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Scottish Parliament 

Finance Committee 

Wednesday 28 March 2012 

[The Convener opened the meeting at 09:30] 

Decision on Taking Business in 
Private 

The Convener (Kenneth Gibson): Good 
morning and welcome to the 10th meeting in 2012 
of the Scottish Parliament’s Finance Committee. 
We have received apologies from Michael 
McMahon, who is unable to be with us because of 
a recent bereavement—the loss of his mother. I 
ask members and all those present to turn off any 
mobile phones, pagers and BlackBerrys. 

Agenda item 1 is a decision on whether to take 
items 5, 6 and 7 in private. Are members content 
to take those items in private? 

Members indicated agreement. 

Economic and Fiscal Outlook 
(United Kingdom) 

09:30 

The Convener: Under item 2, we will take 
evidence from Robert Chote, the chairman of the 
Office for Budget Responsibility, on the United 
Kingdom economic and fiscal outlook. We will 
hear from Mr Chote on the OBR’s latest economic 
and fiscal outlook, which was published alongside 
the budget last week, and the OBR’s recent 
methodology note and forecast on Scottish taxes 
that might be devolved to the Scottish Parliament. 
I welcome Robert Chote and invite him to make a 
short opening statement. 

Robert Chote (Office for Budget 
Responsibility): Good morning, everybody—it is 
a great pleasure to be here. Thank you for inviting 
me. By way of advance apologies, if my voice 
goes and I become unresponsive later in the 
proceedings, that is through the flesh being weak 
rather than the spirit being unwilling. I will do my 
best. I am beginning to think that I should be more 
worried about my eyesight than my throat, but 
there we go. 

I will begin by saying a little about the economic 
and fiscal outlook, and I will then turn to the 
Scottish tax forecasts. A comparison between the 
current set of economic and fiscal forecasts and 
the ones that we produced at the time of the 
chancellor’s autumn statement back in November 
last year shows that, fundamentally, there has not 
been a great deal of change. The budget was 
largely neutral in its impact on the economy and 
public finances. The balance between the 
giveaways and takeaways in tax and spending 
measures does not exceed £2 billion in any year 
of the five-year forecast, so we are talking about 
an addition or subtraction to spending power in the 
economy of perhaps 0.1 per cent of gross 
domestic product. Therefore, it is not a significant 
budget judgment in the sense of being something 
that will have an enormous impact on the path of 
the economy in that period. However, we have 
made a couple of adjustments to elements of the 
forecast to reflect specific measures, such as 
excise duty changes that have an impact on 
inflation. 

In addition to the neutral budget, economic and 
fiscal data have been performing broadly as we 
expected in the period between November and 
now. The economy has performed much as 
expected. As we anticipated, it shrank by a little in 
the last quarter of last year, but it seems to have 
come into 2012 with a little more momentum than 
we had previously anticipated. On the fiscal side, 
we have not changed our forecast for Government 
borrowing this year by a great deal, although that 
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masks some slightly more significant changes in 
spending and tax. Government departments 
appear to have spent significantly less than they 
planned to and than we anticipated they would in 
November. In a sense, we have had to revise 
down departmental spending by about £6 billion 
this year. However, counter-weighing that is the 
fact that it looks as though tax revenues will come 
in about £5 billion weaker than we anticipated in 
November. A large part of that is to do with the 
fact that receipts from self-assessed income tax 
have been particularly weak in the past couple of 
months. Therefore, those two effects largely offset 
each other. 

The starting point is fairly unchanged from the 
situation in November. The big picture remains 
that we anticipate a steady and unspectacular 
economic recovery in the next five years, by the 
standards of recoveries from past recessions. That 
is reasonable given that we are coming out of a 
financial crisis; credit conditions are not yet back 
to normal; fiscal consolidation is providing 
headwinds; and consumers and businesses are 
dealing with their balance sheets. We have a 
steady recovery. 

The OBR is slightly more optimistic than the 
average of independent outside forecasters and 
slightly more pessimistic than the mean forecast 
from the Bank of England’s inflation reports—we 
are somewhere between the two. We have a 
forecast for the economy to grow by about 0.8 per 
cent this year. That is fractionally up on the 
November forecast simply because of the greater 
momentum coming into the first quarter, but 
fundamentally there is not a great deal of change. 
We have fractionally nudged down the expected 
growth rate in 2013, but other than that the picture 
is pretty much unchanged. 

There has been a little bit more change in the 
composition of GDP, but nothing dramatic. We 
have taken a slightly more pessimistic view of the 
outlook for business investment. In the short term, 
that reflects the fact that business investment 
numbers are very volatile on a quarter-by-quarter 
basis, and there was quite a steep fall in the fourth 
quarter of 2011 that has a sort of arithmetic, 
automatic knock-on effect into the weakness of 
calendar year 2012 growth. 

Looking further out, we have got slightly less 
dramatic investment growth in the final years of 
the forecast. That reflects a further examination of 
corporate balance sheets and our belief that 
official data may be somewhat overstating the 
amount of cash piled up in corporate balance 
sheets that is just sitting there waiting to be 
invested. There is a fair amount of cash out there, 
but it is not clear that it is in the hands of the sort 
of companies that might go out and engage in 

capital investment to quite the extent that the 
official figures suggest. 

We have looked back at the performance of 
investment growth coming out of the previous 
recession. Again, it seems to be sensible to see a 
picture that shows a robust recovery but one that 
is not quite as strong as the previous recovery, so 
we have business investment picking up by about 
40 per cent over the next five years, compared 
with the 50 per cent increase in the equivalent five 
years of the previous recovery. 

Offsetting that weaker investment, we have 
slightly stronger growth in consumer spending. In 
the short term, that is partly because of payment 
protection insurance pay-outs, which are a kind of 
mini-equivalent of building society 
demutualisations in providing some households 
with windfalls that they might go out and spend. In 
addition, asset prices are slightly stronger in this 
forecast than in the previous one, so that edges 
things up a bit. Within a broadly unchanged growth 
picture, there is a little bit of reallocation between 
consumer spending and investment, but I would 
not overstate the size of that. 

We have stuck with our view of the evolution of 
the potential output of the economy, which is very 
important for discussing the structural health of the 
public finances. Again, we assume that the 
potential growth of the economy takes a couple of 
years to return to its long-term trend growth rate. 
We assume that that fits with the idea of credit 
conditions still needing to normalise for a little bit. 
We end up with a path for potential GDP over the 
next five years that is broadly in line with the 
estimates of, for example, the Organisation of 
Economic Co-operation and Development and the 
International Monetary Fund and which is a bit 
more optimistic than that of the European 
Commission. 

In terms of the amount of spare capacity in the 
economy, we estimate that the economy was 
running at about 2.7 per cent below full capacity in 
2011, which is bang in line with the average of 
outside forecasts, although there is a fairly large 
range from about -0.5 to -4 per cent, which has 
quite a big impact on the assessment that is made 
of the size of the structural deficit versus the 
cyclical deficit at the moment. Overall, the picture 
is little changed from that of November. 

If we look at the path for the budget deficit, 
again that is not dramatically different from the 
picture that we painted in November. We expect to 
see the deficit continuing to shrink as a share of 
GDP over the coming five years at roughly the rate 
that it has done over the past couple of years. The 
one dramatic change since the last time is that we 
have a big one-off fall in public sector net 
borrowing in the coming financial year, which 
simply reflects the fact that the UK Government 



887  28 MARCH 2012  888 
 

 

has decided to take the Royal Mail historic 
pension deficit and some associated assets on to 
the public sector balance sheet. In the mysterious 
world of public accounting statistics, that has a 
variety of counterintuitive effects, one of which is a 
one-off reduction in Government borrowing for a 
year. We will also see, as the assets are then sold, 
a step reduction in public sector net debt of £23 
billion or so after a couple of years. 

However, it is important to look at the long-term 
picture. Although the transaction looks very 
favourable to the public finances over the time 
horizon that we focus on in the report, we need to 
bear in mind that the assets that the Government 
is getting from the transaction, which amount to 
£28 billion or so, are outweighed by £37 billion or 
£38 billion of liabilities—if you think of that as the 
estimated up-front one-off equivalent number to 
the flow of payments to Royal Mail pensioners that 
the Government will have to make in future. In that 
sense, the transaction looks negative for the public 
finances, because the liabilities outweigh the 
assets. 

On the Scottish tax forecasts, as you know, in 
the context of the Scotland Bill we were tasked 
with the role of producing forecasts for the four 
taxes that are proposed for devolution—or, in the 
case of the aggregates levy, pending devolution, 
legal obstacles being overcome. We have done 
that for the first time. As I think that I said when we 
met informally, I was keen that we should produce 
the forecasts in as transparent a way as possible, 
so we put out a methodology paper, which 
explained how we intended to do it, ahead of the 
budget. We have had useful discussions with Her 
Majesty’s Revenue and Customs, which is doing 
most of the actual number crunching, as it has 
expertise in the tax areas concerned, and with 
representatives of the Scottish Government. 

As you have seen in the paper on the Scottish 
tax forecasts, we have ended up in a situation in 
which we are assuming that we try to identify 
some share of the relevant UK tax base and apply 
that in future. In some cases, such as income 
tax—or the share of the particular definition of 
income tax that we are talking about in this 
context—that looks quite attractive, on the ground 
that the relationship has been very stable. Income 
tax is the largest element in the Scottish forecasts. 
In other cases, where the relationship is less 
stable, we have ended up assuming a fixed 
proportion that is carried forward—in large part 
because there is no alternative, more 
sophisticated approach that ends up with a better 
answer—rather than saying that it does not move 
around much. 

We then had discussions as the pre-measures 
forecast was coming through—again, we ensured 
that the Scottish Government was represented at 

the discussions—to talk about its application to 
particular sets of numbers that we had. There was 
an issue to do with taking into account measures 
that had been announced in previous budgets, 
which might have impacts on the particular tax 
ratios, so the discussion was useful. 

Of course, we were not able to talk to the 
Scottish Government about the implications of the 
measures that were to be announced in the most 
recent budget—they were held very tightly 
between the UK Government and national 
newspapers, so it was not possible to have such 
discussions. Therefore, we have applied HMRC’s 
estimates of the direct impacts in that regard. We 
might want to go back to that and think about 
whether we want to look in a more sophisticated 
way at whether the measures are likely to change 
the long-term share of, for example, the Calman 
wedge to the UK tax base. 

As you will see from the report, we produced a 
set of figures. The numbers for 2012-13 range 
from about £4.5 billion for income tax right down to 
a healthy £43 million for the aggregates levy. We 
very much view the forecasts as work in progress 
for the time being. This is a learning experience, 
for us and for everybody. In particular, the budget 
that we have just had gives the opportunity for 
quite a nice natural experiment of going back to 
look at the forecasts, because it contains precisely 
the sort of measures that might give rise to worry 
about an asymmetric effect between the UK and 
Scotland—I am thinking about the high stamp duty 
for extremely high-level properties and the 50p tax 
rate moving to 45p. 

Therefore, there is a deal more work to be done. 
However, we hope that we have set out as clearly 
as possible what we have been trying to do. We 
will be interested to hear members’ and other 
people’s views on how to do it better or differently 
in future. 

The Convener: Thank you for your informative 
opening statement, which has no doubt kiboshed 
many of the questions that members were 
preparing to ask. 

I want to focus on Scottish taxes. There is an 
issue to do with the accuracy of forecasting when 
you are depending on a fairly two-dimensional 
measure. I am thinking about income tax, for 
example. If we consider the June 2010 budget 
forecasting errors for UK receipts in 2010-11, the 
forecast was 2.2 per cent below the outturn for 
income tax and 4.9 per cent above the outturn for 
landfill tax. Even within the limit of the forecasting 
tools that are available to you, it is clear that there 
is margin for error, as there always is in 
forecasting. 

Over time, will it be possible to develop further 
tools to look at the matter in more detail? It is clear 
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that, because of the lag and so on, looking at 
income tax receipts will not help with accurate 
long-term forecasting. 

09:45 

Robert Chote: Yes. Each year, we undertake 
the forecast evaluation report exercise, which 
involves our going back to look at the performance 
of the previous year’s forecast to see what we can 
learn from how things have turned out. 

However, we must recognise that forecasting 
such revenues is partly an art as well as a 
science. One has only to look at the sorts of 
changes that have been made in the budget—
which, admittedly, have been relatively dramatic—
because of the way in which we had information 
coming in on self-assessment. Along with HMRC, 
we had the particular difficulty of working out how 
much forestalling was going on with the 50p 
income tax rate and to what extent people had 
been shifting income. We now have the problem of 
the rate going back to 45p. Will that encourage 
people to move income from one year to the next? 
Then there is the underlying issue of what 
behavioural response we get to some of those 
policies and what impact they will have on genuine 
labour-supply decisions, people’s decisions on 
how much to work, when to retire and—in extreme 
cases—whether to leave the country. Other 
responses include tax planning, tax avoidance and 
tax evasion. The recent budget represents a 
particularly dramatic case. 

