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UK COVID-19 INQUIRY
WITNESS STATEMENT OF NICOLA STURGEON

This statement is one of a suite provided for Module 9 of the UK Covid-18 Inquiry and
these should be considered collectively. In relation to the issues raised by the Rule 9
requests served on the Scottish Government in connection with Module 9, |, Nicola

Sturgeon, will say as follows:

1. My name is Nicola Sturgeon. | was appointed First Minister of Scotland by Her Late
Majesty Queen Elizabeth on 20 November 2014, on the nomination of the Scottish
Parliament. | held office as First Minister from then until 28 March 2023 and | am a Privy

Counsellor.

2. | was previously Deputy First Minister and Cabinet Secretary for Health in the Scottish
Government, from 17 May 2007 to 12 May 2011, Deputy First Minister and Cabinet
Secretary for Health, Wellbeing and Cities Strategy from 19 May 2011 to 5 September
2012 and then Deputy First Minister and Cabinet Secretary for Infrastructure, Capital
Investment and Cities from 5 September 2012 to 19 November 2014.

3. | held office as First Minister throughout the period from 30 January 2020 to 28 June
2022. As First Minister during that period | was head of the Scottish Government and so
had overall responsibility for our pandemic response, and for engagement with the UK
Government and other devolved administrations. However, in keeping with the principle
and practice of Cabinet government, | exercised that responsibility on occasion and,

where appropriate, through delegation to Ministers.

4. In the preparation of this statement, | have referred to records and material provided to
me by the Scottish Government, and these have been exhibited where relevant. | have
received drafting assistance and input from the Scottish Government’s Covid Inquiries
Response Directorate to enable the statement to be completed, however, any views or

opinions expressed in this statement are my own.

5. As | made clear in my media briefing on 20 March 2020, it was immediately clear
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that the pandemic would result in an unimaginably difficult time for the economy,

with businesses, employers and workers all facing extraordinary challenges.

. As First Minister | held the overall responsibility for the Scottish Government’s

economic response o the Covid-19 pandemic throughout the specified period, 1
January 2020 to 28 June 2022. As detailed in my witness statement [NS9/001 -
INQOO00338033] to Module 2A of the UK Covid-19 Inquiry, as is appropriate and
standard practice, the Cabinet Secretaries and Ministers appointed by me had
responsibility within their own portfolios for operationalising the decisions of Cabinet;
taking decisions that did not require Cabinet approval; engaging with counterparts in
the UK Government and other devolved administrations; and communicating with

stakeholders.

. As noted above, in my capacity as First Minister, | had the ultimate responsibility for

decisions made by the Scottish Government, including high level economic responses
during the pandemic. | chaired weekly Cabinet meetings, the Scottish Government’s main
decision-making body. In general, a Cabinet paper setting out options for such decisions
would be tabled by the Deputy First Minister, though | would usually be personally
involved at the drafting stage of such papers to help frame the options that Cabinet would
consider. Following discussion of the paper and consideration of the options, Cabinet
would reach its conclusions. On occasion it would delegate decisions on points of detail
to me. In reaching these decisions, | would take account of the views expressed at
Cabinet and consider the advice of officials, as well as clinical and other expert advisers.
Cabinet minutes and papers, which have been provided to the Inquiry, will record the
decisions taken, the basis of these and the occasions on which there was delegation of

any decisions to me.

| also attended — and usually chaired — Ministerial meetings of the Scottish Government
Resilience Room (SGORR (M)). These were attended, as necessary, by other Cabinet
Secretaries and Ministers, officials, and clinical and other advisers. As the pandemic
progressed, SGORR (M) would also be attended by partner responders, including local
government and Police Scotland. Whereas Cabinet took the strategic decisions and set
the approach, SGORR (M) was focused on the operational aspects of our response. |
also had regular discussions with ministers, officials and advisers in what we sometimes
referred to as ‘Gold’ meetings or in Deep Dive’ sessions (the latter sometimes arranged
by the Scottish Government Covid-19 Advisory Group) to be briefed on data and
modelling and consider different aspects of our pandemic response — however, any
decisions requiring to be made from these discussions would routinely be taken by
Cabinet; indeed discussions in ‘Gold’ meetings were often convened to help shape the

options that Cabinet would consider. In addition to participation in Scottish Government
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10.

11.

bodies, | took part in intergovernmental meetings with the UK Government on Covid-19
throughout the period covered by the Inquiry to understand and, where possible,
influence relevant UK Government decision-making and to share relevant information
about the pandemic in Scotland and the Scottish Government’s assessments, decisions,
and actions in response. These included meetings convened by the Cabinet Office

through the Cabinet Office Briefing Room.

| also chaired weekly meetings, in which advice and analysis on economic policy in
response to the pandemic was provided to Ministers through a group, focusing
specifically on the economy and the economic impact of Covid-19. As part of these
meetings, the Director General Economy and Chief Economist updated on policy and
analysis including weekly economic update [NS9/002 - INQ000282440]. The meetings
were attended by economy-related Ministers and senior Scottish Government officials
including Scottish Government Exchequer and from other areas of government related to
the economy and business support. These weekly Ministerial meetings started on 20
March 2020 and continued consecutively through to 28 August 2020 with 21 meetings
over this period. This was the main forum at that time for considering economic impacts
and the Cabinet Secretary for Economy was the lead minister in terms of the economic
response. The Finance Secretary led on funding issues and discussions with the UK

Government regarding operation of the fiscal framework.

As head of the Scottish Government, | was responsible for the overall development,
implementation, and presentation of the administration's policies and for promoting and
representing Scotland at home and overseas. In the context of the Covid-19 pandemic,
this meant that | bore overall responsibility for the decisions of the Scottish Government in
responding to it, albeit that | did not personally take every decision. | also had principal
responsibility for communicating to the public the Scottish Government’s understanding of
the virus, the decisions we were taking in response and what we were asking the public
to do and not to do. | was provided with advice, evidence and information by a broad
range of individuals and organisations, including civil servants across the policy areas
that the Scottish Government is responsible for, but especially health, education, the
economy, justice and strategy and external affairs; the Chief Medical Officer (CMO); the
National Clinical Director (NCD); the Chief Nursing Officer (CNO); the Chief Social Policy
Adviser (CSPA); the Chief Scientist for Health (CSH); the Chief Economist; the Chief
Statistician; National Records of Scotland; Public Health Scotland; and the Scottish
Government Covid-19 Advisory Group.

It was quickly apparent that Covid-19 was not just a health crisis, but also an economic
crisis and a social crisis. The harm it would cause was multi-faceted. As well as the direct

harm resulting from infection, it would cause indirect health harms and severe damage to
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livelihoods and education. It would also widen existing inequalities, potentially creating
new ones too, and exacerbate social isolation. We therefore realised very quickly that we
had a duty to take all these different aspects of harm into account as we responded to the
pandemic, with an overarching aim of reducing overall harm as much as possible. We
also understood that an approach of balancing different harms, often accepting trade-offs
between them, would require a rational framework within which we could take decisions.
This led to the publication on 23 April 2020 of The Framework for Decision Making
[NSS/003 - INQO00369689] which introduced the Four Harms approach that the Scottish
Government thereafter followed. As is detailed in paragraph 109 of my statement to
Module 2A of the UK Covid-19 Inquiry:

“The Four Harms Group also became a part of our advisory structure. Four
Harms(direct health harm, broader health harm, social harm, economic harm) was an
approach developed to provide a rational basis for considering often conflicting
harms — recognising that an intervention designed to suppress the virus and save
lives could impact negatively in other ways. These assessments were led by the Four
Harms Group which would bring together senior officials and advisers who could give
input on the range of harms, together with other policy leads, analysts, and Public
Health Scotland. Four Harms assessments enabled impacts, for example on groups

with protected characteristics, to be discussed in relation to each of the harms.”

12. While 1 had overall and ultimate responsibility for all Scottish Government decisions, |
exercised that responsibility on occasion and where appropriate through delegation to
ministers, which is in keeping with the principle and practice of Cabinet government. The
Cabinet Secretaries and ministers appointed by me had responsibility within their own
portfolios for operationalising the decisions of Cabinet; taking decisions that did not
require Cabinet approval; engaging with counterparts in the UK government and other

devolved administrations; and communicating with stakeholders.

13. As well as his portfolio responsibilities — which in the specified period were Education &
Skills (up until May 2021) and Covid Recovery (from May 2021) — the Deputy First
Minister had responsibility for resilience matters and assisted me in matters that were

strategic or cross government.

14. During the relevant period, the primary responsibilities for the Deputy First Minister and
Cabinet Secretary for Covid Recovery included the following:
e Government strategy
e Inter-governmental relations
e Development and implementation of the Four Harms risk Framework

e Cross-government coordination of Covid recovery policies
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e Cross-government co-ordination on Covid-19 recovery & Covid-19 strategic
reviews

e Delivery and outcomes across portfolios

e Public service reform

e Cross government co-ordination on UN treaty incorporation

e Resilience

e Government statistics

o Office of the Chief Researcher

e Local Government Boundary Commission

e National Performance Framework

e Historical abuse inquiry

e Local governance review and democratic renewal

s Efficient government

¢ Cross-government delivery of ‘The Promise’ to care-experienced young people

15. | also worked closely with the Cabinet Secretary for Finance (from May 2021, she was
Cabinet Secretary for Finance and Economy), Kate Forbes, and the Cabinet Secretary for
Economy, Fair Work and Culture (until May 2021), Fiona Hyslop. This engagement was
mainly through formal meetings — from March 2020 until August 2020 | chaired a weekly

meeting focused on the economic impacts of the pandemic which was attended by both.

16. During the specified period, the primary responsibilities for the Cabinet Secretary for
Economy, Fair Work and Culture included the following:
e business, industry and manufacturing support
e economic policy and prosperity
e enterprise agencies
e entrepreneurship
» relations with business and trades unions
e labour market strategy (long-term)
¢ the development of a well-being economy

e Office of the Chief Economic Adviser

17. During the specified period, the primary responsibilities for the Cabinet Secretary for
Finance were as follows:
e budget Bill
e managing the public finance
e fiscal policy and taxation
+ income

e fiscal framework
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18.

19.

20.

21.

22.

e Scottish budget, budgetary monitoring and reporting
e government procurement

o National Performance Framework

e cross-government coordination of wellbeing policies
s local government finance

e public bodies policy

e Scottish futures trust

s public sector pay

e digital economy

e government statistics [3]

It is important to note that many of the high-level economic decisions during the
specified period were made by the UK Government. This included the decision to launch
the Coronavirus Job Retention Scheme and the Self-Employment Income Support

Scheme and the temporary uplift to Universal Credit and Working Tax Credit.

As noted in paragraph 6, in my capacity as First Minister, | had the ultimate responsibility
for decisions made by the Scottish Government, including high level economic
responses during the pandemic. High level economic decisions were primarily made
through Cabinet Meetings, although they were often informed by discussions and
briefing prior to these meetings. | believe the Scottish Government structures in place

were effective.

| worked very closely with John Swinney, in his capacity as Deputy First Minister, as well
as with the Cabinet Secretaries who led on the Scottish Government’s response, Fiona
Hyslop and then, subsequent to the May 2021 elections, Kate Forbes. | had regular
communication with them, and attended a range of meetings with them, including
Cabinet, weekly Covid Economy Ministerial Group meetings, SGORR (M), ‘Gold’

meetings and Deep Dive sessions.

| am asked how my relationship with them affected the economic response to the
pandemic in Scotland. | consider that | had effective working relationships with them all
before the pandemic and that this continued into the handling of and response to the

pandemic.

