking at the UK debate, in comparison with the EU experience, we can make a 

number of points – bearing in mind that we can only work with the publicly available 

information; and that the UK’s internal choices will be heavily influenced / 

constrained by its future external trade policy – not least as regards future economic 

relations with the EU itself. 

 

1) An important starting point is surely to recognise that the EU has (for decades) 

acted as a conscious, systematic and effective motor of internal market reflection / 

oversight / management on behalf of its Member States. Without it, the UK 

authorities will need to find another forum / mechanism to “mainstream” internal 

market thinking into UK law and policy making.   

 

2) As yet, there is little clarity about what the fundamental ambition of the UK 

internal market should be.  Which barriers to trade and / or distortions of 

competition should be considered objectionable within the context of the UK market?  

What should be the appropriate role for / limits of centralised harmonisation?  What 

regulatory space should be left to the devolved administrations?  How far should that 

regulatory autonomy be qualified by obligations of (absolute or partial) mutual 

recognition across the constituent territories of the UK internal market? 
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3) In particular: political attention has focused on the need to identify “common 

frameworks” across the UK for the period immediately after withdrawal [assuming a 

“no deal” departure] / expiry of the transitional period [assuming the Withdrawal 

Agreement enters into force].  By contrast, there has been much less discussion of the 

(equally if not even more important) question of which horizontal principles / rules 

should govern trade relations within the UK in the absence of any central 

legislation from Westminster.  In other words: which “default market guarantee” 

should apply to trade in goods and services between England, Scotland, Wales and 

Northern Ireland in the absence of a common regulatory regime across the entire UK?  

That question will become more pressing if (as promised by the UK Government) 

withdrawal leads to significantly greater devolved legislative powers and therefore 

greater scope for territorial divergence within the UK internal market, yet without the 

internal market framework which was previously provided by EU law to provide 

overall parameters and direction.   

 

4) Similarly: even as regards the debate about “common frameworks”, the publicly 

available documentation reveals little clarity about the principles that should govern 

the grounds for / constraints upon / character of / limits to centralised 

harmonisation and its relationship to the exercise of devolved competences.  In 

particular, the criteria being used to describe when / where “common frameworks” are 

required appear ill-defined and highly malleable: to talk in terms of (e.g.) “ensuring 

the functioning of the UK internal market while acknowledging policy divergence” or 

(e.g.) meeting the needs of “new external trade deals”, is merely to restate the obvious 

problem, not to provide any useful criteria to aid in its resolution.  Moreover, the 

process of identifying areas where “common frameworks” are required appears to be 

primarily a matter of short term crisis management under the EU Withdrawal Act 

2018, based on conducting a “sifting exercise” through the EU’s own unique 

inheritance of what an “internal market” can / should look like.  That may be 

understandable, given the wider political crisis created by Brexit – but choices made 

in crisis-management mode are likely to leave a lasting impression / constraint upon 

the UK’s future courses of action. 

 

5) Nor is there much evidence of reflection upon the need to revise / devise 

institutional structures (legislative / administrative / judicial) that would create the 

sort of independent and impartial governance system required to manage territorial 

relations within the UK internal market.  On the contrary: it seems that the UK 

internal market will rely largely on existing constitutional institutions and 

processes (particularly as regards legislative power).  On any analysis, the existing 

constitutional settlement is lop-sided against the interests of the devolved 

administrations.  In an internal market context, the problem is amplified by the vast 

differences in population size and economic weight between England (on the one 

hand) and Scotland, Wales and Northern Ireland (on the other hand): one would 

normally expect such enormous empirical imbalances to be “corrected” by the 

(independent and impartial) governance structures of the internal market; instead, the 

existing UK constitutional settlement looks set to reflect and reinforce the fact of 

England’s demographic and economic dominance.   

 

6) There is as yet little clarity about how the concepts / principles / rules which 

together constitute and manage the UK internal market should graft onto / interact 

with the rest of the UK / devolved legal systems – not least as regards the question 
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of “who owns” the UK internal market.  Will it be an essentially inter-governmental 

regime, wherein information sharing, negotiations, decisions, dispute settlement and 

enforcement all take place at an essentially political level – but “the law is the law” 

when it comes to the rights and obligations of citizens and businesses on the ground 

within each territory?  Or will the UK internal market also belong directly to 

individuals – creating concrete legal rights and obligations, enforceable through 

the courts: for example, to challenge the lawfulness of executive or even legislative 

action and / or to seek remedies such as compensation for losses suffered through 

public action which is contrary to the underpinning UK internal market framework? 

 

7) The debate over the UK internal market is also being shaped and arguably distorted 

by certain immediate political challenges.  In particular: in order to secure greater 

unionist support for the “Irish backstop” provisions of the proposed Withdrawal 

Agreement, the Government has repeatedly promised that Northern Irish 

businesses should enjoy unhindered access to the market in Great Britain.  On 

their face, such promises are difficult to square with the division of competences 

between Westminster and Scotland / Wales.  They also seem to offer Northern Ireland 

a highly privileged position within the future UK internal market (apparently) without 

any guarantee of reciprocity.  Unless and until such promises are translated into 

concrete proposals and plans, their full implications remain unclear – but the 

guarantee of borderless trade between the Republic and Northern Ireland, together 

with a one-way offer of privileged market access from Northern Ireland to Great 

Britain, surely raises difficult questions about the future design and management of 

the UK internal market as a whole. 

 

8) It might be tempting to suggest that these are all problems and challenges that can 

be addressed and resolved as and when they arise, over time and through experience.  

As observed above, it is true that internal markets are best conceived as on-going 

processes rather than static end-states.  But there are risks simply to allowing the UK 

internal market to unfold through practice and with minimal initial design and 

preparation for its fundamental principles and institutions.  Not least: such a laissez 

faire approach by the UK’s governments could open the door to private 

individuals and businesses using legal disputes before the courts, inviting the 

judges to articulate the basic principles that should govern the character and 

operation of trade relations between England, Scotland, Wales and Northern 

Ireland.  The EU experience is again highly instructive here: after all, the ECJ’s 

landmark judgment in Cassis de Dijon arguably had a more profound impact upon the 

Single Market than any other single institutional decision or intervention.  And the 

UK courts already have 45 years of relevant experience to draw upon, based on their 

own interpretation and application of the fundamental concepts and rules 

underpinning the EU’s internal market.  It is therefore not very far-fetched to imagine 

that, if the UK’s political leaders fail to express and systematise the principles of their 

own internal market project, the UK’s lawyers and judges will finds ways to fill the 

vacuum.   

 

 

Liverpool, 10 June 2019 
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Evidence for the Scottish Parliament Finance and Constitution Committee 
Roundtable Discussion on the UK internal market 
 
This evidence is written by Dr Viviane Gravey, Lecturer in European Politics at Queen’s 
University Belfast and co-chair of the ESRC funded academic network, Brexit & 
Environment. It draws on the work of the Brexit & Environment network as well as on the 
work conducted in the Centre for European and Transnational Studies at Queen’s. 
 

1. Is current legislation sufficient to define the UK internal market? 
 

1. While the JMC October 2017 communique attempts to define “common frameworks”, the 
“UK internal market” these frameworks should underpin is left undefined (Joint Ministerial 
Committee (EU Negotiations), 2017). 

2. Mentions of “internal market” in UK legislation tend to refer to the EU internal market. A 
search on legislation.gov.uk returns no result for “UK internal market”. But Westminster SIs 
passed in preparation of Brexit are replacing mentions of “internal market” by a number of 
options: “market in the United Kingdom” 1, “the market in the United Kingdom or a 
constituent nation”2 or “United Kingdom market”3. 

3. The 1998 NI Act4 offers a rare pre EU referendum discussion of a concept close to the UK 
internal market by mentioning “the single market in goods and services within the United 
Kingdom.” This is in the context of allowing the Secretary of State for NI not to submit for 
Royal Assent a bill which would have an adverse effect on the operation of this single 
market. Such a provision does not exist in the equivalent Welsh and Scottish devolution 
settlements. 

 

2. Are there other approaches better suited to defining an internal market including 
replicating the EU approach or adopting other approaches used out with the EU? 

 
Looking at the EU 

4. The lack of clear definition raises the following questions: how does the UK internal market 
after Brexit differs from the UK part of the EU internal market? How should it differ? To 
answer these questions we need to understand what the EU internal market is – and 
whether it can be continued or reproduced outside of the EU. 

5. The EU defines its internal market in the Treaty on Functioning of the EU: “The internal 
market shall comprise an area without internal frontiers in which the free movement of 
goods, persons, services and capital is ensured in accordance with the provisions of the 
Treaties” (Art 26 TFEU). 

6. Beyond this definition, the TFEU provides key information on the EU’s internal market 
o On principles underpinning the Internal Market – such as the prohibition of “any 

discrimination on grounds of nationality” within the EU. 
o On common policies for the Internal Market – such as the Common Competition 

Policy or the Common Agriculture Policy, common policy on State Aid setting out, 
for example under which conditions state aid is compatible with the internal market.  

                                                           
1
 See e.g. Timber and Timber Products and FLEGT (EU Exit) Regulations 2018  

2
 See e.g. The Common Organisation of the Markets in Agricultural Products Framework (Miscellaneous 

Amendments, etc.) (EU Exit) Regulations 2019 
3
 See e.g. The Ecodesign for Energy-Related Products and Energy Information (Amendment) (EU Exit) 

Regulations 2019 
4
 See rules on Royal Assent in 1998 NI Act  

https://www.brexitenvironment.co.uk/
https://www.brexitenvironment.co.uk/
https://www.legislation.gov.uk/uksi/2018/1025/regulation/6/made#text%3D%22internal%20market%22
https://www.legislation.gov.uk/uksi/2019/821/regulation/99/made#text%3D%22market%20in%20the%20United%20Kingdom%22
https://www.legislation.gov.uk/uksi/2019/821/regulation/99/made#text%3D%22market%20in%20the%20United%20Kingdom%22
https://www.legislation.gov.uk/uksi/2019/539/schedule/1/paragraph/2/made#text%3D%22United%20Kingdom%20market%22
https://www.legislation.gov.uk/uksi/2019/539/schedule/1/paragraph/2/made#text%3D%22United%20Kingdom%20market%22
https://www.legislation.gov.uk/ukpga/1998/47/part/II/crossheading/royal-assent/enacted?view=plain
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o On the role of the European Commission in furthering the “approximation of laws” 
to help the “establishment and functioning of the internal market”  

o On overall governance of the internal market – such as the role of the European 
Commission and Court of Justice of the European Union in maintaining compliance 
with EU law and a level playing field across the EU Internal Market. 

7. While the EU’s Internal Market aims to remove internal frontiers in the EU, this does leave 
room for divergence. This is evidenced first, by the EU’s core principle of subsidiarity.5 
Second, by the acknowledgment that certain countries will need more time to achieve the 
same ends. Third, by the flexibility inherent in many EU directives, creating an obligation of 
results, not means of how to achieve them. And fourth, in the possibility for member states 
to go beyond minimum EU standards – hence for example article 193 TFEU guarantees the 
right of “any Member State from maintaining or introducing more stringent protective 
measure” when it comes to environmental policy. But divergence needs to be notified to the 
European Commission, and needs to comply with the overall Treaty. Furthermore, 
possibilities for divergence differ between policy sectors: in areas central to the Internal 
Market such as EU competition policy, competences are centralised at EU level (and indeed, 
for competition policy, within the Commission).  

8. Finally, the EU’s internal market is not complete – there remains some internal barriers as 
evidenced by current discussions on the Digital Single Market. Removing or reinforcing 
barriers can happen both through formal legislative efforts and through informal 
mechanisms. These informal mechanisms have grown over the years, despite the EU’s hard 
competences over the internal market. These informal mechanisms to remove barriers are 
more flexible, can lead to quicker resolution but the threat of formal proceedings 
continuously looms over them (Egan & Guimarães, 2017). 

9. Hence, in the EU’s case we can understand the internal market as a process to achieve a 
level playing field in the EU. This process is a continued effort to remove internal barriers, 
which is not finished. This process is made possible by the role of the EU institutions in both 
a) proposing legislation that approximates diverging national rules and b) ensuring EU law is 
applied once adopted through a mix of formal and informal processes. This process allows 
for divergence – to a certain extent, as long as it conforms with key shared principles and is 
declared. Critically, the EU cases shows that the internal market cannot be guaranteed only 
by action at the higher EU level – but requires cooperation with the member states, and 
ways of resolving conflicts both vertically between EU and Member States and horizontally 
between member states. 

 
Looking at other internal markets – USA, CANADA 

10. Considering other examples reveals the depth of integration of the EU internal market – 
“neither the US nor Canada have an integrated internal market” (Egan & Guimarães, 2018, 
p. 5) with notable internal trade barriers on services (e.g. prohibition of out of state 
insurance provision in the USA), qualifications (e.g. diplomas not necessarily recognised out 
of state) or goods (e.g. limits on distribution of alcohol across provincial or state frontiers, or 
dairy products in Canada). Policy divergence and internal trade barriers are thus common in 
federal systems outside the EU.  

                                                           
5
 See article 5(3) Treaty on European Union : “Under the principle of subsidiarity, in areas which do not fall 

within its exclusive competence, the Union shall act only if and in so far as the objectives of the proposed 
action cannot be sufficiently achieved by the Member States, either at central level or at regional and local 
level, but can rather, by reason of the scale or effects of the proposed action, be better achieved at Union 
level” 
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3. How does policy divergence or trade agreements impact on any internal market? 
 
Scope and likelihood of divergence 

11. While policy divergence, both within the UK and between the UK and EU may increase after 
Brexit, we must keep in mind, first, that, if Brexit happens via the Withdrawal Agreement, 
the degree of divergence may be limited in Northern Ireland because of the Backstop, and in 
the rest of the UK because of the UK Government’s unilateral commitments to Northern 
Ireland: 
 

“One of the questions raised in relation to the UK internal market has been the 
potential for different rules between Great Britain and Northern Ireland in a 
backstop scenario. In any case, the rules to which NI would align would be only a 
small fraction of EU rules overall, with the majority of laws being a matter for the UK 
regardless. It is also important to recognise that under the devolution settlement 
there are areas where rules can and already do diverge, reflecting the powers 
available to each nation - which enhances rather than diminishes our Union.  
(…) With that said, it is right that where steps can be taken to avoid divergence, they 
should be taken. And as the Protocol sets out, the relevant legal regimes in GB and 
NI will be one of the factors taken into account in bringing into operation relevant 
checks and controls in a backstop scenario. As such, and reflecting commitments 
that the Prime Minister has already given, we would ensure that there would be no 
divergence in the rules applied in Great Britain and Northern Ireland in areas 
covered by the Protocol. By so doing we would ensure everything possible had been 
done to avoid any additional preventable barriers within the UK internal market.” 
(UK Government, 2019, p. 11) 
 

12. Second, while divergence is possible, another question is whether it is likely. The 
extraterritorial reach of EU law is such that in many areas of regulation, especially closely 
connected to the internal market it may not make sense to diverge from EU rules (as doing 
so would create further costs for businesses trading in both domestic and EU markets). One 
area in particular where divergence may be difficult to pursue would be competition policy. 
Not only would NI still be bound by EU state aid rules under the backstop, but diverging on 
e.g. rules on mergers would mean UK businesses trading in the EU would need to get 
approval for mergers from both EU and UK bodies, under different rules. 6 

 
Trade and divergence 

13. But if divergence does occur, what does it mean for trade? A recent study by Egan & 
Guimarães has looked at “whether international market liberalization fosters domestic 
regulatory and structural reforms to [internal] cross-border barriers” in two federal states, 
the USA and Canada (2018, p. 1). Modern trade agreements are as much, if not more, about 
regulation (non-tariff barriers) than tariffs. In multi-level governance systems such as the 
USA, Canada, the EU, and to a lesser extent, the UK, tariffs and regulations may be agreed at 
different levels of governance – meaning gains from trade liberalisation through trade 
agreements can be limited if the lower levels of governance do not also reduce non-tariff 
barriers.  

14. This raises the question as to what systems are in place to either foster regulatory 
convergence between lower levels of governance, or for the higher level to coerce lower 

                                                           
6
 For more on Brexit and competition policy see this July 2017 blog by Prof Lee McGowan 

http://qpol.qub.ac.uk/competition-policy-brexit/ 

http://qpol.qub.ac.uk/competition-policy-brexit/
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levels of governance to converge. The relative powers of the higher and lower levels of 
governance will thus be key to foster or hinder policy convergence after a trade agreement 
is signed. Here, the differences between a devolved system such as the UK and a federal 
system such as the US or Canada matters. 

15. Egan & Guimarães (2018) argue that trade agreements saw a push towards removing 
internal trade barriers in Canada to a much greater extent than the USA, highlighting how 
the policy convergence impact of trade agreement is not a given but depends on internal 
politics and the balance of power between different levels of governance. 

 
Allowing divergence in the UK context? 

16. Conversely, in the UK context, there is a constitutional hierarchy between these two levels, 
central government can override devolved objections. While in the past “UK governments 
have used their constitutional muscle with some restraint” (Swenden & McEwen, 2014, p. 
488), such restraint has become less evident in the Brexit process.  

17. Whether Brexit will lead to greater centralisation of power in Westminster or, as promised in 
JMC conclusions of October 2017 “a significant increase in decision-making powers for the 
devolved administrations” remains to be seen (Joint Ministerial Committee (EU 
Negotiations), 2017). Early mapping by the Cabinet Office (HM Government, 2018) of which 
area of policy would require common frameworks appear to suggest that devolved 
administrations would face much more direct constraints in areas directly related to the UK 
internal market, and much less in areas, rightly or wrongly, considered as having little impact 
on the internal market (e.g. no common frameworks on water policy, only political 
framework on air pollution) (Burns et al. 2018). In devolved policy areas with direct trade 
implications such as agriculture, ongoing legislative developments in Westminster appear to 
point towards greater centralisation – as evidenced by Clause 28 in the Agriculture Bill which 
gives central government powers previously held by the devolved administrations (Petetin 
and Dobbs cited in Senedd Committee on Climate Change Environment and Rural Affairs, 
2019).  

 

4. What are the impacts of different approaches to the UK internal market on the 
ability of individuals, businesses or organisations to operate across the UK? 

 
Public/private actors 

15. EU experience shows that achieving the internal market in practice – and more specifically, 
ensuring reciprocal market access, non-discrimination etc. – requires the vigilance of 
stakeholders (business, individuals and organisations) and their willingness to contest illegal 
trade barriers (Egan & Guimarães, 2017). With the repatriation of competence following 
Brexit to all four UK jurisdictions, there is a great opportunity for erecting new trade barriers 
(whether consciously or not) meaning that the onus will be on stakeholders to challenge 
them, and on the different jurisdictions to provide legal remedies for such challenges. 

16. Such a risk of inadvertent trade barriers could partially be mitigated by the four 
administrations committing to assessing the impact on the UK internal market of proposed 
legislation but such ex-ante checks will need to be supplemented by ex-post evaluation, via 
both intergovernmental relations and through mechanisms allowing for stakeholders input 
(either via courts or not).  
 

Informal/formal mechanisms 
17. EU experience is of a mix between informal and formal mechanisms to ensure the integrity 

of the single market. There has been a strong shift towards informal approaches in the EU to 
address member states non-compliance early and in a less confrontational way compared to 
formal infringement proceedings, conversely, the EU Commission has adopted a strong, 
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formal line on competition cases (vis à vis Google, Apple, Facebook etc.). Such a shift 
towards informality requires both trust between actors and the option to fall back on formal 
proceedings. 

18. The current Brexit process has seen – in the words of the House of Commons’ Public 
Administration and Constitutional Affairs committee – an “erosion” even a “breakdown in 
trust” between the devolved and central administrations (2018, p. 20). We are in a very 
different situation as to when devolution was set up over 20 years ago. Then, political 
congruence between Wales, Scotland and the UK meant most intergovernmental relations 
occurred via informal, often party-based channels (Mcewen, Swenden, & Bolleyer, 2012).  

19. Such reliance on informality is more problematic now – which highlights the limits of the 
current formal systems and especially, of the Joint Ministerial Committee, notably when it 
comes to dispute resolution (Thimont, Joe, Akash, & Jack, 2018). 

 
Learning from UK engagement with EU single Market 

20. In conclusion the proposed UK internal market has a very different starting point to its EU 
counterpart: while the EU internal market started with strong, formal mechanisms and 
neutral supranational institutions but high levels of policy divergence, the UK has very little 
formal intergovernmental structures but high levels of policy convergence.  

21. To what extent the UK internal market will adopt formal structures to mirror its EU 
counterpart will be, first and foremost, a political choice. While such formal structures may 
be needed, whether there is political appetite for such a reform to the UK’s IGR structures is 
rather uncertain. It is important to note that, overall, small member states of the EU have 
showed support for strong, independent supranational organisations as a tool to limit the 
influence of the bigger states – the lack of strong formal IGR structures in the UK arguably 
benefits its larger nation, England.  

22. If profound IGR reforms are off the table, at the very least, the four governments should 
ensure that citizens and businesses have access to the same level of support to access the 
UK internal market as currently provided by the UK government to access the EU single 
market.7  

 
  

                                                           
7
 See https://www.gov.uk/government/groups/uk-single-market-centre 

https://www.gov.uk/government/groups/uk-single-market-centre
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The UK Internal Market 
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Economic Unions 

1. Economic theory recognizes different stages of economic union. These 
include: 

a. A free trade area, in which there are no tariffs or quantitative 
restrictions; 

b. A customs union, in which there is a common external tariff with third 
countries; 

c. A single common, or single market, in which non-tariff barriers, 
including regulatory standards and government procurement rules 
are eliminated; 

d. Monetary union, with a single currency. 
2. The European Union has long been committed to economic and monetary 

union and aimed to complete a single market in the 1990s although in some 
respects that is still to be achieved. 

3. Great Britain has had free trade and a customs and monetary union since the 
Anglo-Scottish union of 1707. It took a little longer for the United Kingdom to 
reach this stage after the Irish union of 1801.  

4. It is widely assumed that the UK is a single market but this has never been 
spelled out. Before devolution, it hardly mattered. In the devolution statutes, 
the only reference is in the Northern Ireland Act. Lord Hope, in Imperial 
Tobacco, argued that such a principle could be derived from the devolution 
acts but this has never really been followed through. Otherwise, it is the 
provisions of the EU Single Market that largely secures the UK’s own single or 
internal market.  