We must bear in mind that there are two 
elements to forecasting accurately. The first is 
whether one can forecast the underlying economic 
determinants of these things—in other words, 
what the economy is doing—accurately. The 
second is whether, given one’s knowledge about 
the state of the economy, one can forecast the 
level of receipts that will come in from that or, on 
the spending side, how much spending there will 
be. 

Generally speaking, in normal times, the 
economic error tends to be relatively small and the 
fiscal error tends to be relatively large. It is on the 
fiscal side that the errors show up. When there are 
dramatic developments in the economy or there is 
a turning point between recession and recovery, it 
tends to be the other way round—much of the 
error is made as a result of a failure to realise by 
how much incomes were going to go up or down 
and the fiscal error is relatively small by 
comparison. On this occasion, there have also 
been some policy changes that have made the 
fiscal issue more difficult. 

We will certainly look at how we can improve 
our forecasting in the future. One might hope that 
the fact that Scottish taxpayers will be flagged by 

HMRC will give a better guide on income tax, 
although, as we have said, the share of Scottish 
income tax—or the Calman wedge—as a 
proportion of the total UK base has been very 
stable, so I do not know how much of an 
improvement that will result in. One might hope 
that there will be an improvement. 

The broader issue for the longer term—which 
depends on structures of Government in the 
future—is whether you end up with independent 
policy, with the result that you need a Scottish 
macro forecast to underpin it. We are not in a 
position to provide that, of course. Finding out how 
much difference that would make to long-term 
forecast accuracy would be a suck-it-and-see 
exercise. A reasonable judgment could not be 
made on that in the short term. We will continue to 
look at that and to see how we can do things 
better. 

The Convener: Paragraph 2.15 of “Forecasting 
Scottish taxes” states: 

“The Scottish share of non-savings, non-dividend income 
has been very stable”, 

yet paragraph 2.19 states: 

“Employment grew more strongly in Scotland than in the 
UK as a whole in the years prior to the recession”. 

Why did the increased employment rate not 
appear to lead to an increase in the overall share 
of income tax? 

Robert Chote: That may be because of 
changes in the distribution of incomes—in other 
words, changes in the way in which income per 
person was changing or changes in the relative 
distribution of incomes at different tax bands. As 
you say, it is striking how stable that has turned 
out to be. We have included in the methodology 
note an estimate of sensitivity to relative 
differentials in terms of differences in employment 
and earnings rates. Those differences are not 
enormous, so one would not expect them to be 
driving things too much. If employment and 
earnings are going in opposite directions at the 
same time, the effects can cancel each other out. 

The Convener: Will the OBR look at the issue 
of borrowing? As you know, the resource limits will 
be only £500 million, with an annual cash limit of 
£200 million, which is quite small given the overall 
budgets that will be in play. Professor David Bell 
states in his report to the committee that 

“the possibility of larger worst-case forecast error due to 
longer forecast horizons, poor OBR forecasts”— 

which we hope will not happen— 

“and the uncertainty of the inflation adjustment to the 
borrowing limit suggest that the proposed borrowing limits 
are too low to adequately protect the Scottish Government 
against the risk of revenue shortfalls. And this does not 
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allow for the cumulative effect of successive years of over-
optimistic forecasts.” 

Inflation—although it is not mentioned—is not 
allowed for, either. What is your view on the issue 
of the £500 million? Is that limit too tight? Should 
there be more flexibility? 

Robert Chote: That matter is beyond our formal 
remit. The task that we have been given is to 
produce the forecast for particular taxes, and it is 
for those well above our pay grade to judge how 
that forecast should be used in terms of longer-
term adjustments and how it should be applied to 
the borrowing issue. 

The borrowing guidelines were, I think, set out 
before we had begun to think about the 
forecasting methodology, and it would not be 
unreasonable if people were to look back at those 
and ask, given the methodologies that are being 
applied, what sort of room for manoeuvre might be 
needed and whether that which has been provided 
is adequate. 

I guess one issue—I am getting out of my area 
of expertise—is whether the adoption of the 
Holtham method of having some indexation to the 
differential movement in the Scottish income tax 
base versus the rest of the UK income tax base 
might insulate the need for borrowing against 
some part of the error if there is a difference 
moving on that side. There is also the possibility of 
building up cash balances. 

We have not been asked to reach a judgment 
on whether the number is adequate, but that 
number was out there before we had had much 
chance to discuss the methodology. I would not be 
surprised if people wanted to return to that, to look 
at what the methodology would have yielded in the 
past, and to think about whether the numbers are 
appropriate. 

Elaine Murray (Dumfriesshire) (Lab): I seek 
clarification on the fiscal forecast. You said that 
there was an upward revision to the GDP forecast 
of 0.1 percentage points. What is the range of 
uncertainty on that figure? 

Robert Chote: Around the GDP forecast? 

Elaine Murray: Yes. 

Robert Chote: It is significant. The range of 
forecasts for 2010 GDP growth—I do not know 
whether you have that to hand—is a good 
example. In the June 2010 emergency budget, we 
had a forecast of around 1.2 or 1.3 per cent. At the 
time of the November 2010 report, that was up to 
1.8 per cent. At the beginning of 2010, the range 
of independent outside forecasts for growth in that 
year was between about 0.7 and 2.2 per cent. 
That gives you some sense of the range that 
people were operating in. 

Elaine Murray: There is not really much 
difference between 2.1 and 2 per cent, and the 
difference is insignificant in terms of the range of 
uncertainty on the figures. 

Robert Chote: Exactly. 

Elaine Murray: So there should not really be 
any joy in UK Government circles that the figure 
has risen by 0.1 per cent, because that is within 
the range of the uncertainty. 

Robert Chote: As there should not be despair 
that the 2013 figure has gone down by 0.1 per 
cent. An important point to bear in mind is that 
once the year is over, the Office for National 
Statistics will retrospectively change its mind about 
how much the economy has grown. The first 
estimate that it produced—early in 2011—for how 
much the economy had grown in 2010 was 1.4 per 
cent. The current 2010 growth estimate is 2.1 per 
cent. The rewriting of history on its own shifts the 
figures. 

Elaine Murray: That begs the question whether 
the numbers should be quoted to that degree of 
accuracy if there is such a range of uncertainty, 
although perhaps that is a nerdy point. 

Robert Chote: No, that is a perfectly legitimate 
issue. That is one of the reasons why the Bank of 
England tends to draw fan charts and does not 
publish precise numerical estimates of how much 
different components of spending will grow by. 
However, we do, because the fundamental task 
that we have been given is to increase 
transparency and trust and our job is to show our 
working. The fact that we publish many more 
numbers than the Bank of England includes in its 
inflation report does not indicate that we think that 
we are smarter than the Bank of England; it just 
indicates that we need to show our working 
because it is about whether people trust the 
numbers as being a professional judgment rather 
than politically motivated wishful thinking. It is not 
the same concern that somebody would go to the 
inflation report with. 

Elaine Murray: I have another question on the 
fiscal forecast. You say that the self-assessment 
tax return is down by £3.6 billion. Do you have any 
idea why that should be? 

Robert Chote: It is partly down to the fabled 
50p tax rate. 

Elaine Murray: Were people not coughing up 
for their taxes? 

Robert Chote: There are two effects to 
disentangle. First, when the 50p rate was 
introduced, the Government announced that it was 
going to introduce it but the implementation took 
place some time later. A consequence of that is 
that people appear to have shifted about £16 
billion of income that they would have been taxed 
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on in future years into 2009-10 in order to be taxed 
at the lower rate. For most of us who are on fixed 
salaries, that would not have been an easy thing 
to do, but for a company director who is able to 
decide with their colleagues when they are going 
to be paid dividends, it would have been easier. 
That is a dramatic number and, as that effect 
unwound, there was more taxable income in 2009-
10 and less of it than would have been expected in 
subsequent years. 

Secondly, there is the related issue of whether 
the underlying behavioural response to the 50p 
rate was as big or as small as was originally 
estimated. According to the HMRC analysis, which 
we have looked at carefully and drawn lessons 
from for the forecast as well as for the costing of 
the move to the 45p rate, the evidence suggests 
that there has been a bigger underlying 
behavioural response—not just shifting across 
time—than the previous Government expected 
when it introduced the 50p rate. The best estimate 
is that, instead of raising the £2.7 billion a year 
that was originally assumed in the 2009-10 
forecast, it looks likely to raise between £0.7 billion 
and a little over £1 billion, depending on how the 
calculations are done. That effect also shows up. 

Any judgment of the self-assessment return for 
the first year in which the 50p rate was 
implemented that is based on not even a full year 
will be pretty heroic, but we have to make that 
judgment. In particular, we have to make a 
judgment because the Government has decided to 
change the rate again and we need to be able to 
say whether we believe that its estimate of what 
that will cost or raise is reasonable and sensible. 
Those two elements help to explain the weakness 
in the self-assessment return forecast. Some of 
that showed up in PAYE in previous forecasts, but 
we did not have the evidence at the time to say 
that it might be down to the 50p rate. 

Elaine Murray: My final question is about the 
tax forecasts and the landfill tax return, which is 
expected to grow over time. That worries me a bit 
because the Government’s zero waste policies are 
intended to reduce the amount of waste that goes 
to landfill. Why do we expect the landfill tax return 
to increase over time? Surely, if our waste 
reduction policies are successful, that tax take 
should decrease over time. 

Robert Chote: That figure is based on Scotland 
having a constant share of the UK figure. No view 
is taken on the relative effectiveness of policies in 
different parts of the UK and how they are likely to 
change the figures. The higher tax rates in 
themselves will generate higher revenues even if 
the underlying tax base does not change. We 
have taken the best advice that we can from the 
relevant departments about their expectations 
regarding the quantity of landfill. 

Elaine Murray: I am not sure what the UK 
Government is doing on waste these days, but 
there is a strong desire here, across all parties, to 
see the amount of waste that goes to landfill 
decrease significantly in order that we can achieve 
our climate change targets. I would be quite 
worried if we were assuming a financial picture 
that depends on something that is rather at odds 
with our policies. 

Robert Chote: Again, you are back to the 
difficulties of coming up with behavioural 
responses. As the rate is raised, more revenue is 
received, offset by the impact of the behavioural 
change. An element of judgment is therefore 
involved. 

10:00 

Paul Wheelhouse (South Scotland) (SNP): 
Welcome again, Mr Chote. I have been very 
interested in your evidence. I would like to look at 
some of the detail in the UK forecasts, if I may, so 
that I understand the implications for Scotland. 
Table 1.1 on page 11 of the economic and fiscal 
outlook sets out assumptions about the economic 
forecasts for key indicators. I was drawn to the 
general Government investment figures, which 
show the impact of the capital reductions in 2011, 
2012 and 2013. I am intrigued by the drop in 2016. 
Paul Johnson of the Institute for Fiscal Studies 
suggested that another spending review might be 
needed and that there might be other decisions. 
Do the assumptions about further cuts in capital 
funding reflect that? 

Robert Chote: Basically, we have current and 
capital spending plans laid down fairly clearly for 
the current spending review period to 2014-15, 
and we assume that they will be delivered. In 
contrast to demand-led elements of expenditure, 
such as debt interest and social security 
payments—which we forecast—for the spending 
of Government departments on public services, 
public administration and associated capital 
spending, we take the spending review numbers 
and include them with some adjustment in the 
short term if it looks like there is underspending or 
overspending. 

In the two years subsequent to the spending 
review, we have basically gone to the Government 
and asked what its policy will be over that period. 
We then applied that, because there is no 
spending review. The Government has set down a 
policy in respect of the total managed expenditure, 
which is the broadest aggregate of total spending. 
I will simplify that somewhat; it has said that it 
assumes that spending will continue to grow at the 
rate that it grew in the spending review period with 
a few twiddles to the baseline. We then take away 
our forecasts for the demand-led bits—social 
security and so on. That leaves an amount of 
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money for the departmental expenditure limits, so 
there is that component, which kind of falls out in 
the last couple of years. 

Another issue that must be borne in mind and 
which helps to explain why the contribution of 
general Government consumption and investment 
changes in a national accounts sense, is that we 
must distinguish total public expenditure, which we 
always think about as a share of GDP. That is a 
good metric to measure it, but not all public 
expenditure contributes to GDP: the bits that are 
counted are, essentially, production and 
consumption of goods and services, not the taking 
of money from one citizen and giving it to another. 
There, in terms of its impact on economic growth, 
we are looking at the real change in Government 
spending or Government consumption of goods 
and services. 

One thing that we have noted in the data so far 
is that it appears that the cuts are showing up 
more in the price than in the volume of 
Government expenditure in that area. The fact that 
it looks now as though we have a greater 
contribution from, for example, general 
Government consumption and investment in the 
bottom half of table 1.1 than we had in November 
is not because the Government has loosened the 
spending plans; rather, it is because nominal 
spending is turning out pretty much as expected, 
but more of it is showing up in prices than in 
output, in a national accounting sense. Therefore, 
that nudges the figures up. That is an additional 
confusion—as if things were not complicated 
enough. 

