HIGHLAND PUBLIC SECTOR EMPLOYMENT STUDY UPDATE
AND RECOMMENDATIONS FOR A RELATED ACTION PLAN

1.
Introduction

1.1
Since December’s  Highland Economic Forum meeting, additional information has been obtained from the public sector organisations in the area and the main organisations supported by public sector funding on their 2010/11 expenditures and their budgeted or anticipated expenditures for 2011/12.  Almost all of this information has now been received and is being processed to give estimated impacts for 2010/11 and 2011/12.  These impacts will then be related to the baseline 2009/10 figures that were presented at the meeting (which themselves have been adjusted marginally).

1.2
The key points from the study are summarised below.  Quantification and more detail will be given in the study report, and some of the points might be modified in the light of new information.

1.3
Also provided is a draft of the Section of the report that addresses how adverse impacts of public expenditure cuts over the next four years might be countered through new activity that might be stimulated by appropriate partnership action.

1.4
Following consideration of these suggested priorities, an Action Plan will be produced, with recommended mechanisms for implementing the priorities.  This new Action Plan would supersede the Strategy / Action Plan produced for the HEF in May 2009 – building on the progress made to-date through Forum Working Groups.
2.
Summary of Key Findings (provisional)
2.1
Out-turn figures for 2010/11 suggest that public sector cuts from the baseline year of 2009/10 have either been relatively modest or have had limited negative employment impact, other than on the construction industry.  In 2008, 6.7% of the region’s employees were employed in construction, compared with 5.9% for Scotland and 4.8% for Great Britain.  This sector had already borne the brunt of recessional reductions in private housing development and shelved investments prior to reductions in public sector capital spending.  Highland Council hosted a seminar on 4th April on the issues facing the construction sector in its area, and a report on this seminar is available from Stuart Black.
2.2
It appears, from information recently obtained, that the overall reduction in public sector spending impact in Highland in 2011/12 will not be as serious as was indicated in the presentation to the last Forum meeting.  These projections had been based on the region experiencing a reduction in impact pro-rata to that anticipated for Scotland as a whole as indicated by the Scottish Government budget for the year.
2.3
The principal reason for this lesser impact is the relatively modest reduction between 2010/11 and 2011/12 in Highland Council’s revenue and capital budgets.

2.4
Since Highland Council’s staff wages and salaries plus the income supported in the Highland economy by its spending represented more than 35% of all public sector impact in 2009/10, its expenditures in 2011/12 and subsequently will have a major influence on overall public sector spending impact.  Adding NHS Highland impacts gives the two organisations together more than 60% of all public sector spending impact in the region.
2.5
NHS Highland’s revenue budget for 2011/12 (without allowance for inflation) is 3.0% higher than in 2010/11 (compared with an average increase to the NHS in Scotland of 2.6%).  NHS Highland’s capital allocation is much lower than its original plans, but capital spend in Highland should not be substantially lower than in 2009/10.

2.6
The “real” impact of public spending cuts, both for 2011/12 and in the three subsequent years to 2014/15, will depend to a large extent on out-turn inflation rates as budgets are set in monetary terms.  Annual CPI inflation in March 2011 was 4.0%, and the average rate over the 2011/12 financial year could be in the range 3.0%-3.5%.  Were inflation to average 3.0% between 2010/11 and 2014/15, real earnings from employment would have fallen by 11.2% over the four year period for an employee paid at a constant rate in monetary terms.  This would approximately equate to the cut to the Scottish Government by the UK Government of 11.3% over the four year period.
2.7
Thus, if employees generally accept a pay freeze over the period, net direct job losses need not be substantial – although the funds available for paying staff out of reduced budgets will depend on the cost of supplies and services purchased.  Recently, for example, imported oil and food prices have risen much faster than CPI inflation.

2.8
The impact on the employment generated through the purchases by the area’s public service organisations is likely to be relatively more serious.  Capital spending will shrink substantially over the four year period, and reduced spending on other supplies and services is likely to lead to further closures and downsizing of businesses that have been highly dependent on supplying the public sector.
2.9
Other concerns include the relatively large reductions faced by HIE and Skills Development Scotland, whose investments will be important in re-orienting the Highland economy in the future towards a greater reliance on the private sector (especially if the new employment is to be relatively skilled and well paid), and in the reductions in funding that the new Highlands and Islands University partners are facing, which will inevitably reduce the range of Higher and Further Education courses available in the region.