 
Brexit Effects 

5. Brexit removes this European framework. The initial response from the UK 
Government was that this meant that there was a need to secure the ‘UK 
single market’. It then changed the formulation to UK ‘internal market’. This 
does not alter the basic issues at stake.  

6. The analogy with the European Single Market was, however, misleading 
since that works according to principles and institutions embedded within 
the distinct EU regulatory order.  

7. The EU Single Market is a unifying process, creating something that did not 
previously exist. Provision for the UK internal market would be to retain 
something that already exists. 

8. It is a transversal principle, cutting across competences and often invoked in 
unanticipated ways 
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9. It is built according to the ‘community method’ by which the Commission 

initiates measures and the Council of the EU, representing member states, 
decides, usually by qualified majority voting. 

10. It is policed by the Commission and the Court of Justice of the EU. 
11. Measures are subject to the principles of proportionality (they must be no 

broader than necessary) and subsidiarity (taken at the lowest level possible). 
12. The principle of mutual recognition means that products approved under the 

regulation of any member state can be marketed in any other member state.  
13. The UK devolution settlement lacks any comparable features.  

 
Discussions so far 

14. Intergovernmental negotiations on resolving these issues have taken two 
tracks. 

15. There are discussions around a list of specific competences that might be 
subject to UK-wide sectoral frameworks. These include regulations (notably 
in agriculture and the environment) and subsidies including agricultural 
support and aid to industry. 

16. There is discussion around the appropriateness of a broader, transversal 
framework to pick up issues that might not fit into the detailed framework or 
were unanticipated.  

17. This has produced a debate around the concept of the UK internal market, its 
meaning and scope. 

18. There is wide agreement that it would be desirable to avoid regulatory 
barriers to trade and movement of people around the UK; much of this might 
be address in the sectoral frameworks. 

19. There is also broad agreement on the need to avoid unrestricted competition 
over state aids, which could impoverish all the nations without adding to the 
sum of development. 

20. There is, however, scope for disagreement on how far internal market 
principles should go, as there has been in the EU. 

21. Some of this concerns the concept of the market itself and how far it should 
be subject to regulation or subordinated to social principles. Rules in public 
procurement favouring local suppliers, or defining a service as an essential 
public service, could be contentious. Support for ferries has been a problem 
in the past. If contracting out of health services is extended in England, or 
brought in through internal trade deals, private providers might demand that 
it be extended to Scotland, Wales and Northern Ireland. Tobacco and alcohol 
regulation might be affected; they have already provided challenges.  

 
Frameworks 

22. Another issue concerns the form of frameworks and whether they would be 
statutory. If they were, this could provide an opportunity for private interests 
to use the courts to challenge government regulation. 

23. There is the question of how frameworks could be negotiated. The UK 
Government agrees that they would be subject to consent from the devolved 
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legislatures but, as the EU Withdrawal Act now makes clear, none of the 
various consent mechanisms prevents the UK Parliament from acting 
unilaterally. That is very different from the EU model and arguably amounts 
to little more than consultation. 

24. The internal market could thus become a mechanism for centralization, 
especially if it were defined in broad terms. It was these concerns that led to 
the reinforcement of the proportionality and subsidiarity principles in the 
EU. 

25. To be a genuinely UK measure, an internal market principle would have to 
apply to England. Yet there is no mechanism in the present devolution 
settlement for England to be subordinated to an overall UK provision. 
Westminster legislates for both. The UK Government speaks for both England 
and the UK. Short of a federal UK and the demarcation of England from the 
UK, there is no complete answer to this but the Welsh Government has 
suggested a Council of the United Kingdom, to work on similar lines to the 
Council of the EU. 

26. There is a question of the relationship between whatever machinery is set up 
to deal with the internal market and the sectoral frameworks being discussed 
elsewhere.  

27. It has been suggested that there will be a need for some analytical capacity to 
examine how the internal market should be defined and how specific issues 
might relate to it. This might take the form of an intergovernmental 
secretariat, with operational independence from both the UK and devolved 
governments. 

 
Wider Considerations 

28. The UK internal market will not be isolated but will be subject to trade 
agreements and other international treaties (for example on the 
environment). These will allow products and services to be offered 
throughout the UK, although they might be in areas subject to devolved 
regulations. This could be contentious, if standards differ. It does suggest that 
there needs to be provision for devolved governments to participate in 
international negotiations where devolved competences are at stake. Again 
the UK Government has proposed consultation. 

29. It is by no means clear whether any of this will really matter. It may be that 
any distortions to the UK internal market caused by devolved policies will 
have little effect in the larger order of things. If the Scottish Government 
were to continue to provide production-linked payments to farmers for 
sheep, it might disadvantage farmers in Wales and Northern Ireland but the 
UK Government may not see this as a major issue. It may, indeed, be the case 
that devolved governments will not have the means to continue such 
payments. Minor regulatory differences may also not matter, unless private 
producers decide to take them to court, if that is allowed.  

30. The principle of the internal market cannot be separated from that of 
competition. The matter might be left to whatever competition policy is 
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adopted after Brexit. The role of the Competition and Markets Authority 
might be important. 

31. The principle of the internal market also needs to be set against the problem 
of economic disparities. The EU itself has recognized that the single market 
may exacerbate spatial inequalities, as some places are better placed to 
compete. For this reason, it has put in place structural and cohesion policies 
and allowed states to provide aid to businesses in specified lagging areas. 
The UK no longer has UK-wide regional policy, as it did in the past. The 
proposed Shared Prosperity Fund (as David Bell demonstrates) will not be 
able to provide the resources to overcome these disparities. A UK internal 
market framework would at least need to take into account the need for 
active regional development policies on the part of the devolved 
governments themselves, while avoiding the dangers of a free-for-all in state 
aids.  

32. The concept and implications of the internal market remain politically 
charged issues. There may be a role for professional advisors in helping 
define the issues and providing evidence. There is also a role for civil society 
actors to express the views of business, trades unions and social actors. 
Ultimately, however, these will be matters for political decision. 

 
Spain 

33. In 2013, the Spanish Parliament adopted a Guarantee Law of the Unity of the 
Market. The intention was to complement EU Single Market provisions by 
limiting the ability of the regions to impose obstacles to economic operators 
from other regions. 

34. The basic principles are: non-discrimination; cooperation and mutual 
confidence; necessity and proportionality; efficacy; simplification; and 
transparency.  

35. There is a Council for the Unity of the Market, representing the central 
government and the regions. 

36. It is supported by a Secretariat, which undertakes analysis and examines 
good practice. 

37. Much of the detailed work and resolution is passed to the various Sectoral 
Conferences, which are the main bodies managing intergovernmental 
relations.  

38. Governments, business associations, firms or others can raise cases. There is 
an elaborate set of mechanisms for resolving disputes, starting with the 
Secretariat and going to the Council. Appeal is possible to the Markets and 
Competition Authority. Eventually, matters can come to the Courts under 
administrative law provisions but the intention is clearly to avoid this where 
possible.  

39. Critics argued that this was unnecessary and should be confined to matters 
where there was already a state-wide law; that the mutual recognition 
provisions allowed regions to effectively overturn the law in other regions. 
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The Catalan Government regarded it as a recentralizing measure and 
appealed it to the Constitutional Court. 

40. In 2017, the Constitutional Court upheld some of these objections, including 
mutual recognition where there as not a national law, and the provision 
suspending regional laws while they were being appealed. 

41. It is too early to say how all this is working. 
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Finance and Constitution Committee 

Roundtable on the UK Internal Market 

Briefing by Professor Aileen McHarg, University of Strathclyde, 11 June 2019 

The Idea of the UK Internal Market 

In its first report published in 2008, the Calman Commission identified “economic union” as one of 

the foundational principles upon which the UK is based, and hence as a guiding principle for 

determining the appropriate division between devolved and reserved competences.1  Securing 

access to England’s overseas and domestic markets was a key objective for the Scots in entering into 

the Union, and this is reflected in terms of the Union legislation providing for common customs 

tariffs, non-discriminatory access to markets, and a common currency.2  It has also been said that a 

common theme to the reserved policy areas in the Scotland Act 1998: 

“is that matters in which the United Kingdom as a whole has an interest should continue to 

be the responsibility of the United Kingdom Parliament at Westminster. They include 

…matters that are designed to ensure that there is a single market within the United 

Kingdom for the free movement of goods and services.”3 

Current Legal Supports for the UK Internal Market 

Nevertheless, legal supports for the UK internal market – particularly supports which operate across 

the whole of the UK – are currently weak. 

1. Reservations of internal market-related matters to the UK level are incomplete (i.e., there 

are some devolved matters which clearly impinge, or have the potential to impinge, upon 

the conditions of internal trade).  They are also asymmetric (i.e., they differ across the three 

devolution settlements, with Northern Ireland in particular having more economic 

competences than Scotland or Wales).  And reservation of a particular subject matter to 

Westminster does not guarantee uniformity or consistency of treatment (e.g., aspects of 

Scots commercial law are distinct, notwithstanding that they are reserved matters). 

 

2. There is no express reference to the UK internal or single market in the devolution 

legislation, other than in the Northern Ireland Act 1998.  S14(5) provides that the Secretary 

of State may decide not to submit for Royal Assent an Assembly Bill which contains 

provisions which s/he considers “would have an adverse effect on the operation of the 

single market in goods and services within the United Kingdom.”  S26(4)(b) provides an 

equivalent Secretary of State veto power in relation to subordinate legislation.  As far as I am 

aware, these provisions have never been used.  

 

3. By contrast, the Scotland Act 1998 provides protection for the trade provisions of the 1707 

Union legislation which has no counterpart in either the Northern Irish or Welsh legislation.  

Sch 4, Pt 1, para 1(2)(a) provides that Articles IV and VI of the Union with England Act/Union 

with Scotland Act are protected enactments, which the Scottish Parliament is unable to 

                                                           
1
 Commission on Scottish Devolution, The Future of Scottish Devolution within the Union: A First Report 

(December 2008), paras 4.43 – 4.48. 
2
 Union with England Act 1707, arts IV, VI and XVI.  See also Union with Ireland Act 1800, Article Sixth, although 

this is not in exactly the same terms.  There is no equivalent union legislation for Wales.  
3
 Imperial Tobacco v Lord Advocate [2012] UKSC 61 at para 29, per Lord Hope of Craighead. 
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modify.  There was an attempt to invoke this provision in the early stages of the Imperial 

Tobacco litigation in order to challenge legislation restricting the conditions of sale of 

tobacco products.  However, rejecting the challenge, the Inner House emphasised the 

narrow scope of the provisions in the Union legislation.  According to Lord Reed: 

“Article 6 is not … a general guarantee of freedom of trade in the widest sense, and it 

does not prohibit restrictions on trade. It is concerned with a more specific matter, 

namely that trade should not be advantaged or disadvantaged, in the respects 

mentioned, according to whether it is carried on in Scotland or in England and Wales. It 

is to be noted that the scope of article 6 has not been understood as extending to all 

distinctions between Scotland and England which may affect trade: Citizens Insurance Co 

of Canada v Parsons at pp 112-113; nor could it have been intended that article 6 should 

proscribe all such distinctions, given the intention, reflected in article 18, to retain a 

separate Scottish legal system.”4 

4. There are no domestic legal constraints on the powers of the UK Parliament or UK Ministers 

to legislate on matters affecting the UK internal market, either when legislating on reserved 

matters or in respect of England only.  Therefore, there are no guarantees that UK legislation 

will not introduce distortions or barriers to internal trade.  There was a threat earlier this 

year by Lord Trimble to use the Union with Ireland Act to seek judicial review of the 

Northern Irish backstop.  However, the litigation was suspended in light of Parliament’s 

ongoing failure to approve the Withdrawal Agreement, and it would in any case have faced 

very formidable obstacles.   

Brexit and the UK Internal Market 

In the absence of clear domestic supports for the UK internal market, the Brexit process has revealed 

the importance of EU law – as a common constraint upon both the UK and devolved governance 

levels – in maintaining the conditions for free trade within the UK.  Hence the importance attached 

by both the UK and devolved governments to putting in place new domestic common frameworks in 

areas hitherto governed by EU law. 

However, the support that EU law provides for the UK internal market is incomplete: it has no role to 

play in areas not governed by EU law; it does not require complete internal uniformity; and the free 

movement provisions do not apply to free movement within (as opposed to between) states.   

Accordingly, an approach which simply seeks to replicate or replace existing EU frameworks in 

particular policy areas is problematic in two respects: 

1. It provides no general guarantees for the UK internal market in areas beyond those common 

frameworks, nor (unless they are entrenched against modification) does it prevent future 

divergence in areas where common frameworks have been established.  

 

2. It is not clear on what basis decisions are being made that common frameworks are required 

or not (and if required, whether or not they need to be contained in legislation), or on what 

basis such decisions might be made in the future.  In October 2017, the UK and devolved 

governments agreed a set of principles to inform the creation of common frameworks, but 

these are stated a very high level of generality – e.g., “that common frameworks will be 

established where they are necessary in order to: enable the functioning of the UK internal 

                                                           
4
 Imperial Tobacco v Lord Advocate [2012] SCIH 9 at para 156. 
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market, while acknowledging policy divergence”.5  Translation of these high level principles 

into concrete decisions is being conducted through inter-governmental negotiations largely 

behind closed doors, and UK Government has recently acknowledged that “There are a wide 

variety of approaches, levels of detail and progression among the framework outlines 

currently being developed by policy teams”.6 

Accordingly, there would be advantages in a more comprehensive, consistent and principled 

approach to the future of the UK internal market, and the UK government is keen to develop such an 

approach.7 

The Idea of an Internal Market 

Nevertheless, in any federal or quasi-federal system, the promotion of internal trade is a potential 

source of tension and conflict between central and sub-state levels.  An internal market is not a self-

executing or uncontested concept.  There are important political choices to be made about the 

balance to be struck between the removal of barriers to trade and the pursuit of other public policy 

goals, and crucially about the extent to which sub-state units should be free to make different 

political choices.  The unfettered pursuit of free trade in an internal market could be a significant 

threat to sub-state autonomy.   

In designing a governance framework for an internal market, a series of questions therefore have to 

be answered: 

1. Which sectors should be included within the internal market, and which economic factors 

(goods, services, capital, labour) should be subject to free trade rules? 

 

2. How far should internal market rules extend beyond non-discriminatory access and common 

tariff rules to include the broader economic and regulatory contexts which might have a 

distorting effect on trade?  Should distortions be addressed through harmonisation or 

mutual recognition of regulatory rules?  Should the approach be the same in all sectors? 

 

3. In what circumstances will derogations from internal market rules be permitted?  Who will 

be permitted to make such derogations, and how will disputes be resolved? 

Clearly, these questions could be – and are – answered differently in different internal markets.  For 

instance, the EU has a highly integrated and highly constitutionalised internal market, in which 

conflicts are mediated through principles of free movement, non-discrimination, proportionality, 

subsidiarity, and protection of fundamental rights, and can ultimately be resolved by domestic and 

European courts.  Other internal markets in federal systems, such as the US, Canada and Australia, 

may be less integrated and/or subject to less comprehensive legal control.8  In both Canada and 

Australia, for instance, internal trade is largely governed by inter-governmental agreements, leaving 

much less scope for judicial involvement.  

                                                           
5
 Joint Ministerial Committee (EU Negotiations) Communique, 16 October 2017. 

6
 Cabinet Office, Revised Frameworks Analysis: Breakdown of areas of EU law that intersect with devolved 

competence in Scotland, Wales and Northern Ireland, April 2019, p 11.  
7
 Ibid. 

8
 For a useful comparison between the EU and other markets, see C Parsons & B Springer, ‘Just How Wrong is 

the Brexiteer View of an Anti-Market EU? Ask Canada or Australia’, LSE Brexit Blog, 15 October 2018, 
https://blogs.lse.ac.uk/brexit/2018/10/15/just-how-wrong-is-the-brexiteer-view-of-an-anti-market-eu-ask-
canada-or-australia/. 

https://blogs.lse.ac.uk/brexit/2018/10/15/just-how-wrong-is-the-brexiteer-view-of-an-anti-market-eu-ask-canada-or-australia/
https://blogs.lse.ac.uk/brexit/2018/10/15/just-how-wrong-is-the-brexiteer-view-of-an-anti-market-eu-ask-canada-or-australia/
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There is therefore no simple read across from the EU or any other internal market to the UK internal 

market.  Rules, principles and governance arrangements have to be designed in a way which makes 

sense given the economic, political and constitutional circumstances in which the UK internal market 

is situated.  Given the limited and haphazard nature of existing UK internal market regulation and 

governance, and the significant potential for political disagreement, the scale of this task should not 

be under-estimated.  UK internal market rules would also have to be compatible with the UK’s 

external trade commitments, which adds a further layer of uncertainty.   

Regulating the UK Internal Market 

If a comprehensive approach to the future regulation of the UK internal market is desirable, broadly 

two approaches could be adopted, either separately or in combination: a legislative model or an 

inter-governmental model. 

Legislative Model 

A legislative approach might involve amendment of the devolution statutes to provide a consistent 

set of constraints on the devolved institutions to prevent undue regulatory divergence which would 

compromise the UK internal market.  This could take the form either of a general constraint on 

legislative and executive competence, on the model of the Scotland Act, or a Secretary of State veto 

power, on the model of the Northern Ireland Act.  A general competence constraint would be 

enforceable before the courts by anyone who felt their interests had been adversely affected, and 

could therefore open up a significant new avenue for legal challenge to devolved decision-making.  A 

Secretary of State veto power would involve more limited opportunities for decisions to be 

challenged, but its use would be likely to be politically sensitive. 

Either way, new legislative constraints could be a source of significant uncertainty for the devolved 

institution, especially if the meaning of the UK internal market, or the application of a set of general 

principles, were left to be developed by the courts, or to the discretion of the Secretary of State 

(subject to judicial review).  

In addition, under current constitutional arrangements, a legislative model suffers from a basic 

problem of asymmetry: i.e., there is no way of binding the UK Parliament to the same constraints as 

the devolved institutions.   

Given these problems, it is doubtful whether the devolved legislatures would consent to amending 

legislation.  

Inter-governmental Model 

An alternative approach would be for the UK and devolved institutions to enter into a non-legislative 

agreements setting out principles and governance arrangements for the UK internal market.  This 

would have the advantage of symmetry of effect on the devolved and UK institutions, and would 

probably allow principles and decision-making processes to be spelled out in greater detail than 

would be appropriate in a statute.  However, as well as the lack of legal guarantees for the internal 

market, this approach would be open to two major objections.  The first relates to the lack of 

democratic oversight and transparency in the development and application of rules of such potential 

importance.  The second, given the current state of inter-governmental machinery, concerns the lack 

of an independent and transparent mechanism for dispute resolution.   
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Finance and Constitution Committee 
Common Frameworks and the Internal Market 
 
Prof Colin T Reid, University of Dundee  
c.t.reid@dundee.ac.uk 
 
1.  It is widely agreed that on many matters there are benefits in having common rules/standards for all 
nations of the UK.  These arise from economic factors – e.g. avoiding industry in one nation being placed 
at a (dis)advantage as a result of more/less demanding standards than elsewhere and enabling the same 
product to be sold in all nations – as well as from the need for coherent management of shared 
resources (e.g. cross-border rivers) and other reasons, including to ensure compliance with the UK’s 
international commitments.  It was pressure to create a level playing field between the Member States, 
and to help usher in the EU’s Single Market, that led to the first common environmental standards being 
adopted across the EU, not environmental reasons (indeed the early Treaties did not authorise action 
for that purpose).  Key questions for UK actors intent on maintaining the functioning of the UK’s Internal 
Market are thus whether any of the existing EU frameworks should be abandoned - and if not 
abandoned, what shape these frameworks should take. In areas in which EU law currently provides a 
common framework, the decision not to adopt frameworks, or to have looser (or even expanded) 
frameworks creates both opportunities and challenges for those affected as producers, traders and 
consumers. 
 
2.  Different formats for common frameworks and the reasons for their adoption were examined by the 
Joint Ministerial Committee in October 2017 and the options and principles they set out remain valid.   
 

[A framework] may consist of common goals, minimum or maximum standards, 
harmonisation, limits on action, or mutual recognition, depending on the policy area and 
the objectives being pursued. Frameworks may be implemented by legislation, by executive 
action, by memorandums of understanding, or by other means depending on the context in 
which the framework is intended to operate. 
 
Principles 
Common frameworks will be established where they are necessary in order to: 
• enable the functioning of the UK internal market, while acknowledging policy divergence; 
• ensure compliance with international obligations; 
• ensure the UK can negotiate, enter into and implement new trade agreements and 
international treaties; 
• enable the management of common resources; 
• administer and provide access to justice in cases with a cross-border element; 
• safeguard the security of the UK. 

 
 
3.  The choice of when and in what form a common framework is desirable is an inherently political one.  
It is, first, a choice between on the one hand pursuing divergent policies unilaterally and on the other 
hand feeding into joint rules binding all four nations.  It is, second, a choice of the level of constraint and 
commonality.  Views can reasonably differ on the substantive issue of whether a common standard is 
required and what it should be.  Rules on pesticide usage are desirable to protect public and 
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environmental health; but there is legitimate room for disagreement on what is an acceptable safe level.  
Having the same standard across the UK allows produce to be sold across the UK market.  A shared 
standard also prevents producers in any one country being disadvantaged by the introduction elsewhere 
of a different standard that enables producers there to produce crops more cheaply.  On such issues 
there is again legitimate room for disagreement on whether the matter is best dealt with through 
uniform rules or a common minimum standard, allowing any nations seeking higher standards to do so.  
There may even be disagreement on whether any legal controls should target the pesticide, its use or 
the residues in produce entering the market.  Even where there are differences in the end result being 
sought, there may advantages in agreement on surrounding issues.  It may be thought appropriate for 
each nation to set its own standards on a chemical residue, but there are advantages in a common 
framework for the testing process and its documentation and labelling, so that manufacturers and 
distributors would be faced simply with differences in the outcome to be achieved from a similar 
process, rather than wholly different processes. 
 