Paul Wheelhouse: Thank you for that. 

I want to confirm that my understanding is 
correct about another thing that I was drawn to. In 
table 1.2, which is a fiscal forecast overview, you 
show that public sector net debt—to reduce that is 
obviously one of the UK Government’s targets—is 
forecast to decline from 76.3 per cent in 2014-15 
to 74.3 per cent. Obviously, there are a number of 
underlying factors, but what is the main driver for 
that? 

Robert Chote: The main driver is the shrinking 
of the deficit over the period. If you are considering 
whether net debt will fall in 2014-15, you need to 
consider what the level of the debt will be in 2014-
15 and what will be going on in terms of interest 
rates and, therefore, what will be the stock of the 
Government’s debt and what will be the change in 
the size of the deficit. 

The Government has a supplementary target to 
ensure that the ratio of public sector net debt to 
GDP falls from 2014-15 to 2015-16, so back in 
November the Government took some measures 
to help to ensure that it continues to be on course 
to achieve that. Our best view is that the changes 

and the underlying changes in the forecast—the 
underlying budget measures—have not moved the 
position very much; we will still see, as in 
November, the debt to GDP ratio falling by about 
0.3 per cent of GDP in that year. The notable 
difference is that the whole level of public sector 
net debt is lower than it was in November, which is 
because of the contribution of the assets from the 
Royal Mail pension transfer. 

Paul Wheelhouse: Thank you for that. I was 
also drawn to ask a question on your assumptions 
about unemployment. In table 1.1 of the executive 
summary, you show International Labour 
Organization unemployment figures peaking in 
2012 at 8.7 per cent, and you forecast a steady 
decline thereafter, with the rate of decline picking 
up particularly towards the end of the forecast 
period. Can you share with the committee what 
you have assumed about regional differences in 
unemployment? What would be the assumption in 
terms of the Scottish aspect if there is, if you like, 
policy off—that is, if there are no changes in policy 
from now? 

Robert Chote: I am afraid that we do not 
produce regional—or, indeed, industry—
breakdowns. That is beyond our remit. Our remit 
partly reflects the fact that the forecasts are used 
fundamentally to drive fiscal forecasts for which 
such regional dimensions are less important—
although they are obviously very important for 
other reasons. 

We do have an implicit breakdown of the figures 
for the public and private sectors. The relative 
importance of the two sectors obviously varies 
regionally, so it might be possible to feed those 
figures through. We come up with a projection for 
the total change in general Government 
employment over the period of the forecast, which 
we do by examining the components of the public 
spending forecast that can be used to employ 
public sector workers. That includes the bulk of 
Government departmental expenditure limits plus 
things like the budget for the BBC, but it does not 
include debt interest, social security and so on. 

That projection represents a decline, from the 
beginning of 2011 to the beginning of 2017, of 
about 730,000 across the UK as a whole. That 
projection is about 20,000 higher than we had in 
November and it reflects the fact that the pool of 
money available to pay people will be slightly 
smaller. 

Further, public sector earnings growth has been 
slightly less quick than we had expected from 
recent data. So, people will be slightly cheaper, 
but the first effect outweighs the second effect. 
You can then compare that number with the 
overall change in employment. Assuming that 
private or market sector employment rises by 
about 1.7 million and general Government 
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employment falls by about 0.7 million, that leaves 
you with a 1 million change. 

People may want to draw some conclusions for 
regional differences from that if they wish to. 
However, as I said, it is beyond our remit to do 
regional breakdowns. 

Paul Wheelhouse: Thank you for that helpful 
answer. My last question is about the two 
scenarios that you looked at in the executive 
summary. In the first you consider potential 
changes in the euro zone area, which everyone is 
probably quite familiar with, and in the second you 
consider a short-term oil price shock. You say that 
that would have a relatively modest impact on the 
projections. However, can you expand on what 
you assumed in your central forecast about oil 
prices and production levels? Can you also give 
some guidance on the impact on the projections of 
a longer-term rise in oil prices? 

Robert Chote: We take a futures curve and 
assume that it is the best view of oil prices. In 
quite a lot of our previous forecasts, the futures 
curve has tended to be flat from whatever level it 
started. If we compare the forecasts in November 
and now, we see a much bigger increase in the 
spot price than in the longer-term price. We 
exaggerated it as a purely illustrative way of 
presenting a scenario. We assume that the recent 
increase in oil prices is not locked in permanently 
and that prices will move back down in line with 
the futures curve. 

We consulted the experts at the Department of 
Energy and Climate Change who have detailed 
knowledge of production, capital expenditure and 
the other elements that affect the receipts 
picture—it is not just production that drives the 
situation. We accept that they are the experts on 
that; they also talk to the industry in coming up 
with estimates. 

As Paul Wheelhouse suggests, the scenario 
that we show is that another short-term spike 
followed by a reduction would have a relatively 
modest impact. Receipts from the North Sea 
would have a direct boost, but there are 
countervailing effects from higher inflation, for 
example, which pushes up debt interest costs, and 
there is an impact from weakening in the economy 
more generally. Overall, the effect would not be 
dramatic. If the price remained higher for longer, 
we might expect some of the negative effects to 
become more pronounced. I have no doubt that 
we will come back to the issue as the price 
evolves further. 

For many years, the received wisdom on the 
fiscal impact has been that everybody notices that 
receipts from the North Sea go up when oil prices 
go up, but costs go up for everybody else, which 
depresses revenues. The idea that higher oil 

prices are a clear gain to the UK—albeit a 
shrinking gain, as production shrinks—is not as 
straightforward as it appears at first to be. 

John Mason (Glasgow Shettleston) (SNP): 
My questions follow on a little, but not entirely, 
from that answer. Where does the exchange rate 
come into inflation? Is it assumed to be part of the 
inflation picture? Is it assumed that, if the pound 
goes down, inflation will probably go up? Do you 
look at the exchange rate separately? 

Robert Chote: We do not project the exchange 
rate—that falls out of relative interest rates in the 
UK and the rest of the world. There is no 
assumption about a great change in the exchange 
rate. However, you are right: if we look backwards, 
one reason why inflation was relatively high and 
was depressing economic activity was the impact 
of imported costs. Some of those costs—for 
example, for energy and food—were driven by 
market-specific factors, but they had an import 
element, too. 

Evolution in the forecast as time has gone has 
occurred because we have had a period in which 
relatively high inflation has squeezed real 
disposable income, which has in turn squeezed 
consumer spending. We assume that inflation will 
continue to fall, partly because past increases will 
fall out. For example, domestic energy prices went 
up. They have come down a bit but, more 
important, the years after they went up by a lot will 
fall out of the annual comparison. 

Over time, inflation will come down and the 
labour market will continue to pick up. However, 
not until 2013-14 will we get back to a situation 
that we might think of as being more normal, in 
which wage increases outpace price increases by 
a significant margin, consumer spending starts to 
act as a driver for the recovery, rather than—as it 
is at the moment and will be for some time—being 
a relative drag on it, and a bigger contribution 
comes from investments and consumer spending. 

If inflation does not drop as rapidly as expected 
and the labour market performs in the same way, 
we might expect more of a squeeze on disposable 
incomes and we might expect there to be 
consequences for consumer spending. The pace 
and sustainability of the decline in inflation need to 
be looked at closely in thinking about potential 
risks to the central forecast. 

10:15 

John Mason: I am thinking in particular of oil 
prices. In recent years, the pound has been quite 
weak against the euro—certainly compared to 
what it used to be—and oil is largely marketed in 
dollars. I presume that if the pound falls against 
the dollar, our fuel prices immediately go up, even 
though we are an exporter. 
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Robert Chote: That is right. We have been 
focusing on the implications of the sterling oil price 
for inflation. 

John Mason: Did you wish to ask a 
supplementary, convener? 

The Convener: Yes. With regard to table 1.1 in 
the executive summary of the economic and fiscal 
outlook, you rightly say that it will be 2014 before 
there is any significant above-inflation increase in 
incomes, and you have forecast inflation at 1.9 per 
cent in 2013 and 2014 and 2 per cent in 2015 and 
2016. Why have you chosen those figures? Is it 
because you are unable to predict the level of 
inflation beyond that and are simply sticking to 
targets? 

Robert Chote: That is down to a combination of 
things. In the short term, certain elements of the 
recent increases will drop out and the margin of 
spare capacity that we believe is in the economy 
will, as you might expect, put downward pressure 
on domestically generated inflation: it will push it 
down towards the target. In the longer term, 
although there will still be spare capacity in the 
economy, there will be a little bit of offsetting 
upward pressure from unit import costs. Moreover, 
you might argue that, on that kind of horizon, there 
will be some anchoring of inflation on the 
assumption that the bank will go for the inflation 
target. That seems to be consistent with the IMF’s 
analysis of what it has called PLOGs—a rather 
ugly abbreviation that stands for persistently large 
output gaps—and their consequences for inflation, 
which are that it is possible to get it down and 
stabilise it at a relatively low level. For the time 
being, although the output gap has not been 
closed entirely, it is not unreasonable to assume 
that inflation will be broadly consistent with the 
target. 

The Convener: Does your forecast for average 
earnings differentiate between the private sector 
and the public sector? 

Robert Chote: For the purposes of the macro-
forecast, we have taken a broad overview of the 
whole labour market. With regard to the projection 
for general Government employment, we have to 
look a bit more at what is going on with the pay bill 
per head in the public sector, and worry a bit more 
about the picture of overall settlements, pay drift 
and so on and how such factors affect the number 
of people you get for any given £1 billion chunk of 
money that you spend on public sector workers. 
For those purposes, there is a bit more focus on 
the minutiae but, as I have said, for the macro-
forecast we have taken an overarching view of 
how you might expect wages to perform, given the 
amount of spare capacity in the economy and the 
underlying performance of productivity growth, 
predominantly in the private sector. 

The Convener: Obviously the 4.5 per cent 
forecast growth is an amalgam of the public and 
private sector figures but, given the prospect of 
regional pay for public sector workers, do you 
predict a differential in growth between the sectors 
over the next few years? Will the bulk of growth in 
average earnings happen in the private sector? 

Robert Chote: We certainly take into account 
the announced policies on public sector pay in the 
short term—including, for example, the pay freeze 
in many areas and the 1 per cent increases that 
will come after that—and a return to a more 
normal historical relationship between public and 
private sector wage increases in the longer term. I 
do not have the precise numbers on me, but I can 
certainly dig them out for you. Basically, in the 
longer term, we assume a return to a historically 
normal relationship between the two, instead of 
trying to guess what public sector pay policy will 
be in the years subsequent to one having been 
announced. 

The Convener: Indeed. I call Gavin Brown, to 
be followed by Mark McDonald. 

John Mason: Have I finished my questions, 
then, convener? 

The Convener: I must apologise to the deputy 
convener. 

John Mason: He interrupts me and then he 
ignores me. [Laughter.]  

The Convener: Mr Mason is very sensitive. 

John Mason: You mentioned the Royal Mail, 
but I have to say that I find that particular scenario 
bizarre. We understand that you are limited to how 
far forward you can go; those particular assets 
come in, which will affect public debt. However, 
are we saying that the liabilities lie so far ahead 
that we can just forget about them for the 
purposes of the forecast? 

Robert Chote: We do not forget about the 
liabilities. Our forecast over the five-year horizon 
looks only at a limited period of the liabilities’ 
crystallising, in terms of the additions to spending 
that they imply. The amount of pension payments 
is roughly £1.3 billion to £1.6 billion a year, in the 
years of the forecast. That is a small proportion of 
the total. We did, though, feel that it was 
important, on the ground that looking over the five-
year horizon gives a skewed picture of the overall 
gain or loss of that to the public sector, to point out 
that if you look at an estimate of the present value 
of the future payments, stretching out some way 
into the future—not into the indefinite future, as the 
set is particular—the present value of the liabilities 
exceeds the present value of the assets. 

One thing that should be borne in mind is that 
turning the flow of year-by-year pension payments 
into a one-off cost crucially depends on a discount 
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rate that is used to turn 10 quid in 15 years’ time 
into X quid today. That is also true when you look 
at the burden of public sector/public service 
pension payments as a whole, which we do in 
more detail in our fiscal sustainability report that 
looks at whole-of-Government accounts. 

A lesson of the first set of whole-of-Government 
accounts, on which we commented last summer, 
is that that rate can change, depending on the 
accounting convention that is used to come up 
with it. There can be quite a big change, which can 
make the burden of future pension payments look 
dramatically bigger or smaller than it would 
otherwise seem. In the whole-of-Government 
accounts, the interest rates that high-quality 
corporate borrowers are able to borrow at are 
used for a discount rate. 

In the latest set of whole-of-Government 
accounts, the burden of public service pensions 
appeared to have increased significantly over the 
previous years. That had nothing to do with the 
expected future year-by-year payments; it had 
everything to do with the fact that the rate of 
interest at which high-quality corporate borrowers 
could borrow had changed, and therefore the 
interest rate, which was used to crunch all that 
back into a single number, had changed as well.  