2.10
The latest available information from the Government’s Annual Survey of Hours and Earnings (ASHE) shows that full time public sector employees in Highland earned an average of £31,187 in 2009/10 (34.5% higher than the private sector average) and part time public sector employees £11,681 (23.2% higher than the public sector average).

2.11
Although these differentials (which have increased in recent years) suggest scope for real pay reductions in the public sector without (in general) mandatory redundancies, it is important to acknowledge that much private sector employment growth has been in relatively low paid service jobs and that public sector bodies have tended to outsource less skilled and relatively low paid work to the private sector.

2.12
The overall conclusions are that:

· There will be substantial reductions in earnings in the Highland economy in the period up to 2014/15 due to public expenditure cuts, but the impacts will be spread more evenly over the four year period than profiled in the indicative figures given in the December presentation to the Forum.

· Employment reductions will be less marked than reductions in real earnings, and will be relatively more focussed in supplier businesses (especially in the construction sector) than in the public sector organisations as a whole.
· Most public sector job reductions will be achievable through voluntary redundancy payments and early retirements, and (in the short term) redundancy payments and pensions will help individuals to maintain their spending power.  Thus, reduced “induced” impacts in the Highland economy from reduced public sector employment should be less than pro-rata in the initial years.

· Since unemployment in Highland has remained below the national average during and since the recession (the region’s Claimant Count rate in March 2011 of 3.3% comparing with 4.3% for Scotland and 3.8% for the UK) and that the cuts will have a gradual effect, there is an opportunity to prevent unemployment rising to a relatively high level through remedial action.

· Some parts of the region will inevitably be more affected than others, and there are particular concerns for areas, such as Wick, that already have relatively serious structural economic problems.
2.13
Other relevant factors in the wider regional economic environment include the following:

· Real earnings in the private sector began to fall earlier than public sector earnings (i.e. during the national recession), and this trend in private sector earnings is expected to continue.  Indeed, as rapidly growing major economies such as China compete for the world’s resources, average real earnings in the UK could continue to fall for a prolonged period through rising costs of imports.

· Private sector house building is likely to remain depressed due to difficulties in obtaining affordable mortgages, falling house prices in some areas, lack of developer funding for speculative building, and lack of confidence in the future.

· The population-led increases in employment and prosperity that the region has experienced over the past ten years could peter out (indeed, inevitably will if house building remains depressed and the average household size continues to fall).

· Renewable energy development will continue to receive support funding from Government, but the pace and extent of potential employment benefits remain difficult to assess.  Onshore wind farm construction has not yet become a major employment generator, and offshore wind and wave and tidal energy development still face major technological hurdles before they can realise their substantial potential.  Locally, nevertheless, benefits from the research and development and prototype phases should be significant.

· There is a risk that private sector growth through supplying services to the public sector more cheaply than individual public sector organisations can achieve might be focussed in larger operations with economies of scale in Scotland’s major centres.  Similarly, amalgamations of public sector services (e.g. the proposal for a single police force) could tend to lead to employment relocating from Highland to larger centres.

· The platform for wider market growth that the region’s private sector businesses that have been successful in supplying the public sector have had will tend to shrink.

3.
Stimulating Compensating Private Sector Growth
3.1
Agencies and organisations with a remit for supporting economic development, principally HIE and SDS, are already committing substantial resources towards grant aid for private sector investment, public and other infrastructural developments, and workforce development.  Their funding from the Scottish Government is being reduced more severely than that received by Highland Council, NHS Scotland and certain other organisations, and their responsibilities extend beyond Highland – indeed into areas where needs are greater.
3.2
EU funding is diminishing, with the ERDF available for the region likely to be exhausted after the next imminent round of applications, and Structural Fund budgets likely to be significantly lower after 2013 than their average 2007-13 levels (although evidence to help maximise available funding from 2014 is being marshalled).

3.3
Reduced funding from the Scottish Funding Council will limit the scope for UHI partners to contribute towards facilitating diversification and growth of the region’s economy, and other universities and research institutes with a presence in the region face similar constraints.

3.4
Where possible, existing mechanisms and organisations (e.g. North Scotland Industries Group, Fusion, etc) would be supported to help implement new initiatives and enhanced effort.

3.5
In this climate, it will be important:

· To target resources where they will achieve the highest returns (particularly in terms of GDP and earnings growth).