The Inquiry has asked about a series of meetings which were referred to as “Gold” or
“Gold Command” meetings. | have now provided this information to the Inquiry — in both
written and verbal form — on a number of occasions. However, to recap: these were not

decision making meetings but rather discussion meetings between officials and
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23.

24.

25.

26.

Ministers. |, in my capacity as First Minister, attended the meetings. Other Cabinet
Secretaries, including John Swinney, Fiona Hyslop and Kate Forbes were invited to
these meetings when the subject matter of the discussions engaged their portfolio
responsibilities. | understand the Inquiry has been provided with documents which
shows that all three were invited to meetings held in the period September to December
2020. The frequency and format of these meetings varied with the urgency of issues
being considered. These meetings helped inform Cabinet meetings, where issues were

further discussed and actions were decided upon.

| understand that the UK Covid-19 Inquiry has already had Cabinet papers, which set

out items for discussion and decision, provided to it.

| worked closely with, and where appropriate, delegated decision making to Cabinet
Secretaries and Ministers on all matters, including the economy, and all key
strategic proposals were taken to Cabinet for discussion and decision. | consider
that my relationships with key ministers was good and constructive and, as is the
part of the purpose of collective government, helped me discharge my

responsibilities.

Relationships with all Directors General (DG), including DG Economy, DG
Exchequer and DG Communities were led by the respective portfolio cabinet
secretaries who would have had frequent engagement with them. | would have
been sighted on key advice from officials, including Directors General and their
team, throughout the pandemic In addition to this, | also attended the Weekly Covid
Economy Ministerial Group, which was also attended by DG Economy and the Chief

Economy Adviser. It is my view that these relationships worked well.

Paragraph 5 of my Module 2 statement [NS9/004 - INQ000235213] summarises my

involvement in intergovernmental meetings:

“I took part in intergovernmental meetings with the UK Government on Covid-19
throughout the period covered by the Inquiry, in order to understand and, where
possible, influence relevant UK Government decision-making and to share relevant
information about the pandemic in Scotiand and the Scottish Government’s
assessments, decisions and actions in response. These included meetings
convened by the Cabinet Office through the Cabinet Office Briefing Room (COBR),
sometimes at short notice. I did not take part in UK Government Cabinet or other
internal meetings. A list of decision-making committees, groups and forums dealing

with the UK Government’s response to Covid-19 that | attended between January
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2020 and February 2022 — including a detailed timeline — is included in the
supporting evidence for this statement. [NS9/005 - INQO00130883].”

27. | was also sighted on correspondence that relevant Cabinet Secretaries sent to the UK
Government on issues relating to the economy. This included letters, such as the one
sent by the then Cabinet Secretary for the Economy, Fair Work and Culture, Fiona
Hyslop, and Cabinet Secretary for Finance, Kate Forbes, to the Chancellor of the
Exchequer, Rishi Sunak, on 24 March 2020 calling for the Coronavirus Jobs Retention
Scheme to be expanded to include the self-employed, and a letter sent by Fiona Hyslop
to Rishi Sunak on 21 August 2020, [NS9/006 - INQ000614187], calling for the

Coronavirus Job Retention Scheme to be extended.

28. As | had overall and ultimate responsibility for all Scottish Government engagement with
the UK Government throughout this period, | engaged with the then Prime Minister,
Boris Johnson, primarily through Cabinet Office Briefing Room meetings, with Michael

Gove through Four Nations Ministerial calls and by correspondence.

29. Other than Cabinet Office Briefing Rooms meetings, | did not directly engage with Rishi
Sunak through the specified period. Portfolio cabinet secretaries led on engagement
with their counterparts, and so my Ministerial colleagues, primarily the Cabinet Secretary
for the Economy, Fair Work and Culture and Cabinet Secretary for Finance, would
engage directly with him. | have offered views on my relationships with UK Ministers in
previous statements and | refer the Inquiry to these. | sought to foster positive and
constructive relationships — though this was not always successful. Given that the
provision of economic and financial assistance to compensate businesses and
individuals for the impact of public health restrictions was the responsibility of the UK

government, this was one of the areas where tensions sometimes emerged.

30. My impression was that the relationship was good, subject to the context which |
describe in the preceding paragraph. However, it is for Ms Forbes and Mr Sunak to

describe their relationship.

31. As First Minister, | held ultimate responsibility for engagement with the UK Government,
including on issues relating to the economic response to the Covid-19 pandemic. |
attended a number of meetings, including multilateral Four Nations Meetings, Ministerial
summits, calls with the Chancellor for the Duchy of Lancaster and Cabinet Office
Briefing Office (M) meetings. A full schedule of these engagements is provided in

paragraph 26.

32. In addition to these engagements, | would, on occasion, write to the then-Prime Minister,
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Boris Johnson, in order to convey information or seek clarity on key strategic issues.
These letters were primarily drafted in response to meetings that | had attended with the
Prime Minister, or following on from correspondence that he had issued. | wrote to the
then Prime Minister on 23 September 2020, [NS9/007 - INQ000217057], to request
further four nation discussions on interrelated questions, including economic support for

those affected by restrictions. This letter included the following questions:

“...Secondly, given the further restrictions will inevitably have an economic impact,

what support is required for affected sectors?

And third, if it is not possible to reach a four nations agreement on further
restrictions with associated support, what arrangements can be put in place to
ensure that devolved administrations are not constrained in making what we judge
to be essential public health decision because we lack the financial flexibility fo

provide support to affected sectors or individuals?

At present, the ability of the Scottish Government and | believe the other devolved
administrations, to take action we consider is required, for example on hospitality, is

curtailed by our lack of levers to deliver the necessary economic support...”.

33. l received a reply to this letter from the Prime Minister on 29 September, [NS9/008 —
INQOO0354199] where, in response to my second question, he noted the existing
economic support offered by the UK Government, in response to my third question, he

noted Barnett consequentials had increased, in addition to a grant from HM Treasury.

34. As already indicated, my Cabinet Secretaries led on engagement with their
counterparts. The Cabinet Secretary for Economy, Fair Work and Culture and Cabinet
Secretary for Finance engaged with the UK Government through the four nations calls,

bilateral meetings with the Chief Secretary to the Treasury and written correspondence.

35. My role was as head of the Scottish government which meant that when issues were
raised at that level — in COBRA or Four Nations meetings — | would often take the lead in
follow-up communications. Otherwise, my portfolio ministers would do so, keeping me

updated as appropriate.

36. | am asked about my relationships senior UK Government civil servants. | did not have
relationships with UK Government officials rather these relationships were managed by
my officials. As already set out in this statement, my relationship was with key UK
Government Ministers such as the then Prime Minister and Chancellor of the Duchy of

Lancaster. There would have been UK officials involved in key meetings such as
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37.

38.

Cabinet Office Briefing Room but my discussions on these calls were with my

counterparts.

As | understand is noted in the corporate statement to Module 9 of the UK Covid-19
Inquiry from DG Economy, during the period January to March 2020 there was
engagement with UK Government through Ministerial channels relating to the economy
at both the official and Ministerial level. This formal engagement began in mid-March.
Chief Economist Gary Gillespie attended the Economic and Business Response
Implementation Group — both the Ministerial Group, also known as EBRIG(M) and the
Officials Group, also known as EBRIG(O). Gary Gillespie presented at the Economic
and Business Response Implementation Group Officials group. The early engagement
was less structured and took place as and when required. This was then formalised with
the Economic and Business Response Implementation Group meetings being set up. As
time went on, these meetings considered the reset and restarting of the economy given
the likely impact of the pandemic. These meetings included the four nations - UK
Government, Welsh Assembly Government, Northern Ireland Executive and Scottish
Government — with Cabinet Office providing the secretariat. | did not attend these
meetings myself, the-then Cabinet Secretary for Economy, Fiona Hyslop, represented
Scottish Ministers when required. | am asked by the Inquiry whether engagement
through this group was earnest and effective, as | did not attend the group, this question

is better posed to those who did.

As | stated in paragraph 69 of my statement to Module 2A of the UK Covid-19 Inquiry,
M2ANSO01, [NS9/001 - INQO00339033] | had positive relationships with Welsh and

Northern Irish administrations:

Co-ordination with the other devolved administrations took place within the context
of four nations, infergovernmental structures, but also bilaterally where necessary. |
had a very good relationship throughout the pandemic with the First Minister of
Wales and his minister/officials/advisers. | always felt that | understood the
decisions the Welsh Government was taking and why and would hope that the
same was true in reverse. As for Northern Ireland, its position as part of the island of
Ireland, obviously meant that decisions of the Republic of Ireland were just as
relevant to it, perhaps more so, that those of the UK, Scottish or Welsh
governments. As result, our engagement with the Northern Ireland Executive (NIE)
was perhaps not quite as close as it was with the Welsh Government — nevertheless
| considered the engagement, including my interactions with the FM/DFM, to be
good. | always had a good awareness and understanding of the decisions it was

taking.
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39. Meetings with officials in the Welsh and Northern Irish administrations were conducted
through the 4 Nations Covid Officials (O) calls. | did not attend these meetings and do
not have any comments on the effectiveness of these in shaping the economic response

to the pandemic.

40. In my capacity as First Minister, | received information and economic advice from a
variety of sources. Evidence was presented to the Deputy First Minister and | by
representatives of the Chief Statistician for Scotland, Public Health Scotland and
National Records of Scotland in exercising their relevant roles and responsibilities. | had
access to advice from the Scottish Government’s Chief Economist who regularly

provided input on the economic impacts of Covid-19.

41. The Four Harms Group also became a part of the Scottish Government’s advisory
structure. Four Harms (direct health harm, broader health harm, social harm, economic
harm) was an approach developed to provide a rational basis for considering often
conflicting harms — recognising that an intervention designed to suppress the virus and
save lives could impact negatively in other ways. These assessments were led by the
Four Harms Group which would bring together senior officials and advisers who could
give input on the range of harms, together with other policy leads, analysts, and Public
Health Scotland.

42. | also commissioned the Advisory Group on Economic Recovery, an expert advisory led
by Benny Higgins with a remit to advise the Scottish Government on the economic
recovery from the pandemic, including measures to support different sectoral and
regional challenges the economy would face in recover and how business practices

would change as a result of Covid-19.

43. Papers for the group have been provided to the Inquiry for Module 2A [NS9/009 -
INQO000362629] and their report “Towards a Robust Wellbeing Economy for Scotland’
was published on 22 June 2020. On the same day, | delivered my daily media briefing

with Benny Higgins, in order to launch the report.

44, The Scottish Government's response to the report entitled Economic Recovery
Implementation Plan was published on 5 August 2020 [NS9/010 - INQ000131080] and
[NS9/011 - INQCO0131081].

45, It was clear that individuals and businesses would need significant economic support as a
result of lockdown, and that this would need the UK government to provide the Devolved
Administrations with the necessary financial resources, given that our own fiscal powers

and levers were insufficient to the scale of the challenge. However, my view was that the
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46.

47.

48.

49.

50.

threat of direct Covid harm was by that time so great that the overriding priority must be fo
protect health and save lives, and that whatever action was necessary as a result,
including the provision of financial support, would simply have to be taken. Covid-19 was
first and foremost a public health emergency, and whilst it was recognised that the
decision to go into lockdown would have a significant impact on the economy, the priority

at the time was to mitigate the impact on health and lives.