We have to put a health warning around the 
estimate of the future value of the liabilities. 
Nonetheless, the public finances situation looks 
more negative if it is looked at holistically than if 
you just focus on a two-year to five-year horizon. 

John Mason: It is good that that has been 
highlighted, because the value of future pensions 
and so on has been a huge issue for the private 
sector. We will not spend any longer on that issue. 

From reading your papers and others I get the 
message that it is easier to forecast trends than it 
is to forecast step changes. Obviously, the 
recession was a big problem and caught 
everybody by surprise. Similarly, you have 
touched on the point that people’s behavioural 
responses—for example, to a 50p rate—are 
difficult to forecast, especially when comparing 
one year to another. Are we going to face the 
same problems if the Scottish Government does 
something different from the UK on income tax? Is 
that hard to forecast because we do not know how 
people would behave? 

Robert Chote: Yes. It would bring in a different 
and additional set of uncertainties, depending on 
the tax; the fact that there may be a differential 
between the rest of UK rate versus the Scottish 
rate clearly could be significant. It is very hard to 
predict exactly how important that will be as an 
additional source of forecast error. If you were to 
decide not to have any of the 10p additional rate, 
or a much more dramatic one, you would have a 

big differential and you might judge that the 
behavioural response would be particularly 
important. If the difference, in the end, ends up 
being not particularly great, that may not be a 
huge source of additional error. The more different 
the policy choices in Scotland are from those in 
the rest of the UK, the more financial incentive 
there is for people to change their behaviour for 
good or ill, so the task of forecasting the outcomes 
ends up being more complicated. 

John Mason: Moving money from one year to 
another is, as you said, quite difficult to do with 
salaries, so perhaps it will not be so much of an 
issue. You already mentioned the possibility that 
people might leave the UK because of a 50p top 
rate of income tax, so if our rate was 1p less than 
England’s, people might start coming here. 

Robert Chote: As you can imagine, the size of 
the differential would be quite important in 
determining how strong that effect would be. 

The issue of people shifting income arises when 
a change is announced but not implemented 
immediately. That is what happened with the 50p 
rate. Leaving aside any long-term judgements that 
people will make about tax avoidance, retiring or 
fleeing the country, if the Government announces 
a tax change that makes it worth while for people 
to have or spend income in year X rather than in 
year Y, it creates a whole new set of behaviours. 
However, it is a one-off change. It washes out and 
comes on in the future. 

For us, the task of forecasting what will go on 
with income tax revenues over the next few years 
is complicated by the fact that we had one of those 
time-shifting policy changes when the 50p rate 
was introduced and will have another one going in 
the opposite direction with the 45p rate, because 
that is not being implemented immediately either. 
However, there is a qualitative difference in the 
nature of the change. When the 50p rate was 
introduced, there were many years in the future 
out of which somebody could take income to stick 
it into the one year in which it needed to be to beat 
the 50p rate, but with the lag in the introduction of 
the 45p rate, it is really about getting the income 
out of 2012-13 and sticking it into subsequent 
years. 

John Mason: People will still hope that the rate 
might even come down further 

Robert Chote: Exactly—so we would expect 
the time-shifting response to be considerably 
smaller in the case of the 45p rate than with the 
50p rate, partly because the differential in the tax 
rates is half the size but also because the time 
window from which there is an incentive to shift 
money is smaller. 

John Mason: My overall point is that there is 
uncertainty about how people’s behaviour will 
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change because we have not had the powers 
before. Perhaps it will not change. 

Robert Chote: Yes—and there is no experience 
from the existing tax-varying powers from which to 
draw conclusions. 

John Mason: It is often said that Scotland and 
the UK have been mirroring each other over the 
past few years and that the percentage share of 
the tax take—be it income tax or the other taxes—
has not varied much. If that started to change, how 
quickly would we pick it up? 

Robert Chote: At the moment, we are reliant—
particularly for income tax—on the information that 
we get from the survey of personal incomes, 
which, as we explain, has provided the information 
that justifies the view that the share of the tax take 
does not change much. There is a lag in that data; 
it takes some time to come in and we must think 
not only about how measures that were 
announced in the most recent budget will affect 
the relative share, but about how measures that 
have been announced since the previous survey 
of personal incomes, but before today, will affect it. 
We discuss that in the paper that we produce at 
the time of the budget. 

When we get to the point at which HMRC has 
flagged individual taxpayers as being Scottish or 
not, we will be less dependent on the information 
from that survey and we might get a more exact 
picture. I hope that that will mean that it is easier 
to determine the share in real time and that we will 
be less reliant on trying to interpret what a survey 
that is 18 months out of date might tell us. 

John Mason: As we move forward, can we 
expect increasingly accurate data and forecasts? 

Robert Chote: I will not pledge that to you. One 
effect may move in that direction, but lots of 
uncertainties will come from other directions. 

John Mason: That is fair enough. 

You have mentioned the Calman and Holtham 
commissions and the different ways in which the 
block grant might be adjusted. Will that have a 
knock-on effect on your forecasting work? 

Robert Chote: It will not really, because we 
provide the forecasts and it is not for us to say 
how that information should be used to determine 
the one-off block grant adjustment or the future 
adjustments. That is a matter for the Scottish 
Parliament and Westminster. We just provide 
some numbers that you can use for those 
purposes. 

Gavin Brown (Lothian) (Con): The Economist 
recently had a lengthy article about how billions 
upon billions of pounds are being hoarded by 
companies just waiting to invest. You suggested 
earlier, though, that the official data is overstated 

in that regard, which certainly ties in with what I 
hear on the ground from companies that I speak 
to. Could you expand on how you reached that 
conclusion? 

10:30 

Robert Chote: Yes. The main thing that we 
looked at in trying to interpret the situation was 
what the Office for National Statistics had. The 
ONS has the difficult task of deciding how much 
UK companies have on deposit with overseas 
financial institutions and then identifying what sort 
of companies those are. Basically, the ONS 
reached a judgment on the basis of a BIS survey 
that showed that about 80 per cent of what BIS 
identifies as being UK claims on overseas financial 
institutions is in the hands of companies, so it 
shows up in the national accounts estimates of the 
cash piles. 

Our concern is that that 80:20 relationship was 
derived some time ago. If we consider the growth 
of non-bank financial institutions—hedge funds 
and so on—the proportion of the money that may 
be in the hands of the sort of companies that you 
and I might think will potentially go out and invest 
in new machinery or capital equipment may be 
lower than 80 per cent, and rather more of it may 
be in the hands of, for example, hedge funds. Our 
concern is that the large pot of money that is out 
there just waiting to be invested may not be in the 
hands of the sorts of companies that would go out 
and invest in a way that would show up as gross 
domestic fixed capital formation in the national 
accounts. 

Gavin Brown: That is helpful. 

You have a central forecast of 0.8 per cent 
growth for 2012. You forecast that we will avoid a 
technical recession but state that we should be 
wary of a negative quarter. Are there any quarters 
in 2012 for which it would not be a surprise if they 
turned out to be negative? 

Robert Chote: I have a deal with my economic 
colleague at the OBR that we will never use the 
sentence, “Now is a uniquely difficult time to do a 
forecast,” on the ground that that is always an 
easy get-out. However, this is not an easy year for 
interpreting the quarter-on-quarter changes in 
GDP, primarily because of the impacts of the 
diamond jubilee and the associated bank holiday 
and the Olympics. 

In common with the Bank of England, we expect 
there to be positive growth in the first quarter of 
this year, but one should never rule out the 
possibility that it will be negative. We only have to 
look at how people were surprised by the 
unexpected decline in the last quarter of 2010 to 
see how these things can come out of left field. 
However, the first quarter looks relatively positive. 
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We forecast weaker and basically flat growth in 
the second quarter, which implies a 50 per cent 
chance of it being positive and a 50 per cent 
chance of it being negative. We expect a rebound 
from some of the bank holiday effect into the third 
quarter and then for that to go back a bit. 

We try to come up with a best guess at the 
headline quarter-on-quarter changes but also an 
underlying measure that strips out those sorts of 
effect. If we look at the underlying measure, we 
have a positive, steady, unspectacular growth rate 
through the first three quarters of this year that will 
pick up towards the end, but there is a rather more 
zigzag pattern if we look at the headline changes. 
If we were looking for a particular quarter in which 
the danger of growth being negative is greatest, it 
would probably be the second quarter of this year. 

Gavin Brown: Thank you. I will move on to the 
Scottish tax forecasts. I have a thinking-out-loud 
type of question. You described in your report 
what you forecast for 2010-11. I briefly compared 
some of those figures with the figures in 
“Government Expenditure & Revenue Scotland 
2010-2011”—the Scottish Government produces 
an expenditure and revenue report annually. For 
landfill tax, the Scottish Government’s figure is 
identical to your figure of £99 million for that year. 
However, you said that the aggregates levy was 
£46 million, but the Scottish Government said that 
it was £54 million. Now, in the grand scheme of 
Government spending, an £8 million difference is 
quite small but, as a percentage difference, it is 
quite high. If it were translated to income tax in 
particular, it would be an issue. To what extent 
have you considered the methodology of the 
GERS report? Do you have any plans to consider 
where the differences might lie? 

Robert Chote: We do. In our discussions with 
Scottish Government colleagues we have tried to 
ensure that there is consistency where possible in 
the broad methodology between what we are 
doing and GERS. In the case of landfill, a different 
data source is used here because of a difference 
in the way in which HM Revenue and Customs is 
picking that up. I will go back and check. I think 
that GERS came out relatively recently— 

Gavin Brown: Yes, just last month.  

Robert Chote: So it was subsequent to our 
report. I am not sure whether the difference is 
because the same data source has moved or 
because we are using slightly different ones, but 
that is exactly the sort of thing that we want to 
keep a watching brief on as we go ahead, just to 
check that there is consistency between the two. 
However, it may be that there is a slightly different 
data source.  

Paul Wheelhouse: On a point of clarification, 
my colleague Gavin Brown indicated that it was 

the Scottish Government that produced the GERS 
figures. My understanding is different. Will you 
confirm that GERS is an Office of National 
Statistics publication and that ministers do not see 
it until it is produced? 

Robert Chote: I think that that is correct—it is a 
national statistic, and the United Kingdom 
Statistics Authority did a report saying that it 
shared that view. It is no part of our job to say 
whether GERS is correct but, as you say, it is 
something that the Statistics Authority has 
confirmed it regards as meeting the requirements 
of national statistics.  

Mark McDonald (North East Scotland) (SNP): 
Not to labour the point about the 50p rate, but you 
said that it is not just the initial year’s income that 
could be transferred back but future years’ 
incomes. Will you comment on that? How far 
forward could an individual transfer their income to 
avoid paying the 50p top rate or another top rate? 

Robert Chote: If you are talking about company 
directors who are able to decide the timing of 
dividend payments, you could certainly think of 
that as being a multiyear exercise. If memory 
serves me correctly—I would have to go back to 
the specific HMRC analysis—there was an 
assumption of roughly two to three years of a 
diminishing effect but with most of the action 
happening in the year closest to the change, in 
which it is easiest to transfer the money. There 
was some significant and measurable estimate for 
a couple of years prior to that year. I do not think 
that HMRC made any adjustments beyond that. In 
principle it could go a lot further than that but, 
obviously, if you were trying to model how such 
changes were working, it would be a relatively 
rough or difficult exercise.  

Mark McDonald: You said that, with a new tax 
rate coming in, people might move their income 
into the following year. Could that be done 
cumulatively so that their income is pushed much 
further forward to avoid a top rate? 

Robert Chote: It could, in principle, but it is not 
clear that the incentive is as great to do that. As I 
say, there is the one year you want to get income 
out of, whereas, when the rate is going up, there is 
the whole future period in which you might want to 
bring income forward. The nature of the incentive 
is somewhat different there. 

Clearly, you might want to shift income out of 
the coming year, not just into the following year 
but into subsequent ones, but the incentive is not 
quite as dramatic to do that. The assumption that 
is implicit in the forecast is that the shift of income 
will be significantly smaller than the shift of £16 
billion to £18 billion that HMRC estimates took 
place around the 50p rate. We are talking about 
something closer to £6 billion. 
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Mark McDonald: I am not having a dig—I 
realise that you are not responsible for the 
policy—but it strikes me as odd that the top rate of 
tax can effectively be dictated by clever 
accounting tricks rather than by anything else. 

I assume that most of the Scottish assumptions 
are based on maintaining the status quo with 
policy, rates and so on. With regard to the powers 
that are being devolved to Scotland through the 
Scotland Bill, have you carried out any scenario 
planning for the impact of different policy angles 
that might be taken? 

Robert Chote: We have not done any scenario 
planning on that basis. However, if policy changes, 
HMRC will take that into account in its forecast. 