· For all public sector organisations and other organisations in Highland in receipt of public funding to appraise the impacts of their operating and spending decisions on the Highland economy, and to work in partnership to help stimulate growth.

· To take a medium and longer term view in decisions and actions that affect the wider Highland economy.

· To maximise the resources that can be attracted from national and international sources towards development initiatives.  This could influence the types of development prioritised.

· To identify those parts of the area where the need for compensating private sector development are (or will be) particularly high.

· To focus on opportunities that the economic climate favours, in particular exporting and partnerships with countries and regions with relatively fast growing economies.
3.6
The Action Plan produced to take forward new initiatives would dovetail with support provided by HIE to the key businesses in the region through its account management process.  In certain sectors, e.g. life sciences and food and drink production, additional employment or increased competitiveness will generally be achieved through working with individual businesses.

3.7
The following synopsis summarises the scope to stimulate growth by sector.  A broad approach will be required to achieve the targets indicated in Section 4 below, as well as helping to diversify the region’s economy for longer term economic sustainability and growth.
(1)
Tourism
3.8
This is by far the region’s largest private sector industry, and sterling’s exchange rate depreciation since the recession has made visits to the area more price competitive.  Visits and bednights have grown, but total tourist expenditure has tended not to increase due to reduced growth in consumer spending in general and the increased prices of daily essentials.

3.9
Sustaining current levels of employment and associated income would be considered satisfactory, although new initiatives focussed on the following would make a useful contribution:

· Attracting more relatively high spending visitors, who are attracted by high quality facilities (i.e. upper end of the market provision).  These include golfers, and the move of the Scottish Open from Loch Lomond to Castle Stuart near Inverness is a major opportunity to showcase the region’s golfing facilities as well as its outstanding environment.

· Providing value added spending opportunities, especially in rural areas attractive to visitors, e.g. outdoor activity provision and wet weather facilities with a commercial focus.

· Creating new packages that would include charter flights from UK and overseas destinations.

(2)
Construction

3.10
Since public sector capital spending is being cut more severely than revenue spending, the challenge is to find ways of sustaining the region’s construction sector to compensate for reduced capital budgets from the Scottish Government.  The industrial, commercial and social infrastructure that construction work provides tends (if well planned) to have a relatively high long term value to the area’s economy – through enabling business development and improving the appeal of the region as a place to live and work.

3.11
Limiting the job losses in this sector could involve:

· Prioritising capital spend where there is flexibility in budgets, and accelerating developments where possible.

· Establishing innovative private / public sector mechanisms for funding developments.

· Ensuring that public procurement does not disadvantage local businesses.

· Developing expertise in the region in low energy homes and other buildings using sustainable energy sources (including research and pilot projects).

· Encouraging partnerships between businesses to compete for larger contracts in the region and contracts outwith the region.

(3)
Energy
3.12
Oil and gas will continue to provide opportunities in the region as well as renewables.  Eventually, renewables could become the region’s major employer after tourism.  Building on existing plans for improving facilities at locations such as Scrabster, actions might include:

· Focussing on developing infrastructure at key sites to attract business investment and maximise fabrication work.

· Maximising regional supply chain opportunities, especially where main contractors might be external.

· Maximising benefits through community ownership of renewable energy installations or partnerships between commercial developers and community organisations.
(4)
Miscellaneous Manufacturing

3.13
Across manufacturing, and not restricted to the Scottish Government’s key sectors, increased value added might be encouraged through:

· Supplementary initiatives to those recently introduced to encourage exporting, especially to growing markets.

· Developing partnerships between the region’s businesses and businesses outwith the area.

(5)
ICT

3.14
There are a wide range of opportunities for businesses in the region to grow through improved and more sophisticated use of Information Technology – through the training of their staff, employing specialists through short term contracts, or establishing partnerships with the region’s better quality ITC providers.  Many school or college leavers who might not progress to a professional job could contribute productively to business development with appropriate management support.
3.15
HIE’s Broadband Delivery UK Project will bring superfast broadband to a significant proportion of the region’s businesses, and it will be important to capitalise on this – especially where they will have an advantage over competitors from other rural areas.

(6)
Research Institutes

3.16
There are opportunities to expand or otherwise strengthen existing institutes, establish new institutes that relate to the region’s development priorities, and increase the wider economic impacts from the work of institutes.  Research contracts can be a significant means of attracting external funding into the region.