As noted in paragraph 277 of my statement to Module 2A of the UK Covid-19 Inquiry,
[NSS/001 - INQOO0339033] my view at that time was that to maximise compliance and
effectiveness, it was preferable for the UK administrations to move together as far as
possible. It was also the case that the Scottish Government would not have had the

financial wherewithal to provide the financial support that lockdown required.

The corporate statement provided by DG Scottish Exchequer to Module 2A of the UK
Covid-19 Inquiry in June 2023 [NS9/012 - INQ000215484] set out in detail how the
Scottish Budget (i.e., the amount of money that is subject to the decisions of the Scottish
Government and the approval of the Scottish Parliament) is made up; the factors that
affect its overall size; the process that determines its allocation which is set out in the
Fiscal Framework Agreement and Statement of Funding Policy; and the allocations that
were made during the pandemic. The comments that follow are intended to summarise

that information and add personal insight where appropriate.

The Scottish budget is comprised of a block grant provided by the UK government and
calculated in accordance with the Barnett formula; taxes raised in Scotland —Income Tax,
Land & Buildings Transaction Tax, Scottish Landfill Tax, and non-domestic rates; and

limited borrowing.

Ministerial responsibility for allocating and managing the budget lies with the Finance
Secretary — who for the duration of the pandemic was Kate Forbes — but this

responsibility was exercised collectively as part of the Scottish Cabinet.

Standard funding arrangements continued to apply during the pandemic, but the amount
allocated to the Scottish Government by way of the block grant through the Barnett
formula (generating what is known as ‘Barnett consequentials’) increased substantially
because of necessary decisions taken by the UK government to, for example, increase
support for the NHS and provide support to businesses required to close or restrict
operations during lockdown. The allocation of this additional money was for the Scottish
Government to determine, and we took decisions to increase NHS funding and put in
place a range of schemes to support businesses, communities, and individuals. We

would have been unable to do so from within our pre-existing budget as this was already
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51

52.

53.

54.

fully allocated, and the amounts of money involved could not have been raised from the
limited devolved tax or borrowing powers at our disposal. If we chose to provide funding
for initiatives within our devolved responsibilities that the UK did not match — or if there
were devolved responsibilities with no corresponding duty in the rest of the UK, such as
inter-island transport that | have been asked to comment on — we would have to budget
for this from within our overall pot of money. We did so by re-allocating funding from other
parts of the Scottish budget.

. As well as increasing the funding available through the block grant, changes were made

to aid forward planning. Traditionally, there is retrospective element to budget
reconciliation that creates an inherent uncertainty in how much money the Scottish
Government has at its disposal. However, in July 2020, it was agreed that at various
points during the pandemic the UK government would guarantee upfront a minimum

amount that would be made available to the Scottish Government.

In addition to UK government decisions on matters that were devolved to the Scottish
Parliament, therefore generating Barnett consequentials, the UK spent money in reserved
areas on schemes that operated UK wide — this includes the Coronavirus Job Retention
Scheme - also known as the furlough scheme, the Self Employment Income Support
Scheme, the Bounce Back Loan scheme, and the Coronavirus Business Interruption
scheme. These were all UK wide schemes, operated by the UK government, and while
the Scottish Government made representations about their detail and longevity, we had

no direct role in their design or implementation.

Overall, the UK government was reasonably responsive to the views of the Scottish
Government and, especially in the early phase, took vital and very substantial decisions
that were essential to the pandemic response. However, there is no doubt that the
pandemic highlighted the disparity and asymmetry that can arise in the interface between

reserved and devolved responsibilities.

As the pandemic progressed, the UK Government increasingly made funding decisions —
and in particular decisions about the pace at which to reduce/withdraw pandemic related
funding and schemes such as furlough — based on its assessment of the need, or
otherwise, for ongoing non pharmaceutical interventions. This assessment was based on
the data/epidemiology for England and on the UK Government’s judgments on what level
of infection it thought acceptable to have circulating in the community. In summary, if the
UK Government thought non pharmaceutical interventions restrictions needed to stay in
place or be increased they could increase funding/extend furlough to provide the
necessary support - and vice versa. However, the Scottish Government did not have a

corresponding ability to increase funding/extend furlough if our assessment of the
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55.

56.

57.

58.

59.

60.

61.

Scottish data/epidemiology or a different ‘risk appetite’ led us to the view that non
pharmaceutical interventions restrictions should be extended or increased. In summary,
each of the four governments across the UK was responsible for deciding on appropriate
public health interventions within our own jurisdictions, but only one of the four had the

ability to make funding decisions to support these interventions.

The Scottish Government made frequent representations to the UK Government on
funding. These were made through various channels — at the Cabinet Office Briefing
Room meetings and other four nations meetings, in written communications, and in

statements to Parliament.

The Inquiry has asked about local government funding arrangements, | understand
these are set out in detail in the DG Communities statement to Module 9 of the UK

Covid-19 Inquiry.

| understand that the funding arrangements with local governments in Scotland worked
effectively during the pandemic, considering the extreme pressure and evolving

challenges presented by Covid-19.

The Scottish Government would suggest that having arrangements in place which
ensure timely sharing and engagement between the devolved administrations and the
UK Government on policy decisions and their impact on funding and timely sharing of
the level of resulting consequentials and what was in scope for them to cover, with a
forward indication of other areas that might be in the pipeline, would reduce uncertainty

and delays in corresponding Scottish Government decision-making.

Temporarily removing limits on the Reserve altogether would provide greater certainty
and flexibility to manage any late consequentials arising as a result of any UK
Government response {o a future pandemic. Having the flexibility to borrow in
exceptional circumstances fo fund day to day activity would enable the Scottish

Government to respond more quickly to events and provide timely support.

| am asked to set out my involvement in the design and delivery of schemes that provided
support for jobs across the UK. As First Minister | was not directly involved in either
aspect rather this was undertaken by the relevant officials. | would have been sighted on
key advice from policy. Where schemes were led by the UK Government, | did not have
a role in designing or delivery of them. | have set out to the best of my knowledge the

involvement of Scottish Government.

The UK Government introduced a number of schemes designed to offer financial
support for businesses and individuals on a UK wide basis. The Scottish Government

did not have policy control over these UK-wide schemes, but they provided a foundation
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62.

63.

64.

65.

66.

67.

68.

of support for businesses in Scotland. Among these was the Coronavirus Job Retention

Scheme.

The Coronavirus Job Retention Scheme was introduced and administered by the UK
Government to support employers and has commonly been referred to as the furlough
scheme. The scheme was based around HMRC’s Pay As You Earn (PAYE) system. It
worked by providing grants to employers of up to a maximum 80% of salary to a
maximum value of £2,500 per employee. The scheme closed on 30 September 2021, by
which a total of 911,900 employments had been supports (employments is used, as

individuals with more than one job may have been furloughed from each of them).

The Scottish Government did not play a role in the design or delivery of this scheme, and
so | am unable to offer detailed information on how the scheme came to be and how it

was delivered.

Final figures showed that 80,800 employments were on furlough when the scheme
closed, which was 3% of the total eligible [NS8/014 - INQ000182946].

The Coronavirus Job Retention Scheme undoubtedly provided essential support to
a significant number of people across the UK throughout the pandemic, however, it
was one of a suite of interventions where Scottish Government was concerned that
decisions were being taken which affected Scotland, but were taken at the UK wide
level and did not reflect the different circumstance in each of the devolved nations’
experience of the pandemic, and were not reflected by the fiscal arrangements in

place.

Should a similar scheme be needed in a future emergency, it is worth considering
that having arrangements in place which ensure timely sharing and engagement
between the devolved administrations and the UK Government on policy decisions,
and their impact on funding, and a timely sharing of the level of resulting
consequentials and what was in scope for them to cover would reduce uncertainty

and delays in corresponding Scottish Government decision-making.

As noted above, the Coronavirus Job Retention Scheme was administered by the UK
Government, and as such the Scottish Government did not have access detailed data on

its operation.

HMRC did make some information on Coronavirus Job Retention Scheme available,
and this was processed by the Office of the Chief Economic Adviser, who then presented
these to relevant Ministers, including myself, as part of routine labour market statistic

briefings. A copy of one such briefing, from 7 October 2021, is provided: [NS9/015 -
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69.

70.

INQO00649463].

The Scottish Government also undertook analysis in order to understand the impact of
the Coronavirus Job Retention Scheme in Scotland during the pandemic. On 16
September 2020, the Scottish Government published a report produced by the Office of
the Chief Economic Adviser containing analysis on the costs and benefits of extending
the Coronavirus Job Retention Scheme on a temporary basis , beyond what was at that
point an anticipated end date of 31 October 2020. The Office of the Chief Economic
Adviser analysis at the time indicated that a six month extension beyond October 2020
would help keep people in jobs while sectors of the economy currently unable to fully

open recover and lead to sustained economic benefits at a relatively small cost.

Although the Scottish Government was not responsible for the delivery of the
Coronavirus Job Retention Scheme, its wide reaching support for people in Scotland
meant that there was a clear interest in ensuring that the scheme was delivered to
support employers whose ability to pay their employees was at risk due to Covid-19. As
such, |, alongside my Cabinet colleagues, called upon to the UK Government on a
number of occasions to extend or otherwise improve the scheme. A list of these key

instances of these calls and correspondence is included below:

e 7 May 2020 - Fiona Hyslop, Cabinet Secretary for the Economy, Fair Work
and Culture and Kate Forbes, Cabinet Secretary for Finance wrote to Rishi
Sunak, Chancellor of the Exchequer to ensure there was not a “cliff edge” for
support in July 2020, an originally anticipated end to the scheme.

e 26 May 2020 - Fiona Hyslop, Cabinet Secretary for the Economy, Fair Work
and Culture wrote to Rishi Sunak, Chancelior of the Exchequer, welcoming
the extension of the scheme to October 2020 and requesting additional
flexibility for furloughed employees to work part time.

e 21 August 2020 - Fiona Hyslop, Cabinet Secretary for the Economy, Fair
Work and Culture wrote to Rishi Sunak, Chancellor of the Exchequer, noting
the planned end of the Coronavirus Job Retention Scheme on 31 October
2020 and asking them to consider amending the scheme to enable support to
be focused on those areas that continued to require assistance.

e 3 June 2021 — | made a public call for the UK government to undertake an
urgent review of the criteria of entry to the Coronavirus Job Retention
Scheme so that people who have started new jobs since 2 March 2021 could
be furloughed over the summer if required and to extend the scheme beyond

its scheduled end date of September 2021 if required.

16 December 2021 — Early in the Omicron wave, | wrote to Boris Johnson,
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Prime Minister, requesting that the UK Government reestablish UK-wide
schemes for furlough or, alternatively, to establish a mechanism whereby
devolved administrations (subject of course to appropriate financial controls)
can trigger such schemes, and to ensure that devolved administrations had

access to the financial support needed to deploy these schemes.

71. In addition to this, | also made a number of public statements calling upon the UK
Government to confirm that furlough payments through the Coronavirus Job Retention
Scheme would be made available in each of the four nations if said nations needed to
impose lockdown restrictions that were not mirrored across the rest of the UK at a given
moment. During my daily media briefing on 3 November 2020, | made the following point,
following a Cabinet Office Briefing Room meeting chaired by Michael Gove earlier that

day:

“We still face a lot of uncertainty as all countries do. That is why | made clear last
week, when | set out the levels that would apply initially, that we might yet have to go
further - and that we can’t rule out, and should not rule out, a move to level four for all
or parts of the country. And while that decision would never be easy, there is no
doubt that the availability of a more extensive furlough scheme of the kind the Prime
Minister announced on Saturday, would make it slightly less difficult - because

workers would have more of their wages paid.