In the UK context, it is relatively straightforward 
to decide when a policy is a policy; it is announced 
as a measure in the budget red book. For 
example, when the coalition came in, there were 
noises early on about moving the tax allowance 
threshold to £10,000. However, we include in our 
costings and forecast only the progress towards 
that in announcements in individual budgets about 
the setting of the allowance. In one paragraph of 
the document, we highlighted the coalition’s 
statement about the desire to put this policy in 
place; when we asked the Treasury about it, it said 
that there was no commitment to achieve it by a 
particular time, so we flagged it as an area in 
which a policy announcement had been made but 
the announcement was not firm or precise enough 
about size and timing to be included in the central 
forecast. An issue that we have not explored and 
which I will probably have to look at is what, in the 
Scottish context, constitutes a policy declaration 
that is firm enough to be taken as unchanged 
policy and therefore considered in the forecast. 

Mark McDonald: I guess that, as far as stamp 
duty and the property market in particular are 
concerned, it is important to have the most up-to-
date figures available, because you want to be 
able to react to market changes. Given that 
powers over stamp duty will be coming to Scotland 
under the Scotland Bill, how are you seeking to 
improve things in that respect and get the most 
up-to-date information available for Scotland? 

Robert Chote: With stamp duty, the fact that 
you are dealing with immobile properties and that 
you know where those properties are gives you 
some sort of advantage over the slightly more 
difficult and complicated task of defining whether 
certain individuals are Scottish or non-Scottish 
taxpayers. I presume, of course, that it is slightly 
easier to locate a physical structure. 

We are relying on HMRC having the data 
available and certainly improving it as best it can 
over time. Of course, an uncertainty that has 
arisen with the changes to the 50p rate—and this 

affects the UK as a whole—is the number of 
properties out there that are worth £2 million or 
more. We have cited evidence that suggests that 
only 1 per cent of Scottish properties fall into that 
category; given how small that element is, it is a 
potential source of asymmetry. Nevertheless, in all 
of these cases, HMRC is ensuring that it has the 
best available information and we will certainly be 
very receptive to any suggestions for doing things 
better and will pursue with the body how best to do 
that. 

Mark McDonald: If the Scottish Government 
decided to be creative and do something different 
with the slate of taxes coming to Scotland under 
the Scotland Bill, that would have implications for 
the block grant. Would it be worth while to plan out 
scenario A, B or C for the implications for the block 
grant if, say, a different set of reliefs were offered 
for stamp duty or a different stamp duty policy 
were pursued?  

10:45 

Robert Chote: That would depend on knowing 
how dramatic the change in policy was going to 
be. We would have to look at whatever the system 
was. It is clear that the income tax slice will be 
different, but the broad structure of the system will 
not change dramatically. When Paul Johnson 
gave evidence, I do not know whether you asked 
him whether he thinks that stamp duty is a well-
designed tax. If you did, I can probably predict 
what his answer was. It is not my job to reach 
judgments on this any more, so perhaps the 
committee could come up with something that 
Paul Johnson might regard as a better-designed 
way of taxing property transactions. You would 
have to look at that substantively and ask what it 
would yield; you would need to take the whole 
structure of the policy seriously. 

The same would be true of a power for a new 
tax. That would have to be looked at in isolation to 
see what it would generate, because we need to 
continue to produce a UK-wide forecast for the 
fiscal aggregates. We need to continue to be 
concerned about that for our broader remit, not 
just in relation to whatever input we can provide 
for the purposes of changes in Scotland. 

Mark McDonald: The other day, Reform 
Scotland issued a press release that called on the 
OBR to produce much more detailed and up-to-
date figures on Scottish taxation, given the debate 
that is taking place on Scotland’s future. Are you 
aware of that? Are you receptive to the idea? 

Robert Chote: Our remit is set fairly precisely 
by Parliament. Any expansion of or change in our 
role would have to come from that source. 
Delighted though I would be to wade into the 
placid waters of Scottish politics, I must fall back 
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on the UK Parliament’s instructions on what we 
should and should not look into. We need to stick 
to the mandate that we have been given. 
However, with the advent of the Scottish tax 
forecast, that mandate has been changed once 
already, and I cannot rule out the possibility that 
my political masters will change it again. 

Mark McDonald: I am sure that we would 
welcome your input with open arms. 

The Scottish Government has a fiscal 
commission working group, which is looking at 
issues beyond just those that relate to the 
Scotland Bill. Have you had any dealings with that 
group? Would you be willing to work alongside it 
on some of those wider economic planning 
issues? 

Robert Chote: We have not had any 
engagement with that group. Again, I suspect that 
that would fall outside the remit that we have been 
given, but I would be happy to chat with its 
members and see whether we can be helpful. I 
need to stick to the task that I have been entrusted 
with by Parliament. 

The Convener: It sounds as if some of the 
political parties here are happy to take instructions 
from the UK Parliament. 

Moving swiftly on, I turn to “The Scotland Bill 
Proposals for Forecasting and Reconciling Income 
Tax Receipts”, which was produced by Professor 
David Bell, who is the committee’s financial 
adviser. On page 12 of his report, he mentioned 
the mean absolute percentage error. He said: 

“it is not surprising that MAPE increases from 3.0% to 
5.9% for forecasts for the same period”— 

which is a number of months—but 

“It increases further to 7.6% for forecasts made in the 
preceding year.” 

There is an issue about accuracy, which members 
have touched on several times. What 
macroeconomic data would the OBR need to have 
available to produce more accurate forecasts for 
Scotland? I realise that you have a specific remit. 
If you could get data from the Treasury, HMRC, 
the Scottish Government and so on, what 
additional methodologies would you require to give 
us the same level of accuracy that you can provide 
for the UK? 

Robert Chote: One set of issues that arises is 
less to do with our ability to forecast and more to 
do with data availability. Some of the data relating 
to determinants for income tax—data on mixed 
income and self-employment income, for 
example—are, as far as I am aware, not available 
for Scotland. A breakdown of expenditure and 
income is being produced on an experimental 
basis with some lag and so on. 

The obstacle to producing a Scottish macro 
forecast as an underpinning for a Scottish fiscal 
forecast is not only a lack of resources to put 
together the model to do that—we would need to 
do it in a way that was consistent with the UK 
forecast as a whole—but the fact that some of the 
data that underpin the UK-wide forecast are not 
available at a Scottish level. The raw material that 
you would need to input into the model is not 
there. I am not fully up to speed with how much of 
that data the ONS or others intend to generate, 
but I think that you are some way away from 
having the data infrastructure available to be able 
to do something more dramatic on that score. 

The Convener: Professor Bell has touched on a 
number of occasions on the point that we need to 
improve our data resources. 

Paul Wheelhouse: The issue that I am about to 
address, which relates to the rather dull but worthy 
subject of stamp duty, has been dealt with in part 
by Mark McDonald. The methodologies that you 
have considered as alternatives for forecasting 
stamp duty are largely dependent on historical 
data and econometric modelling of previous trends 
relative to UK policy changes. 

Robert Chote: Unhelpfully for Scotland, the 
data do not go back far enough. 

Paul Wheelhouse: Yes. Notwithstanding your 
answer to Mark McDonald, can you provide any 
further detail about the current breakdown of 
receipts from stamp duty by the different rates? 
You mentioned that the top 1 per cent of 
properties in Scotland are worth more than £2 
million each. Can we access data that would give 
us a breakdown of the figures? 

If not, is there any prospect of working with 
Registers of Scotland, which is the agency in 
Scotland that collects information on sales of both 
commercial and residential properties, to collect 
more real-time data than you would be able to do 
through your proposed methodology? Such data 
would give us a better understanding of how the 
different markets in Scotland and the UK are 
working, because there are differential trends in 
residential property, in particular, and recently you 
have indicated that there are also differential 
trends in commercial property. We may be doing 
quite well in that respect relative to the rest of the 
UK. Could you comment on those issues? 

Robert Chote: I am not sure that I have any 
additional data. HMRC produces regular statistics 
that provide a breakdown of the information by tax 
bands and show how much revenue you are 
getting. The information shows that X number of 
transactions in a particular band are generating Y 
amount of revenue. I do not know whether HMRC 
plans to provide similar data broken down on a 
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Scotland and rest-of-the-UK basis consequent to 
all of this. 

You or we could certainly inquire about that, 
because HMRC produces a substantial 
breakdown of the individual tax forecasts. It shows 
where the liabilities lie, in what sort of bands and 
so on, for not only stamp duty but other taxes. It 
might be worth seeing whether it is possible to 
extend that. Obviously, we are keen to do anything 
that we can to increase the transparency of what 
we are doing, subject to the availability of reliable 
data to do it. 

Paul Wheelhouse: You might not see the data, 
so you are at a disadvantage, but members will 
know that we get almost weekly reports from 
Registers of Scotland that inform us of the number 
of sales in the previous month. The information is 
broken down to quite a detailed geographic level. 
Might it be possible to use that very accurate set 
of data—which is being improved as we invest in a 
new land registration process, so it should become 
more complete—to give more real-time 
understanding of what is happening with stamp 
duty so that we can model and project the figures 
forward? 

Robert Chote: To be honest, I do not know the 
extent to which HMRC already makes use of that 
set of data and whether it has made the efforts 
that we have to establish whether there is a more 
sophisticated way of tackling this tax forecast. I 
suspect that, if that set of data is out there, HMRC 
is probably aware of that and will be looking at it. 
We could certainly follow up the matter. 

Paul Wheelhouse: I would be grateful if you 
would, because I think that that would be very 
helpful to the committee. 

The Convener: I thank committee members for 
their questions. I have one or two more. 

When we had our informal session last year, 
you talked quite a lot about the impact of 
demographics. How much of a part do 
demographics play in your forward projections? 

Robert Chote: They play relatively little part in 
the projections that we produce in the economic 
and fiscal outlooks, as they have only a five-year 
horizon. We focus on demographics in the fiscal 
sustainability report, in which we do 50-year 
projections. We will return to that matter on 11 or 
13 July—it is one of those two dates; the date is 
set and is in the report somewhere. We will want 
to see whether the population size and structure 
projections from the ONS that we use have moved 
significantly from those that we deployed last year. 
We will want to keep an eye on them and their 
impact on the projections. The main focus on 
demographics is in the fiscal sustainability report, 
simply because of the timescales. 

The Convener: Earlier, I touched on borrowing. 
Professor Bell said in his paper: 

“Borrowing powers are an essential mechanism for 
managing risk. When considering the amount of borrowing 
available to the Scottish government, the size of the total 
amount should be guided by the principle that a Scottish 
resident is at no greater risk than an English or Welsh 
resident of having to adjust to in-year spending cuts that 
might be caused by forecasting error.” 

Do you agree with that statement? 

Robert Chote: That seems to me to be a 
perfectly reasonable statement. As I have said, the 
borrowing powers discussion and the 
recommendations predated the early discussion of 
what the methodology might look like. I presume 
that the issue that you raise is one of the reasons 
for the discussion about the Holtham and Calman 
methodologies. It may be playing into that. We 
have not directly addressed the extent to which 
that approach in itself essentially helps to achieve 
that aim. However, as we see our experience with 
forecasting evolve as we get closer to the point at 
which that is done, that will provide more data on 
which to have an informed debate about whether 
the size of the borrowing powers is appropriate. 

The Convener: I was going to ask you about 
that finally. Are you confident that we will have 
enough data to ensure that it remains the case 
that Scottish residents are not disadvantaged 
because forecasting errors are larger than one 
would hope? 

Robert Chote: Decisions on the choice of 
Holtham on borrowing powers, for example, are 
outside our remit. All that I would say is that I 
would always caution people about our economic 
and fiscal forecasts. I am always the first person to 
point out how uncertain such things are. It is in the 
nature of forecasting that something will crop up 
that one did not expect or did not have experience 
of in the past. That is why the job is so entertaining 
to do. Insulating national economies of whatever 
size from such things is not straightforward. 

The Convener: Absolutely. I thank you very 
much. The session has been fascinating, and I 
look forward to seeing you at lunch time. 

Robert Chote: Thank you very much. 

10:58 

Meeting suspended. 
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11:06 

On resuming— 

Youth Employment 

The Convener: The third item on our agenda is 
evidence from Lord Smith of Kelvin on the Smith 
group’s recommendations on youth 
unemployment. I welcome Lord Smith and invite 
him to make a short opening statement. 

Lord Smith of Kelvin: You will be relieved to 
know that I will not go through the report, which I 
assume you guys have read. You will see that the 
group is composed of a number of 
businesspeople, two headteachers, someone from 
the Convention of Scottish Local Authorities and a 
director of education. 

We began about seven years ago by looking 
quite carefully at the connections between schools 
and businesses that might employ school leavers. 
We very quickly zeroed in on the group of 
youngsters between the ages of 16 and 19 who 
are not in any form of employment, education or 
training. The important point is that, if young 
people between the ages of 16 and 19 are not in 
employment, education or training, it is highly 
likely that they will never be in any form of 
employment, education or training. There is a high 
correlation with bad health and criminality, and a 
tremendous cost—it means that we will have to 
support people for perhaps 50 or 60 years. 