4.  Each decision on whether and what form of commonality is required for the Internal Market will 
require specialist information and analysis of the likely impact in economic, environmental, health and 
even ethical terms.  A key objective, therefore, may be not to determine certain outcomes in advance 
but to develop a process whereby decisions can be taken in an efficient and accountable way that enjoys 
respect, even in the face of disagreements.  Especially as the scope for conscious and unconscious 
divergence increases over time, a reliance on ad hoc decisions is likely to become increasingly 
unsatisfactory.  The constitutional question of how the common rules needed for the Internal Market 
are set cannot be avoided.  Given that many reports have established that the existing intra-UK 
mechanisms are not working well, there is merit in increased proceduralisation of future collaboration, 
especially as the volume of direct intra-UK coordination activity will increase with matters no longer 
mediated through Brussels.   
 
5. It should be noted that the question of how the need for, and content of, common rules are 
determined is separate from that of who is responsible for implementing them.  This is shown by the 
current position whereby the devolved administrations have responsibility for enacting and enforcing 
the frameworks adopted under EU law within the scope of devolved matters.  They may have no choice 
as to what the local legislation has to provide, or there may be some room for local discretion over 
exactly what is done, both in terms of the steps to be taken to achieve specified outcomes (e.g. the 
combination of measures needed to achieve the required water quality) and even aspects of the 
outcomes within the specified “envelope” (e.g. the limited discretion over the distribution of rural 
support funds).   Where legal implementation is required, common standards can be achieved by 
parallel legislation in the different nations, without legislative power being centralised. 
 
6.  At present there are two means by which a common position can be arrived at and guaranteed 
across the devolved UK.  The first is under the Scotland Act 1998 (and the similar but not identical 
devolution settlements for the other nations) where power in some areas is reserved to the UK 
authorities, so that there is only one source of law which will produce a single set of rules for the whole 
of the UK.  The second is through membership of the EU, which requires that EU rules be observed 
throughout the Union.  With EU law, however, whilst sometimes there is an insistence on identical rules 
across all Member States, there is greater use of provisions that allow some discretion to the Member 
States and their sub-national constituents, provided that they put in place measures which guarantee 
certain minimum standards or that certain objectives are achieved.  The boundary of reserved matters 
was set in the context of EU membership, with reliance on the EU structures to achieve in areas beyond 
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reserved powers the commonality needed for the Internal Market.  In the absence of EU membership at 
the time of the devolution settlement, there would have been substantially different discussions on 
where the devolved/reserved boundary should lie. 
 
7.  Following Brexit, reserved matters will remain in the UK Government’s hands and under the 
European Union (Withdrawal) Act 2018, the UK Government will also potentially have control for a time 
of matters currently dealt with in Brussels.  Beyond that, the scope for debate and the room for 
manoeuvre (for UK and devolved administrations) may be largely determined by the international 
position, a matter exclusively in the hands of the UK Government.  If the eventual Brexit settlement 
involves the UK remaining within the EU’s Single Market, or a more bespoke deal requires continuing 
alignment with elements of this, this will establish the common rules and standards that must be 
applied.  Similarly, any other international trade deal may have provisions which require the UK as a 
whole to apply certain standards (higher or lower than currently exist) or limit the extent to which 
changes can be made that might (dis)advantage home or overseas producers. 
 
8.  A further point raised in reviews of intra-UK co-operation (notably the Institute for Government’s 
recent paper Ministers Reflect on Devolution– Lessons from 20 years of Scottish and Welsh Government) 
is that problems often arise unconsciously because of a lack of awareness in UK departments of the 
workings of the devolution settlements (and of the different conditions across the UK – what a London-
based official thinks of as “typical” farming is likely to be different from what is thought of in Edinburgh, 
Cardiff or Belfast).  The refocussing of effort required after Brexit and the inevitable reallocation of staff 
create an opportunity to ensure that those dealing with areas related to the Internal Market are fully 
alert to the position.  This would require appropriate training and perhaps mutual exchanges of staff 
between devolved and UK administrations.  The pessimistic alternative is that in the rush to get new 
arrangements in place and with the significance of international trade matters (largely dealt with by 
those who may have less experience of the intra-UK landscape), the tendency to overlook the 
devolution dimension will become more pronounced, just as its significance is increased.  These reviews 
of intra-UK cooperation strengthen the case for a proceduralisation of cooperation between the 
different administrations – instituting formal practices of cooperation which would make contacting 
counterparts in the other administration a part of the normal process of policy making and 
implementation. 
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Finance and Constitution Committee 
 

15th Meeting, 2019 (Session 5), Wednesday 19 June 2019 
 

Funding of EU Structural Fund Priorities in Scotland, post-Brexit: 
Roundtable Discussion 

 
Introduction  
 
1. The purpose of this paper is to provide background information in 
relation to the Committee’s inquiry into the Funding of EU Structural Fund 
Priorities in Scotland, post-Brexit.    
 
Background  
 
2. European structural funding supports economic development across all 
EU countries and is intended to promote smart, sustainable and inclusive 
growth. In Scotland, the structural funds are composed of two similar sized 
funds: the European Regional Development Fund (ERDF) and the European 
Social Fund (ESF). Scotland has been allocated a maximum of €476 million 
from the ERDF and €465 million from the ESF for the period from 2014 to 
2020.  
 
3. The allocation of structural funds is based on an EU-wide formula that 
defines three categories of regions by GDP per capita. Depending on the 
categorisation, the formula used to calculate regional allocations differs. For 
the region categories found in Scotland (‘more developed’ and ‘transition’) the 
formula is based on population, employment levels, education indicators, 
GDP and rurality.  
 
4. LEADER funding is also included within the terms of the inquiry as, 
although it is not funded through structural funds, it seeks to achieve similar 
outcomes to those of structural funding.  
 
5. In a post-Brexit environment, the extent to which the UK would 
continue to participate in EU funding streams or what would replace such 
funding streams remains to be agreed. To date the UK Government has 
proposed that it will replace European structural funding with a UK Shared 
Prosperity Fund (UKSPF) which will "respect the devolution settlement" and 
will be aimed at reducing inequalities between communities across the UK.  

 
Written Evidence, Research and Previous Committee Work 
 
Written Evidence 
6. The Committee launched a call for written evidence in February 2019 
in response to which 50 submissions were received. Submissions received 
from participants in today’s roundtable discussion are attached as an annexe. 
All written submissions can be found on the Committee’s website along with a 
summary of written evidence. 
 

https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/111232.aspx
https://www.parliament.scot/S5_Finance/Inquiries/SummaryEvidence.pdf
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Engagement Workshops 
7. Members of the Committee recently held workshop discussions in 
Dunfermline, Inverness and Paisley with representatives of organisations with 
experience of working with structural funds. Summaries of the key points 
raised during these discussions are available on the Committee’s website. 
 
SPICe Briefing 
8. In September 2018 SPICe produced a briefing paper on European 
Union funding in Scotland. In April 2019 SPICe produced a briefing paper EU 
Structural Funds in Europe in which they set out: 

 The Structural funding works and how much comes to Scotland 

 How much leader funding comes to Scotland and how it works 

 Key questions for post-Brexit funding of Structural fund priorities. 
 
Previous Committee Work  
9. The Committee previously took evidence on the funding of European 
Union competences whilst the Economy, Energy and Fair Work Committee 
(EEFWC) previously undertook an inquiry into Structural Funds. The EEFWC 
then wrote to the Parliamentary Under Secretary of State for the Department 
for Business, Energy and Industrial Strategy and the Minister for Trade, 
Investment and Innovation setting out its recommendations on the design of 
the UK Shared Prosperity Fund including its guiding principles, funding, timing 
and transition, and institutional arrangements.  
 
10. At its meeting on 12 June the Committee took evidence from a range of 
stakeholders. The official report for this meeting is available on the 
Committee’s webpage.  

 
Suggested Discussion Areas 
 
11. Building on the areas discussed at the meeting on 12 June, members 
may wish to explore the following themes during the roundtable discussion— 
 

1. Allocation of Funding 

 What level funding should Scotland receive?  

 On what basis should any allocation be made (e.g. by population 
size/needs based/) 

 On what basis should funding be available across Scotland (e.g 
match funding, competitive funds, co-production, using existing lead 
partner or Scottish Government grant process?) 

 How long should funding be allocated for? 
 

2. Process and administration  

 What improvements can be made to the current application process 
and why?  

 What would be the appropriate level of monitoring and 
accountability for funding provided? 

 What lessons can be learned from audit and compliance 
arrangements under the current system? 

https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/111232.aspx
https://sp-bpr-en-prod-cdnep.azureedge.net/published/2018/9/28/European-Union-funding-in-Scotland/SB%2018-61.pdf
https://sp-bpr-en-prod-cdnep.azureedge.net/published/2018/9/28/European-Union-funding-in-Scotland/SB%2018-61.pdf
https://sp-bpr-en-prod-cdnep.azureedge.net/published/2019/4/10/EU-Structural-Funds-in-Scotland/SB%2019-19.pdf
https://sp-bpr-en-prod-cdnep.azureedge.net/published/2019/4/10/EU-Structural-Funds-in-Scotland/SB%2019-19.pdf
https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/107946.aspx
https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/107946.aspx
https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/107784.aspx
https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/107784.aspx
https://www.parliament.scot/S5_EconomyJobsFairWork/Inquiries/Letter_to_Lord_Henley_and_Final_ESIF_findings.pdf
https://www.parliament.scot/S5_EconomyJobsFairWork/Inquiries/Letter_to_Lord_Henley_and_Final_ESIF_findings.pdf
https://www.parliament.scot/S5_EconomyJobsFairWork/Inquiries/Letter_to_Minister_and_Final_ESIF_findings.pdf
https://www.parliament.scot/S5_EconomyJobsFairWork/Inquiries/Letter_to_Minister_and_Final_ESIF_findings.pdf
https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/Finance-Constitution-Committee.aspx
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 To what extent should oversight of future funding approaches vary 
according to the level of funds received, and who should deliver this 
oversight? 

 
3. Outcomes 

 What degree of flexibility in design, approach and delivery of 
funding is needed to maximise the successful delivery of positive 
outcomes across Scotland and why?  

 To what extent should the future funding priorities accord with the 
UK Industrial Strategy (such as under the UK Shared Prosperity 
Fund) or the Scottish Government’s National Performance 
Framework or other outcomes? 

 Should there be common underlying principles which apply to any 
funding allocated (e.g. Additionality or Sustainability?) 

 
Next steps   
 
12.  The Committee will take evidence from the Minister for Trade, 
Investment and Innovation at a future meeting. 
 

 
Committee Clerks 

June 2019 
 



FINANCE AND CONSTITUTION COMMITTEE  
FUNDING OF EU STRUCTURAL FUND PRIORITIES IN SCOTLAND, POST-BREXIT
SUBMISSION FROM THE INDUSTRIAL COMMUNITIES ALLIANCE SCOTLAND

Introduction 

The Industrial Communities Alliance is the All-Party Association of Local Authorities in the industrial 
areas of England, Scotland and Wales. The Alliance was formed by a merger in 2007 but its predecessor 
bodies date back to the 1980s. Its role is to press for policies and funding to deliver economic, social and 
environmental renewal in the areas covered by its member authorities at Scottish and UK levels. 

Alliance Scotland is part of the GB-wide organisation but also meets separately. We currently have 15 
Local Authorities as members and support the Cross-Party Group on Industrial Communities in the 
Scottish Parliament which meets periodically with Scottish Government Ministers and officials. 

The Alliance, and its member authorities, has a long history of engagement with European funding 
dating back to the late 1980s. During the run-up to the 2014-20 EU spending round, for example, ICA 
Scotland met through the Scottish Parliament Cross-Party Group on a number of occasions with Nicola 
Sturgeon MSP, who at the time held this brief within the Scottish Government. More recently we have 
met with Derek Mackay MSP, Cabinet Secretary for Finance, Economy and Fair Work to engage on the 
ICA Scotland Paper ‘The Key Principles of Allocation of the proposed UK Shared prosperity Fund in 
Scotland.’ 

The Importance of the EU Funds to our Communities 

Within Alliance member authorities, EU funding is widely regarded as one of the principal tools in 
promoting economic and social regeneration. Alliance areas have been badly affected by job losses over 
recent times in industries that were once the very foundation of their local economies. EU funding has 
been instrumental in modernising local economies and labour markets in urban, rural and mixed 
settings creating new opportunities for sustainable and inclusive growth. 

 For the purpose of this Inquiry the Alliance Scotland Submission focuses solely on European Regional 
Development Fund (ERDF) and European Social Fund (ESF) issues. 

Questions from the Inquiry Numbers One to Four 

The questions relating to the ‘Core Approach’ are as follows; 

1. How should Scotland’s share of post-Brexit structural funding be determined?
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2. Should the existing structural funding priorities be retained in any new funding approach post-
Brexit or are there any other national or regional outcomes, strategies or plans to which future
funding should align instead?

3. In terms of the proposal for a UK Shared Prosperity Fund – where should the responsibility for
any decisions about funding levels and allocation be taken and what level of autonomy should
they have in deciding how funding is allocated?

4. To what extent should the current system of allocating funding to strategic interventions across
Scotland through lead partners etc be retained or changed by and post-Brexit funding approach
and why?

ICA Scotland’s Response to the ‘Core Approach’ 

The position of ICA Scotland in relation to the questions raised is best summarised as follows; 

The Quantum 

It is of critical importance that the new UK Shared Prosperity Fund is resourced on a scale that at least 
matches the EU funding that it will replace. The current position in Scotland is that the current allocation 
of the EU Structural Funds for the period 2014-20 is 894.6 million Euros. This is the equivalent of circa 
£800m. 

The Alliance is of the view that any future allocation to Scotland should not be any less than the current 
sums in real terms, adjusted to take account of inflation, and that the present allocation should be used 
by the Scottish Government as a clear red line in any future negotiations with the UK Government. The 
funding also needs to be in place for a multi-annual period: the extent of disparities in socio-economic 
performance within Scotland are such that a “quick fix” approach is not appropriate. The Alliance would, 
therefore, reject any proposals that advocated the design of the new Funding Regime on a UK wide 
Challenge Fund Model. 

Another critical point is that the new Fund requires to be fully operational from January 2021 to avoid 
any hiatus in regeneration activity in Scotland. Therefore, it is vital that that any new funding regime 
operates on the basis of multi-annual financial allocations, subject to ongoing review to ensure the 
optimum effectiveness, which will create certainty, foster stability and facilitate the proper planning of 
ambitious projects. 

Finally, it is the view of the Alliance that the UK Shared Prosperity Fund allocation to Scotland should be 
determined outside of the Barnett formula. 

Alignment to Scotland wide Strategies and Priorities 

There is a requirement for the UK Shared Prosperity Fund in Scotland to be aligned with the Scottish 
Government’s Economic Strategy (2015) and to recognise the diversity of Scotland. The Scottish 
Government Review of Enterprise and Skills Agencies (June 2016) embraced a key principle that 
Scotland is a diverse Country. There must be a clear recognition that the ‘one size fits all approach’ is 
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outmoded and indeed can be counter-productive. Allied to this, current rules associated with EU funding 
are complex with several levels of rule making creating a culture of risk aversion and labyrinthine 
bureaucracy. A consequence of this is that we have lost a degree of innovation and experimentation. 

The Alliance is firmly of the view that the strategic framework of any new Funding regime within 
Scotland should be a matter for the Scottish and not the UK Government. The current circumstances 
provide an opportunity to review the process of delivery and governance afresh if we are to optimise 
the impact the funds. There are significant benefits in aligning with and providing stimulus to other key 
critical UK and Scottish policy initiatives such as the UK Industrial Strategy White Paper and the Scottish 
Government’s Economic Strategy (2015) including in particular its commitment to the place-based 
dimension of inclusive growth.  The Economic Strategy underlined the requirement for ‘A society that 
promotes inclusive growth and creates opportunity through a fair and inclusive jobs market and regional 
cohesion to provide economic opportunities across Scotland’. 

Evidence provided to the Economy, Jobs and Fair Work Committee Inquiry in 2018 elicited strong 
responses from academics, practitioners and policy makers alike in favour of a more granular approach 
to the use of the funds. It was noted that recent EU programmes in Scotland had significantly diluted the 
extent to which assistance is spatially targeted. The opportunity provided by the proposed UKSPF should 
be taken to skew resources in favour of those communities that have demonstrably been “left behind” 
by economic change. 

Governance and Partnerships 

The Alliance considers that any new Funding Regime should respect both the current ‘Devolution 
Settlement’ and the existing Local Authority and other Key Stakeholder arrangements in Scotland. The 
Scottish Government should have the responsibility for setting the strategic framework for the 
deployment of funds and monitoring the proposed UK Shared Prosperity Fund in Scotland. Within this 
framework the Alliance believes that the Scottish Government should co-design any future model in 
partnership with local authorities, regional partnerships and local key stakeholders across Scotland. In 
doing so it would align its approach clearly with the Equality Statement prepared for the 2017/18 draft 
Scottish Budget which stated that ‘Making the transition to a more inclusive and productive society 
requires an understanding of issues not only at national level, but also at regional, local authority and 
community level. Taking a place-based approach to inclusive growth to address the distinct barriers to 
growth and inclusion that individuals in different parts of the country face will be important to ensuring 
that equality is advanced across all parts of Scotland.’ It would also ensure clear alignment with the 
Community Empowerment Act Scotland (February 2017)and its commitment to help communities do 
more for themselves and have more of a say on what affects them. Additionally, there is the potential to 
learn from and perhaps incorporate the emerging governance processes for City/Growth deals into the 
UK Shared Prosperity Fund in Scotland. Overall there is an opportunity to create a model which 
recognises a ‘parity of esteem’ among partners and meets the needs of Scotland’s diverse communities 
in the future. 
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Questions from the Inquiry Numbers Five to Seven 

The questions relating to the ‘Barriers to Funding Projects’ are as follows; 

5. What barriers limit strategic intervention funds being committed to individual projects under
the current programmes and to what extent should any new funding structural funding
approach address these barriers?

6. To what extent should any rules relating to post-Brexit structural funding enable a flexible
approach to the range of local projects that can be supported or should the rules focus on
funding specific outcomes or purposes (such as through ring-fencing)?

7. Are there examples of current structural fund priorities being more effectively supported by
other funds (or core funding) such that they should not form part of any post – Brexit structural
funding approach?

ICA Scotland’s approach to the ‘Barriers to Funding Projects’ 

The position of ICA Scotland to the questions raised is best summarised as follows; 

The requirement for Flexibility 

There now appears to be an emerging consensus across key Scottish Stakeholders that the current 
approaches to EU funding are outmoded and indeed potentially counter-productive. The diversity of 
Scotland would clearly indicate that a ‘one size fits all approach’ does not recognise the rich mixture of 
our Scottish communities. Allied to this, the current rules associated with EU funding are complex and 
have created an environment where there is pressure to reduce errors in terms of management. 
Consequently, EU funding has been associated with labyrinthine bureaucracy – with several (sometimes 
ambiguous) levels of rule making, an aversion to risk, over specified definitions of target beneficiaries, 
lack of flexibility and pedantic auditing with an obsession on inputs rather than results. A consequence 
of this is that we have lost a degree of innovation and experimentation. 

There is an opportunity, however, with a future fund to greatly simplify the management of regional aid. 
There is also a similar opportunity to tailor the new fund to meet more closely the priorities within the 
various regions and localities within Scotland and to recognise that there is a need for a strong place-
based dimension to Scottish economic growth. 

Technical Issues 

Consultation with our local authority members has revealed a number of technical issues which present 
‘barriers’ to optimum delivery of current EU funds. The ‘match funding’ arrangements have resulted in 
the prevention of a full uptake of available funds. The Scottish Government is now reviewing 
intervention rates, however, it is constrained by past commitments and the fact that the intervention 
rate cannot, by EU regulation, exceed 50% in most of Scotland. Alliance Scotland is of the view that the 
rate of 50% should be adopted as a minimum and not a maximum number for future EU replacement 
funds. It is also recognised that the complexity of acting as a ‘lead partner’ has impacted on a number of 
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local authorities taking up their ‘notional allocations’ for a number of the Structural Fund Programme 
priorities. The EU compliance burden has additionally impacted on the number of potential delivery 
agents declining to submit bids to either procurement or challenge fund exercises. 

Alliance Scotland believes that these issues can be addressed by the Scottish Government taking lead 
responsibility in the design and modelling of the new funds in close partnership with local authorities 
and other stakeholders. 

Questions from the Inquiry Numbers Eight and Nine 

The questions relating to ‘Administration’ are as follows; 

8. What changes to the current monitoring, evaluation and compliance activities would reduce
administrative complexity for any future structural funds approach while maintaining sufficient
transparency?

9. Should the system for making claims change for any future funding approach?

ICA Scotland’s Response to ‘Administration’ 

The position of ICA Scotland in relation to the questions raised is best summarised as follows; 

System and Administration Issues 

It is clear from feedback from our local authority members that a significant issue in relation to the 
delivery of the current Structural Fund Programmes in Scotland has been the shortcomings of the MI 
System (EUMS). The adoption of a fully functioning model took 2 years longer than anticipated.The  
system itself has been viewed as ‘extremely cumbersome’ by colleagues in the West of Scotland 
European Forum. Alliance Scotland believes that consideration should be given to the adoption of a 
model which reduces the amount of data and verification processes required. Additionally, we believe 
that we now have an opportunity to design a simplified administrative structure that works and builds 
on the experience to date both with EU funding and UK/Scottish Government funding streams. 

Conclusion 

Alliance Scotland would conclude its response to the Inquiry as follows; 

• The Quantum - we recommend that any future funding allocation to Scotland should be multi
annual and not be any less than the current EU funds it replaces in real terms.

• Alignment with Scotland’s Priorities – we recommend that the funds align with the Scottish
Government’s Economic Strategy (2015) with a clear commitment to the place-based dimension
and inclusive growth.
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• Governance and Partnerships – we recommend that the Scottish Government should have the
lead role for setting the strategic framework of the new funds in partnership with local
authorities, regional partnerships and key stakeholders across Scotland.

• The requirement for Flexibility – we recommend that the management and delivery of any new
programmes should recognise the opportunity to design an administrative structure that works
and builds on lessons learned from EU and other funding streams.