So the decision we have to weigh up in coming days is this one - Should we take
opportunity of more generous financial support to step harder on the brakes now to

try to drive infection rates down faster and more firmly?

The potential benefit of that would be suppressing the virus further and faster at a
time when financial support is available. And possibly, | don’t want to overstate this,
possibly opening up a bit more breathing space over the Christmas period. Ideally,
we would assess the impact of the current restrictions for a bit longer before making
that decision - and at the very least wait until our next scheduled review point next

which is due next Tuesday, a week tomorrow.

But here is the dilemma we face, and it is important | am open with you about it. At
this stage the indication is that the more generous furlough scheme is only going to

be available for the next month, during the period of England’s lockdown.

Now we continue to press the case that it should be available to devolved
administrations whenever it is needed. And | think most reasonable people would

think that is the fair position. I, with colleagues in the Welsh and Northern Irish
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governments have pressed that point very firmly at the COBR meeting which has just

concluded.

But we can’t put off vital decisions while we have a debate with the Treasury because

the virus doesn’t stop spreading while we do that.

That is why | hope we get absolute clarity on that point from the Treasury today.
Because it matters to our decision making here in Scotland. If we know furlough is
available without limit of time we might still ultimately have to act, but we could give
ourselves a bit more time to assess the situation. So not take decisions too quickly
that would involve more restrictions on people before we have had the opportunity fo
assess the current situation. However if the furlough extension remains time limited
we will face having to take that decision more quickly. Because we will be faced with
the risk of not acting now meaning that we will have to act later, but at a time when

the financial support is not available.”

72. In this instance, we did receive the required assurance from the Treasury that the
furlough payments would be extended beyond the one month period that had previously
been indicated, however, this example illustrates the challenges that arose for the
Scottish Government when trying to make the best decisions for Scotland in the face of

uncertainty regarding support administered by the UK Government.

73. As noted in paragraph 65, the Scottish Government had limited consultation from the UK
Government on this intervention, including its cessation. More extensive and effective
consultation would have been beneficial in allowing the Scottish Government to consider
the impact on its response to the pandemic, and those who had been supported by the

scheme.

74. On 21 October 2020 | announced that the Scottish Government was making additional
funding available for businesses affected by temporary restrictions, including grants of
£1,650 to help those firms that were required to close to help meet the 20% employer’'s
contribution that they were required to pay under the UK Government furlough scheme.
The Scottish Government had previously called on the UK Government to continue the
fully funded furlough scheme for another 8 months [NSS/016 - INQ000614185 ], but this
had been rejected. The scheme opened on 21 October 2020 and closed on 13 December
2020 [NS©/017 - INQO00590787].

75. This was a one-off grant. The UK Government removed the mandatory 20% employer
contribution to the cost of furloughing staff from 1 November 2020. Therefore, there was

no longer a gap to be filled after that date.
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76. Although the Coronavirus Job Retention Scheme provided essential support to
businesses across the UK who were affected by restrictions designed to limit the spread
of Covid-19, research conducted during the pandemic suggested that furloughing would
have a further negative impact on women due to existing inequalities. This was noted in
a Scottish Government research report published in September 2020, which noted that
women dominate in ‘shut-down’ and low-paid sectors such as retail, accommodation and
food and beverage services, which were affected by furloughing, underemployment and
redundancies [NS9/018 - INQ000182793]. This analysis suggested the high share of

women in these sectors was therefore likely to have a bigger effect on their earnings.

77.The Coronavirus Job Retention Scheme had significant reach and impact across the
UK. The support provided by the Scottish Government, which focused on small
businesses and sectors most impacted by lockdown, has provided complementary
support, filling gaps in UK Government Schemes, as is detailed elsewhere in this
statement. As a result, the Scottish Government schemes have had an ‘additional’
impact on business survival over and above the UK Government schemes. To the
best of my knowledge, on the whole these economic interventions worked effectively

together.

78. As noted above, during the Omicron wave in December 2021, | wrote to the then Prime
Minister, requesting that the UK-wide Coronavirus Job Retention Scheme was
reestablished or that mechanisms were put into place whereby devolved administrations
had the ability to trigger comparable schemes within their nations. The UK Government
did not reestablish the Coronavirus Job Retention Scheme or put mechanisms in place
for local alternatives. Given the ongoing public health challenges, | consider that it should

have done and said so publicly at the time.

SEISS

79. 1 am asked to set out my involvement in the design and delivery of the Self-Employment
Income Support Scheme. As with the CJRS, the Self-Employment Income Support
Scheme was a UK Government ran scheme, and so the Scottish Government played no

part in the devising, implementing or operating it within Scotland.

80. The scheme was announced on 26 March 2020 as part of the UK Government’s support
package for self-employed individuals and members of trading partnerships. There were
five grants in total paid out between 13 May 2020 and 30 September 2021. As a UK

scheme, no funding was allocated to Scottish Government.
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81. The Self-Employment Income Support Scheme provided similar support as Coronavirus
Job Retention Scheme but for self-employed people, with grants up to £2,500 per month.
175,000 self-employed individuals in Scotland have made 628,000 claims totaling £1.7
billion [NS©/019 - INQO00590805]. This was announced on 26 March 2020 and ran for a

similar period of time to the furlough scheme, concluding in September 2021.

82. As such, the Self-Employment Income Support Scheme can be considered to have been
effective in its support for a significant number of people in Scotland throughout the
pandemic, however, as is detailed below, there were still significant gaps left that
prompted a response from the Scottish Government in order to support those who were

not eligible for this scheme.

83. Scottish Government analysts, from the Office of the Chief Economic Adviser, reviewed
information on the Self-Employment Income Support Scheme, derived from information
made publicly available by HMRC. These were then presented in routine labour market
statistic briefings sent to relevant Ministers, including myself. An example of one of these
is provided in paragraph 89, which contains analysis of the fifth and final Self-

Employment Income Support Scheme payments

84. The data made available afforded insights into the operations of these schemes in
Scotland, and as such was helpful in contributing to an understanding in changes to the
pressures facing businesses in Scotland, as indicated by falling claim numbers for the

fifth and final payments under the scheme.

85. As noted in paragraphs 65 and 73, the Scottish Government received limited consultation
from the UK Government on this intervention, including its cessation. More extensive and
effective consultation would have been beneficial in allowing the Scottish Government to
consider the impact on its response to the pandemic, and those who had been supported

by the scheme.

Efficacy

86. During the first wave of the Coronavirus pandemic the Scottish Government announced
the Newly Self-Employed Hardship Fund as a means of supporting self-employed
individuals in Scotland who were not eligible for the Self-Employment Income Support
Scheme, because they started self-employment on or after 6 April 2019. The fund
launched on 10 April 2020 and provided a single one-off payment of £2,000. 8,002
applications were received with 5,602 Grants awarded (70 per cent of applications)
amounting fo £11,204,000. The grant closed in July 2020.
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87. This fund was unique o Scotland and not available in the rest of the UK. It was launched
to provide support to businesses impacted by Covid-19 and to address gaps in the
support offered by Self-Employment Income Support Scheme. This was specifically
designed to reach and provide financial support to those who had fallen through these
gaps, and so the eligibility criteria was as open and flexible as possible to maximise the
number of successful applicants. Further information on the Newly Self-Employed

Hardship Fund is provided below.

88. | am asked how effectively the Self-Employment Income Support Scheme operated
alongside other interventions administered by the UK and Scottish Government. Beyond
noting that gaps in its coverage led the Scottish Government to launch the Newly Self-
Employed Hardship Fund, | do not have any significant comments or issues on its

interactions with other economic benefits.

89. Data from the routine labour market statistics briefings presented to Ministers, as noted
above, showed a declining trend in take-up from the first Self-Employment Income
Support Scheme grant to the fifth. Around 33% of the UK wide potentially eligible
population had claimed a fifth Self-Employment Income Support Scheme grant. As such, |

understand the decision made by the UK Government to wind down this support.

Newly Self-Emploved Hardship Fund

90. As noted above, in the Scottish Government launched the Newly Self-Employed Hardship
Fund on 30 April 2020 to support businesses impacted by Covid-19 and to address gaps
in the existing UK Government support. There were two phases fo the development and
delivery of the Newly Self-Employed Hardship Fund, which will be referred to as Round

One and Round Two below.

91. The Newly Self-Employed Hardship Fund (Round One) was initially announced as part of
a £100 million package of funding to help the self employed and small to medium
enterprises (SMEs). Within this £100 million fund, it was confirmed that £34 was allocated
to the Newly Self-Employed Hardship Fund, to managed by Local Authorities and
provided to the qualifying newly self-employed applicants facing hardship through £2,000

grants.

92. Newly Self-Employed Hardship Fund (Round Two) ran from November 2020 to October
2021 - and coincided with the UK Government’s extension of the CJRS across the whole
UK and additional business support arrangements in England. Phase Two extended
eligibility criteria to fill an additional gap for those who became self-employed in the six

months prior to April 2019 but received a nil award from Self-Employment Income
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Support Scheme because they were unable to satisfy the UK Government’s requirement

that they derive 50% of their income from being self-employed.

93. The work to design and deliver the Newly Self-Employed Hardship Fund was led by the

94.

95.

96.

97.

relevant Cabinet Secretaries at the time, namely the Cabinet Secretary for Economy, Fair
Work and Culture, Cabinet Secretary for Finance, Cabinet Secretary for Rural Economy
and Tourism.As noted earlier, as First Minister | held overall responsibility for the Scottish
Government’s economic response to the pandemic, including the introduction and

administration of schemes such as Newly Self-Employed Hardship Fund.

The strategic direction of the scheme was set by Ministers, with the design intent and
outcomes developed by officials in conjunction with delivery partners. There was regular
(often daily) review of delivery progress against strategic intent and funding 41 allocation,
course corrections, and handling of fraud risk, and appeals process. Round one was a
new model of delivering support, utilising existing local authority staff and expertise, whilst

round two was built on experience from round one.

The key structures for the design and delivery of the Newly Self-Employed Hardship Fund

included

e Strategic level: regular meetings of Economy Ministers for strategic oversight

and financial decisions

e Operational level: Regular/weekly meeting of Scottish Government officials, the
Convention of Scottish Local Authorities and Scottish Local Authority Economic
Development network representatives overseeing technical design,

implementation, and delivery

The Newly Self-Employed Hardship Fund was co-designed with local authorities and the
Convention of Scottish Local Authorities. The Scottish Government introducing local
authorities in the design helped bring them on board and work successfully as the delivery

partner.

In order to deliver the Newly Self-Employed Hardship Fund as swiftly as was required, the
Scottish Government, the Convention of Scottish Local Authorities and local authorities
worked with a business support company, UMi, to operate the scheme. UMI is a delivery
company that was contracted through a non-competitive action process which followed
Scottish Government procurement policy, including alignment to Scottish Government
Procurement Policy Note (SPPN) 4/2020 (reasons of exireme urgency). Scottish
Enterprise (who had previously contracted UMi through a Crown Commercial Services

Framework for Grant Management) were involved in the contract construction.
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98. The Scottish Government consulted the Convention of Scottish Local Authorities, Local
Authorities, the Scottish Local Authorities’ Economic Development network during the
design of the scheme. During Round 1 Officials had at least twice-weekly meetings with
Local Authority delivery partners through the Scottish Local Authorities Economic
Development network. In Round 2 the Scottish Government also had daily contract
management calls with UMi, with reduced frequency at final stages. | believe that the
consultation was adequate in the circumstances, given the time and resource pressures

on all involved.