3.17
Further efforts could be made to promote the commercialisation of research, particularly through helping to establish academic links with businesses in the region when research projects are being drawn up and during the period of the projects.

(7)
Social Enterprise

3.18
There is scope for new and existing social enterprises to play a significant role in the region’s economy as employers.  This might particularly be achieved through:

· Providing outsourced services for public organisations.

· Strengthening their structures or working in partnership to sell goods and services outwith the region.

· Increasing the involvement of successful local business proprietors and managers.

(8)
Entrepreneur & Enterprise Development

3.19
Existing initiatives might be supplemented through a structured programme that takes account of the different opportunities for people at particular stages of their careers to adopt a more entrepreneurial approach – which might or might not entail starting a new business.

3.20
A particular focus might be those with skills and experience leaving their public sector employment.

3.21
Support might be given to the establishment or strengthening of groups in local areas that would encourage or facilitate new clusters of activity, e.g. in the creative industries.  This could include the redevelopment of properties as well as utilisation of existing space.

(9)
Workforce Development

3.22
Identifying the need for future skills and expertise, and retraining the staff whose jobs might be lost for future jobs is always very challenging.  Efforts on this front would complement a major initiative that has received ESF funding to equip Dounreay-related workers for new roles as the Caithness and North Sutherland economy moves towards an increased dependence on other sectors, particularly renewables.
3.23
Priorities might be to:

· Maximise the opportunity to access ESF for new initiatives funding prior to 2013.

· Maximise the role of colleges and other training institutions.

· Focus on comparative advantages, including business development through IT applications (see above).

(10)
Inward Investment

3.24
A priority opportunity is considered to be encouraging the relatively large and expanding outsourcing companies to establish a presence, or enhance their presence, in the region or to partner local businesses or consortia.

(11)
Procurement

3.25
Opportunities to increase the share of supplies and services purchased from regional businesses by public sector and related organisations in Highland extend beyond construction (see 3.11 above).  Significant contracts from public agencies can give businesses a platform for future growth.

3.26
Facilitating an increase in regional value added through the procurement of supplies and services might be progressed through:

· Examination of best practice in other parts of the UK.

· Advice to the procurement staff of organisations on ways to structure procurement and specify requirements that would not disadvantage regional suppliers.

· Greater collaboration between purchasing authorities which could provide shared supply opportunities for regional businesses (individually or through partnerships).
(12)
Population Growth

3.27
The region could be more strongly marketed as a place to live (and possibly work) to the retired / early retired who can afford new housing.  An additional home in the area creates construction employment and a degree of other local demand for goods and services even if it is not (at least initially) a permanent residence.
4.
Targets

4.1
The Action Plan that would be produced by the Highland Economic Forum will set targets for employment and income generation for the sectors and initiatives that the Plan will incorporate.
4.2
On the basis of the provisional estimates for the possible reduction in employment due to public sector cuts produced for the December presentation, the target by 2014/15 might be to create 4,000 additional ftes (i.e. an average of 1,000 per annum) and £120 million in annual earnings (at current prices) – inclusive of supply chain and employee spending (“induced”) impacts.

4.3
Most new employment generated should be sustainable for at least 5-10 years and provide a platform for future growth.

4.4
The targets will take account of the expected impacts of initiatives already underway (e.g. Dounreay diversification), as well as HEF fostered activity.  These will be summarised in the Plan alongside new partnership initiatives.

4.5
Where priority geographical areas are identified, targets for new job creation in these areas will also be set – taking a longer term (and realistic) view of employment prospects as well as the four year perspective.
Priority areas should include zones of opportunity (e.g. East Inverness) as well as areas of particular need such as Wick.

5.
Implementation

5.1
The opportunities recommended above would best be progressed to the stage of costed propositions through working groups, with a degree of research into existing provision in the area and best practice from elsewhere.

5.2
In making recommendations on how opportunities might subsequently be taken forward, the working groups should identify:

· Short term action required.

· Indicative longer term development pathways.

· Sources of available funding.

· The individuals, groups or businesses who would lead new initiatives or be involved as partners.

5.3
Professional facilitation support should be provided to the working groups, and a budget would be required for this (although there would be scope for such support to be provided by suitably experienced staff members of particular organisations).

5.4
The working groups would be affiliated to the HEF, but could involve individuals with relevant experience, expertise or interest who are not Forum members.  Ideally, each working group would include at least three or four people who would commit time between meetings to progressing particular opportunities over at least an initial 6-12 month period.
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