Industrial Communities Alliance Scotland Secretariat – April 2019 – Submission to the Inquiry 

Contact – Roddy MacDonald , Scotland Director 

FCC/S5/19/RSF/21



FINANCE AND CONSTITUTION COMMITTEE  

FUNDING OF EU STRUCTURAL FUND PRIORITIES IN SCOTLAND, POST-BREXIT 

SUBMISSION FROM HIGHLANDS AND ISLANDS EUROPEAN PARTNERSHIP

The Highlands and Islands European Partnership (HIEP)i welcomes the opportunity to 

contribute views on post Brexit funding. This should also be read in conjunction with other 

submissions from individual HIEP partners. In the context of this response any reference to 

a region should be taken to mean the Highlands & Islands. 

EU Structural and Investment Funds (ESIF) in excess of £1 billion have played a 

significant role in the socio-economic development of the Highlands and Islands since the 

1970’s.  

 1979 – 1994 Highlands and Islands Objective 5(b) Programme - £17 million per

annum

 1994 - 1999 Highlands and Islands Objective 1 Programme - £242 million

 2000 - 2006 Highlands and Islands Special Transitional Programme - £230 million

 2007 - 2013 Highlands and Islands Convergence Programme - £150 million

 2014 - 2020 Scotland Programme of which H&I had Transitional Status - £165

million

These funds, intended to reduce regional disparities across the EU, were provided in 

recognition of the particular challenges facing the Highlands & Islands The policy 

frameworks and funding that this brought saw significant improvements across the area 

with obvious benefits such as transport infrastructure including bridges, roads, airports and 

harbours. EU funding was also a major contributory factor in setting up the University of the 

Highlands & Islands through investment in facilities, research capacity, ICT provision, online 

course development and wider access activities. Broader community benefits have accrued 

through poverty and social inclusion programmes, green energy developments, tourism 

initiatives, broadband roll out and cultural enhancements.  Other funds such as European 

Maritime Fisheries Fund (EMFF), LEADER, transnational and interregional programmes 

exist and have been accessed individually or across key partners to lever in significant 

financial support. 

In the main success has been delivered with local stakeholder involvement, across the 

whole process, from the design of programmes through to governance and delivery of 

projects which has had a transformational effect on our area with growth and development 

benefitting and sustaining our communities. 

The Highlands & Islands has significant geographical factors that include remoteness, 

peripherality, sparsity of population and distance from markets leading to inflated costs of 

doing business and delivering services.  These geographic challenges lead to a range of 

economic and social inequalities and a top-down, one-size-fits-all approach from national 

programmes can often struggle to work in the region. A key measure in the Islands 

(Scotland) Act 2018 is to require everyone who makes or designs new policies, strategies 

or services to consider how these will impact on islands and HIEP would ask that this 
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principle is extended to other areas of the Highlands when policy and funding mechanisms 

are being formulated. 

Nevertheless, current ESIF programmes operate only until the end of 2020 (albeit with 

spend for approved activities lasting into 2023) so there is a real urgency for detailed 

planning for any replacement if a hiatus between current and future programmes is to be 

avoided in early 2021. 

Core approach 

1. How should Scotland’s share of post-Brexit structural funding be determined? (for

example, should it be on measures such as GDP, needs-based, via the Barnett formula;

match funding or based on competition?)

We would ask that the principles go beyond the blunt instrument of GDP per capita and to 

include population sparsity, peripherality, insularity, economic concentration, remoteness, 

fragility and rurality. The costs of living in remote rural Scotland continues to be far greater 

than in other parts of the UK.   

There would also need to be a level of flexibility built in to adapt to changing circumstances 

which responds to regional disparity and is focused on improving regional competitiveness 

and inclusion. 

The current allocation of EU funds to the devolved administrations should be the baseline 

for determining future funding levels under the UK Shared Prosperity Fund (UKSPF) 

including rural development/agriculture and fisheries which need to be aligned with the 

Regional Plan and its delivery agents/mechanisms. This is based on need and there is a 

danger that a Barnett formula allocation would detract from this. 

Policy and delivery mechanisms should be led by the devolved administrations, with the 

power to devise measures meeting the needs of different regions, on a partnership basis, 

as part of a place-based strategy.  Thus, an appropriate mix of competition and strategic 

allocations could be agreed at regional level, in line with regional needs and capacity, with 

sufficient flexibility to vary the delivery model from region to region. 

Any funding allocations dictated by availability of match funding would not be supported by 

HIEP as this would not tackle inequalities between communities and target where it is 

needed most.  

We further support multi-annual funding allocations to give stability and enable longer-term 

strategic planning of investments.  The current 7-year funding period for EU funds seems to 

work well in this regard.  
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2. Should the existing structural funding priorities be retained for any new funding approach

post-Brexit or are there other national or regional outcomes, strategies or plans to which

future funding should align instead?

There is an opportunity to take the positives from previous EU structural funds and develop 

programmes which are nationally aligned and regionally responsive. The development of a 

new fund provides a prospect to redesign and strengthen regional economic policy with an 

adequate budget to support economic growth and regional competitiveness. The starting 

point must be recognition of our geographical disparities, so that we are able to make a full 

contribution to Scotland’s and the UK’s economic prosperity.  This would require flexibility in 

how priorities and delivery mechanisms are agreed, with input from regional stakeholders, 

working in partnership.  

HIEP supports retaining the principle of territorial cohesion as it is essential that the UKSPF 

is seen to directly address regional disparities in order to increase productivity, support 

economic prosperity, and address permanent geographic challenges.   

The priorities of the 2014-20 Scottish Structural Fund programmes have been generally 

appropriate to meet EU priorities in areas of employment, innovation, education, poverty 

reduction and climate change/renewable energy, however the lack of a territorial dimension 

to the priorities has resulted in many of the Strategic Interventions (SIs) having limited 

relevance within the Highlands & Islands due to criteria such as population threshold and 

minimum project size.  This has had the effect of excluding projects from the islands and 

remote and rural areas.  

It may be more appropriate to consider  the seven key themes identified by the Convention 

of the Highlands and Islands as priorities for our region post 2020 namely: Digital; Skills; 

Marine; Housing; Transport; Talent Attraction and Energy. This work usefully sets out the 

challenges faced and the opportunities available for the region.  

In addition to this it is proposed that the National Islands Plan will improve outcomes for 

island communities including: increasing population levels, improving and promoting 

sustainable economic development; improving transport services and digital connectivity; 

and reducing fuel poverty.  Access to post-Brexit structural funding will be instrumental for 

islands to achieve these outcomes. 

The linkage between the UKSPF and the Industrial Strategy is not seen as an easy fit with 

rural or island areas. It is seen as having a focus on urban areas or those identified as 

having an industrial heritage and we would not wish this to be a barrier to the Highlands & 

Islands. There are also some indications that the scope of the UKSPF is to be widened 

beyond EU cohesion policy and addressing regional disparities. If this is the case then the 

overall budget needs to be increased accordingly to avoid funds being spread thinly over a 

greater number of thematic areas. 

What’s required is a long term and strategic partnership approach by the devolved 

administrations working with regional stakeholders who have considerable experience and 
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expertise in identifying priorities and challenges. They are best placed to deliver for their 

respective communities and understand the resources required that are commensurate with 

the scale of challenge and opportunity. There is little to be gained by criteria and guidelines 

for programmes which do not meet regional demand.  In the Highland and Islands, previous 

successes have been as a result of stakeholder involvement in programme development, 

delivery and evaluation.  Partnership working will ensure that regional challenges are 

addressed and opportunities are maximised to bring about a shared prosperity, all 

contributing to regional and national economic growth.  

The key roles of agriculture, crofting, rural development, land management, fisheries and 

marine funding also need to be integrated into regional support. 

3. In terms of the proposal for a UK Shared Prosperity Fund - where should the

responsibility for any decisions about funding levels and allocation be taken (for example

UK Government, Scottish Government, Local Government or local stakeholders) and what

level of autonomy should they have in deciding how funding is allocated?

The UKSPF should be devolved to the Scottish Parliament but within this framework there 

should be a further delegation to involve the views of regional stakeholders so that the most 

appropriate model for the Highlands & Islands is brought about jointly. A one size fits all 

policy will not work for the UK or even Scotland as a whole which is why it is important to 

consider a more sophisticated criteria than already exists. This should prevent cross overs, 

negate unsuitable thresholds and provide a sense of regional/local engagement which is 

seen as lacking in the current programme 

HIEP would prefer a system that has been described as a Joint Regional Body similar to 

how the Structural Funds were delivered prior to the 2014 to 2020 Programme. This would 

see key stakeholders from the Highlands and Islands prepare their own plan, establish the 

delivery methodology, provide oversight and monitor/evaluate impact. This would mirror the 

approach currently in operation with Leader where Local Advisory Groups oversee the 

programme. 

4. To what extent should the current system of allocating funding to strategic interventions

across Scotland through lead partners etc be retained or changed by any post-Brexit

funding approach and why?

HIEP believes that the current two-tier system of SIs and Operations has not worked in 

practice with significant delays experienced in approval and therefore delivery. There are no 

obvious additional benefits of this two-tier system. It has resulted in many SIs having limited 

relevance in the islands and more rural areas due to population threshold and minimum 

project size thereby excluding the periphery. The process is viewed as being more 

bureaucratic, top-down driven and inflexible which fails to take into account diverse regional 

needs or capacity. It is not considered fit for purpose. 

Programmes prior to 2014 to 2020, which were delivered by the Highlands and Islands 

Partnership Programme Executive in partnership with local Stakeholders in the Highlands 
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and Islands, focused on relevant priorities for the area and were able to spend the 

Programme’s funds in the area, which is not the case for the current Programme, with 

significant funds being returned to Brussels. This system had many advantages, such as 

the ability to synergise activities across funds and sequence projects across a longer-term 

framework. This provided the Highlands & Islands with a more bespoke approach. 

Barriers to funding projects 

5. What barriers limit strategic intervention funds being committed to individual projects

under the current programmes and to what extent should any new structural funding

approach address these barriers?

The current 2014 to 2020 Programme is delivered via eleven SIs which are based on EU/ 

Scottish Government priorities. They have no territorial dimension and do not take in to 

consideration the different needs and opportunities of peripheral, rural and island areas.  

Any replacement funds must involve those who know the region and who will have 

responsibility for delivering outputs from the very beginning of the planning period.  

Ensuring this buy-in, working within an overall national framework, will lead to programmes 

which are targeted at activities that will have greatest impact.  If a Regional Plan approach 

is adopted with input from regional stakeholders the potential for barriers to arise in the first 

place is greatly diminished thus ensuring that scale or thresholds are identified and 

designed out at the outset. Furthermore, if problems are encountered, the appropriate 

organisations will have a stake in finding solutions, as well as the ability to react quickly.  

This would also encourage greater cooperation and collaboration across projects and 

delivery agents, which has been difficult to achieve in the current process. 

Match funding has become increasingly difficult and this reflects the current constraints in 

public sector finances. The need for match funding can undermine Programme delivery. 

However we welcome the fact that current intervention rates in the Highlands & Islands 

have exceeded the typical rate of 40% relevant to the fact that the Highlands & Islands are 

currently classed as a Transition Region within the EU and it is worth acknowledging that a 

theoretical projection by CPMRii indicates that we would remain a Transition Region for 

2021 – 2027.  

6. To what extent should any rules relating to post-Brexit structural funding enable a flexible

approach to the range of local projects that can be supported or should the rules focus on

funding specific outcomes or purposes (such as through ring fencing)?

A more flexible approach to post-Brexit structural funding, away from the one size fits all 

model, would lead to more successful delivery and greater impact of identified priorities. 

This would allow the Highlands & Islands to develop their own regionally responsive plans 

within a wider, national framework, aimed at reducing economic disparities, and addressing 

differing challenges and opportunities.  

There needs to be recognition that impacts and outcomes in islands and remote and rural 

areas will be significantly different to those of highly populated, urban areas.  The value of 
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interventions should not be judged on broad measurements without considering the fact 

that even small-scale increase in jobs and productivity for island and rural communities can 

be transformational.  Previous programme successes have been delivered with regional 

and local stakeholder involvement in development, delivery and evaluation, ensuring that 

opportunities bring about a shared prosperity. 

Delivery Bodies/lead partners need ring-fenced funding, with clear purpose/outcomes 

defined and guidance (not prescription) on project type. This, allied to the strategic planning 

required, will ensure that the successor structural funds will bring added value to existing 

activity and resources. 

7. Are there examples of current structural fund priorities being more effectively supported

by other funds (or core funding) such that they should not form part of any post-Brexit

structural funding approach?

There should be clear delineation between regional and national programmes to ensure no 

cross-over, or over-provision in support between schemes and making it clear who the 

target audience is. Support for employability is a cluttered landscape that lends itself to 

duplication of target client groups and leads to confusion over which funding stream is most 

beneficial. 

In the current 2014 to 2020 Programme, structural funds have moved from funding large 

scale infrastructure projects to more revenue- based support. Previous investment in capital 

projects such as roads, bridges, ferries, harbours, airports, College/University buildings and 

community facilities have left a lasting legacy. These investments in turn have allowed 

businesses to compete more equitably with those in other areas and helped people access 

employment or communities access services that would otherwise be difficult to access. 

HIEP would support a reintroduction of funding for large scale infrastructure, which in many 

cases has addressed market failure. 

It is important that the principle of additionality remains whereby any new funds should be in 

addition to public or equivalent structural expenditure. 

Administration 

8. What changes to the current monitoring, evaluation and compliance activities would

reduce administrative complexity for any future structural funds approach while maintaining

sufficient transparency?

The bureaucracy and inflexibility of current ESIF, EMFF and Rural Development funding 

has proved to be a major barrier to participation for some organisations with delays in 

approval and complex processes for agreeing changes.  Any new system must take 

advantage of the opportunities to simplify the process and reduce auditing complexities. It 

shouldn’t start from the premise the applicant is untrustworthy and any new process should 

take into consideration the level of funds awarded. 
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There needs to be clear and consistent compliance rules and guidance agreed at the start 

and any future monitoring, administration or auditing regime should be proportionate and 

embedded within existing structures. In order to avoid duplication of process the use of the 

existing internal and external (Audit Scotland) audit systems or its equivalent could be 

utilised to ensure the Fund is spent properly, efficiently and effectively. 

If Local Authorities, as they do in the current system, find themselves in the role of an 

intermediate body, taking on the financial and legal responsibilities for applications from the 

3rd sector, then they should play a part in setting the overall priorities for their area. 

A fundamental principle should be that the focus in post Brexit funding is on outputs and 

achievements, rather than process-driven, as is currently too often the case. Impacts and 

outcomes should also be proportionate and relevant. A project which creates a small 

number of jobs in a remote, rural or island area could assist in sustaining the local school, 

shop or transport system and have a major impact on the area, whereas a project creating 

the same number of jobs in a large urban area is unlikely to have the same impact. 

9. Should the system for making claims change for any future funding approach?

Any claims process needs to be simplified and lose the bureaucracy and complexities that 

are associated with the current programmes. Local knowledge from regional stakeholders 

should be utilised to design the new administrative system that will avoid the pitfalls 

encountered with the current ICT requirements.  

Any new system should be adequately trialled in advance so that it is fit for purpose. 

i
   . The Highlands and Islands European Partnership has a membership of Argyll & Bute Council, Comhairle 
nan Eilean Siar, Moray Council, North Ayrshire Council, Orkney Islands Council, Shetland Islands Council, 
Highland Council, Highlands & Islands Enterprise and the University of the Highlands & Islands.  
ii
 https://cpmr.org/cohesion/cpmr-analysis-uk-to-lose-e13bn-regional-funding-post-brexit/20525/ 
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FINANCE AND CONSTITUTION COMMITTEE  

FUNDING OF EU STRUCTURAL FUND PRIORITIES IN SCOTLAND, POST-BREXIT 

SUBMISSION FROM ANGUS LEADER LOCAL ACTION GROUP

Core approach 

1. How should Scotland’s share of post-Brexit structural funding be determined? (for 
example, should it be on measures such as GDP, needs-based, via the Barnett 
formula; match funding or based on competition?)

For 2014-2020 Angus LEADER have a £2.75million EU allocation via the Scottish 
Government, against the Angus LEADER Local Development Strategy, which is 
community-led. The fund is allocated using EU Rural Development Policy regulations, 
(which relate to a certain proportion of CAP Pillar II?), then tailored at Scottish level 
to make allocations between 21 rural LAGs based on a multi-variable scoring, using 
population, area, remoteness etc (developed by Hutton institute for this 
programme). So the policy context needs to be re-viewed initially, whether the 
proportionality of overall farm-income support is still a relevant factor, and how well 
have the Hutton’s fund-targeting approach actually worked in practice, bearing in 
mind that impacts arising from bespoke local delivery/business arrangements may 
interfere with any analysis of the suitability of the Hutton’s approach. 

The Hutton approach, though complicated to work through initially, provided a good 
basis of a ‘rurality’ approach, which helped to support a local needs basis.   Some of 
the work done by Prof Sarah Skerratt, SRUC, on the needs of rural communities will 
highlight relevant issues faced by rural communities. Also, the reports from NCRA and 
Ag Champions have both contained some excellent recommendations for 
supporting rural communities – these cannot be ignored in any future decisions about 
rural support. 

If the current formula has worked, it should be adapted to the new context 

If this just falls within the general settlement of UK Govt. to SG – then Barnett formula at 
national levels. 

In country, agree that the arrangement for disbursal of funds should be reviewed and 
arrangements adopted which reflect lessons learned. 
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2. Should the existing structural funding priorities be retained for any new funding
approach post-Brexit or are there other national or regional outcomes, strategies or
plans to which future funding should align instead?

Angus LEADER works to a mixture of horizontal themes applied by EU and Scot Gov, 
and LDS priorities developed locally by 21 LAGs. These national, regional and local 
influences/tensions will remain, regardless of the removal of the EU layer of themes, 
and are a wider debate for public funds, not simply EU funds. 

It would seem inevitable that National themes will be there. The key is to ensure that 
they are appropriately balanced against local priorities. Local strategies should align 
with Local Outcome Agreements to ensure coherence and equity in local policy 
making.  

It is vitally important that each LAG area has to identify its own priorities – no ‘one-
size fits all’ approach please!  Our point about balancing national with local is 
important but ‘local’ needs to remain as a priority.  Could there be a link with any 
future Land Use Strategy type project, like the one in the Scottish Borders which linked 
communities with land use for water (flooding, etc), energy, food production and 
processing, leisure pursuits, transport, etc, to make it a truly locally focused strategy?  
This was based on the Teviot/Tweed catchment area.  It did rather take away from 
the Local Authority based areas though and could be difficult to delineate and 
therefore administer? 

The UKSPF should primarily seek to replicate the high level objectives of the current 
EU Structural Funds, in the LEADER context this means the European Agricultural Fund 
for Rural Development (EAFRD). 

3. In terms of the proposal for a UK Shared Prosperity Fund - where should the
responsibility for any decisions about funding levels and allocation be taken (for
example UK Government, Scottish Government, Local Government or local
stakeholders) and what level of autonomy should they have in deciding how funding
is allocated?

The tensions reported in answer to Q2 will determine how priorities, sources of funds 
and levels of autonomy/accountability/responsibility are determined. There are 
opportunities to embrace some of the participative budgeting and community 
empowerment agendas. But LEADER is an approach to support LOCAL decision 
making, so undermining that would change the nature of the approach. 

Decisions should be devolved in the lowest level practical – with a focus on 
encouraging local community participation in key allocations – but this is a 
challenging agenda in practice. 
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Without doubt National Governments will want to have a say in the guidelines and 
allocation of funds but the decisions have to be taken locally for the benefit of the 
local communities.  Not sure how easy it will be to leave ‘autonomy’ for deciding 
how funds will be allocated – this is public funding and the public needs to know its 
money is being spent wisely and correctly, so there will need to be some element of 
‘control’ higher up the tree than all local?  However LEADER is crucial to supporting 
local people’s agendas. 

4. To what extent should the current system of allocating funding to strategic
interventions across Scotland through lead partners etc.  be retained or changed by
any post-Brexit funding approach and why?

See previous questions’ responses – LAGs/accountable bodies are deemed to be 
the strategic partners with local credibility, contracted via SLA-LDS arrangements. This 
local level reflects the underpinning CLLD nature of LEADER, and it would seem to 
change the approach to have larger, more regional partners. One specific issue is 
that LEADER is a 6-yearly tranche of funding, as distinct from an annual fund. A 
reduced number of years would require a markedly different approach. 

Continuity of funding is needed – local development is a long-term process. Local 
authority level would seem appropriate for a local strategic body – like the LAG.  

Barriers to funding projects 

5. What barriers limit strategic intervention funds being committed to individual
projects under the current programmes and to what extent should any new structural
funding approach address these barriers?

Match funds and applicant capacity are crucial, including the strain of retrospective 
funding, which places duress on cash-flow for community and non-commercial 
applicants, who are among the intended beneficiaries/hosts for the funds. 

Also, the level of complexity and proportionality at both application and evaluation 
can be a barrier. It should be no harder to access this fund than other comparable 
funding pots. 

Also, many projects require an element of core-funding which is not easy to access.   

Also it cannot reasonably be assumed that projects will become ‘self-sustaining’ after 
the funding has stopped.   This is sometimes not practical; nor is it always 
necessary/practical for many necessary and desirable projects to have ‘innovation’ 
as a strategic driver. The complexity of the form-filling is pretty mind numbing too, so 
simplifying the process is a priority. 
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6. To what extent should any rules relating to post-Brexit structural funding enable a
flexible approach to the range of local projects that can be supported or should the
rules focus on funding specific outcomes or purposes (such as through ring fencing)?

CLLD is designed around flexibility and self-directed prioritisation, so restrictions (ie 
overburden of rules) in these respects would detract from current arrangements. The 
strategic priority could be ‘community will lead’, rather than, for example, the 
specifying of complex outcome-related targets. 

7. Are there examples of current structural fund priorities being more effectively
supported by other funds (or core funding) such that they should not form part of any
post-Brexit structural funding approach?