99. As noted above, this scheme was introduced, and then modified o respond to gaps
within the UK Government’s support offers to businesses, including the self-employed. As
such, the Scottish Government may not have needed to deliver these if the UK

Government’s offer was more comprehensive.

100. Beyond broader challenges posed by funding throughout the pandemic, | am not
aware of specific UK Government decisions that limited or constrained the design of the
scheme, other than in the eligibility criteria for the Self-Employment Income Support

Scheme which made this support necessary.

101. 1 understand that the general lack of data, whether shared by HMRC or made
available publicly, regarding the number of those who are newly self-employed, the
flexible nature of self-employment and the fact that individuals can hold employment
while being self-employed simultaneously meant there was limited robust data available
to inform development of the first phase of the Newly Self-Employed Hardship Fund.
Data that was available included estimates based on previous years' new self-employed

registrations.

102. For Round Two, estimates were also based on the uptake of Round One of the
Newly Self-Employed Hardship Fund taking into account the broader eligibility criteria
that applied to the second phase.

103. The Scottish Government conducted modelling to inform the eligibility criteria for the
Newly Self-Employed Hardship Fund based on those who would not be eligible for
support through the Self-Employment Income Support Scheme. Work was conducted to
model the number of those who were likely to eligible for the scheme to inform the
amount of funding that it was necessary to allocate to the fund. Consideration was also
given to the anticipated number of applicants to the fund and based on this, a decision
was made to engage UMi in administering applications and making payments to those

who met the eligibility criteria. Some scenario planning was also conducted in relation to
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user engagement with the application process to ensure that it was accessible without

compromising on safeguards against fraud.

104. The Scottish Government judged this modelling to be adequate, as this was a
reactive intervention intended to be time-limited based on what was known about the
pandemic at the time. Other scenario analysis was not considered necessary for the

purposes of designing this intervention.

105. The Scottish Government had a finite amount of money to work with whilst considering
the most effective ways in which to deliver financial support to businesses and individuals
experiencing in hardship in Scotland during the pandemic. As such, value for money was

a prominent consideration when designhing the Newly Self-Employment Hardship Fund.

106. The Scottish Government determined that the newly self-employed were likely to
experience a financial loss and hardship as a result of Covid-12 whilst also falling outwith
the support provided by the UK Government’s Self-Employment income Support Scheme.
This established a need that could be met through a Scottish Government intervention,
the Scottish Government then took into account other funding schemes that were
available and the relative effect of supporting, or failing to support, the newly-self

employed.

107. The Scottish Government’s Internal Audit team advised on the design of the fund,
eligibility criteria, and implementation in order to manage a high perceived risk of Fraud.
The application process for the Newly Self~-Employed Hardship Fund was designed with
the intention of ensuring that there was sufficient identifying information for applicants to
provide the necessary. | understand that officials held regular calls with UMi to review the
number of applications to the fund, the number of awards, the number of rejections, the
effectiveness of anti-fraud controls and the total value of payments made. Addressing
concerns about fraud was also a key influence in how the scheme was developed to
ensure that the application process requested sufficient information from applicants to

verify their identify and that they were self-employed.

108. The Scottish Government completed an Equality Impact Assessment on Scotland’s
Strategic Framework, and then used this as an overarching assessment for all business
support grants, including the Newly Self-Employed Hardship Fund [NS©/020 -
INQOCO0530788]. This reflected the pace at which emergency support for businesses was
developed and delivered in 2020. A retrospective assessment of equality considerations
was undertaken in March 2022 [NS9/021 - INQO00580789] and noted the following in
respect of the Newly Self-Employed Hardship Fund:
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e According to the Annual Population Survey, in 2018 321,300 people were self
employed in Scotland. Men equated to 68% and woman the remaining 32%.
As such, the fund held potential to disproportionately impact men more that
women.

¢ In 2019 the self-employment rate for disabled people (13.4%) was higher than
for non-disabled people (11.7%).[36] this indicates there was potential for a

marginally different positive impact to disabled groups via this fund.

109. Company directors were consciously excluded from eligibility for the Newly Self-
Employed Hardship Fund. They are paid through dividends and so were not considered in
need for support through this fund. This exclusion was also consistent with company

directors also being ineligible for the Self-Employment Income Support Scheme.

110. The scheme was carefully designed, with efficacy and value for money in mind.
Internal analysis was conducted during the development of the first and second rounds of
the scheme, to estimate the number of people who would meet the eligibility criteria for

the scheme and therefore the likely costs of implementing the scheme would be.

111. | understand that the Cabinet Secretary for Economy, Fair Work and Culture and the
Cabinet Secretary for Finance, as the portfolio leads, were provided with a number of
submissions providing updates on applications and grants delivered through the Newly
Self-Employed Hardship Fund | was kept appraised of key decisions through Cabinet, a
copy of the SCANCE note the accompanied the launch of the Newly Self-Employed
Hardship Fund is provided, [NS§9/022 - INQ000078398].

112. Both Cabinet Secretaries were also asked to consider and approve the eligibility
criteria and were made aware of likely cost projections based on that eligibility criteria,

and | was kept aware on key decisions.

113. The Newly Self-Employed Hardship Fund was implemented by individual local
authorities, each one resourcing the applications process and making local decisions on
funding. Round two was designed by the Scottish Government in partnership with
Convention of Scottish Local Authorities. It was implemented and administered by local
authorities during the first round. In the second round, it was implemented as a national

scheme with the administration contracted out to UMi.

114. The Scottish Government communicated to potential applicants through a variety of
channels, to ensure that awareness of the fund was as high as possible. The primary
means of awareness raising was through the web and seeking to get the message out

through organisation or industry websites that are used frequently by the self-employed

INQO000652342_0025



such as through local authority websites and the websites of bodies where a significant
proportion of their membership are self-employed (i.e. musicians). The Scottish
Government promoted the fund through social media as well as on the Find Business
Support website which was specifically established to make individuals and businesses

aware of Covid-19 financial support packages to determine whether they are eligible.

115. 1 also used my daily media briefing on 30 April 2020 to announce the launch of the
Newly Self-Employed Hardship Fund, noting that | was glad that we were able to provide
assistance to the newly-self employed, who had faced a lack of support. These media
briefings were a key source of public communication, and made accessible, via broadcast
or print media reporting, for those without access to the internet. Media briefings, or
statements to Parliament, took place nearly every day from 17 March 2020 until 16 July
2020. They then occurred at a rate of three per week until 3 August 2020, when they went
back to nearly every (week)day (excluding the Christmas period) until 18 March 2021.
They were less frequent during the pre-election period in March-May 2021, and then took

place at least once a week from 11 May 2021 until March 2022.

116. Phase One of the scheme was monitored by local authorities. During Phase Two, the
scheme was monitored through access to a dashboard created by UMi which provided
real-time information on the number of applications received, processed, approved,
rejected and paid. Access was granted to relevant Scottish Government officials and this
helped inform discussion on the daily update calls with UMi. The data provided by UMi
allowed the Scottish Government to track trends related to the completion and payment of

applications.

117. | understand the delivery of these scheme to have been successful, with £45.9 million
paid out to people in Scotland who were losing revenue due to the pandemic and who
were ineligible for other Covid-19 support scheme, including the UK Government’s Self

Employed Income Support Scheme.

118. By its conclusion, the Newly Self-Employed Hardship Fund had provided over £11m of
vital support to over 5,500 newly self-employed businesses across Scotland which would
not have been eligible for UK Self-Employment Income Support Scheme support under
the original terms of that support in April 2020. The closure report for Phase One of the
fund, noted that the Newly Self-Employed Hardship Fund received positive feedback from
applicants, Local Authorities and other stakeholders on effectiveness of funding. New and
vulnerable businesses also noted that the fund had helped them survive. A copy of this
report is provided [NS9/023 — INQ000354345]

119. A specific evaluation of Phase 2 of the Newly Self-Employed Hardship Fund was not
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conducted by the Scottish Government, however, an evaluation of the Scottish
Government’s Covid-19 business support, published on 11 March 2022, noted that the
Newly Self-Employed Hardship Fund effectively used the Local Authority network to
manage and administer the Newly Self-Employed Hardship Fund, and was vital in
reaching all parts of Scotland and ensuring that resource was mobilised to deliver this
project effectively. A copy of this report is provided, [NSS/024 - INQ000649465]

120. 1 am not aware of any issues regarding the adequate safeguarding of public funds or

fraud and error in relation to the Newly Self-Employed Hardship Fund.

121. | am asked whether there were any gaps identified in the support offered by the Newly
Self-Employed Hardship Fund and how these were rectified. As noted above, Phase Two
of the fund extended eligibility criteria, filling a gap that had been identified for those who
became self-employed in the six months prior to April 2019 but received a nil award from
Self-Employment Income Support Scheme because they were unable to satisfy the UK
Government’s requirement that they derive 50% of their income from being self-
employed. | am unaware of any other gaps that were identified with regard to the Newly

Self-Employed Hardship Fund.

122. | am asked whether | consider the Newly Self-Employed Hardship Fund was unequal
in its impact and whether some businesses and workers failed to benefit from the scheme
when they should have been able to. It is worth noting that Newly Self-Employed
Hardship Fund was directed towards applicants who became self-employed on or after 6
April 2019 and were ineligible for the Self-Employment Income Support Scheme.
Applicants in this category were therefore considered, for the purposes of the fund, to be
“‘newly self-employed”. There was no data, in respect {o equalities characteristics,
available for this specific group, as such, it is difficult to provide a definitive statement on
the impact of the Newly Self-Employed Hardship Fund on vulnerable groups. The Office
of the Chief Economic Adviser's impact assessment for the scheme noted that the co-
design of the scheme elements were highly successful as the local authorities had insight
into the practical elements, benefit processes and deliverability, all of which helped to

improve the reach and accessibility of the scheme for the economically vulnerable.

Support Administered by the UK Government

123. | am asked for my views on loans to businesses administered by the UK Government,
including the Bounce Back Loan Scheme, Coronavirus Business Interruption Loan
Scheme, the Coronavirus Large Business Interruption Loan Scheme and the Covid

Corporate Financing Facility.
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124. 1 understand that high level information on the Coronavirus Business Interruption Loan
Scheme and Bounce Back Loan Scheme is provided in the DG Economy statement to
Module 9 of the UK Covid-19 Inquiry.

125. Scotlish Ministers had no policy control over the design or delivery of these UK-wide
schemes, and so, whilst they provided a foundation of support for businesses in Scotland
| was not involved in their operation, nor was | provided reports or analysis on their

performance. | am therefore not in a position to offer an informed view on them.

Support Administered in Scotland

126. | am asked to provide an overview of key schemes administered in Scotland to
support businesses, throughout the pandemic, including schemes and funds aimed at
supporting their economic recovery. The Scottish Government referred to the schemes as
Phase 1 and Phase 2 Funds.