On top of all that, more than 20 per cent of 
youngsters in that age group are unemployed. 
Graduates are having difficulty in finding 
employment, so there is a danger that the 16-to-19 
cohort will be completely crowded out of the 
employment market. The worst possible outcome 
is that throughout their lives they will make no 
contribution to the economy and that, worse still, 
they will start to suffer from low self-esteem and 
for 50 years of their life will feel totally and utterly 
worthless and not valued at all by society. 

We have been advising Governments of 
different hues over the past seven years. We put 
in our report what we found through speaking to 
voluntary organisations, the youngsters 
themselves, local authorities, employers and so 
on, as well as what we honestly thought needed to 
be done. It was not a total prescription, but we put 
in what we found out. We intended to disband 
after submitting our report, but I will come back to 
that in a second. 

We wanted to ensure that there was political 
buy-in and that budgets, at a time of public 
spending cuts, were going to be protected in this 
area. We also wanted to give some guidance 
about what public sector organisations, which are 

very big employers, should be doing and about 
how we take youngsters through from very early 
intervention to critical stages, such as the move 
from primary to secondary school, which is a very 
strange experience for them. 

We wanted to understand how employers could 
be reached. I have not come across any business, 
large or small, that does not want to do something 
in this area—you are pushing against an open 
door. However, the information pathways are 
sometimes confusing and the ask of employers is 
never made very clear. 

Local authorities around the country are usually 
the point of delivery for a lot of the support. Some 
local authorities are very good and some are not 
so good. There are some striking examples of 
local authorities grasping the idea. For example, 
two or three years ago, West Dunbartonshire 
Council did not know who was NEET—I know that 
we are not allowed to use that expression these 
days, but it is a convenient epithet. Today, the 
council is so co-ordinated that it knows where 
everyone is, and it is making real inroads. If that 
best practice could be spread across other local 
authorities—there are others who are doing well, 
too—we could make tremendous inroads. 

We have submitted the report to the leaders of 
all the political parties and the Government. I had 
a meeting with Alex Salmond and I have had a 
couple of useful meetings with John Swinney. A 
Minister for Youth Employment, Angela 
Constance, has been appointed, and all the 
political parties are buying into this. We are not 
trying to convert people; we are just saying that we 
think that this is the way in which to do things, and 
humbly suggesting some ideas that may be worth 
following up. 

The Convener: Thank you for that opening 
statement.  

We often hear from employers that there is a 
mismatch between the skills that they require and 
the skills that are available. Your report states: 

“Employer feedback also acts as a ‘canary in the 
mineshaft’ for the coordination of economic policy and skills 
development.” 

What is your view on the way in which the 
mismatch is being tackled by, for example, Skills 
Development Scotland? 

Lord Smith: Skills Development Scotland is the 
group around which I would build a lot of this 
stuff—they are the right people, but they could do 
quite a bit more. I am interested in the cohort that I 
mentioned—rather than, say, graduates—because 
they are not as well equipped to join the jobs 
market. It starts with simple life skills: turning up 
appropriately dressed, on time and with the 
attitude that they want to learn. They then need 
some basic skills in reading, writing and arithmetic. 
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A lot of employers take people on and train them 
very well. When I started in accountancy, I did not 
have a clue. My first job was to make up the fire in 
the office for the senior partner. After that, I 
learned to work the phones and so on. 

The Convener: John Mason was an 
accountant, and after 10 years he was still doing 
that. [Laughter.] 

Lord Smith: That does not make him a bad 
person. He has seen the light now. 

Three or four years later, I found myself doing 
sets of accounts and advising customers. It is 
about having the right attitude. There could be a 
lot more contact between schools and 
employers—they should not be frightened of one 
another. Most people want to work for a living, and 
it is important that we know what employers want. 

The Convener: On page 11 of your report, you 
state: 

“we recommend that a forum for senior corporate 
representatives from our largest employers is created, with 
direct engagement from the Minister or senior officials two 
or three times a year, to ensure skills priorities and 
shortages are understood.” 

What should be the driving force for the 
establishment of such a group? Should it come 
from ministers or from the Confederation of British 
Industry Scotland? 

Lord Smith: It should come from ministers in 
the first instance. As I say, you are pushing 
against an open door. 

You must understand that a Tesco needs a 
different selling message from a wee plumber in 
Peebles, because some of the decisions are made 
at headquarters and, sadly, we do not have 
enough companies headquartered in Scotland—
although the companies that I represent will 
respond immediately to action that is taken. 
Sometimes, it is necessary to go to the human 
resources departments in London, Manchester or 
wherever to get buy-in to do things in Scotland. 
Very large employers—hotel groups and 
supermarkets, for example—need a different sell. 
It is necessary to go there first and then empower 
the local people. Then you get talking to them and 
they will take people on. Companies that are 
headquartered here and medium-sized firms can 
make an on-the-spot decision—just like that—
when a local authority approaches them directly. 

However, for a local authority such as 
Clackmannanshire Council to go direct to a big 
employer does not work. As with any marketing 
programme, it is important to differentiate and say, 
“We will take this approach to that size of 
employer.” 

11:15 

The Convener: In previous evidence sessions, 
we were advised that, although the public sector is 
good at encouraging private sector employers to 
do more in relation to training and skills, the public 
sector itself is not always particularly good at, for 
example, taking on apprentices and providing 
training. What more could the public sector do in 
that area? 

Lord Smith: I mention again the most 
vulnerable group, because I do not want it to be 
forgotten in the rush to say, “We’ve got all these 
graduates coming out of universities and they’re 
not getting jobs. This is really serious. Let’s do 
something.” The group that I mentioned is still 
going to be there. It is a large group, and we need 
to look after it. Public sector bodies, many of which 
are big employers, should be not forced but 
encouraged to take on people in that target group. 
It would surely be possible to bring some of those 
youngsters into the health service, the caring 
professions and so on. 

At SSE—Scottish and Southern Energy, as it 
was—we run a number of programmes. Surprising 
as it might seem, we are desperate to get young 
people. We need them to cut down trees, to joint 
cables and to work in call centres—there is a 
whole range of things that we need them for, so 
we need youngsters to come forward. Yes, we go 
for graduates and people who come out of school 
with good qualifications but, working with 
Barnardo’s, we also take particularly 
disadvantaged groups and prepare them for work. 
There are a number of similar schemes, but we do 
ours with Barnardo’s in Dundee, Inverness and 
Glasgow, and we are now exporting it to Cardiff 
and Hampshire. 

We take on 20 or so youngsters at a time and 
they get exposure to our operators. We get young 
guys in a trench with a grizzled old guy who is 
saying, “Haud this and I’ll explain what we’re doing 
here,” and mutual respect develops between the 
two. We had difficulty to begin with. For example, 
people said that they did not want to take on 
difficult kids, but they have enjoyed it and have 
developed their management skills in the process. 

The youngsters suddenly realise that they are 
valued. There are a million stories that I could tell 
you, but I will tell just one. There was a wee guy 
who did not turn up on his third day. Ordinarily, we 
are not able to follow these things up, but the guy 
in the trench knew where he lived, so he went up, 
got him out of bed and said, “Listen, I can’t do this 
unless you’re with me to help.” I think that that was 
the first time anyone had ever said to this young 
guy that he had any value at all. Our guy could not 
do his job unless the young guy was there. He has 
now gone way ahead in SSE. I am not talking 
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about Ian Marchant, incidentally, in case you were 
wondering. He came in as an accountant. 

The Convener: I thought that he might have. 

Thank you. We begin questions from members 
with Gavin Brown and then Paul Wheelhouse. 

Gavin Brown: I back up what Lord Smith says 
about Barnardo’s. It gave evidence to the cross-
party group on skills not too long ago, and it blew 
people away with what it is doing. 

The papers that we have been given suggest 
that the excellent report that was published in 
November is the culmination of the Smith group’s 
work. Does that mean that the group will disband 
and that that is the end of it? Does that have to be 
the case? 

Lord Smith: It is biblical—there is a time to 
sow, a time to reap, a time to be born and a time 
to die, or something. I have spent seven years 
keeping this restive bunch of entrepreneurs, 
educators and so on together. I think that it was 
felt that we were becoming almost too executive. 
We began by prodding Government to do things, 
but we were ending up being the solution. Many of 
us said, “Let’s write down what we know and hand 
it to the Government.” 

As a group, we have gone away, although we 
are going to get together again. In an unguided 
moment, John Swinney asked us to reconvene 
and tell the Government how it had done a year 
from now. We will come back and hold his feet to 
the fire. However, as individuals, we absolutely 
have not gone away. Many of us are big 
employers in Scotland and we are very happy to 
co-operate with things. There is an appropriate 
length of time, and we felt that seven or eight 
years was it.  

Gavin Brown: I accept that entirely, and I am 
glad that Mr Swinney has persuaded you to meet 
again. For the record, I think that there is now 
more of a need for an organisation such as the 
Smith group than there ever has been. Could 
something be done to take it forward? 

Lord Smith: I am sure that there are people 
who would be interested in that. There were junior 
members of the Smith group whom we called 
ambassadors—people such as Douglas 
Hutchison, who worked with West Dunbartonshire. 
Younger guys like him could form another group. 
You could very easily get a group of employers 
together.  

Gavin Brown: In the report, you talk about the 
move from primary to secondary, which is 
potentially difficult for many people because there 
is less pastoral care in general and greater 
numbers of pupils in the school, as the pupils 
usually come from several feeder schools. The 
report includes good recommendations, but do 

you have any other specific suggestions on the 
issue? Is there any further work on the topic that 
we should consider? 

Lord Smith: I am sure that we all remember 
what it was like to move from the primary school, 
where the teachers know who you are, and 
suddenly you are in the big school, where you are 
no doubt beaten up in the playground or 
something like that. There is a form teacher who is 
supposed to be responsible for the pastoral care 
element, but you move from classroom to 
classroom, spending a period or two in geography 
before going on to history or whatever. You are 
only 12 at the time, and you do not know who to 
talk to if you are upset. It is a difficult time, and the 
particular cohort about whom I am talking have no 
home life to go back to. As representatives from 
Barnardo’s could tell you, those youngsters come 
from backgrounds that feature three generations 
who are not working and an attitude that work and 
education are not for the likes of them.  

One young guy who was involved in a building 
project in North Ayrshire that was designed to get 
people fit for work told me that his girlfriend had 
chucked him because he had a job. That 
discrimination came about because no one in their 
group of friends had a job and she was losing 
social credibility because he did. When I was 
growing up, it was the ones who did not have the 
jobs who had the stigma. It was all about 
education, getting out of poverty and working hard 
at school. Once the kind of thing that I described 
creeps in, it is difficult to sort it out because those 
young people are not going to get any positive 
reinforcement when they get back home. 

I do not have detailed answers about how to 
tackle that; I just know that, at an extremely 
vulnerable time of people’s lives—when they are 
11, 12 and 13—they move to an impersonal world 
that is marked by harder work, which gets more 
difficult as they go on. Other periods are tough, 
too—up towards 15 or 16. 

I do not have all the answers. I have never been 
a teacher, although I wanted to be one. That is a 
frustrated ambition. 

Paul Wheelhouse: When, in my maiden 
speech in Parliament, I referred to the region that I 
represent—South Scotland—as having a “low 
skills equilibrium”, there were a lot of blank faces 
around the chamber, as people did not understand 
what that meant. Suffice it to say that, in highly 
rural regions such as the south of Scotland, there 
is a lack of supply of high-skilled jobs, which 
means that there is a mismatch between the 
desire of a young person who is considering going 
to college to study a course and the economic 
requirements of the area that they come from, as 
the employers—particularly small employers—do 
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not tend to recruit skilled graduates or college 
leavers. 

In the submissions that we received for our 
recent round-table discussion on fiscal 
sustainability, the Joseph Rowntree Foundation 
made a point that was backed up by another 
submission, which said: 

“any skills and learning strategy designed to boost 
employability throughout life must be accompanied by an 
economic and jobs strategy that promotes inclusive, as well 
as sustainable, growth”. 

Without being dismissive of the problems of 
urban areas, that particularly applies in rural 
areas, which do not see the rapid rate of economic 
growth that happens in some of the cities, and 
which also have a lack of jobs. Could you 
comment on the work that your group has done in 
relation to rural areas? 

Lord Smith: I think that a lot of what you say is 
true. A lot of the businesspeople in the group 
come from cities such as Glasgow and Dundee, 
where the situation is really quite bad. However, I 
live in the Borders, and I am chancellor of the 
University of the West of Scotland, which has the 
Crichton campus in Dumfries. Without that there 
would be an economic disaster, because several 
thousand people supply it with everything from 
sandwiches to repair work.  

It might be difficult for us to get our minds round 
this idea because we travel a lot, but for a 
youngster who lives down in the Borders, going to 
Glasgow is a huge adventure and can be quite 
frightening. Youngsters in the south-west of 
Scotland will go to a university in the south-west of 
Scotland. That is where they want to live and work 
with their pals, go to university or college and, they 
hope, get a job. 

We talk about poverty in the inner cities but 
there is an astonishing amount of poverty 
elsewhere. When the sun is shining as it is today 
and the hills are green around Peebles and Gala, 
it looks idyllic, but it is actually very tough. Some of 
the jobs that fill the gaps down in the Borders are 
one-man-band type things; very few businesses 
there can take people on. 