EU structural policy will not apply, but the intra-UK issues will remain, so it may be wise 
to retain a structural approach by which UK/Scottish governments can moderate 
structural inequalities/disparities, and separate these from local, core issues, even if 
local vessels are chosen to deliver structural policy. The effectiveness of all funds – 
structural and other - for rural development is always impacted by local delivery, for 
good OR bad. Where funding is targeted at geographies or requires a threshold of 
scale, by its nature it detracts from a community-led approach. 

Administration 

8. What changes to the current monitoring, evaluation and compliance activities
would reduce administrative complexity for any future structural funds approach
while maintaining sufficient transparency?

In our experience EU funds are more burdensome – particularly at lower grant levels. 
There needs to be a proportional approach. Also, a clear focus on locally important 
outcomes, with less need to address high level output targets that don’t have a 
natural fit with some locally valuable activities. The LEADER LARCS system was 
created for this programming period, but late in being launched and has not been 
without its issues. 

9. Should the system for making claims change for any future funding approach?

See answer 8. Above, and this links to the previous point on cash flow. At lower levels 
of funding, more cash could be released upfront and then accounted, removing the 
need for a claims process. This happens with many other funds – but needs to sit 
within a clear framework of accountability. 
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FINANCE AND CONSTITUTION COMMITTEE  

FUNDING OF EU STRUCTURAL FUND PRIORITIES IN SCOTLAND, POST-BREXIT 

SUBMISSION FROM SCOTTISH CITIES 

1. Introduction

ESF and ERDF have played a significant role in developing Scotland’s economy for many years. The loss of such 

funding will have a significant impact on the ability of local authorities to deliver services and infrastructure 

initiatives that have supported growth in the economy. The Scottish cities are of the view that future funding 

needs to enable the cities to continue to deliver services and infrastructure appropriate to their area and focus 

on reducing inequalities and disparities within and between regions, placing productivity and inclusive growth 

at the forefront of its goals and objectives. An approach which recognises the critical link between social and 

economic policy and which understands that investment in one realises dividends for the other is key to the 

future success of the Scottish cities. 

2. Objective

The aim of this statement is to highlight the collective position of the Scottish cities on the key principles the 

UKSPF should adhere to as well as the types of projects and programmes it should seek to invest in to ensure 

the future economic success of the cities. The Scottish cities collectively do not seek to make comment on the 

mechanism for distribution of the UKSPF. 

3. Principles

The Scottish cities see the following eight principles as integral to the future UKSPF. 

1. A commitment that the value of future UKSPF funding is at least the same as existing funds received

from ESIF.

2. The UKSPF should ring fence a greater proportion of funding to cities in recognition of their role as

drivers of regional and national growth.

3. The UKSPF should be a distinct fund which can be accessed by financial or in-kind contributions subject

to the delivery of agreed outcomes.

4. The UKSPF should be aligned with other funds but should not replace them to ensure additionality.

5. The UKSPF needs to match the 7 to 10 year approach within the existing EU Multi Annual Financial

Frameworks but with added flexibility to deal with unforeseen local, national or global issues which

may arise during the programme period.

6. The UKSPF should support local discretion regarding the appropriate balance of capital and revenue

interventions.

7. A commitment to reduced levels of bureaucracy to make the process of applying for and managing

future UKSPF funds easier.

8. The UKSPF should establish a transparent distribution model based on urban need and opportunity.
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4. Why Cities?

55% of the world’s population lives in urban areas, a proportion that is expected to increase to 68% by 20501. 

Scotland is expected to follow this trend of increased urbanisation with the population of Scotland’s cities 

projected to increase by 33% by 20412. 

Scotland’s cities represent 53% of the population of Scotland (2.86m) and are home to 55% of businesses, 61 

% of jobs (1.51m) 66% of GVA (£84.6bn) and 63% of Scottish exports as well as world class universities. The 

scale of the Scottish cities’ contribution to the economy is critical at both a Scottish and UK level as 

demonstrated by Table 1. 

Table 13 

7 Scottish Cities Scotland 

Population (2016) (TTWA) 3,155,030 (58.4%) 5,404,700 

Business Births (2016) (LAA) 9,760 (43.8%) 22,270 

Business Deaths (2016) (LAA) 10,120 (48.2%) 20,980 

GVA (£millions) 2016 (NUTS3) 88,675 (66%) (£88.7bn) 134,445 

Nominal GVA productivity indices (NUTS3) 

100.5 (GVA per job 
filled) 101.8 (GVA per 
hr worked) 

97.6 (GVA per job 
filled) 99.4 (GVA per hr 
worked) 

Patents (Technical Innovation) (TTWA) 125 (80.1%) 156 

Working Age Employment Rate (2017/2018) (TTWA) 74% 74.30% 

Unemployment Rate Adults 16+ (2017/2018) (TTWA) 4.30% 4.20% 

Qualifications of Working Age Residents (2017/2018) (TTWA) 33.70% 28.40% 

Economically inactive that want a job (%) (April 17 – Mar 18) 
(LAA) 24.2 22.9 

16-19 unemployed seeking (%) (LAA) 2.87 2.7 

Age of all household members 0-15 (LAA) 16 17.1 

Net Migration 10 Year Total as % of population 15/16 (LAA) 7.13 4.4 

Children who are in poverty (after housing costs) Oct-Dec 15 
(LAA) 22.6 21.7 

Business expenditure on R & D per head (£) 2016 (LAA) 302 198 

Scottish Index of Multiple Deprivation (2016) Number of 20% 
most deprived data zones (TTWA) 785 (56.2%) 1395 

TTWA = Travel to Work Areas; LAA = Local Authority Areas 

A recent report by the Centre for Cities highlighted that the economies of cities and towns are intrinsically 

linked and highlights that when a city prospers, nearby towns are also likely to be successful4. Towns close to 

highly productive cities perform better in terms of attracting high-skilled business investment, jobs and firms 

and they also have lower unemployment rates. In contrast, towns close to less successful cities have higher 

unemployment rates and have also struggled to attract high-paying firms and jobs. This presents a strong 

argument for ringfencing a greater proportion of the UKSPF for cities in recognition of their role as drivers of 

the economy and of the mutual benefits to towns in their wider area. 

1 World Urbanization Prospects 2018, UN 
2 Small Area Population Estimates 2016, National Records Scotland 
3 OCEA, Scottish Government, June 2018 and the Scottish Centre for Regional Inclusive Growth Dashboard 
4 “Talk of the Town:- The economic links between cities and towns” Centre for Cities, Sept 2018 

https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:02003R1059-20180118&qid=1519136585935
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:02003R1059-20180118&qid=1519136585935
https://www2.gov.scot/Topics/Statistics/Browse/Business/Publications/7Cities
http://www.inclusivegrowth.scot/resources/data-and-analysis/2018/06/inclusive-growth-diagnostics/
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5. Impact of Previous Funding in Scottish Cities

The total value of ERDF/ESF activity funded in the Scottish cities across both the 2007/2013 and 2014-2020 

funding periods to date is approx. £615,122,664 including £222,942,520 of grant5.    

This money has funded a range of projects in the following areas which combined play an integral role in 

driving inclusive economic growth:- 

i) Employability

All local authorities covering cities lead on ESF supported employability programmes that follow the five stage 
pipeline model. This starts with initial referral and assessment (stage one) through to in work support and 
aftercare (stage five). 

Examples 

Glasgow:- The Glasgow Works Employability Programme 2008 – 2011 was a contracted service, providing a 
“whole needs” approach to the issues and barriers encountered specifically by workless and disadvantaged 
people in the city. Total Project Costs £23,034,629. ESF Grant £10,073,042. 

Edinburgh:- The Council Employability work is significantly supported by external sources (28% of expenditure) 
including European Structural Funds. The interventions made since 2012 to 2017 delivered around 18,000 
positive outcomes, with a focus on: helping young people aged (14-19yrs) make a sustained transition into 
work and a career; reducing in-work poverty and low pay through progression into sustained employment and 
higher earnings. The employability programmes run by the council also delivered early intervention for short 
term unemployed residents to ensure those who are potentially vulnerable in the labour market move quickly 
back into work. To increase the impact on the reduction of poverty and inequality, the ESF supported 
Enhanced Strategic Pipeline Programme in Edinburgh. This focused support on vulnerable families and 
financially vulnerable groups through intensive early prevention projects, such as targeting support at lone 
parents and worklessness/ low income households.  

ii) Poverty and Social Inclusion

Almost all Scottish cities lead on ESF supported Poverty and Social Inclusion operations. Activity has been 
concentrated on promoting financial inclusion. 

Examples 

Stirling:- The Enhanced Advice Services project focussed on workless/lone parent households, homelessness, 
and other disadvantaged; including those with long-term health issues, alcohol/drug misuse, ex-offenders, 
and looked after children. The activities delivered include welfare benefits, financial inclusion, income 
maximisation, money/ debt advocacy and representation to members of the public who are vulnerable to 
increased poverty, indebtedness and insecure accommodation as a result. Phase 1 Total Project Costs 
£320,000. ESF Grant £128,000 

Highland (inc. Inverness):- The Money + Project was designed to provide families with money management 

skills and advice, income maximisation tools and financial inclusion advice. The project focuses on families 

who are in Poverty and face additional barriers to managing their finances effectively. The project uses School 

5 Figures based on 7 city local authority areas (Aberdeen City Council, Dundee City Council, The City of Edinburgh 
Council, Glasgow City Council, Highland Council, Perth and Kinross Council, Stirling Council). Please note that not all 
funding will necessarily relate to activity undertaken in the city area. 
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and community settings to attract and work with families initially before progressing on to stronger one to 

one relationships that have a profound and positive impact on the family’s opportunities. So far the project 

has delivered direct help to 104 families across Highland access benefits, resolve debt issues and improve their 

money management in the first year of operation.  The following is a comment from one of the client families. 

iii) SME Competitiveness

This is delivered through the Business Gateway geography in Scotland and aims to go beyond the core Business 
Gateway “offer” to focus on providing support to firms that have the potential to grow and to internationalise. 
Tailored programmes focussing on leadership, HR support, innovation and growth, marketing, digitisation and 
one to one specialist support for key sectors. 

Examples 

Dundee:- On behalf of the 3 Tayside Local Authorities, the Council has secured ERDF funding since 2008 to 
deliver a range of additional services to support business growth in the region. This is delivered as part of a 
pipeline approach, filling an identified gap in support between existing Business Gateway activity and business 
support offered by Scottish Enterprise. In the Tayside area this includes support for internationalisation, an 
Accelerator programme, HR support and access to expert help. Total project costs since 2008 £3,447,210. 
ERDF grant £1,488,000. 

Edinburgh:- The aim of the cities’ Open Innovation Project’s was to encourage open innovation to take place 
between businesses, universities and the public sector. This was achieved by promoting new techniques; 
increasing the commercial exploitation of Edinburgh’s world-class knowledge base and developing a more 
outward looking entrepreneurial culture. In practical terms this meant: business training, Innovation 
showcasing events, school enterprise, student/business pitching competitions and business exchanges. 
Progress was tracked by way of 95 KPIs, spend, legacy and quantitative surveys. The outcomes for Edinburgh 
included: 100 events attended by 3,198 people, 294 Edinburgh students provided with entrepreneurial 
training, 179 organisations with improved innovation capacity, 29 new businesses and 43 new jobs created. 
Edinburgh in its role as lead partner secured the grant in June 2010 and all activity was concluded by the end 
of March 2015. The total grant drawdown for the project was from ERDF funds was over around €5 million. 
This was shared between nine partners of which Edinburgh will have received just over €1 million.  

iv) Other Interventions:- Scottish cities have successfully applied for ERDFwe have lost 8th city under
a number of challenge funds managed by Government agencies to address climate change
challenges and improve the resilience of our cities . These include:-

Aberdeen:- City Hydrogen Energy Storage. 
£757,631 awarded for the construction and installation of a hydrogen refuelling station totalling £1,894,131. 

Glasgow:- The Greater Easterhouse Green Infrastructure project has integrated activities with the Cardowan 
Surface Water Management Plan (part of the Metropolitan Glasgow Strategic Drainage Partnership (MGSDP) 
City Deal programme). This will support the wider delivery of new and improved green and blue infrastructure 
interventions including the creation of two improved strategic links through local parks (Blairtummock, 
Cranhill and Croftgroighn Park) to better connect with the Seven Loch’s Wetland Park. The project will also 
deliver multiple benefits including improved habitat for fossorial water voles and other local biodiversity; flood 
mitigation; improved active travel routes; and support the unlocking of adjacent vacant and derelict land sites 
for housing-led regeneration. ERDF Grant award £1.26m. 
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6. Funding Priorities for the UKSPF in Scottish Cities

Scottish cites are aware of the UK Government’s intention that the UK Shared Prosperity Fund should be linked 
to the themes identified in the UK Industrial Strategy (UKIS)6 and are committed to working collaboratively 
with the UK Government to deliver the five foundations of productivity in the UKIS in a way that recognises 
and supports the Scottish Government’s inclusive economic growth agenda as set out  in the four pillars of 
Scotland’s Economic Strategy.7 The Scottish cities also have an overarching commitment to the delivery of 
outcomes in Scotland’s National Performance Framework which are aligned to the United Nations Sustainable 
Development Goals.8 

At a regional level, the Scottish cities are already working to deliver inclusive growth outcomes as part of their 

City Region Deals and are in the process of building upon these investments through the development of 

regional economic strategies and evolving regional economic partnership structures. The types of 

interventions the cities will require to drive inclusive growth will vary across cities in accordance with their 

performance across five inclusive growth outcomes detailed in the Scottish Centre for Regional Inclusive 

Growth’s diagnostic toolkit (Productivity, Participation, Population, People, Place).9 For this reason the 

Scottish cities require the future UKSPF to be flexible in terms of areas for investment to allow them to tailor 

interventions to local need and opportunity and respond quickly to changes in the local, national and global 

economy. There is an opportunity to consider the devolution of future UKSPF funding decisions to the city/city 

region level where this supports and facilitates the delivery of inclusive growth objectives. Furthermore, if 

regional budgeting approaches are developed/tested as part of the Local Governance Review then this may 

facilitate a city regional/cross agency approach to identifying match funding to unlock future UKSPF 

maximising the investments secured through City and Growth Deals. 

Particular challenges and opportunities to drive inclusive economic growth exist in the following areas:- 

Innovation – As per Table 1, Scottish Cities already perform well collectively compared to the rest of Scotland 

in terms of technical innovation but there are opportunities to improve business birth and death rates across 

the cities by targeting UKSPF to ensure businesses are equipped to compete and maximise the opportunities 

offered by data, technology and R & D activity in an increasingly competitive global environment. 

Skills and Employability – Skills and the opportunity to access good quality sustainable employment remains 

key to reducing inequalities, poverty and disadvantage. As Scottish cities contain the greatest concentration 

of youth unemployment, child poverty and those seeking work (see Table 1 

) it is essential that the future UKSPF should continue to support employability and in work skills programmes 

to address these challenges. Targeting skills funding to address the twin challenges of an aging demographic 

and accelerating technological change will be key to future skills programmes.  

Place Making – The Scottish cities are projected to be home to an increasingly ageing population and will have 

a greater reliance on the ability to attract new talent and businesses to continue to thrive economically (see 

Table 1). Investment in place making initiatives designed to improve physical, cultural, digital and green 

infrastructure in the cities will be critical if the cities are to be able to attract and retain the work force of the 

future. The future UKSPF should enable the cities to capitalise on their city deal investments by providing funds 

to support the delivery of key infrastructure to make the cities inclusive, smart and sustainable places to live 

and work. 

6 https://www.gov.uk/government/topical-events/the-uks-industrial-strategy 
7 Scotland’s Economic Strategy, Scottish Government 2015  
8 www.nationalperformance.gov.scot 
9 www.inclusivegrowth.scot  

https://www.gov.uk/government/topical-events/the-uks-industrial-strategy
https://www.gov.scot/publications/scotlands-economic-strategy/
http://www.nationalperformance.gov.scot/
http://www.inclusivegrowth.scot/
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7. City Focused Funding

Scotland’s cities are committed to working together in the interest both of their citizens and the nation as a 
whole. Individually, each city has its own strengths and has much to offer, but it is the position of the Scottish 
cities that the best way to maximise our impact is to work collectively and look for opportunities to combine 
those strengths.   

Within the current Scottish ERDF Programme the only Strategic Intervention which is not available on a 
Scottish wide basis and is specifically reserved to cities is the Scottish Cities Alliance’s “Scotland’s 8th City – the 
Smart City” ERDF Programme10. As per the principles detailed in section 2, the Scottish Cities are of the view 
that a greater proportion of UKSPF should be ringfenced to city specific activity in recognition of their role as 
drivers of regional and national growth detailed in section 3. The 8th City Programme is an innovative approach 
that delivers not only outcomes for cities individually but collectively and the cities are now sharing their 
learning from the programme out to other local authorities through relevant networks. Outcomes include the 
creation of innovative services and the opening of data sets to support innovative new products and services. 
The European Commission DG REGIO has recently reviewed the programme and is keen for the Alliance’s 
approach and governance arrangements to be shared with other European cities in order that it may be 
replicated elsewhere. 

In recognition of the role that cities play as drivers of the economy, the mutual benefits their performance has 
on towns in their wider area and in light of the spirit of collaborative working which exists amongst the cities 
in Scotland demonstrated by their approach to utilising existing ERDF funding, the Scottish cities believe there 
is a strong argument for ringfencing a greater proportion of the UKSPF to cities.  

8. Closing Statement

Future regional policy needs to reflect and support the vital role Scotland’s cities play as drivers of the national 

economy. It should enable them to capitalise on investments made in their city region deals and support 

regional economic strategies which deliver inclusive growth and improve productivity. Additional investment 

in innovation, skills and employability and place making through the UKSPF will be critical to ensuring the 

Scottish cities reach their full economic potential creating opportunities for business growth and more and 

better jobs. The future UKSPF should be flexible to local circumstances and take into consideration the specific 

investment needs of Scotland’s cities and their citizens, so that they are equipped to address the challenges 

and seize opportunities post Brexit 

To Note:- 

The City Leaders have expressed a desire to have a formal role in helping shape the allocation and delivery 

arrangements for the future UKSPF.  

Led by Glasgow, the Scottish cities and the Core Cities have commissioned a piece of research to provide a 
quantitative and qualitative analysis of how future UKSPF should be used to best drive the economies of cities 
across the UK with a specific section on Scotland. This research should complete shortly and the Scottish cities 
intend to use it to inform future discussions with both the Scottish and UK Governments. 

10 https://www.scottishcities.org.uk/media/blog/scottish-cities-alliance-announces-second-round-of-funding-for-smart-
cities-programme  

https://www.scottishcities.org.uk/media/blog/scottish-cities-alliance-announces-second-round-of-funding-for-smart-cities-programme
https://www.scottishcities.org.uk/media/blog/scottish-cities-alliance-announces-second-round-of-funding-for-smart-cities-programme


FINANCE AND CONSTITUTION COMMITTEE  

FUNDING OF EU STRUCTURAL FUND PRIORITIES IN SCOTLAND, POST-BREXIT 

Funding of EU Structural Fund Priorities in Scotland, post-Brexit - Finance and Constitution 
Committee’s Call for Views 

Core approach 

1. How should Scotland’s share of post-Brexit structural funding be determined? (for
example, should it be on measures such as GDP, needs-based, via the Barnett formula;
match funding or based on competition?)

The Conservative Manifesto has stated that the Shared Prosperity Fund will be, among other things, 
“….targeted where it is needed most.”  Allocation of funds should be on basis of need, using agreed 
and reliable indicators such as GVA/GDP in addition to more robust deprivation indices or more 
sophisticated selection criteria such as population sparsity, remoteness, social and economic 
fragility, insularity and peripherality, average wage levels, fuel and child poverty (not SIMD for the 
Outer Hebrides as it is an unsuitable measure). While GVA per head can provide estimates of 
economic activity, the measure does not provide adequate insight into poverty or quality of life. 
Measures such as disposable income and the regional human poverty index give a more nuanced 
view of regional poverty.  Allocations should also reflect the additional costs of living in remote rural 
and particularly island areas by undertaking a Brexit impact assessment and applying the principle 
of island proofing on any funding allocation to the Scottish Islands.  The Minimum Income Standard 
for Remote Rural Scotland report found that households in remote rural Scotland require 
significantly higher incomes to attain the same minimum living standard as those living elsewhere in 
the UK. This is partly due to the costs of additional travel, but mainly caused by the higher cost of 
buying the same things as elsewhere, and the extra cost of keeping warm. 

While it is recognised that there are significant and increasing disparities between regions 
throughout Scotland and the UK, cognisance has to be taken of the significant disparities within 
regions. There has to be sufficient flexibility in any new Fund, in terms of scale, scope and priorities, 
to effectively address the challenges faced by remoter rural areas and islands in the Highlands and 
Islands.  Currently the Highlands and lslands is classed as a ‘transition region’ through the EU 
Cohesion Policy classification of regions at NUTS2 levels, yet within this region here are important 
economic variations due to the prosperity of the city of Inverness.  (Source: Scottish Parliament 
Finance & Constitution Committee call on EU funding competences, response by Stirling 
University):  The ‘importance of place’ was emphasised by the DBEIS Minister Greg Clark in 
September 2016 as being an important principle in informing the future development of the UK’s 
Industrial Strategy and he added that it was important that future centralised local government 
policy should not treat every place as if these were identical.  One of the key points raised by 
Highlands and Islands stakeholders in the EU Structural Funds consultation 2014-2020 was that a 
national ‘one size fits all’ approach would not work in areas such as the Highlands and Islands and 
that has been borne out to a certain degree.  A differentiated approach needs to be taken to reflect 
regional needs.    

Therefore each regional or sub-regional area should receive an allocation based on robust and 
reliable wealth indicators, taking account of sparsity of population, higher cost of living, remoteness, 
fragility, child and fuel poverty etc. That allocation should be determined at the beginning of the 
programme to assist regions in formulating long term strategic plans.   

Funding outcomes should not be on a competitive challenge fund basis between areas as this 
would overlook the argument that allocation should be based on need. 