Phase 1 Funds

127. Non-Domestic Rates Relief was part of the initial support for businesses in Scotland,
relying upon the non-domestic rates system to ease financial pressure at scale and
speed at the onset of Covid-19. Initial support was introduced by Scottish Ministers and
delivered by local authorities in the form of non-domestic rates relief, sometimes known
as the ‘Covid-19 reliefs'. Scottish Ministers introduced two Covid-19 non-domestic rates
reliefs on 1 April 2020 for 2020-21: a 1.6% universal non-domestic rates relief which
was automatically applied by councils to all non-domestic properties’ rates bills; and a
100% relief for retail, hospitality, and leisure properties in Scotland [N$9/025 -
INQO00182997], [NS9/026 -INQ000587029], [NS9/027 - INQO00587028], [NS9/028 -
INQOO00587033], [NS9/029 - INQ000587034], [NS9/030 -INQ000587035] and [NS9/031
- INQO00587036].

128. On 18 March 2020, Fiona Hyslop, the Cabinet Secretary for Economy, Fair Work and
Culture announced the forthcoming introduction of two grant funds Phase 1 Funds): the
Small Business Grant Fund and the Retail, Hospitality and Leisure Grant Fund. A press
release was issued on 24 March 2020 with detail and a further press release detailing
the Covid-19 reliefs was issued on 27 March 2020. Expansions of the Phase 1 funds
were announced in Parliament on 15 April 2020. [NS9/032 - INQ000587038], [NSS/033 -
INQO00587039] and [NS9/034 - INQ000147356]. | understand detailed information on

the Phase 1 Funds can be found in the DG Communities statement to Module 9 of the
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UK Covid-19 Inquiry.

129. The Pivotal Enterprise Resilience Fund was established to provide support to small
and medium sized enterprises which were vital to the economy on a national or regional
basis to ensure productive capacity was retained through post Covid-19 crisis. Through
the scheme, bespoke grants and wrap around business support was provided to
businesses that were key to local economies and Scotland more widely, because they
were driving economic prosperity through wages, employment, exports and supply
chains, or were suppliers to Covid-19 vital services and other essential businesses. It
was a time limited fund which ran from April to July 2020 [NS9/017 - INQO00590787].

130. Phase 1 Funds were introduced at pace in order to offer critical support to businesses
in Scotland that were affected by the introduction of restrictions by the UK and Scottish
Governments in March 2020. In order to design and deliver these funds at the speed that
was required, they closely aligned with equivalent support schemes being deployed in

England.

Phase 2 Funds

131. Phase 2 Funds were introduced further into the pandemic, when the Scottish
Government had time to consider additional support to a wider range of sectors,
particularly those indirectly impacted by restrictions that had been introduced in

Scotland to limit the spread of Covid-19.

132. The Phase 2 Funds are listed below.
e Newly Self-Employed Hardship Fund;
¢ Furlough support grant;
e Pivotal Enterprise Resilience Fund; and

e Local Authority Discretionary Funds.

133. Further information on the Newly Self-Employed Hardship Fund, Furlough Support
Grant and Local Authority Funds are outlined in more detail elsewhere in this statement.

Key information on the Pivotal Enterprise Resilience Fund is provided here.

134. The Pivotal Enterprise Resilience Fund was established to provide support to small
and medium sized enterprises which were vital to the economy on a national or regional

basis to ensure productive capacity was retained through post Covid-19 crisis.

135. Through the scheme, bespoke grants and wrap around business support was

provided to businesses that were key to local economies and Scotland more widely,
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because they were driving economic prosperity through wages, employment, exports
and supply chains, or were suppliers to Covid-19 vital services and other essential
businesses. It was a time limited fund which ran from April to July 2020 [NS9/017 -
INQO00530787].

136. The scheme was intended to help otherwise viable businesses remain afloat and fill
gaps in pre-existing UK Government Covid-19 business support available to companies in
Scotland. The need for these measures was evidenced by the difficulty that certain

companies had accessing support, particularly small and medium sized enterprises.

137. A total of £122 million was paid out under the fund. This was part of the wider £185
million additional Covid-19 business support that also included the Creative Tourism and
Hospitality Hardship Fund, the Newly Self-employed Hardship Fund and the Bed &
Breakfast Hardship fund. Scottish Enterprise would be able to advise on any additional

operating costs.

138. As noted in paragraph 11, economic harm was one of the Four Harms which
were a critical part of in Ministerial decision making throughout the pandemic. These
measures were intended to help protect the productive capacity of the economy
from the shock that the Covid-19 pandemic and the NPls that were deployed in
response to it. They were also designed to provide support to relevant sectors of the
economy, so that they would be able to recover when restrictions were eventually
lifted.

139. During the pandemic, the key economic policy aim of the Scottish Government
was to protect the productive capacity of the Scottish economy from the unexpected
shock of Covid-19. The direction of the Scottish Government’s overarching
economic strategy in the relevant period was set by Ministers, and was refined
through expert advice, including from the Chief Economist, as well engagement with
local authorities and expert groups, such as the independent Advisory Group on

Economic Recovery.

140. | am asked about targeting economic interventions by sector. As | understand is
noted in the DG Economy statement to Module 9 of the UK Covid-19 Inquiry, the
targeting of support was informed by the extent and period of restrictions placed on
business and sectors as well as the rateable value of premises operated by those
businesses as a proxy for anticipated operational costs. Those businesses that were
subject to more stringent restrictions and for a longer period of time received additional
funding in recognition of the impact of this on their ability to meet the operational costs

associated with running their business. Specific sectors were also targeted for funding
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based on engagement with sectoral bodies, local authorities and the enterprise agencies
and included sectors that were not subject to specific restrictions but who were
experiencing secondary impacts as a result of those restrictions such as taxi and private
hire vehicle drivers and brewers. The sector specific nature of the funding sought to
recognise the variable impact of the pandemic and specific restrictions on businesses

within those sectors.

141. Although this targeting broadly worked well throughout the pandemic, there were
instances where the Scottish Government was able to refine its approach to supporting
particular sectors as more information and engagement revealed sector specific issues.
For instance, the Scottish Government’s approach to delivering financial support to the
taxi and private vehicle hire sector as the pandemic progressed. It was not immediately
clear to the Scottish Government how the licensing and use of vehicles operated within

the sector which created challenges in identifying eligibility for financial support.

142. 1 understand detailed information on how the Scottish Government engaged with
stakeholders to improve sectoral support can be found in the DG Economy statement to
Module 9 of the UK Covid-19 Inquiry.Scottish Government officials engaged extensively
with bodies responsible for representing the views of specific sectors including on the
design, development and implementation of individual schemes and to ensure that
information about the funding packages available were adequately communicated to their
members. | understand businesses generally felt that the level of financial support
provided was insufficient but the reasons for funding levels and the purpose of the

funding was communicated to them through official and ministerial engagement.

143. The targeted nature of support which was intended to ensure that the right amount of
funding reached the right businesses and pressures on local authorities as the main
delivery partner meant that it took longer for funding to reach businesses than would have
been the case through a broad scheme. As the quality of data and our understanding of
the businesses impacted by restrictions improved schemes could be developed that
obviated the need for businesses to submit applications which significantly reduced the

amount of time it took for financial support to reach businesses.

144. | am asked to consider whether the fiscal framework constrained or limited the
Scottish Government’s economic strategy for supporting businesses during the

pandemic. Paragraphs 54 and 55 set out my views on this matter.

145. | am asked about the data that was available to the Scottish Government when
formulating strategy and developing policy for these economic interventions, and
whether it was sufficient. The speed with which it was necessary to design and deliver

the schemes meant that there were inevitably incomplete data regarding the businesses
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that the interventions were designed to support. An example of this issue, and the
Scottish Government’s approach to managing gaps in data, is provided in paragraph
163.

146. The design of these schemes was led by my colleagues in Cabinet, particularly the
Cabinet Secretary for Economy, Fair Work and Culture, Fiona Hyslop. | was briefed on

key updates throughout their lifecycles.

147. 1 understand that a detailed description of the design and delivery of these funds can

be found within the DG Economy statement to Module 9 of the UK Covid-19 Inquiry.

148. The speed at which it was necessary to deliver financial support to businesses
prevented the Scottish Government from establishing a formal framework for assessing
the Value for Money of individual funding schemes beyond the broad considerations set
out in the Scottish Public Finance Manual (SPFM). It is true, however, that value for
money was a significant consideration across all the business support schemes
operated by the Scottish Government, given the finite financial resources available and
the pressing needs of businesses across Scotland. They also built upon, or addressed
gaps in, support to businesses offered by the UK Government, and so helped to

increase the value for money for those other forms of support.

Transport Schemes

149. | am asked about the design and delivery of schemes to support the transport sector
in Scotland, including the Covid-19 Support Grant, Covid-19 Support Grant-Restart and
the Network Support Grant. These initiatives were proposed by Transport Scotland to
provide additional support to public transport operators and the Scottish Government's

role was for the approval and funding of these schemes.

150. Transport Scotland was established in 2006 and is an executive agency of the Scottish
Government, that supports and advises Scottish Ministers on strategy and policy options
for Scotland. At the beginning of 2020, Transport Scotland was part of the Transport,
Infrastructure and Connectivity portfolio within the Scottish Government. Transport
Scotland was directly responsible to Michael Matheson, the Cabinet Secretary for
Transport, Infrastructure and Connectivity. Following the Scottish Parliament election in
May 2021, Ministerial responsibilities were reviewed and the Cabinet Secretary became

responsible for Net Zero, Energy and Transport.

151. | am asked about the UK Government’s temporary uplifts to Universal Credit and

Working Tax Credit. The Covid-19 pandemic exposed the pre-existing vulnerabilities and
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shortcomings of the UK welfare system. The UK Government made the decision to
apply a temporary uplift without consulting the devolved administrations first, however, I,
alongside other Ministers from the Scottish Government, had frequently highlighted
issues with Universal Credit prior to the pandemic, in particular its value being
insufficient to address the cost of living for the most vulnerable in society, as well as
issues with its accessibility. As such, the £20-per-week uplift that was introduced for
Universal Credit and Working Tax Credit was welcomed by the Scottish Government,
but was still in my view insufficient to provide the necessary support for those most in
need. The Scottish Government was not consulted in advance of these uplifts being

implemented.

152. The £20-per-week uplift to Universal Credit and Working Tax Credit did not address
the existing inadequacies within the UK Government’s social security system, including,
but not limited to the five-week wait for initial Universal Credit claims, the two-child-limit,

a lack of eligibility for many people living in or near poverty.

153. Without access to UK Government data, or impact assessments on the anticipated
effects of the uplifts, including their withdrawal, the Scottish Government was limited in its
ability to monitor the operation and effect of these interventions. In November 2020, the
Scottish Government published a report that, among other things, included modelling on
the anticipated effects of the UK Government withdrawing the £20-per-week uplift to
Universal Credit. A copy of the report is provided, [NS9/035 - INQ000649466]. In the
absence of data being provided by the UK Government, this report used an UKMOD, an
open-access microsimulation model developed by Institute for Social and Economic

Research at the University of Essex.

154. The UK Government’s decision to remove the £20-per-week uplift to Universal
Credit and Working Tax Credit was made without consultation with the Scottish
Government. Scottish Government Ministers wrote to counterparts in the UK Government
on six occasions in the run up to the Universal Credit and Working Tax Credit uplifts being
withdrawn on 6 October 2021, requesting that they be made permanent. Copies of these
are letters are provided: [NS9/036 - INQO00649467, NS9/037 — INQO00182958, NS9/038
— INQOOO649468 and NS9/039 - INQO00253934 and NSS/040 — INQO00649469].