I agree with what you said. We are looking at all 
this in inner cities. For example, I speak to a lot of 
people in Glasgow, and we think that the 
Commonwealth games has brought opportunities 
there: there will be 15,000 volunteers, and several 
thousand contracts will be let. A lot of that 
business will go to the greater Glasgow area as 
well as the rest of Scotland. 

However, we need to look further afield if we do 
not want rural areas to become totally 
depopulated—and we do not want that. People 
have family and other connections in rural areas. 
We need to keep institutions such as Queen 

Margaret University and the University of the 
Highlands and Islands, and make sure that, in 
rural areas, there are learning areas that people 
can go to. It is then a job for the Government to 
steer companies into those areas—the people 
who live there have just as good brains as those 
who live in the inner cities. A lot of them do not 
want to travel or work in Edinburgh, Glasgow, 
Perth—or whatever other cities we have now. 

Paul Wheelhouse: I agree whole-heartedly. My 
previous career involved higher education demand 
work and I was conscious that there is also an 
aspiration aspect. If there is a lack of jobs in an 
area— 

Lord Smith: Why bother getting educated? 

Paul Wheelhouse: —such as Gala or 
Eyemouth, college and university participation 
rates are particularly low. The college participation 
rate in Eyemouth, where I live, is less than 50 per 
cent. Without jobs, we struggle to raise the 
aspirations of people who are going through 
school. You talked about the problem group who 
reach the end of their school careers without any 
qualifications. They could have been saved from 
that position if there were good jobs that gave 
them something to look forward to and something 
to study for. 

Lord Smith: I cannot think of any school or 
university that is closer to the Borders than Queen 
Margaret University. It is just outside Edinburgh, 
although it looks as if it is in the Borders. We 
should get employers to talk to schools and 
universities and encourage the kids to think about 
broadening their horizons a wee bit, even if that 
means that they might have to travel a little bit 
further to work. Alternatively, employers could 
open up something that was a bit closer to those 
areas. 

It is a really big issue that is underrepresented 
when politicians talk about all these issues, 
because the big numbers are in the big cities. 

Paul Wheelhouse: Elaine Murray and I have 
raised the topic of rural transport. Irrespective of 
whether there are concessionary fares—that is a 
separate issue—a major challenge is the lack of 
buses or trains to get young people to where the 
work is. Has the group picked up on the issue of 
access to transport in relation to access to jobs? 

Lord Smith: I do not think I have anything to 
add on that specifically. I am sorry— 

Paul Wheelhouse: I just thought that I would 
ask. 

Lord Smith: I do not have all the answers. 
However, what you say is absolutely true, and the 
railway line to Gala will not be the answer to all the 
problems in the Borders—and there are other rural 
areas to consider. 
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Paul Wheelhouse: Thank you. 

Mark McDonald: I have raised in a previous 
evidence session a theory that I would like you to 
comment on. My perception is that, as a society, 
we have categorised certain jobs as things that 
people do if they do not do well at school—
essentially, jobs that are not desirable. The 
mindset now is that there are certain jobs out there 
that people genuinely have an aversion to 
because the implication is that the people in them 
are doing them because they didnae stick in at 
school. What is your take on that? 

11:30 

Lord Smith: I think that that is right. There are 
such stigmas around. Mind you, I would have to 
say that there are stigmas about investment 
bankers right now and possibly even about power 
companies, given the fuel poor and so on. 

I think that the stigma that you described is 
absolutely wrong. We have some people in SSE 
who have very satisfying and reasonably well-paid 
jobs who work with their hands. They are some of 
the unsung heroes. I was appalled to hear one of 
your number—I think that it was an MSP—ask 
why those guys were being given breaks at the 
time of the storms just two or three months ago. 
We have to rest those guys from time to time 
because they do heroic things such as shinning up 
trees and moving wires around. They love their 
jobs.  

Some people might think that working in an 
office is easy, but I suggest that they should try a 
day in a call centre, because the stress involved in 
that is unbelievable. 

We need to get over those attitudes. We used to 
be a proud manufacturing country. I do not know 
when it happened that you had to have lily-white 
hands in order to be respected. We need to get 
back a bit more to manufacturing.  

Fashions change. My children are now in their 
40s, but when I was trying to give them some 
careers advice, the last thing that I thought about 
was the idea that they could make a living out of 
monkeying around with a television screen to 
come up with a computer game. However, that is 
now one of the growth industries—it is one that 
Scotland is very good at, particularly in the 
Dundee area. There are lots of spin-offs with 
multimedia stuff. 

I do not know how we change perceptions about 
certain jobs, but the stigma that they attract is 
wrong. People can have very satisfying jobs in 
manufacturing. People do not have to be bankers 
or accountants—well, perhaps they should have 
accountancy, as it is a good basic qualification, but 

they could turn their hand to manufacturing later 
on. 

Mark McDonald: Sure. I was going to ask about 
how we change perceptions and remove stigma. 
Do we need to look at things from an educational 
standpoint, in the sense of giving guidance to 
young people on their future? 

Lord Smith: It is certainly about education and 
getting businesspeople in as champions. There 
are some very motivational people, such as the 
Jim McColls, Tom Hunters and Tom Farmers of 
this world, who can talk to youngsters in school 
about a job in retailing, manufacturing, engineering 
or science. If we get those people talking to 
youngsters it might open their minds. 

I remember a careers teacher who took me 
aside—I think that she was from outside the 
school—and interviewed me for a while about 
jobs. I told her I was thinking about insurance, 
because my mother wanted me to get into that as 
a safe job—as it was then. The careers teacher 
told me that she did not think that I was aggressive 
enough to be in insurance. Perhaps she was 
right—I was a very shy wee guy at the time—but 
life changes people. The point is that she made an 
immediate judgment. She thought that it was 
about the man from the Pru who put his foot in the 
door and sold policies and that I just did not have 
that kind of personality. However, in insurance, 
you have actuaries, back-office staff and so on.  

We need people to go into the schools and say, 
“This is the world of work. Listen to what I do. 
Listen to what the people who work for me do. I 
work with my hands—I make things and we sell 
them to Chile and Brazil,” and to capture the 
youngsters’ imagination. Youngsters do not often 
meet people who do such things. I was in a 
Brazilian Weir Group factory recently that had an 
open day. All the youngsters who were children of 
the factory workers walked through just to see 
what the big furnaces and drilling machines did, 
and their eyes were like saucers. 

You need to open people’s minds, but the 
schools, education people and businesspeople 
have to make an effort as well. For example, 
anyone who listens to Jim McColl talk about life 
and eternity will want a job in manufacturing. 

Mark McDonald: We all want young people in 
Scotland to achieve the most that they can 
achieve; for some, that will mean going to college 
or university. Have we struck the right balance 
between pushing for as many people from as 
many backgrounds as possible to go into further 
and higher education and ensuring that those who, 
for whatever reason, do not go into further and 
higher education or feel that doing so is not for 
them do not feel isolated as a result of their 
decision? 
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Lord Smith: We certainly need to do more for 
those people. It is great that we moved higher 
education on. I was a beneficiary of the golden 
generation that we keep reading about. I was born 
in 1944; the health service had been created by 
the time I needed any repair work done and 
universities were starting to spring up on every 
street corner. My parents were not wealthy. 
However, not only did I not have to pay university 
fees, I was paid a grant to go. I think that only 5 or 
6 per cent of the population went to university in 
those days, but bursaries, scholarships and grants 
were available. When you have 50 per cent—I 
think that that is the figure—of the population 
going to colleges and universities, you cannot 
sustain that system of grants, scholarships and 
free education for everyone without issues arising 
in the health service, in defence, in schools or in 
roads. I would not like to be the politician who has 
to make all those decisions, but absolutely free 
education—indeed, education that you are actually 
paid for—is simply not sustainable. 

As for the people who do not get to university, a 
lot of them can end up with very good and very 
well-paid jobs and can go into education later if 
they want. Indeed, that is what the famous Jim 
McColl did. He came into the Weir Group when he 
was 16; learned a trade; and later took an 
engineering degree and then a masters of 
business administration at the University of 
Strathclyde so that he could go up into 
management. These things are possible; in fact, 
as I point out in the report, companies such as 
KPMG and GlaxoSmithKline are coming to 
schools and saying to pupils, “We will pay the 
£9,000 a year to put you through university”—I 
know that education is free here; I am talking 
about England—“but we want you to work with us 
for two or three years after you graduate.” I think 
that things are changing, with companies taking 
youngsters on and allowing them to take degrees 
later if that is what they want to do. Nevertheless, I 
agree that, with the other 50 per cent of the 
population, we are not doing enough to say, 
“Listen, guys, it is just as important for you to go 
out and do useful work,” and to ensure that what 
they do is valued by society. 

Elaine Murray: My question leads on from that 
to an extent. I know that your remit did not cover 
graduate unemployment, but the fact is that the 
large numbers of graduates who are not getting 
into the careers that they want are taking jobs for 
which they are overqualified and others are left 
unable to access those jobs. If an employer asks 
applicants, “What did you do when you left 
school?” and the choice is between someone who 
went to university or college and someone who 
has been unemployed since he left school, the 
latter has little chance of getting the job. If we do 
not have the right employment opportunities for 

young people right across the piece, some people 
will get squeezed out of the employment market 
altogether by others who have a portfolio of work, 
even if they are overqualified for the jobs that they 
have had. I got quite cross with a member of my 
party in the Westminster Government who 
responded to the problem by saying, “Oh, well, in 
South Korea everyone who works in a shop has a 
degree.” That is not the issue; the point is about 
having appropriate jobs and the appropriate 
amount of skills. 

On the back of that, we have, at a time of high 
unemployment, a Government that is making 
people work longer. In fact, the other day, I had a 
letter telling me that I had to work until I was 66—
and if the good people of Dumfriesshire decide 
that I should, perhaps I will. The retirement age is 
being raised all the time, so a load of older people 
are still in work. Personally, I believe that the 
Government is doing that because pensions are 
more expensive than jobseekers allowance, but it 
is an extremely short-sighted policy when large 
numbers of younger people are wondering why 
the hell they bothered going to university or 
college and many other people are just not able to 
get jobs. That is perhaps a bit outside your remit, 
but that is my first comment. 

Lord Smith: It is outside my remit, but I must 
agree with you. It is very sad. As university 
chancellor, I biff them over the head as they get 
their degrees and wonder what is to become of 
those magnificent, highly educated young people. 
When I give them a talk about the world being full 
of promise, inside I am unsure that they are all 
going to get jobs. 

It is an issue, but I am not sure what can be 
done about it. It is outside my remit, but it is 
something that I think about a lot. Should we limit 
the number of graduate places to ensure that we 
are not producing too many graduates? I disagree 
with that. It is wonderful that pretty much anyone 
can now get to university if they really want to and 
they are bright enough to pass the exams. That 
was not the case when I left school or when my 
father left school. He was just as bright as I would 
ever be, but there was no chance of people such 
as him getting to university. I do not want to see 
the pendulum swing back the other way so that 
universities become elitist. Nonetheless, it must be 
crushing for graduates to leave university and end 
up stacking shelves in a supermarket. 

I agree with you, although I do not know the 
answer or what the correct balance would be. I 
would not want universities to close just because 
we feel that there is an inefficiency in the supply 
and demand. 

Elaine Murray: The other side of the argument 
is that the economy needs to grow to provide jobs 
for the skills that exist, so we should look at the 
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types of jobs that we are trying to stimulate in the 
economy. 

Lord Smith: Absolutely—that is part of it. It is all 
very well doing these things and trying to have 
pathways into work, but the economy must grow 
and we must have policies to do that. I will be 68 
this year and I do not want to be compulsorily 
retired as chairman of one of these companies—
one day, the board will turn on me. 

Elaine Murray: I have a daughter with two 
degrees who works in New Look, which is one of 
the reasons why I feel strongly about the issue. 

Let us move on to a slightly different issue. You 
have talked to us about young guys—a young guy 
here or a young guy doing this or that. Is there a 
gender issue that we need to consider? 

Lord Smith: It is both genders. I understand 
that, nowadays, “guy” is a non-gendered word. 
Coming from Maryhill, in Glasgow, and having a 
limited vocabulary, I grab any word that I can get. I 
am talking about females as well. 

There are other issues with youngsters. There is 
a project in Paisley called Paisley threads, which 
tries to help. Young girls get pregnant—that does 
not happen to boys. In fact, the boy could be off 
down the road, free as a bird. That is a problem 
because some of those youngsters are in the 
middle of courses at college or university, and 
their careers are sometimes destroyed because of 
a baby. They need to think about childminding, 
accommodation—they cannot stay in student 
accommodation with a child—and so on. A lot of 
the young women get into terrible trouble, and 
they are bright young women—okay, they got 
pregnant, which was maybe not so clever. The 
Paisley threads crowd work very hard to make 
sure that the young women get childminding so 
that their course is not interrupted. 