SUBMISSION FROM COMHAIRLE NAN EILEAN SIAR
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https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/111237.aspx
https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/111237.aspx
https://www.ippr.org/files/2019-02/1551278444_regional-policy-post-brexitfeb19.pdf
https://www.ippr.org/files/2019-02/1551278444_regional-policy-post-brexitfeb19.pdf
https://www.ippr.org/files/2019-02/1551278444_regional-policy-post-brexitfeb19.pdf
https://www.ippr.org/files/2019-02/1551278444_regional-policy-post-brexitfeb19.pdf
http://www.legislation.gov.uk/asp/2018/12/section/8/enacted
http://www.hie.co.uk/regional-information/economic-reports-and-research/archive/a-minimum-income-standard-for-remote-rural-scotland.html
http://www.hie.co.uk/regional-information/economic-reports-and-research/archive/a-minimum-income-standard-for-remote-rural-scotland.html
https://www.gov.scot/policies/home-energy-and-fuel-poverty/fuel-poverty/
https://www.gov.uk/government/speeches/the-importance-of-industrial-strategy


2. Should the existing structural funding priorities be retained for any new funding approach
post-Brexit or are there other national or regional outcomes, strategies or plans to which
future funding should align instead?

Current Structural Funds’ priorities are based around EU 2020 priorities and as such are EU-wide 
and while Cohesion Policy aims to reduce economic disparities across regions, in the more 
developed Member States such as the UK, EU Structural Funds will not support certain types of 
infrastructural and transport development which are still of fundamental importance to the Western 
Isles. The islands benefited greatly from Objective 1 1994-99 and to a lesser extent HISTP 2000-06 
in terms of major transformational transport and infrastructural projects. However, infrastructural 
support has diminished over ensuing programmes and the transport network within the islands has 
deteriorated in the interim. New resources are urgently required to repair and restore existing 
infrastructure while supporting new inter-island links and the completion of the Western Isles Spinal 
Route.  

Speculative funding for innovation is also required, particularly around areas like Wave Energy and 
the utilisation of Hydrogen as a fuel vector. There should also be a drive to address high levels of 
Fuel Poverty within the islands.  This could be in the form of supplementary energy efficiency 
programmes or the development of smart grid solutions to supply island homes with electricity from 
island wind farms at lower cost. 

The key growth areas in the Western Isles are Renewable Energy, Research & Innovation, the 
Visitor Economy, Food & Drink, the Digital Economy, Culture and Media, Textiles, Fisheries and 
Agriculture, to name but a few key sectors, and the Comhairle would wish these to be contained in 
any future domestic or regional strategy, policies and plans.  Energy, Transport and Digital 
Infrastructure all need upgrading to enable the islands to be more competitive and have some 
measure of parity with mainland areas.  

Social funding should also feature but not to the exclusion of economic / infrastructure funding. 
Current ESF Programmes in the Western Isles such as the Employability Programme and Poverty 
and Social Inclusion Programme are providing a legacy, but further and a higher level of funding 
could build on that.  One of the difficulties with the current Structural Funds programmes is that the 
eligibility criteria for awarding funding has been quite restrictive – essentially Climate Change, SMEs 
and Job Creation and Poverty and Social Inclusion.   This would not be the case post-Brexit, should 
it happen, where priorities could be set on a differentiated regional basis that so that SPF funds can 
have the greatest impact. While the current Structural Funds have met the EU and national 
Inclusion Agenda, these have not had much impact in terms of assisting trade apprenticeships 
which could have met the needs of local employers and the local economy, despite significant 
demand. This could also have helped the local ‘young economically active population’ agenda.     

As regards alignment to future strategies and plans, The Islands (Scotland) Act/National Islands 
Plan, the Crown Estate Bill, the devolution of Marine Regional Planning, Land Reform legislation 
and moves towards Single Island Partnerships are all part of a process inexorably driving towards 
greater self-determination for Scotland’s Islands. These processes reflect the distinct needs and 
opportunities of island areas.  

3. In terms of the proposal for a UK Shared Prosperity Fund - where should the responsibility
for any decisions about funding levels and allocation be taken (for example UK Government,
Scottish Government, Local Government or local stakeholders) and what level of autonomy
should they have in deciding how funding is allocated?

It is essential that the Shared Prosperity Fund is a stand-alone Fund that can be seen to directly 
address regional disparities, as EU Cohesion Policy has sought to do and not be conflated with 
other funding in place or opportunities being negotiated. For example the Shared Prosperity Fund 
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(existing funding) should be entirely separate from any Islands Growth Deal (new funding) currently 
being negotiated.  

It would appear that priorities will reflect those within the Industrial Strategy and that this is an 
opportunity to re-balance the UK economy. However, the word ‘industrial’ has certain connotations 
and may be regarded as being rather incongruous in the context of remoter rural and island 
economies where there is little or no industrial heritage. Pre-programme consultation is vital and this 
should be done in an effective and credible consultative manner with local authorities and regional 
stakeholders. Arguably, the consultation process in current EU Structural Funds programmes has 
largely been a paper exercise without much cognisance taken of stakeholder views from the 
Highlands and Islands, at least not many that have manifested at the implementation stage.  It is 
evident that top-down, one size fits all national programmes do not work. Triple devolution from 
national government to local authorities to communities could work well in terms of a future regional 
policy supported by the UK Shared Prosperity Fund. For that to happen, there has to be an 
understanding by central government of what is required to achieve sustainable regional 
development throughout the country.  

EU Structural Funds 2014-2020 are currently very centralised and overseen by the Managing 
Authority (Scottish Government) in Scotland and the Comhairle would seek further devolution of any 
national funding programme to the regional level, possibly at Scottish Islands or Scottish Islands 
and West Highlands Partnership, if there was a political will, but at the very least at Highlands and 
Islands level.  Locally delivered EU programmes such as LEADER and EMFF have worked well in 
the Western Isles where ‘local development strategies’ have shaped and guided the application and 
decision making process. There may also be scope for integrating local delivery of some parts of 
any replacement scheme for SRDP.  

Certainly, any future funding programmes should reflect regions’ distinct needs and reclaim a 
territorial perspective which has been lost in the 2014 to 2020 Structural Funds programmes.  It is 
worth noting that the most successful EU Structural Programmes in the Highlands and Islands were 
the most devolved, e.g. the Objective 1 programme 1994-1999 and the HISTP Programme 2000-
2006.  The H&Is Convergence programme saw the emergence of Strategic Delivery Bodies and 
CPP mechanisms which had their difficulties in terms of delivery, while the current EU Structural 
Funds programmes 2014-2020 are based on a Lead Partner model, consisting mostly of Scottish 
Government departments, national or regional agencies.  Local authorities have largely been on the 
periphery of the current EU Structural Funds programmes at all stages of the process, from 
consultation, governance to delivery. 

4. To what extent should the current system of allocating funding to strategic interventions
across Scotland through lead partners, etc, be retained or changed by any post-Brexit
funding approach and why?

The ERDF and ESF programmes are being delivered through eleven Strategic Interventions led by 
Lead Partners and Scottish Government Departments. Lead Partners include national bodies such 
as the Scottish Funding Council; Skills Development Scotland; Transport Scotland; Scottish Natural 
Heritage; and Visit Scotland; and regional bodies such as Highlands and Islands Enterprise and 
local authorities. Local Authorities’ role in the delivery of Strategic interventions as Lead Partners, 
has been limited to Employability Pipelines, some aspects of Poverty and Social Inclusion 
(Enhanced Employability) and Business Gateway, representing a relatively small proportion of the 
transitional monies allocation, e.g. £19.61m for Employability and £3.02m for Poverty and Social 
Inclusion in the Highlands and Islands. 

It is fair to say that some of the Strategic Interventions have had either limited or no impact or 
relevance in the Highlands and Islands, for example, Green Infrastructure (urban 
orientated/population settlements >10,000); Big Lottery Poverty and Social Inclusion (urban, largely 
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city orientated); Low Carbon Travel and Transport (high minimum funding thresholds - initially 
£500k); Circular Economy (SMEs only); National Third Sector Fund (Third Sector only); Growing the 
Social Economy (both Third Sector, not for profit organisations, or Social Enterprises only), and the 
Social Innovation Fund (Social Enterprises only).  Historically, local authorities have been key 
players in ESIF programmes, as influencers, in developing and leading on projects and providers of 
match funding in the open competitive bidding rounds of previous programmes, but that role has 
diminished under a more centralised approach and the Lead Partner model adopted by Scottish 
Government. The Comhairle and other Highlands and Islands stakeholders requested specific 
stand-alone Sustainable Transport and Culture and Heritage Strategic Interventions, at the 
beginning of the programmes, but these were not granted. A Culture and Heritage strand worth 
about £5.4m Highlands and Islands–wide and led by SNH, has recently been launched and will be 
taking applications up until 22 April 2019. This is relatively little funding across the region, is likely to 
be oversubscribed and highly competitive.  

The Comhairle would not therefore seek a retention of the Strategic Interventions model, as funding 
allocations are sought on a regional/sub-regional programme basis where delivery is actioned 
through regional and local partnerships comprising local authorities, their partners and other local 
stakeholders. Programme priorities (regional/local) would be tailored to recognise and address 
specific regional challenges as well as capitalising on regional strengths, rather than the current 
ESIF 2014-20 Scotland-wide programmes which are more centralised/top-down and lack 
adaptability to islands’ specificities.  

The Comhairle’s view of the Scottish Chapter of the UK Partnership Agreement, which defined the 
current Structural Funds Programmes, was that it lacked a sufficiently strong islands dimension or a 
strong policy commitment to support islands and peripheral areas and should have recognised the 
specific challenges and needs of geographical areas that suffer from severe and permanent natural 
or demographic handicap.   

Barriers to funding projects 

5. What barriers limit strategic intervention funds being committed to individual projects
under the current programmes and to what extent should any new structural funding
approach address these barriers?

The ERDF and ESF programmes are being delivered through eleven Strategic Interventions led by 
Lead Partners and Scottish Government Departments. Local authorities’ role in the delivery of 
Strategic Interventions as Lead Partners, has been limited to Employability Pipelines, some aspects 
of Poverty and Social Inclusion (Enhanced Employability) and Business Gateway, representing a 
relatively small proportion of the transitional monies allocation, e.g. £19.61m for Employability and 
£3.02m for Poverty and Social Inclusion in the Highlands and Islands. 

It’s essential that under any future funding programme there is flexibility built in to tailor funding 
priorities and policies to any changing economic circumstances and account for specificities such as 
smaller population thresholds, smaller scales of project, smaller SMEs base, salary limits, and which 
can provide funding towards projects that may be considered of a higher risk.  As programmes have 
moved more towards revenue funding, it should be emphasised that the UKSPF should be able to 
fund more Capital projects as these are of vital importance to places such as the Western Isles in 
terms of addressing long standing structural difficulties such as physical and digital connectivity and 
energy.  In terms of improving regional competitiveness and parity with the mainland, the local 
region’s basic infrastructure requires immediate investment. 

6. To what extent should any rules relating to post-Brexit structural funding enable a flexible
approach to the range of local projects that can be supported or should the rules focus on
funding specific outcomes or purposes (such as through ring fencing)?
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A flexible approach to the range of local projects (based on a local and regional strategy and plan) 
would be welcomed by the Comhairle. It was clear from the outset that the EU Structural Funds 
Programmes (ERDF and ESF) were driven by the priorities set out in the EU 2020 Strategy for 
Smart (Business Competiveness, Innovation and job), Sustainable (Low Carbon and Resource 
Efficiency) and Inclusive Growth (Combating Poverty and Social Exclusion).  These constraints will 
no longer apply if the UK withdraws from the EU. As regards Member State intervention, the key 
framework document was the UK Partnership Agreement which included a Scottish Chapter. In 
early discussions, the UK Government had agreed in principle that the UK Partnership Agreement, 
and any subsequent review of the UK Partnership Agreement and the devolved Scottish Chapter of 
it, would respect and implement, wherever possible, the COREPER (Committee of Permanent 
Representatives from Member States) provisions agreed on 19 December 2013: “...where 
appropriate, an integrated approach, to address demographic challenges of regions or specific 
needs of geographical areas which suffer by severe and permanent natural or demographic 
handicaps, as defined in Article 174 of the Treaty”. While the final UK Partnership Agreement (3.1.6) 
did recognise the Highlands and Islands, as “…..the only region of the UK that falls within the scope 
of the EU definition of severe and permanent demographic handicap …..and which has a population 
density of 11.2 people per square kilometre”, the consensus, certainly among Highlands and Islands 
European Partners (HIEP), was that the UK Partnership Agreement and the Scottish Chapter of it 
did not recognise or address sufficiently territorial/regional and sub-regional differences. Early in 
proceedings, it was apparent that the 2014-2020 ESIF programmes were going to be Scotland-wide 
which raised concerns about their adaptability and appropriateness for islands and mainland 
peripheries.  

It is anticipated that post-Brexit Structural Funding will have close alignment with the UK Industrial 
Strategy, but it is also vital that cognisance is taken of rural, peripheral and fragile communities, 
island and regional specificities and geographic/permanent handicaps. The UK Government (24th 
July 2018) published a Written Ministerial Statement on the UK Shared Prosperity Fund (UKSFP) 
stating that they will also discuss with devolved administrations and other stakeholders how Local 
Industrial Strategies could work in the devolved administrations. The Conservative manifesto 2017 
committed to establishing a UK Shared Prosperity Fund: ‘to reduce inequalities between 
communities across our four nations…and targeted where it is needed most’. The Written Ministerial 
Statement added the objective of the UKSPF – ‘the UKSPF will tackle inequalities between 
communities by raising productivity, especially in those parts of our country whose economies are 
furthest behind. The UKSPF will achieve this objective by strengthening the foundations of 
productivity as set out in our modern Industrial Strategy to support people to benefit from economic 
prosperity.’ 

7. Are there examples of current structural fund priorities being more effectively supported
by other funds (or core funding) such that they should not form part of any post-Brexit
structural funding approach?

As islands with permanent geographic handicap, the agenda continues to be: 
• infrastructural and digital connectivity;
• investment in sustainable growth sectors such as renewables;
• investment in new technologies;
• retention of our working age populations;
• relocation to the Western Isles of pre and post- Brexit jobs;
• affordable housing and rural resettlement initiatives;
• support for our traditional industries;
• control over our natural assets;
• investment in our private sector through an incentivising apprenticeship programme;
• investment in our education and skills;
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• expansion of local UHI provision;
• support for aviation and ferries transportation; and
• an overall reduction in the cost of living and an improvement in the mobility of labour.

These are the broad areas the Comhairle would want supported by the Shared Prosperity Fund
(SPF) and which would improve regional competitiveness. More specifically, funding should also be
available for enhanced local decision making power on land and in the sea.  Communities taking
forward land purchase under Land Reform legislation should be supported with capital and revenue
funding.  Local decision making in the Marine Sector (Crown Estate leasing powers and Marine
Regional Planning powers) is the latest manifestation of self-determination for islands and this could
be specifically supported as a new/pilot area under the Shared Prosperity Fund. Large scale
transformation programmes and projects should continue to be funded by the Shared Prosperity
Fund and the optimum scenario would be for local authorities, agencies and stakeholders to
determine what these should be going forward.

European Territorial Cooperation Programmes such as INTERREG, NPA Programme, and
ERASMUS+ have been important to the Western Isles over the years, allowing a sharing of
experiences and best practice with international partners, improved networking, and learning and
student exchanges. Continuation of these programmes and participation would be welcomed.

Administration

8. What changes to the current monitoring, evaluation and compliance activities would
reduce administrative complexity for any future structural funds approach while maintaining
sufficient transparency?

The UK Government (24th July 2018) published a Written Ministerial Statement on the UK Shared 
Prosperity Fund (UKSFP) which states that the UK Shared Prosperity Fund will be a simplified, 
integrated fund. Simplified administration for the fund will ensure that investments are 
targeted effectively to align with the challenges faced by places across the country and 
supported by strong evidence about what works at the local level.  The UKSPF will operate 
across the UK and the UK Government will of course respect the devolution settlements in 
Scotland, Wales and Northern Ireland and will engage with the devolved administrations to ensure 
that the Fund works for places across the UK. All of this is to be welcomed if the aspirations match 
the rhetoric.  

Overall, there has been insufficient accountability or transparency as to how funds are allocated in 
the Highlands and Islands and stakeholders have raised this continuously at the Highlands and 
Islands Territorial Committee. Generally, there has been poor communication between national 
delivery bodies and stakeholders for national schemes being implemented in the Highlands and 
Islands and this has resulted in a poor take-up of some of the schemes in the region. Some of the 
timelines between calls and submission deadlines have been challenging to say the least, 
especially given the required scale of some of the programmes.  

Match funding continues to be a problem in a climate of public sector funding constraints and 100% 
funding of project activities or operations by the UK SPF would, as far as is possible, be welcomed. 
The ESIF application process is two staged and has been protracted which has impacted on 
timelines. The whole process from application, to governance, delivery and claims is very labour 
intensive, bureaucratic, audit intensive, and legally onerous on Lead Partners. Some Lead Partners 
have not taken up their ESF and ERDF provisional allocations, while others are reconsidering their 
position mid-process with regard to phase 1 continuation. Withdrawals from the programmes of this 
nature will have implications for Phase 2 allocations and the pace of programme commitment and 
spend going forward. The pace of spend has been slow and funds have been decommitted due to 
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N+3 failure.  As regards local community development in the Western Isles, the Outer Hebrides 
LEADER programme has been performing well with a good pace of approvals, although the 
Comhairle understands that this is not the case across the Highlands and Islands, with concerns 
raised about disproportionate audit regimes and the IT system. 

The Comhairle is represented on the Highlands and Islands Territorial Committee (HITC) at elected 
Member and Officer level, on the Rural Development Operational Committee at Director level, and 
the Islands Authorities’ Chief Executives are represented on the JPMC, on a rotational basis. 
However, the HITC has not been the influential and decision making forum hoped for by 
stakeholders, in terms of determining how Transition monies are allocated in the region. The HITC 
should have a role in monitoring the impact of funding delivery in the Highlands and Islands 
Transition region, but in reality this does not happen. Furthermore, the overarching JPMC, which 
covers all 4 ESIF Funds, only meets twice a year and its composition, largely, is made up of people 
with no hands-on operational involvement in current ESIF programmes. The current ESIF 
programme’s mid-term review has generated some positive recommendations, but there are 
concerns that these might be too late in terms of the proposed Brexit extension which is now 
October 2019 and the relatively advanced stage of the programmes. 

9. Should the system for making claims change for any future funding approach?

The submission of claims as alluded to previously has been an onerous and protracted process. It is 
also an online process on a fairly rigid MI system (Eumis) and the amount of information or evidence 
that is required to back up a claim is considerable. It is currently reckoned that claims are taking an 
average of 82 days to process (SLAED, March 2019).  Smaller organisations and some Third Sector 
bodies could not accommodate these timescales without experiencing some cash flow difficulties. 
Furthermore, due to imprecise and changing national guidelines, and also to stakeholder 
interpretation or perceived misinterpretation of these guidelines, there is often no guarantee of 
drawing down the full amount of ESF that is due as a result of ineligible expenditure.  

That has been the Comhairle’s experience thus far.  The submission of claims should be simple and 
streamlined and not involve complicated cost models or onerous collection of data, and should 
involve as a precursor a reduced and simplified application processes.   EU funding streams have 
historically been more onerous than domestic funding programmes in terms of document retention 
and audit regimes, but with the UK’s withdrawal from the EU, future programmes will not be subject 
to the European Commission’s audit regime.    

Whatever transpires, It is important that the governance and all aspects of the delivery (including 
the claims regime) of the future programmes are established and agreed at the start, without 
subsequent deviation, and that must include stakeholder involvement in determining what has 
worked well and what has not with current EU programmes. It is worth noting that the Highlands and 
Islands European Partnership produced a Report in March 2014 “Technical Assistance Lessons 
Learned from the 2007-13 Convergence Programme in the Highlands and Islands (TALL)”, much of 
which was overlooked in the consultation leading up to the current Structural Funds programmes 
2014-2020, but much of which still holds true.  
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FINANCE AND CONSTITUTION COMMITTEE  

FUNDING OF EU STRUCTURAL FUND PRIORITIES IN SCOTLAND, POST-BREXIT  

SUBMISSION FROM ZERO WASTE SCOTLAND  

Core approach 

1. How should Scotland’s share of post-Brexit structural funding be determined? (for example, 
should it be on measures such as GDP, needs-based, via the Barnett formula; match 
funding or based on competition?)    
 
Scotland’s share of post-Brexit funding should be determined, primarily, on a needs-based 
format.  This would ensure that the funding is allocated to areas that need it most and 
therefore the best use of it can be made.    
 

2. Should the existing structural funding priorities be retained for any new funding approach 
post-Brexit or are there other national or regional outcomes, strategies or plans to which 
future funding should align instead?    
 
The existing structural funding priorities should be maintained but the activity evolved to 
ensure that learning from existing activity is incorporated into any new funding approach.  
For Zero Waste Scotland the priorities of: 
 

• improve employment opportunities 
• make Scotland more competitive in business 
• ensure our communities are healthy and sustainable 
• building a sustainable, low-carbon Scotland 

 
are most relevant and the Programmes we are developing, particularly in relation to the 
development of a Circular Economy in Scotland, will be able to positively impact on these 
priorities. 
 
An alternative approach ould be aligning the priorities with the Scottish Government’s 
National Performance Framework. 
 
Consideration could also be given to how the existing ESIF funds have been spent within the 
LUPS and H&I regions to ensure that, if appropriate, the allocation of funds between the 
LUPS and H&I regions for future structural funds can reflect the capacity of these regions to 
deliver activities that contribute to the priorities. 

Zero Waste Scotland values the opportunity to access the significant funding from Europe to 
accelerate our work. We would anticipate working closely with the Scottish Government to 
understand the funding landscape beyond Brexit; to consider supporting options which drive 
the transition to a Scottish Circular Economy, accessing public (and private) funding as 
investment leverage from within and beyond our borders. 

 
Zero Waste Scotland identified work with SMEs in our Strategic Intervention. Experience is 
showing that we would be able to better achieve our outcomes by expanding the scope of 
our funding to working with non-SMEs and the public sector. This would allow the 
development of wider & more strategic partnerships across a range of stakeholders, in 
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support of scalable & impactful circular economy and resource efficiency opportunities, 
thereby  improving employment, infrastructure and productivity in Scotland.  
 