155. Among these letters is one from 3 October 2021, when |, alongside the then First
Minister of Wales and then First Minister and deputy First Minister of Northern Ireland
wrote a [rare] joint letter to the Prime Minister Boris Johnson to do the right thing, and
reverse the UK Government’s decision to withdraw the £20-per-week uplift to Universal
Credit. These repeated attempts {o engage with the UK Government did not result in any

consultation with the Scottish Government, or indeed to the best of my knowledge with
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other devolved administrations, in the decision to remove the uplifts.

156. Although the introduction of these uplifts was welcomed, it was the consistent
position of the Scottish Government, before and during the Covid-19 pandemic, that
Universal Credit remained unfit for purpose and was neither sufficiently generous or
accessible to provide the support required by those facing economic hardship in

Scotland and across the rest of the UK.

157. lIssues around people facing economic hardship facing challenges accessing
Universal Credit and WTC were well known prior to the pandemic, and the £20-per-week
uplift did not address these. In particular the two-child-limit meant that most households
in receipt of Universal Credit with more than two children did not receive enough
additional support to adequately meet their needs, and those with no access to public
funds who may have faced extreme financial hardship during the pandemic were not

able to benefit from the temporary uplifts.

158. In simple terms, a qualifying benefit is an essential criteria for eligibility to another
payment. The UK Government administered Universal Credit was, and still is, a
necessary qualifying benefit for the Scottish Government’'s Scottish Child Payment,

which, at that point, paid £10 per week per child in a household.

159. The removal of the uplift meant that all households in receipt of Universal Credit saw
the value of their overall award reduce, however, for some higher-income households
who would not have been eligible for Universal Credit before the uplift, which effectively
raised the level of earnings above which a household’s Universal Credit award tapers to
zero, it also meant that they lost their entitlement to universal credit as a whole and so

were unable to claim other payments, such as the Scottish Child Payment.

160. | am asked to provide an overview of key schemes administered in Scotland to alleviate
economic hardship, including the Local Authority Discretionary Fund and the Local

Authority Covid-19 Economy Recovery Fund.

161. The Local Authority Discretionary Fund was announced on 17 November 2020 and was
specifically designed to give local authorities flexibility to support businesses in response
to local need. An initial £30 million was made available to empower local authorities to
direct financial support fo businesses ‘where they consider it to be necessary or justified’
based on the needs of their local economies and business communities. This recognised
the insight that councils have on the business community in their area and where funding
would be most effectively deployed in supporting local economies. In doing so, the Local

Authority Discretionary was intended to compliment rather than duplicate the financial
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support that had already been made available to businesses through the Strategic

Framework Business Fund as well as through other sector specific funding schemes.

162. On 21 February 2022, the Scottish Government announced an £80 million Local
Authority Covid-19 Economy Recovery Fund which provided additional financial support
targeting communities, businesses and low-income households recovering from the
pandemic and impacted by cost-of-living crisis. It was distributed to local authorities
through a standard allocation model that recognised population and geography. It
provided flexibility for local authorities to decide how best to support economic recovery
in their own areas. There was some light-touch reporting to Scottish Government on
how the Local Authority Covid-18 Economy Recovery Fund had been deployed, and
opportunities for local authorities to share practice. In many cases this was an
enhancement or addition o existing local authority programmes rather than a stand-

alone scheme funded solely through Local Authority Covid-19 Economy Recovery Fund.

163. These schemes were part of a broader response from the Scottish Government
throughout the pandemic to ensure that the shocks and strains resulting from the
pandemic, and the NPIs utilised in response to the pandemic, were less likely to result in

businesses either closing for good or being unable to recover as restrictions were lifted.

164. The Local Authority Discretionary Fund was introduced to channel support towards
those businesses who were experiencing financial hardship as a result of Covid-19
restrictions but who were ineligible for financial support through any of the other
business support funding schemes introduced by the Scottish Government. The Local
Authority Discretionary Fund was intended to recognise the wide range of businesses
that were experiencing disruption as a result of Covid-19 restrictions and the significant
variation in the nature of these impacts by sector and geography. The Local Authority
Discretionary Fund sought to address this variation by leveraging local authority’s
understanding of the business base in their area to develop packages of support that
would enable them to target funding towards businesses in their area that were
experiencing the most acute impacts or that played a particularly important role in their
local economies. The Local Authority Discretionary Fund was developed in response to
requests from local authorities for greater autonomy in how business support funding

was spent in their area.

165. | understand the statement provided to Module 9 of the UK Covid-19 Inquiry by
DG Economy provides detailed information in how the strategy for alleviating hardship for
businesses was developed and changed over time. The Scottish Government led on this
work, in partnership with local authorities. The Scottish Government commissioned data

from local authorities on the number of businesses in their area that were likely to be
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eligible for individual funds fo help model the amount of funding that it would be
necessary to commit to individual schemes and how the funding should be split across

the 32 local authorities for each scheme.

166. | am asked to what extent the method by which the Scottish Government was funded
during the pandemic limited or constrained the strategy of alleviating economic hardship
within Scotland. Uncertainty in the level of funding available to Scottish Ministers for

supporting economic interventions persisted throughout the pandemic.

167. In July 2020, the UK Government announced the Barnett Guarantee, which provided a
degree of advance assurance about the amount of funding that was likely to be made
available to the Scottish Government by the UK Government over 2020-21. Although this
provided a welcome commitment that the Scottish Government would receive a minimum
level of funds as a result of UK commitments, in practice, questions remained about the
around timings of announcements, and ongoing revisions to the level of guaranteed
funding, resulted in significant ongoing uncertainty for Scottish Ministers when
determining interventions. | understand the following example of this is provided in the

DG Economy statement to Module 9 of the UK Covid-19 Inquiry:

“the restrictions associated with the Omicron wave from December 2021 generated an
announcement from the UK government about additional business support, some of
which was UK wide and some of which was for business in England only [NS9/041 -
INQO00614181]. While the text of this announcement stated that “the devolved
administrations will receive around £150 million of funding through the Barnett formula,
comprising around £80 million for the Scottish Government...” it was not clear whether
this was part of, or in addition to, the £860m announced the previous week. Such
uncertainty impacted on the extent to which the Scottish Government could be sure
that the financial support offered to businesses in Scotfand, in response to the
restrictions in place in Scotland, needed to be funded from the already-confirmed
Scottish budget or whether additional money would be available. Scottish Ministers
made a commitment that any consequentials related to support for businesses in
England would be passed on in full to businesses in Scotland. In practice, the support
available to businesses in Scotland exceeded the related consequentials by £0.5
billion. This reflected the distinct features of the Scottish economy, the spread of

infection and the need for different restrictions in Scotland.”
168. Overall, | understand data availability to have been good, when supporting the

development and delivery of the Local Authority Discretionary and the Local Authority

Covid-19 Economy Recovery Fund. The primary gap identified by Scottish Government
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analysts was not having complete data on individual businesses including those who
were newly self-employed. This information was held by HMRC but not available to the
Scottish Government at individual business level. As the Scottish Government did not
already hold this data, it was not requested as it would have taken considerable resource
within the Scottish Government to process and use the data and to then match it to the
other data held. There was therefore a need to use existing registers such as the Non-
Domestic Rates (NDR) Valuation Roll and the Inter Departmental Business Register for

advice on potential funding schemes

169. A key rationale in developing the Local Authority Discretionary Fund was to harness
local knowledge and expertise in order to target financial support towards those
businesses who were impacted by restrictions introduced to control the spread of Covid-
19 and who had not otherwise been the beneficiary of business support funding. As the
intention was to rely on local authorities to determine where this funding should be
directed, the need for the Scottish Government to utilise data in the design and
development of the Local Authority Discretionary Fund was less pronounced than it was
for other funds. The primary role that data played in the development of the Local
Authority Discretionary Fund was to determine what proportion of the total funding each
local authority should receive from the amount allocated to the Fund which was worked
out using the Businesses in Scotland dataset. As such, no specific dataset was required
or requested from the UK Government in order to enhance delivery of the Local Authority

Discretionary Fund.

170. Work to design both schemes was directed by my colleagues in Cabinet, the Local
Authority Discretionary was the responsibility of the Cabinet Secretary for Economy and
the Local Authority Covid-19 Economy Recovery Fund was the responsibility of the
Cabinet Secretary for Finance Economy, Kate Forbes. | was kept updated on key
decisions through Cabinet, including in the run up to my announcing the Local Authority
Discretionary on 17 November 2020 and the Local Authority Covid-19 Economy Recovery
Fund on 21 February 2022.

171. My Cabinet Secretary and Ministerial colleagues worked, alongside officials, with
both the Convention of Scottish Local Authorities and Scottish Local Authorities

Economic Development network to help design these schemes.

172. For the Local Authority Discretionary Fund, the Scottish Government, the
Convention of Scottish Local Authorities and Scottish Local Authorities Economic
Development network worked together to produce non-statutory Guidance for local
authorities which set out factors local authorities might wish to take into account when

taking decisions on where to target funding. This Guidance was developed at the request
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of local authorities to support them in developing local business support funding schemes.
Ultimately, however, the design of business support schemes introduced under the
auspices of the Local Authority Discretionary Fund were for individual local authorities to
determine based on the specific needs of the business base in their area. | understand
that there was some collaboration and engagement between local authorities in how their
schemes were designed and the businesses that they sought {o support but ultimately
specifics on how schemes introduced through the Local Authority Discretionary Fund
were designed and who was consulted in their development is a question for local
authorities. | consider the consultation of key delivery partners in the design of these

schemes to have been adequate.

173. 1 am not aware of the design of these schemes having been directly informed by
decisions made by the UK Government. While the key driver behind the Local Authority
Discretionary Fund was to extend financial support towards those businesses who were
not eligible for funding through sector specific schemes, the Additional Restrictions
Grant which was introduced by the UK Government to support businesses in England
did influence the development of the Local Authority Discretionary Fund. Specifically, the
Additional Restrictions Grant and the flexibility that it gave to local authorities in England
to direct funding to support business in their area did highlight the potential for giving
local authorities greater discretion in how financial support was allocated. While the
Local Authority Discretionary Fund was ultimately very different from the Additional
Restrictions Grant introduced, the concept of discretion that it introduced did highlight

the potential to introduce something similar in Scotland.

174. Given that the intention of the Local Authority Discretionary Fund was to empower
local authorities to direct financial support to businesses in their area, no specific
modelling or scenario analysis was undertaken by the Scottish Government in relation to
how that funding should or could be spent. The Scottish Government was, however,
conscious of the potential for double-funding as a result of the Local Authority
Discretionary Fund, namely that businesses will receive financial support from multiple
sources and sought to address this through the Guidance by highlighting the need to
target those businesses which had not received funding through other business support
schemes. The Scottish Government were also conscious of the likelihood that there
would be significant variation in which businesses would receive financial support across
different local authority areas and the lack of consistency that this would inevitably
create. Any detailed modelling or scenario-planning associated with delivery of schemes
funded through the Local Authority Discretionary Fund would ultimately need to be

undertaken by local authorities in the process of developing their schemes.

175. Value for money was always considered by the Scottish Government when
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establishing funds, in order to ensure that they were an effective and proportionate
intervention. It was the responsibility of local authorities to put mechanisms in place to
reduce the risk of fraud and error based on the profile of the specific businesses and
sectors that they sought to target through their respective schemes. Guidance to local
authorities did, however, highlight their responsibilities to take steps to minimise fraud
and error associated with delivery of their schemes. These were also taken forward
against the backdrop of other business support schemes during which the Scottish
Government had worked closely with local authorities to develop eligibility criteria and
application forms which were specifically designed to reduce fraud and error and which

councils could draw on when developing their own schemes.