The issue is not gender specific at all. You might 
be more up to date than I am about the numbers, 
but something like 40,000 youngsters are in the 
NEET category. 

The Convener: I thought that it was about 
20,000. 

Lord Smith: It is pretty much evenly balanced 
between male and female. 

Elaine Murray: It is sometimes reported that the 
education of young men at school is an issue and 
that there are particular ways in which the 
education system does not cater for the needs of 
young men. I just wondered whether the situation 
was a reflection of that. 

Lord Smith: There is a bit of truth in the role-
model idea. Maybe there are a lot of female 
teachers and the pupils do not see many men 
doing anything useful. 

Elaine Murray: Perhaps the curriculum does 
not value the skills that some of the young men 
have. 

Lord Smith: I think that young guys need male 
role models—people who go into schools to talk to 
them about what they do for a living, so that they 
can listen and be inspired. There is an element of 
that, but the situation is pretty evenly balanced in 
the category that I am talking about—16 to 19-
year-olds. It is not that it is all boys that we have 
given up on and that it is okay for the girls, as they 
get through somehow. That is not the case at all. 

11:45 

John Mason: I think that we have established 
that I am an accountant. 

Lord Smith: Don’t keep apologising. 

John Mason: I’m not apologising. 

My question ties in with the point that you made 
about KPMG and GlaxoSmithKline. When I started 
off, it was a fairly new idea that practically all 
qualified accountants were graduates. Since then, 
the same has become true of nursing and a 
number of other jobs. The expectation is that 
graduates will be recruited, who will go on and do 
something else. A lot of us have assumed that that 
was basically a good thing from the point of view 
not just of the individual but of the economy. Now 
we appear to be moving back to taking youngsters 
out of school and training them, regardless of 
whether they get a degree. From the point of view 
of the economy, is one way better than the other, 
or does it not matter? 

Lord Smith: I know some of the best 
accountants. When I came through, almost no one 
did a university degree followed by a shorter 
period of accountancy training; it was a five-year 
course. I reckon that the idea was that having to 
work hard for five years made you a better 
accountant, but I know some terrific accountants 
who did not follow that route. That applies to a lot 
of professions nowadays. Of course, the practical 
bit is important as well. Doctors do not get to be 
doctors simply by doing a degree—they are not 
sent out with scalpels as soon as they graduate; it 
is seven or eight years before they are let loose on 
the great British public. It is horses for courses. 

All that I am saying is that, in an effort to get 
talent, many companies are coming to youngsters 
and asking them to be part of their training 
scheme. They are offering to look after those 
youngsters during their studies, provided that they 
agree to come and work for them. They are 
saying, “We need good young talent. We’ll 
educate you as we go. We’ll provide training. We’ll 
send you on external courses.” It is just a trend, 
which is to do with youngsters having to pay 
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£9,000 year—I realise that I am talking about 
England; there was a debate in the House of 
Lords the other day in which Michael Forsyth 
brought up the idea of changing the law up here, 
but the proposal was defeated. Companies are 
taking on trainees who will be those companies’ 
graduate trainees and whom they will provide with 
finance. It is a consequence of youngsters having 
to pay fees. Employers are asking what the way 
through that is. 

John Mason: Switching to the other end of the 
scale, I made a speech in Parliament—it was not 
one of my best ones—about my experience of 
trying to take on a youngster. I will not go into all 
the details again. 

Lord Smith: It was not a happy story. 

John Mason: I am afraid that it was not. It 
made it much more real to me what an employer—
especially a small employer—has to do. You gave 
the example of SSE and the older guy getting the 
youngster out of bed. That was great, but for a 
smaller employer, the risk is bigger. If you have 
only two people in your office and one of them 
does not turn up, that is a huge problem. Are we 
providing enough support for smaller employers? 
That relates to the rural issue, but it does not apply 
only to rural employers. Is that an area that we 
need to work on? 

Lord Smith: Yes, you definitely do. 

There is good and bad in that. If we are talking 
about a sole trader or a two-person company—I 
am being careful about using the term “guys”—the 
upside is that the person whose business it is will 
spend time in the van with the young guy talking to 
him about the work and telling him about the 
customer they are going to see, and the youngster 
will absorb all that stuff. The downside of it is that, 
if the youngster is not ready for work and he does 
not turn up or his attitude is wrong, support will be 
needed. A sole trader cannot turn to an HR 
department, as we can in SSE, and say, “Look. 
There’s an issue here. Deal with it.” We employ 
23,000 people. Companies such as ours have big, 
powerful HR departments that can get people to 
deal with such situations, but that is difficult for a 
wee sole trader in Gala to do. The upside is that 
small employers will provide one-to-one 
mentoring. Some of these people are terrific at 
that, with the result that the youngster learns their 
trade beside the master—or mistress. 

The other side of it is that support is necessary. 
There are many schemes. I am trying to 
remember the name of a building scheme in North 
Ayrshire—I think that it was called youthbuild. I 
cannot remember whether Barnardo’s was 
involved in it, but organisations like it were. People 
in Aberdeen Foyer, for example, do terrific work in 
the area. They prepare people for work and supply 

a backstop. Such people put people out to small 
firms and, if something goes wrong, they can 
simply phone and a mentor guy from Aberdeen 
Foyer, youthbuild or wherever will come in and 
deal with the youngster and try to get them back 
on track again. I keep stressing that it is dead easy 
for us to say, “Well, you know, they’ve got a job 
now.” However, people go back home to parents 
and grandparents who do not understand why 
they are doing it all on benefit. If a young guy has 
a hard time at work, who does he share that with 
when he goes back home at night? No one listens. 

John Mason: Absolutely. I completely agree. 
The issue is the scale of the support that is 
needed. My experience is from the Clyde Gateway 
area, where there was a pot of money. A group 
like Barnardo’s—I have forgotten its name—gave 
support, but it became obvious that the need for 
support was huge. 

I know of another local example. The mates of a 
youngster who was taken on by a company went 
up to him at lunch time and mocked him publicly 
because he was working, so he did not go back. 
Getting some youngsters out of such situations is 
a matter for the long term. 

Lord Smith: It will, but we are not going to walk 
away because that is difficult. Many voluntary 
organisations do a tremendous job. 

John Mason: So we need more resources for 
those voluntary organisations. Is it key that we 
should somehow support them better? 

Lord Smith: Yes, but target the resources, for 
goodness’ sake. Aberdeen Foyer has 52 sources 
of funding. People say, “Let’s call it buildit, Foyerit, 
Aberdeenit or something. There’s a three-year 
programme and we’ll put the funding up.” They do 
not say, “Let’s give more money to existing 
programmes.” There always has to be another 
source of funding, such as European funding. If 
my treasurer or finance director in Weir Group 
turned around and said, “We have 52 sources of 
funding,” I would fire him. That approach is so 
inefficient. 

There are other areas in the voluntary sector 
that we should consider. There are terrific people 
in the voluntary sector, but sometimes they cross 
over. Again, I cannot remember the name of the 
organisation that I am thinking about, but it 
includes people who are very, very good at 
dealing with young offenders, yet there are other 
organisations taking on young offenders. Should 
there not be a bit of rationalisation? When people 
are volunteering, it is very difficult to say to them, 
“You’re not allowed to go beyond that brief 
because someone else is doing that.” However, 
the voluntary sector could perhaps be doing a wee 
bit better in relation to funding and avoiding 
overlaps. Sometimes it happens through local 
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authorities. The point of delivery exists, but a 
voluntary organisation is doing it. Voluntary 
organisations need more support but, as I said 
earlier, we need better roads, better universities 
and better skills as well. I do not know how these 
decisions can be made. They are very difficult. 

Paul Wheelhouse: I will be brief, as I am 
conscious of the time. 

In the Borders, the textile sector has got its act 
together and companies are collaborating to 
provide apprenticeship opportunities for young 
people, and to share the risk in so doing. There 
are a number of examples of that approach. 
Previously, Cogent has done that in the oil and 
gas sector. Where there are highly skilled workers, 
there is obviously a risk that, when someone is 
trained, they will move on to a rival contractor. 
Therefore, companies are collaborating, sharing 
the risk, and, in effect, creating a pool of 
apprentices who can be shared in the industry. 
Has the group looked at such issues? Does that 
model have scope to be rolled out in other 
sectors? If so, are there any particular sectors to 
which it might apply? 

Lord Smith: We have seen some of that. The 
textile industry in the Borders is a tremendous 
example. It used to be that the textile companies 
in Peebles did not speak to those in Hawick or 
Galashiels. Incidentally, the people did not 
intermarry either. 

Paul Wheelhouse: I am glad that you said that, 
not me. 

Lord Smith: It was a case of, “You’re not going 
with a girl from Gala, are you?” 

Because a lot of them are under severe 
pressure—even the mighty Dawson International 
ended up in difficulties—it makes sense for them 
to collaborate if they can, so they do. I have seen 
the same thing happen in other organisations, 
such as companies that supply the health sector. If 
you look at individual sectors, you will find that 
employers are happy to collaborate. Amazing little 
initiatives are going on.  

Willie Haughey, who is on the group and runs 
City Refrigeration in Glasgow, has some surplus 
properties—he would claim that they are not 
surplus—that he has fitted out for small 
businesses rent free. They are like incubation 
plants with dozens of one-man bands—one-
person bands. Two or three of those start-up or 
very early-stage companies come in at a time and, 
by speaking to the guys in the next wee place, 
they may learn how they go about marketing, for 
example. The Willie Haugheys of the world also 
come in, wander around and give advice. 

We are short of company birth rate in Scotland 
and that initiative is a fantastic opportunity. It is an 

example of a bigger fish allowing the smaller fish 
space. Perhaps, if he was able to rent out those 
properties for a big rent, Willie Haughey would not 
offer the same opportunity, but it is altruism after a 
fashion. He also has an insight into what new 
businesses are coming along. 

It is not my job but, if anyone wants me to speak 
to businesses and get them together to do things, 
they will find that we are pushing against an open 
door. We could select industries or areas. For 
example, let us get several medium-sized 
companies in the Borders and say, “Listen, guys, if 
we train these characters, can we then share them 
around? We won’t steal from one another.” I really 
think that people would do it. 

Angela Constance is going around speaking to 
many companies right now. You might find that 
more such collaboration comes out of that. 

Paul Wheelhouse: Indeed. I hope that she will 
speak to the textile manufacturers in the Borders 
about that. 

Lord Smith: That would be excellent. 

Paul Wheelhouse: I hope so. 

Lord Smith: When public sector organisations 
interface with private sector ones, they should tell 
them exactly what they want. The private sector 
organisations can always turn round and say that 
they will not do it. 

As a business guy, I have found that, when 
public sector people come to me, they go round 
the houses and say, “Hi, we’d like a wee bit of 
support.” I say, “Just tell me. What is it? Do you 
want me to give them jobs? Do you want money, 
premises, coaching or mentors? Just tell me. By 
the way, if it is mentors, you can go and take a 
running jump, as I’m not prepared to do it,” or 
something like that. If they just spell it out in plain 
terms, they will get a quick answer and, if the 
answer is yes, it will happen. 

The Convener: You make a really important 
point. A number of organisations contact me—
and, indeed, other MSPs—and, when I ask them 
what they want me to do, they say, “We just want 
to raise your awareness.” 

Lord Smith: I would say, “Okay, I am aware. 
Can I get back to making widgets now?” 

The Convener: They do not seem to want me 
to do anything. It is a tick-box exercise that wastes 
my time and theirs. 

Members have exhausted their questions. 
Would you like to make any final points to the 
committee? 

Lord Smith: I do not think so. I am passionate 
about young people in the NEET category. I hear 
what Elaine Murray said about graduates. There 
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are real issues in that, but young people who are 
NEET are almost a forgotten element. They are 
not forgotten, but they are very likely to be 
crowded out by graduates. Let us find things for 
them, for goodness’ sake. If they are not given 
employment, education or training with a 
purpose—I do not mean that we take them off the 
streets for the sake of statistics, give them 
something for two years and then put them back 
out on the streets two years older—we will 
produce tens of thousands of youngsters who feel 
utterly useless. That is not good for them or us. 

The reason why SSE and other companies get 
involved in that policy area is that we have 
employees and customers in the community—that 
is where we get our employees from—and they 
have relations, grannies and children in the 
community who want to walk home safely at night, 
to have a decent education or to go out dancing in 
that community. SSE has 23,000 employees, and 
100,000 people in that community might be 
directly affected. The people I am talking about are 
in that community and, if we do not watch out, we 
threaten ourselves. A company has a licence to 
operate only if it works within the community. If it 
does not do that, it does not have a licence any 
more. 

The Convener: Thank you. That is food for 
thought. That was a very interesting evidence-
taking session. 

At its meeting on 14 March, the committee 
agreed to take the next item in private. It also 
agreed at the beginning of this meeting to take 
items 5 to 7 in private. Therefore, I close the public 
part of the meeting and allow a few minutes for 
witnesses and members of the public to leave. 

12:00 

Meeting continued in private until 12:22. 
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