 
We believe significant success in the future could come with combining public funding with 
other forms of finance including private match and loans. There are limitations in the 
availability of match funding for projects. Zero Waste Scotland has limited options to access 
match funding as our main source has been from our existing funding (i.e. Scottish 
Government Zero Waste and Energy sponsors). With the trend being a reduction in public 
funding, this has an impact on what we can use for match. We also must balance funding 
ESIF projects with other priorities required by our funders, for activities that are not within the 
scope of the ESIF Strategic Intervention. While we thought we could partner with other 
funders this has had limited success with only the Climate Challenge Fund providing match 
funding for a limited period.  

 
3. In terms of the proposal for a UK Shared Prosperity Fund - where should the responsibility 

for any decisions about funding levels and allocation be taken (for example UK Government, 
Scottish Government, Local Government or local stakeholders) and what level of autonomy 
should they have in deciding how funding is allocated?    
 

Zero Waste Scotland considers that although a regional approach has its advantages on a 
project basis, to ensure the best alignment of outcomes at a national level, the Scottish 
Government is best placed to allocate funding and determine the accountability processes 
for the future.  

 
 

4. To what extent should the current system of allocating funding to strategic interventions 
across Scotland through lead partners etc be retained or changed by any post-Brexit funding 
approach and why?  
 
A key benefit of enabling Lead Partners to develop Strategic Interventions is that 
organisations which have a thorough understanding of how best structural funds can be 
used to support activity to contribute to the Fund’s priorities are able to develop interventions 
for the Scottish Government, as Managing Authority, to consider.  This approach creates a 
governance framework that is robust and ensures the Funds are used effectively and 
appropriately.  
 
Encouraging Lead Partners to consider multi-year milestones would provide an additional 
level of flexibility in implementation and reduce the potential for Lead Partners to chase 
annual targets at the detriment of longer-term benefits. 
 

Barriers to funding projects  

5. What barriers limit strategic intervention funds being committed to individual projects under 
the current programmes and to what extent should any new structural funding approach 
address these barriers?  

The setup of programmes of activity following the agreement of the award of structural funds 
can delay the commitment of funding to the individual projects.   Grant Programmes have a 
greater lead time due to the requirement for an application process and where this Grant 
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Programme seeks to support innovative projects the assessment and due diligence period 
can take longer than anticipated.   

Additional challenge with Grant Programmes is the reliance on third parties and potentially 
sub-contractors to deliver on the activities, incur expenditure and submit claims.  Often this 
can result in underspends coming to light late in the projects lifecycle when there is 
insufficient time to reallocate the funds. 

It would be important to ensure  clarity on the rules and evidential requirement for claim 
expenditure to maximise  the value of structural funds claimed. 

Long term commitments of funding and support to our customers is vital. The circular 
economy is still at a developmental stage; projects are high risk (high reward for success) 
and need public funding to progress. Our customers need confidence to partner with us to 
move their ideas forward. Zero Waste Scotland needs to continue to offer that confidence 
with investment over the medium term. In addition: 
 

• An annual/biannual operations approach would allow us to amend and adapt our 
approach to meet need without losing the benefits of long term certainty.  This is 
particularly important in establishing strong pipelines with the freedom to horizon 
scan.  

• It is important that we can continue to look at a varied approach to deliver at national, 
regional and sectoral levels.  

• We would welcome development of a joined-up approach regarding social outcomes 
and other horizontal themes. We have found it challenging to consider the wider 
impact of projects when the ERDF reporting requirements put such a high emphasis 
on the quantitative outputs and result (i.e. CO2, jobs and tonnes).  

• Our experience has been that more in-depth funding for SMEs could have had better 
results. We would now, on reflection, have lowered our targets to support such high 
numbers of SMEs and looked to provide more in-depth support to a smaller number 
with increased per head spend. This is something that should be considered to 
realise the best outcomes from future ESIF programmes.  

• Our experience has been that funding for SMEs is perhaps ‘saturated’ with many 
agencies targeting businesses in this category married with the time pressures that 
SMEs must engage with funding programmes. We would recommend close co-
ordination of future ESIF funding within the wider funding landscape in Scotland to 
ensure it is adding the most value. One way of ensuring this would be to encourage 
as wide an audience as possible in the scope of the funds (i.e. non-SMEs and public 
sector).  

• Although some commitment was made by lead partners at the outset, the expected 
level of co-ordination within the wider funding landscape in Scotland did not meet its 
potential, leading to many SIs working in similar areas.  It is recommended that   
Scottish Government actively co-ordinate with Lead Partners for future development 
investments.  

 
Risks 

• The yet unknown impacts of Brexit on regional funding could result in less funding 
being available, therefore it is important that value is at the forefront of any decisions 
regarding accountability and compliance.  

• In our experience of working with micro business and community-based 
organisations, as much as possible must be done to allow them to focus on delivery 
rather than administration.  Specifically, the level of evidence required for defrayment 
of expenditure, could hinder the ability to support small and community-based 
organisations who are less able to take on such a burden.  
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6. To what extent should any rules relating to post-Brexit structural funding enable a flexible 

approach to the range of local projects that can be supported, or should the rules focus on 
funding specific outcomes or purposes (such as through ring fencing)?  
 
Zero Waste Scotland considers it would be advantageous for structural funds to focus on 
funding specific outcomes or purposes providing there is flexibility in the approach taken to 
achieve the specific outcomes.   This would enable Lead Partners to develop Programmes 
which could support multiple approaches and if an approach is proving particularly 
successful to focus activity on this to maximise impact. 
 
Where the Scottish Government is particularly keen to see a specific outcome achieved they 
should work with a relevant Lead Partner to develop a Programme of Activity which will 
contribute to the outcome.  
 
The ERDF National Rules required any reclaimable staff to work 100% of their time solely on 
ERDF activity.  As a relativity small organisation this has been difficult particularly within 
corporate service functions (HR, Finance etc) who work across the whole organisation.  
Operationally, there has been a need to re-structure teams to accommodate this which has 
taken time and had some impact on delivery.  It was expected that the 15% uplift to staff 
expenditure to cover overheads would cover any additional expenditure, however this has 
not been sufficient.  Organisations that have received financial support via Zero Waste 
Scotland’s ERDF funded Programmes have also reported similar experience of the 
restriction this requirement places on staff. 
 

Formal provision for a “discovery phase” in future funding rounds could lead to stronger 
programmes and more realistic pre-intervention estimates of impact.  Estimating expected 
impact for targets was challenging for some of our more innovative interventions, where the 
project mix, timescales, and success rates could not be modelled on past activity.  This kind 
of ground-breaking support is something that ERDF funds have been well placed to support, 
but future programmes might benefit further from a more iterative approach to funding 
approval, piloting of interventions, revised estimates of impact, and a final decision on scale 
of funding.   

7. Are there examples of current structural fund priorities being more effectively supported by 
other funds (or core funding) such that they should not form part of any post-Brexit structural 
funding approach?  

N/A  

Administration 

8. What changes to the current monitoring, evaluation and compliance activities would reduce 
administrative complexity for any future structural funds approach while maintaining 
sufficient transparency? 

Greater interaction between the Managing Authority and Lead Partners on monitoring, 
evaluation and compliance activities would improve the efficiency of these tasks through a 
greater understanding of the specific requirements.  
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It is critical that management information systems to support the claims and compliance 
process are robust, easy to use and fulfil the requirements of the Managing Authority, Lead 
Partners and Delivery Agents with strong reporting capabilities.  

In terms of improvement, there might be scope for better co-ordination of how different 
organisations approach common evaluation challenges across the wider programme 
regarding how common indicators are defined and reported.  Zero Waste Scotland could 
bring our extensive experience of measuring carbon, using Scotland’s innovative Carbon 
Metric for waste and materials, and would welcome discussion about opportunities to adopt 
this more consistently across Scottish partners.  Other organisations might have other 
specialisms and greater alignment of generic approaches to issues such as measurement of 
lifetime impact or attribution could aid targeting of future funding rounds.   

The circular economy has real opportunity to support social justice outcomes through 
improving local job creation and employability. There are however challenges associated 
with this as often technologies and circular economy business models are at an early stage 
and need time to develop. It will only be possible to evaluate the full impacts of the social 
outcomes over the longer term. Future ESIF programmes could give greater support and 
guidance for how social outcomes, and other horizontal themes, can be better considered at 
the point of awarding grants and contracts to recipients. These outcomes are easier to 
assess in post-award evaluation but compared to other outcomes, they are often difficult to 
compare with quantitative outputs and results.   
 
Additionally, the impact (CO2e, jobs and tonnes) of Zero Waste Scotland’s circular economy 
work will only be fully realised in the long term.  However, the current reporting framework 
requires these to be reported during the Programme life time.  Therefore, it would be helpful 
if the monitoring and evaluation requirements of any future structural fund  took account of 
this time lag and sought to capture data following the completion of the Programme. 

 

9. Should the system for making claims change for any future funding approach?  

Improvements are required to the current EUMIS system to ensure it is  more efficient and 
adaptable and clearer guidance as to the evidential requirements  from Lead Partners would 
be welcomed.  The time taken for verification and payment from the submission of a 
completed claim should be reduced and more face to face time between the Managing 
Authority and Lead Partners during this process would be beneficial.  

Zero Waste Scotland consider that having an agreed timetable for submitting claims would 
be beneficial.  For example, if this was quarterly with agreed claim processing times it would 
make financial planning more straight forward and enable the Lead Partners to effectively 
plan their work efficiently. 
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Introduction 

1. This paper addresses the issue of the replacement of EU Structural & Investment (ESI) 
funding in Scotland after the UK leaves the EU. It briefly summarises the history of the funds 
and then considers the scale and design of the proposed Shared Prosperity Fund (SPF), 
which has been earmarked to replace ESI funding.  This mainly relates to Question 1 of the 
Committee Brief: 

“How should Scotland’s share of post-Brexit structural funding be determined? 
(for example, should it be on measures such as GDP, needs-based, via the Barnett 
formula; match funding or based on competition?)” 

2. The paper discusses the size of the SPF, how it might be distributed both between the 
constituent countries of the UK and using different geographies. It goes on to propose a use 
of the SPF in Scotland that focuses on social capital rather than on human capital (skills) and 
infrastructure (physical capital). This proposal for its use is accompanied by a possible 
scheme for its geographic distribution that is based on the Scottish Index of Multiple 
Deprivation.  

 
ESI Funding in Scotland 

3. Scotland has long experience of the ESI funding. This is particularly true of the 
Highlands and Islands which benefited from Objective One status from 1994 to 1999 and 
from transitional funding thereafter and continues to receive special recognition within the 
current ESI allocation.  

4. Currently, the ESI comprises four funds: the European Regional Development Fund 
(ERDF), the European Social Fund (ESF), the European Maritime and Fisheries Fund (EMFF) 
and the European Agricultural Fund for Rural Development (EAFRD). The Scottish 
Parliament’s “European Union Funding in Scotland” report details estimated spend during 
the 2014-2020 budget round for each of these funds. As of September 2018, the total value 
of ESI funds allocated to Scotland for this budget round was £842 million. Note that: 

a. ESI spending is allocated in euros. Its sterling value is therefore subject to 
exchange rate variation. 

b. ESI spending in Scotland has benefited from a €367 million transfer from CAP 
Pillar 1 into the EAFRD. Thus, as far as rural development is concerned, the 
boundary between agricultural support and support for rural businesses may not 
be easily defined. 

c. In total, Scotland received approx. £895 million in the 2014-20 budget round, of 
which £193 million was specifically allocated to the Highlands and Islands. 
Scotland’s share of total ESI funding allocated to the UK is close to its population 

https://digitalpublications.parliament.scot/ResearchBriefings/Report/2018/9/28/European-Union-funding-in-Scotland#EU-Funding-Programmes-2014-20
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share (8.32%). It amounts to £23 per person per annum over the 2014-20 
budget round (see Figure 1). 

d. A comparison with broadly equivalent expenditures by the Scottish Government 
- covering “Skills and Training”, “Enterprise Trade and Investment” and “Rural 
Economy Enterprise” - shows that ESI spending per head is relatively small in 
comparison. The Scottish Budget 2019-2020 shows aggregate spending on these 
programs amounted to £719.5 million in 2018-19 - equivalent to £133 per 
person. ESI funds are important, but form a relatively small proportion of all 
support for enterprise, rural development and skills in Scotland. 

e. An extensive infrastructure has developed to process ESI grant applications and 
awards. Those involved in this infrastructure are likely to resist radical change in 
their structure.  

f. The requirement for match funding for many projects also complicates the 
application process and may result in otherwise worthwhile projects not going 
ahead in areas where match funding is scarce. 

 

5. Note that the larger funds, ERDF and ESF, have tended to focus on infrastructure and 
skills development respectively. In the recent budget rounds, support for SMEs has also 
become prominent, with a particular focus on environmental issues. And the LEADER 
initiative, which is funded through EAFRD, has sought to increase support for rural 
development by engaging with local community and business networks.  

6. These priorities suggest that EU interventions have principally been aimed at 
improving productivity through measures to enhance stocks of both public capital and 
labour while not distorting trade other than in directions providing public benefit such as 
moving towards a low carbon economy. Specific interventions focussed on SMEs and 
communities are perhaps aimed at helping economic actors which are too small to influence 
overall patterns of economic activity and which have particular sustainability challenges.    
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Figure 1: Annual ESI funding per head

https://www.gov.scot/publications/scottish-budget-2019-20/
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7. Decisions over Structural Funding are made using GDP per head at NUTS 2 level. 
Scotland has four NUTS 2 regions - Highlands and Islands, North-East Scotland, Eastern 
Scotland and South-West Scotland. Less developed regions (those with GDP per head less 
than 75% of the EU average) are eligible for the highest levels of support, while transition 
regions (those with GDP per head greater than 75% but less than 90% of the EU average) 
qualify for more limited support. The EU allocates funding to member states based on these 
qualification criteria, but allows member states some latitude to redistribute funding. 

8. The allocation to Scotland in the 2014-20 budget was settled by the UK Government. 
In overriding the EU Commission’s judgement, the UK Government provided Scotland with a 
larger share of the total UK allocation than strict application of the Commission’s formula 
would have implied. The additional funding, which amounted to €228 million over the 2014-
20 budget round, came at the expense of additional funding to English regions. 

9. Should the UK leave the EU, the UK Government has committed to replace ESI funding 
with alternative arrangements. These are described collectively as the “Shared Prosperity 
Fund”. As yet relatively little of the detail of this fund has been settled. Some limited 
description of the fund is contained in the 2017 Conservative manifesto and subsequent UK 
Government statements. Thus, in its 2017 manifesto, the Conservative Party manifesto 
proposed a replacement “Shared Prosperity Fund” for existing ESI funds. Specifically, it 
argued that: 

“We will use the structural fund money that comes back to the UK following 
Brexit to create a United Kingdom Shared Prosperity Fund, specifically 
designed to reduce inequalities between communities across our four nations. 
The money that is spent will help deliver sustainable, inclusive growth based 
on our modern industrial strategy. We will consult widely on the design of the 
fund, including with the devolved administrations, local authorities, businesses 
and public bodies. The UK Shared Prosperity Fund will be cheap to administer, 
low in bureaucracy and targeted where it is needed most.” 

10. And in a statement to the House of Commons in July 2018, James Brokenshire 
(Secretary of State for Housing, Communities and Local Government) argued that the 
objective of the SPF would be to tackle inequalities between communities by raising 
productivity in those areas whose economic performance is relatively weak. (House of 
Commons Written Statement, 24th July 2018). He also acknowledged that the SPF would 
respect the devolution settlements and that it would be a simplified integrated fund. 

11. These statements imply that: 

a. The aim of the fund is to reduce spatial inequalities within the UK by 
improving economic performance in those areas that have lagged behind in 
recent years.  

https://www.parliament.uk/business/publications/written-questions-answers-statements/written-statement/Commons/2018-07-24/HCWS927/
https://www.parliament.uk/business/publications/written-questions-answers-statements/written-statement/Commons/2018-07-24/HCWS927/
https://www.parliament.uk/business/publications/written-questions-answers-statements/written-statement/Commons/2018-07-24/HCWS927/
https://www.parliament.uk/business/publications/written-questions-answers-statements/written-statement/Commons/2018-07-24/HCWS927/
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b. Changes in productivity are the mechanism by which this reduction is to be 
achieved. This presumably implies some “catch up” among low productivity 
regions to those with high productivity. 

c. Spending on the SPF will be comparable to existing ESI expenditure 

d. The fund will be less bureaucratic than the existing ESI funds. This may be 
possible in the UK given that much of the EU bureaucracy is associated with 
preventing corrupt use of the funds. 

12. Given this description, a measure of the success of the SPF would be a relative 
improvement in measured (per capita) productivity in areas where productivity is currently 
low. An obvious candidate measure would be Gross Value Added (GVA) per head, local 
measures of which have been developed in recent years by the Office for National Statistics. 

13. Note that increases in GVA could be achieved without there being consequential 
increases in local living standards. This could occur if the share of output going to profits 
rather than wages increases and these profits are not reinvested in the local economy. For 
example, though there has been very significant investment in the whisky industry recently, 
wages comprise only a small share of value added in this sector and alcohol industry 
investment could switch to locations outside Scotland if other drinks offered more 
profitable opportunities. 

14. UK receipts from ESI funding has been around £2.4bn per annum under the current EU 
budget round. The implication of UK Government statements is that the SPF will be of a 
similar magnitude. In terms of UK public expenditure, this means it will be a very modest. To 
put it in perspective: 

a. An SPF of £2.4bn would have been equivalent to 0.3 per cent of UK Total 
Managed Expenditure (TME) in 2018. The SPF will therefore account for a 
very small proportion of UK public spending. 

b. Annual expenditure on the SPF will be less than the expected budget overrun 
on the Crossrail project of £2.8bn (House of Commons Public Accounts 
Committee, March 2019) 

15. Current ESI spending accounts for a small fraction of public spending both within 
Scotland and the UK as a whole. Whereas there is considerable political lipservice to the 
need to reduce spatial inequalities within the UK, the size of the proposed SPF suggests that, 
if this is the main spending programme aimed at reducing spatial productivity differences in 
the UK, it is extremely unlikely to achieve its objective1. If it is to be used in conjunction with 

                                                      
1 There is some evidence that EU structural fund spending has had positive effects on growth in the UK if it is 
targeted on specific areas of regional need. But the effects are too small to produce significant convergence in 
GDP per head in the short to medium-term. 

https://publications.parliament.uk/pa/cm201719/cmselect/cmpubacc/2004/200406.htm#_idTextAnchor011
https://publications.parliament.uk/pa/cm201719/cmselect/cmpubacc/2004/200406.htm#_idTextAnchor011
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3198691&download=yes
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other regional development such as the City Deals, then how it may integrate with these 
programmes has to be clearly specified.  

16. In relation to Scotland, as already noted, ESI funding is around £23 per head per 
annum. Between 2015 and 2020-21, welfare cuts will result in reduced spending of £117 per 
head per annum (calculation based on Beatty and Fothergill (2016). Clearly, even if first 
round SPF spending had a significantly positive effect on economic performance, it is 
difficult to see how it could offset the negative effects of reduced welfare spending in 
second and subsequent rounds based on these differences in size. 

The Geography of the Shared Prosperity Fund 

17. Currently, the EU uses the NUTS 2 geography as the basis for allocating ESI funding. In 
the 2014-20 budget round, those NUTS 2 regions whose GDP per capita lay below 75% of 
average EU GDP per head were described as “less developed regions”, while those with GDP 
per head between 75% and 90% of the EU average were described as “transition regions”. 
This was the relatively simple “indicator of need” that was used to direct ESI funding. Clearly 
it depends on: 

a. the selected geography 

b. the indicator(s) used 

c. the rule applied to the indicator 

If the SPF is to be based on a measure of need, each of these elements will have to be 
selected. The choices are critical to the eventual funding allocations across different parts of 
the UK. 

18. What is the appropriate geography? There are 276 NUTS 2 regions in the EU. For the 
EU, the choice of geography reflects a trade-off between targeting homogeneous areas of 
disadvantage (which would suggest smaller areas since disadvantage tends to be relatively 
local) while being able to transfer responsibility to authorities competent to manage the 
funds (which would suggest larger areas). Similar considerations will apply to the geography 
selected for the SPF. However, since it will be restricted to the UK, a more detailed 
geography might be selected, such as NUTS 3, of which there are 174 regions in the UK and 
23 in Scotland. In recent years, the Office for National Statistics (ONS) have made 
considerable advances in developing spatially disaggregated measures of economic activity. 
In particular, estimates of Gross Value Added2 (GVA) have been developed for different 
geographies within the UK. In what follows, we use GVA data to show how the SPF might be 
allocated if it followed a similar design to the 2014-20 ESI mechanism. Specifically, we 
examine which Scottish NUTS 3 regions would qualify under a rule which assigned the status 

                                                      
2 Note that GVA plus taxes on products less subsidies on products equals GDP. GVA is a more reliable measure 
of local economic activity since taxes and subsidies on products tend only to be available at the whole 
economy level. 

https://www4.shu.ac.uk/research/cresr/sites/shu.ac.uk/files/cumulative-impact-welfare-reform-households-scotland.pdf
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of “less developed regions” to regions where GVA per head was 75% or less than the UK, or 
Scottish, average. 

19. Table 1 lists the NUTS 3 regions where GVA per head is less than 75% of the UK 
average for each of the years 1998, 2007 and 2017. The figures in the columns show the 
proportion of UK GVA per head in the relevant NUTS 3 area and year. While clearly a needs 
assessment exercise is likely to focus on the most recently available data, it is interesting to 
follow how the number of regions falling below the 75% threshold has changed over time. 
Table 1 shows that in 1998 there were 45 such regions in the UK; in 2007 there were 61; 
while in 2017 there were 75. Even though ESI spending was present throughout this period, 
UK spatial inequality has steadily increased. Unless SPF funding is vastly more efficient in 
generating productivity increases than ESI funding, the trend seems to indicate that it is 
likely that further increases in spatial inequality are more likely than reductions. 

20. Among those regions below the 75% threshold, there were 7 in Scotland in 1997 (16% 
of the total), 6 in 2007 (10% of the total) and 10 in 2017 (13% of the total). The number of 
NUTS 3 regions in Scotland below the 75% threshold has typically exceeded its population 
share (8.2%). However, NUTS 3 populations in Scotland have smaller population than those 
in the rest of the UK, on average. The total population Scottish NUTS 3 regions falling below 
the 75% threshold comprise 8.7% of the UK population. Thus, using this approach to needs 
assessment implies that Scotland would receive only slightly more than its population share 
of the SPF. This is very close to the 8.3% of the UK Structural Funds that Scotland currently 
receives. 

21. Note that when using the NUTS 3 geography, areas of Scotland falling below the 75% 
threshold are widely dispersed, from the Scottish Borders to Na h-Eileanan Siar. It is notable 
that none of Scotland’s cities would qualify, and neither would any part of the Highlands. 

22. How would the funds be distributed within Scotland if the SPF funding was devolved 
to the Scottish Government but a similar needs assessment mechanism was applied within 
Scotland? Thus, rather than taking 75% of UK GVA as the cut-off, this would imply a cut-off 
of 75% of Scottish GVA. Table 2 shows the results. They differ from Table 1 only because 
Scottish GVA per head is slightly lower than UK GVA per head and therefore regions whose 
GVA fall just below the UK threshold would no longer qualify based on the Scottish GVA per 
head. Comparing Tables 1 and 2, the shift to Scottish GVA per head would only exclude Na 
h-Eileanan Siar from the 2017 list of Scottish NUTS 3 regions eligible for SPF support. 

23. Using such a simple GVA-based threshold and a NUTS 3 geography to determine 
“need” has some drawbacks: 

a. using a 75% threshold fails to take account of how far regions are below the 
selected threshold. Thus, East Ayrshire, where GVA per head was only 53.7% 
of the Scottish average in 2017 would qualify alongside Inverclyde, East 
Renfrewshire and Renfrewshire where GVA per head was 74.8% of the 
Scottish average. 
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b. there is no obvious way to set the “best” threshold. Setting a low value would 
concentrate support among the poorest regions while a higher value spread 
support across a larger group of regions. Spreading the fund widely is likely to 
have more political support, but may sacrifice effectiveness. 

c. NUTS 3 regions to not necessarily correspond with areas that have well-
defined administrative authorities capable of managing the fund: some NUTS 
3 regions encompass more than one local authority e.g. Perth and Kinross 
and Stirling, while others are not matched to a single local authority e.g. 
Caithness and Sutherland and Ross and Cromarty. 

d. while GVA is clearly related to productivity, acknowledgement that the SPF 
will be too small to significantly reduce regional productivity differences 
might suggest that it should be used to address other forms of spatial 
inequality. The OECD3 has argued that GVA per head does not encompass 
issues such as sustainability, environment or social cohesion and well-being. 
Given that the fund is not large enough to be capable of significantly reducing 
spatial productivity differentials, it would seem odd to base its allocation 
solely on a measure related to productivity.  

e. Arguing along these lines, the Joseph Rowntree Foundation4 has argued that 
need should be measured using an index based on employment shares and 
low earnings. In its analysis, eligibility for the SPF would be restricted to the 
40 local authorities with the lowest score on this index. In Scotland, only 
Dundee, Glasgow City and North Ayrshire would qualify. It is further argued 
that the Barnett formula should not be used to allocate the SPF. Specifically, 
it argues that: 

“the fund should operate outside of the Barnett formula, which is used to 
allocate public expenditure to the devolved administrations. Using the 
Barnett formula would significantly disadvantage Wales and Northern 
Ireland as it is primarily based on population, and not on an assessment of 
economic need.” (Joseph Rowntree Foundation (1918) p20) 

This argument seems to be based on a misunderstanding of the Barnett 
formula, unless SPF allocations to the devolved nations do not start close to 
existing EIS allocations. Clearly, maintaining consistency with current EIS 
funding levels for the devolved nations is likely to have the lowest political 
cost for the UK government in establishing the SPF. 

                                                      
3 OECD Observer (2005) ‘Is GDP a satisfactory measure of growth’ blog.  
4 Designing a Shared Prosperity Fund, Joseph Rowntree Foundation, 2018 

http://oecdobserver.org/news/archivestory.php/aid/1518/Is_GDP_a_satisfactory_%20measure_of_growth_.html
https://www.jrf.org.uk/report/designing-shared-prosperity-fund
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f. The IPPR5 has argued that a more broad-based approach, which reflects 
considerations beyond growth, should be taken to the use of the SPF. Its 
approach would be to encourage citizen engagement in the design and use of 
the SPF at the local level. While this approach has the great advantage of 
increasing local engagement with the use of development funding, it does 
not address the issue of allocation between areas. The IPPR propose a 
“neighbourhood level metric” which “targets what really matters to 
communities” to allocate funding. If this process of selecting this metric is 
driven locally, outcomes will be contested between areas and there will be an 
inducement to game the system. 

g. However, the Scottish Government focuses on deprivation as its major 
indicator of need and uses this concept to drive many of its policies. For 
example, the widening access targets are that by 2030, 20% of entrants to all 
higher education should come from the 20% most deprived areas. 
Importantly, the measure of deprivation is driven by an index that is 
calculated in the same way across Scotland. The Scottish index of multiple 
deprivation (SIMD) is used to define Scotland’s “most deprived areas”. It 
brings together a number of indicators including health, housing, crime and 
employment to construct measures of deprivation at a much more detailed 
geography than NUTS 3 – namely data zones. There are almost 7000 data 
zones within Scotland. This map shows some groups of data zones that have 
experienced consistent deprivation since at least 2004. Their distribution 
differs markedly from a measure of need based on GVA per head at the NUTS 
3 geography. There is much greater concentration around Scotland’s cities 
and the Central Belt. Relatively few areas have both high levels of deprivation 
and low GVA per head, with North Lanarkshire and East Ayrshire having 
perhaps the clearest overlap. This illustrates both the importance and the 
difficulty of selecting the geography for the distribution of the SPF. 

24. This discussion shows that the allocation of the SPF will not be straightforward. Key to 
the allocations will be decisions about the objectives that the SPF has been set and the levels 
of governance at which these decisions will be made. The latter could stretch across a 
spectrum from local community groups up to the UK government. Inevitably, higher levels 
of government will wish both to take credit for the outcomes of the SPF and also to ensure 
that they are used properly to support the stated objectives. Both of these considerations 
run counter to the desire to devolve responsibility for distribution of the SPF as far as 
possible. 

25. On the other hand, it appears that “top-down” funding approaches, even though well-
intentioned, may fail to enhance funding bodies’ reputations. Blaenau Gwent is in the heart 
of the South Wales valleys which received around £4bn of EU funding over the last 20 years. 

                                                      
5 Regional Funding after Brexit, Institute for Public Policy Research, 2019 

https://www2.gov.scot/Resource/0051/00510864.pdf
https://www.ippr.org/files/2019-02/1551278444_regional-policy-post-brexitfeb19.pdf
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Yet this local council recorded Wales’s largest Leave vote, with 62 per cent of the population 
backing Brexit in 2016. 

26. The role for the Scottish Government in relation to the SPF will depend on 
negotiations with the UK Government and in particular on the U.K.’s willingness to devolve 
responsibility for distributing the SPF within Scotland. The UK Government has implied that 
it will respect the devolution settlement is in relation to the SPF, which might suggest a 
transfer of administrative control of the fund to the Scottish Government. This would be 
similar to the current position, except that the UK Government would replace the EU 
Commission as the source of funding. 

27. Given that a continuation of the existing ESI settlement or a GVA-based exercise both 
give Scotland around its population share of SPF funding, the likelihood is that the UK 
government will propose a settlement for Scotland around this amount. The application of 
the Barnett Formula in the case of a funding stream already close to Scotland’s population 
share would not lead to a significant Barnett squeeze. In contrast, Wales would be likely to 
resist a funding mechanism based on the Barnett formula since its current share of ESI 
funding is well above its population share.  

28. In these circumstances, inclusion within the Barnett formula would mean that changes 
to the size of the SPF in Scotland would track changes made at UK level. Clearly this could 
have both positive and negative consequences depending on the view taken by the UK 
government concerning expansion or contraction of the SPF. But it is unlikely that a needs-
based formula would yield a better result, given that, on most measures of need, Scotland’s 
share of “needy” regions does not exceed its population share. 

29. In an already crowded policy space, there is a danger that introducing new levels of 
administration, management and accountability relating to the SPF will lead to increases in 
costs that impair policy effectiveness. With the recently introduced City Deals and Industrial 
Strategy adding to existing devolved frameworks for economic and skills development, 
there is a danger of incoherence around both objectives and strategy leading to an 
inefficient use of public resources. 

30. Devolving decisions to lower levels of government, or even to determine priorities 
through citizen engagement may shift the costs of administering the funds, but is unlikely to 
reduce them, since there will still be a need for advice and accountability.  

31. Irrespective of the level at which the fund is operationalised, the devolved 
governments are likely to have to agree guidelines about how the SPF can be applied and 
evaluated.  

 
A Proposal 
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32. In this section I propose a possible approach to the use of the SPF in Scotland. It is 
premised on Scotland being allocated its population share of the SPF and being able to use 
these funds as it sees fit, so long as these do not distort the UK internal market. 

33. Past uses of EIF funding have largely been aimed at enhancing productivity by 
increasing investment in skills and infrastructure. Social capital has not been a priority. Yet 
Scotland faces several challenges for which greater investment in social capital might be a at 
least a partial solution.  

34. First, the rise of populism seems to coincide with a breakdown in support for “top-
down” solutions to societal problems among those who feel they have been “left behind” by 
recent economic and social change. This has also led to scepticism around the value of 
existing EU funding schemes, even in areas that have received generous treatment in recent 
years. As suggested previously, significant EU investment in infrastructure and skills has 
nevertheless led to comments such as “but this has not made a material difference to 
people’s lives. They are still struggling to find work, struggling to make ends meet.” (Adam 
Lusher, The Independent February 12, 2019). While such comments are perhaps based on a 
misunderstanding of the capability of relatively small interventions to transform economic 
opportunity, increased opportunity to be involved with rebuilding social capital could be a 
crucial catalyst for citizen re-engagement in these areas. 

35. Second, some parts of Scotland are facing the prospect of serious population decline 
over the next two decades. Other countries have already faced such prospects and have 
searched for policy responses which are sometimes labelled as “smart shrinkage” - the idea 
that places can lose population but still maintain quality of life. Research6 on 98 small towns 
in Iowa showed that:  

“smart shrinking towns exhibit higher social infrastructure by possessing more bridging 
social capital across diverse groups, greater quantities of linking social capital such as 
memberships and local organisations, and frequent civil engagement by participation 
in local projects. These activities are supported by a community culture of openness, 
tolerance, and support.”  (Peters et al (2018) p39) 

This model would involve greater community involvement in the allocation of funds 
towards investment in social infrastructure along the lines proposed by the IPPR. Clearly, 
an infrastructure would have to be built around supporting the types of social 
entrepreneurship that demonstrably enhance social capital. Local authorities would play a 
key role in providing this infrastructure and ensuring that its costs are contained. 

                                                      
6 Peters, D. J., Hamideh, S., Zarecor, K. E., & Ghandour, M. (2018). Using entrepreneurial social infrastructure 
to understand smart shrinkage in small towns. Journal of Rural Studies, 64, 39-49. 
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36. In previous paragraphs, I have suggested that it would be possible to allocate the SPF 
within Scotland based on SIMD classifications. Allocations using this geography would be 
relatively costless and would be seen to be impartial: SIMD statistics are difficult to game.  

37. Thus, this proposal is similar to that of the IPPR in that it envisages much greater 
community involvement in the use of funds, but it relies on existing well-established 
statistics to determine allocations. Specifically, allocations would be made at local authority 
level using the SIMD, but to be funded, projects would have to driven by social 
entrepreneurs, local businesses and community groups.  

38. Thus, for example, local authorities where more than 10% of datazones fall within the 
bottom decile of SIMD scores might be deemed eligible for SPF support. With this eligibility 
rule, the following local authorities would qualify: 

Local Authority 
Share of data zones within 

bottom SIMD decile 
South Lanarkshire 10.4% 
East Ayrshire 11.0% 
Clackmannanshire 11.1% 
North Lanarkshire 14.1% 
Renfrewshire 16.0% 
West Dunbartonshire 16.5% 
North Ayrshire 17.2% 
Dundee City 21.8% 
Inverclyde 27.2% 
Glasgow City 32.8% 

 

39. It is worth noting that the local authorities listed above typically receive more funding 
per head than more prosperous parts of Scotland, given that the local authority funding 
formula is weighted towards areas of multiple deprivation. However, while there may be 
some overlap with other public services, it would be important to ensure that the uses of 
the SPF funds are distinct and focussed on identifiable outcomes over specific time periods. 
The funding should be open to competition between local authorities in order to incentivise 
measurable outcomes such as numbers of social enterprise setups. 

40. How will we know whether the funds have achieved the intended outcomes? Some 
part of the SPF funding must be retained to evaluate outcomes from individual projects and 
to learn lessons that might be applied elsewhere. Note that evaluation of social outcomes 
may be more complex than evaluating investment in infrastructure or skills. 

41. Should there be a requirement for match funding with the SPF? History suggests that 
match funding often come from other public sector budgets, particularly local government. 
Hence one might question whether a matching requirement will skew priorities towards the 
SPF agenda if it is allocated competitively. Bidders may be encouraged to put up as much of 
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their “own” money in order to win SPF awards. Match funding is a useful commitment 
device, but it may skew budget priorities.  

Conclusion  

This paper has suggested that under present plans the size of the SPF will be insufficient to 
significantly address the wide, and growing, spatial inequalities within the UK. It also argues 
that in any UK-wide needs analysis, Scotland is likely to be awarded a share of the SPF 
approximately equal to its population share. And that therefore it would not be significantly 
disadvantaged if its award was “Barnettised”, though the UK government might expect the 
fund to be “ring fenced”.  If Scotland was able to maximise local control over the use of the 
fund, there might be a case for directing it towards enhancing social capital rather than 
towards the traditional uses of EIS funding - funding infrastructure and skills. The case for 
such an approach is that current EIS funding is aimed broadly at increasing productivity, but 
is not likely to have a very significant overall effect in narrowing productivity differentials 
and does not necessarily enhance community resilience against some of the challenges that 
face Scotland’s more deprived communities, and those facing population decline,  now and 
in the future. 
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Table 1: NUTS 3 Regions with GVA per head less than 75% of the UK Average 1998, 2007 and 2017. 

NUTS 3 Regions 1998 NUTS 3 Regions 2007 NUTS 3 Regions 2017 
Ards and North Down 41.2 Ards and North Down 41.3 Ards and North Down 36.9 
Fermanagh and Omagh 47.4 East Ayrshire and North Ayrshire mainland 50.3 Causeway Coast and Glens 48.1 
Causeway Coast and Glens 51.8 Causeway Coast and Glens 51.9 Fermanagh and Omagh 49.1 

Newry, Mourne and Down 54.1 Fermanagh and Omagh 52.6 East Ayrshire and North Ayrshire 
mainland 50.2 

Isle of Anglesey 54.3 Gwent Valleys 53.5 Newry, Mourne and Down 50.4 
Mid Ulster 57.4 Newry, Mourne and Down 53.9 Isle of Anglesey 52.4 
North Lanarkshire 57.8 Dumfries and Galloway 55.5 Gwent Valleys 54.3 
Dumfries and Galloway 59.0 Isle of Anglesey 56.1 Mid and East Antrim 55.7 
Gwent Valleys 60.0 Scottish Borders 57.9 Torbay 56.8 
East Dunbartonshire, West Dunbartonshire 
and Helensburgh and Lomond 60.1 Central Valleys 59.9 Wirral 57.1 

East Ayrshire and North Ayrshire mainland 60.4 Wirral 60.2 
East Dunbartonshire, West 
Dunbartonshire and Helensburgh and 
Lomond 

59.0 

Scottish Borders 61.9 South Lanarkshire 61.2 Sefton 59.4 
Durham CC 62.4 Durham CC 62.2 Northumberland 60.1 
Wirral 62.9 Mid Ulster 62.4 Lisburn and Castlereagh 60.8 
Central Valleys 63.4 Walsall 62.6 Durham CC 60.9 
Barnsley, Doncaster and Rotherham 63.5 Conwy and Denbighshire 62.8 Scottish Borders 61.4 
South West Wales 64.0 Blackpool 63.9 Mid Ulster 61.5 
South Lanarkshire 64.5 South West Wales 64.1 Dudley 61.5 
Cornwall and Isles of Scilly 65.3 Northumberland 64.3 Central Valleys 61.7 
East Derbyshire 65.5 Torbay 64.3 Conwy and Denbighshire 61.8 
Sefton 65.8 East Derbyshire 64.6 South Teesside 61.8 
Conwy and Denbighshire 65.8 Mid and East Antrim 64.8 South West Wales 62.3 
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Derry City and Strabane 65.9 South Ayrshire 65.3 Barnsley, Doncaster and Rotherham 62.6 
South Ayrshire 66.2 Greater Manchester North West 65.7 Greater Manchester North West 63.0 
South Teesside 67.8 Bridgend and Neath Port Talbot 65.7 Derry City and Strabane 63.0 
East Lothian and Midlothian 67.9 North Lanarkshire 66.3 Greater Manchester North East 63.3 
Greater Manchester North West 68.1 Barnsley, Doncaster and Rotherham 66.4 Blackpool 63.4 
Armagh City, Banbridge and Craigavon 68.3 Sefton 66.4 South Nottinghamshire 63.5 
South Nottinghamshire 69.0 Greater Manchester North East 66.4 South Lanarkshire 64.1 
Lisburn and Castlereagh 69.0 Cornwall and Isles of Scilly 66.5 Armagh City, Banbridge and Craigavon 64.2 
Greater Manchester North East 69.1 South Nottinghamshire 66.6 Southend-on-Sea 64.2 
Northumberland 70.1 Armagh City, Banbridge and Craigavon 67.0 Redbridge and Waltham Forest 64.5 
Blackpool 70.3 Derry City and Strabane 67.6 Cornwall and Isles of Scilly 64.6 
Isle of Wight 70.5 Powys 67.7 Powys 65.0 
Antrim and Newtownabbey 71.1 Isle of Wight 67.8 Lincolnshire 66.0 
East Merseyside 72.1 Medway 67.9 East Lothian and Midlothian 66.2 
Walsall 73.1 South Teesside 68.8 Antrim and Newtownabbey 66.2 
Redbridge and Waltham Forest 73.1 Dudley 69.2 Walsall 66.9 
Swansea 73.1 Stoke-on-Trent 69.2 Bridgend and Neath Port Talbot 67.0 
Bridgend and Neath Port Talbot 73.2 Breckland and South Norfolk 69.3 East Riding of Yorkshire 67.3 
Medway 73.5 Lincolnshire 70.0 Lancaster and Wyre 67.7 
Gwynedd 73.8 East Sussex CC 70.1 East Derbyshire 67.9 
Lancaster and Wyre 73.9 Redbridge and Waltham Forest 71.3 East Lancashire 68.0 
Kingston upon Hull, City of 74.8 Inverclyde, East Renfrewshire and Renfrewshire 71.6 Dumfries and Galloway 68.2 
Powys 74.9 North and West Norfolk 71.8 North Nottinghamshire 68.3 

  Blackburn with Darwen 71.9 Chorley and West Lancashire 68.5 

  Swansea 72.1 Bradford 68.7 

  Southend-on-Sea 72.1 North Lanarkshire 68.9 

  North Nottinghamshire 72.4 Wolverhampton 69.0 

  West Cumbria 72.7 Bexley and Greenwich 69.6 
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  Antrim and Newtownabbey 73.0 Staffordshire CC 69.7 

  
South and West Derbyshire 73.1 Inverclyde, East Renfrewshire and 

Renfrewshire 69.9 

  East Lancashire 73.2 Medway 70.4 

  Lisburn and Castlereagh 73.7 Calderdale and Kirklees 70.4 

  Shropshire CC 73.7 East Kent 70.5 

  East Riding of Yorkshire 74.3 Swansea 70.8 

  Calderdale and Kirklees 74.5 East Sussex CC 70.9 

  Staffordshire CC 74.7 Sandwell 70.9 

  Lancaster and Wyre 74.9 Essex Thames Gateway 71.6 

  Chorley and West Lancashire 74.9 South and West Derbyshire 71.7 

  Dorset CC 74.9 Dorset CC 71.8 

    Barking & Dagenham and Havering 71.8 

    Na h-Eileanan Siar 72.1 

    Shropshire CC 72.3 

    South Ayrshire 72.5 

    Enfield 72.6 

    Herefordshire, County of 72.7 

    Breckland and South Norfolk 72.8 

    Gwynedd 73.2 

    Plymouth 73.2 

    Hartlepool and Stockton-on-Tees 73.3 

    Isle of Wight 73.8 

    North and West Norfolk 74.2 

    Kingston upon Hull, City of 74.2 

    Somerset 74.7 
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Table 2: NUTS 3 Regions with GVA per head less than 75% of the Scottish Average 1998, 2007 and 2017 

NUTS 3 Region 1998 NUTS 3 Region 2007 NUTS 3 Region 2017 

North Lanarkshire 63.0 East Ayrshire and North Ayrshire mainland 53.6 East Ayrshire and North Ayrshire 
mainland 53.7 

Dumfries and Galloway 64.3 Dumfries and Galloway 59.2 
East Dunbartonshire, West 
Dunbartonshire and Helensburgh and 
Lomond 

63.2 

East Dunbartonshire, West Dunbartonshire and 
Helensburgh and Lomond 65.5 Scottish Borders 61.7 Scottish Borders 65.7 

East Ayrshire and North Ayrshire mainland 65.9 East Dunbartonshire, West Dunbartonshire and 
Helensburgh and Lomond 63.2 South Lanarkshire 68.6 

Scottish Borders 67.5 South Lanarkshire 65.2 East Lothian and Midlothian 70.9 
South Lanarkshire 70.3 South Ayrshire 69.6 Dumfries and Galloway 73.0 
South Ayrshire 72.2 North Lanarkshire 70.7 North Lanarkshire 73.8 

East Lothian and Midlothian 74.0 East Lothian and Midlothian 72.9 Inverclyde, East Renfrewshire and 
Renfrewshire 74.8 
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