176. The discretion extended to local authorities in distributing the funding
allocated to them through the Local Authority Discretionary Fund was a significant
departure from other Covid-19 Business Support schemes where specific eligibility
criteria was developed by the Scottish Government to target funding at specific
businesses and/or sectors. This reflected an understanding that local authorities were
particularly well positioned to target support at the most vulnerable people living

within their boundaries.

177. Like many of the business support schemes introduced by the Scottish
Government, the Local Authority Discretionary Fund was delivered by individual local
authorities. In accordance with the discretionary nature of the Local Authority
Discretionary Fund, individual local authorities adopted different approaches to
delivering funding to businesses in their area based on the specific sectors and
businesses that they sought to target. In most instances, local authorities developed
their own eligibility criteria based on their assessment of need and designed

application processes to administer the funding in accordance with that criteria,

178. The Local Authority Covid Economic Recovery Fund was provided to Local Authorities
via General Revenue Grant, so that it could be used for appropriate interventions in
Covid-19 economic recovery based on individual local needs at Local Authority discretion.

As such, Council's retained flexibility on how and when they use these funds.

179. Non-statutory Guidance on delivering the Local Authority Discretionary Fund
was produced by the Scottish Government at the request local authorities to support
them in identifying and developing financial support for businesses experiencing
hardship in their area. This Guidance was developing in collaboration with
representatives from COSLA and Scottish Local Authorities’ Economic Development
Group and was circulated alongside the granting funding letters that were sent out to

councils advising them of their allocations from the Local Authority Discretionary Fund_

INQ000652342_0039



and associated conditions around the use of that funding. The Guidance was updated
periodically to take account of policy and operational questions about the fund from local
authorities and to reflect the additional sector specific funds introduced by the Scottish
Government to reduce the risk of double-funding. Guiding principles on the Local
Authority Covid Economic Recovery Fund were issued to local authorities, to assist

them in delivering the fund. A copy of these guiding principles are provided.

180. The Local Authority Discretionary Fund and Local Authority Covid Economic
Recovery Fund presented deliver challenges for local authorities to deliver due to
the fact that they not only had to administer the scheme but also had to identify
which businesses they wished to target and to develop the necessary eligibility
criteria and application processes to achieve this. As mentioned above, the Scottish
Government provided local authorities with non-statutory guidance which set out
factors which they may wish to consider when developing their individual schemes
with the money allocated to them. This guidance aimed to set out the Scottish
Government’s own experience of identifying businesses experiencing hardship as a
result of Covid-19 and of drafting appropriate eligibility criteria for local authorities to
draw on when designing their own financial support packages. Additional resource
funding was given to local authorities to support them in administering the many
business support schemes that they were asked to deliver by the Scottish
Government although this was tied specifically to delivery of the Local Authority

Discretionary Fund.

181. As financial support delivered through the Local Authority Discretionary Fund
and Local Authority Covid Economic Recover Fund was designed and delivered by local
authorities, the Scottish Government had limited involvement in communicating about

these funds.

182. As with other funds, local authority expenditure against their the Local Authority
Discretionary Fund allocations was monitored by the Scottish Government through
monthly returns which asked councils to set out how much they had spent and the
number of businesses that they had supported. While this information was useful to
understand how much money had been spent by individual local authorities from their
total allocation, additional information on the sectors and/or types of businesses that
each council was targeting their schemes towards would have been useful to support
the Scottish Government in the development of sector specific schemes. An EQIA was
also published following the allocation of the the Local Authority Discretionary Fund and
which set out equalities considerations in relation to the distribution of funding through
the fund.
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183. | understand that both schemes were positively received by local authorities and

beneficiaries.

Efficacy

184. The aim of the Local Authority Discretionary Fund was to give local authorities
discretion to channel financial support to businesses in their area that were impacted by
Covid-19 based on their assessment of local need which the Local Authority Discretionary
Fund in its broadest sense was effective in delivering against. Whether individual
schemes developed by local authorities using Local Authority Discretionary Fund funds
delivered against their aims and were effective in reaching those businesses that they

were intended to target is ultimately a matter for local authorities.

185. The Local Authority Discretionary Fund was ultimately composed of a number of
different schemes that were developed by local authorities to meet the needs of the
businesses within their area and it is not possible to provide a blanket assessment as to
whether these schemes individually and collectively were successful in achieving value
for money. Inevitably the extent to which value for money was delivered varied from
scheme. | do note, however, that, despite best efforts to avoid this, the Local Authority
Discretionary Fund did lead to some duplication in funding, notably where sector specific
funds were introduced by the Scottish Government after these sectors had benefitted
from support through individual Local Authority Discretionary Fund funding streams. A
specific example of this is financial support for taxi and private hire vehicle drivers, many
of whom received allocations from the Local Authority Discretionary Fund in the local
authority in which they were registered prior to the commencement of the Taxi and

Private Hire Vehicle Driver Fund.

186. Guidance was provided to local authorities by the Scottish Government to reduce
the risk of fraud and error across all of the schemes that they delivered, including both of

these schemes.

187. The point of the Local Authority Discretionary Fund was to give local authorities
discretion to target financial support to businesses in their area who were experiencing
disruption or financial hardship as a result of Covid-19 restrictions but who were not
otherwise eligible for support through sector specific funds introduced as a result Scottish
Government funding schemes. As such, any gaps in support that may have arisen were
the subject of policy choices made by individual local authorities about where they wished

to target financial support based on their assessment of need and within the financial
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envelope of the funding made available to them. The Local Authority Discretionary Fund
was introduced as part of an ongoing process undertaken by the Scottish Government_
throughout the pandemic to identify those sectors experiencing disruption as a result of

Covid-19 and not otherwise in receipt of financial support.

188. The nature of the Local Authority Discretionary Fund and the discretion that it afforded
local authorities resulted in geographical variation between the sectors that were eligible
for support which manifested as gaps that the Scottish Government then took steps to
rectify. Taxi and Private Hire Vehicle Drivers was a particularly prominent example of this.
Glasgow City Council, alongside some other local authorities, used their Local Authority
Discretionary Fund funding to support taxi and private hire vehicle drivers which created a
disparity with other local authorities Accordingly, the Scottish Government introduced a
dedicated fund for this sector to eliminate this geographical disparity although this fund
was introduced in the context of pressure from the sector for dedicated financial support.
This also occurred with mobile and home-based close contact service providers, such as
hairdressers and beauticians, for whom the Scottish Government also introduced a

sector-specific fund in February 2021.

189. | am not aware of any specific gaps in the Local Authority Discretionary Fund that
should have been identified. The Scottish Government’s evaluation of Covid-19 business
support funding which was published in June 2022 did not identify any specific gaps

associated with the fund.

190. | note that the issue of double-funding (i.e. businesses being eligible for financial
support through more than one scheme) was a more prevalent concern for the Scottish
Government which would tend to suggest that there were few if any gaps in the Local
Authority Discretionary Fund schemes introduced by local authorities. This conclusion is
further supported by the fact that, as at April 2022 which was the date of the last
publication of the data setting out total spend against business support funding
published by the Scottish Government, collectively local authorities had spent £104.4
million (87%) of the total funding allocated to them through the Local Authority
Discretionary Fund. This tends to suggest that that there were few obvious gaps that it

was necessary for local authorities to fill.

191. The discretion afforded to local authorities by the Local Authority Discretionary
Fund inevitably resulted in geographical disparities in the allocation of financial
support. The express purpose of the fund was to allow local authorities to target
sectors based on their understanding of the business base in their area and so it was
recognised that there would inevitably be geographical disparities in the financial
support due to the different decisions taken by local authorities based on their

individual assessments of where funding should be targeted. As outlined above,

INQO000652342_0042



where significant disparities were identified the Scottish Government took steps to

rectify this including through the introduction of sector-specific funding streams.

192. I am not aware of any economically vulnerable groups that were unable to
access funding through the Local Authority Discretionary Fund although, as above,
the sheer volume of funds launched through the Local Authority Discretionary Fund
and the differences in the eligibility criteria across these funds makes it difficult to
say with any certainty that all economically vulnerable groups were included or
otherwise from the Local Authority Discretionary Fund. | would note that the Scottish
Government did take steps to identify those groups who were economically
vulnerable and introduced national funds to channel financial support to those
groups. The non-statutory guidance provided to local authorities made clear that the
focus of the fund was on alleviating financial hardship resulting from restrictions but
it would have been inappropriate to be more specific on the basis that this would

have undermined the discretionary nature of the fund.

193. The Four Harms approach, referenced above, enabled the Scottish Government
to take a account of the wider health, economic and social harms of Covid-19 and the
response to the pandemic. Ministers, including myself, were acutely aware of the of our
duties in equalities legislation and of the need to consider inequality and vulnerable

groups when making decisions.

194. Consideration with regards to the four harms was incorporated in the weekly
Covid-19 Cabinet papers to help Cabinet take informed decisions. In addition to this,
equality impact assessments and other forms of impact assessment, were undertaken
as required to help ensure that impacts on different groups were understood as part of

the overall decision-making process.

195. | am asked what challenges | faced with regards to taking account of inequalities
and the economically vulnerable when determining the Scottish Government’s economic
response to the pandemic. As | note in paragraph 265 of my 6 November 2023
statement to Module 2A of the UK Covid-19 Inquiry, the decisions taken over the course
of the pandemic, including those relating to the economy, were incredibly difficult and
none were entirely harm free. Many people in Scotland, and across the rest of the UK,
who were already vulnerable prior to the pandemic suffered the most. The Four Harms
approach did, as far as was possible, afford the Scottish Government a mechanism by
which to ensure that due consideration was given to inequality and vulnerability as much

as was possible throughout decision making processes.

196. | understand the statement from DG Communities to Module 9 of the UK Inquiry,
notes that consideration of socially and economically vulnerable groups is evident in the

design of business support funds. For instance, the Furlough Support Grant was
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designed to support employees within the businesses subject to the closure requirement
by helping to prevent against business closures and job losses. These businesses were
primarily within the hospitality sector which employs a disproportionately high number of
people from among groups with protected characteristics particularly young people,
women and minority ethnic groups. These groups are also more likely to be socio-
economically disadvantaged and less likely to have income reserves for unexpected

events.

197. The Scottish Government also developed analysis to better consider inequalities
and the distributional impact of Covid-19. For instance, the October 2020 “Monthly
Economic Brief” [NS9/042 - INQ000273938] sets out how Covid-19 was affecting the
labour market for different groups such as low earners, young people, women and

minority ethnic people.

198. Throughout the specified period, the Scottish Ministers, and the Scottish
Government, drew upon data, economic modelling and other forms of analysis to
support decisions relating to the economy. Before, during and after the pandemic,
as First Minister, |, alongside Scottish Ministers, relied upon data, analysis and
economic advice from the Scottish Government’s Chief Economic Adviser and Chief

Statistician to support decision making.

199. As | understand is noted in the Chief Statistician and Chief Economist’s
corporate statement for Module 9 of the UK Covid-19 Inquiry, during the relevant
period, across the Scottish Government, Covid-19 was the primary concern for
policy and analysis teams and there was restructuring of these teams to reflect this.
The Chief Economist redirected his teams to focus almost exclusively on the Covid-
19 response relating to the economy. He set up an analytical hub relating to the
economy which supported Ministers and provided information directly to Scottish
Government resilience planning teams. The Office of the Chief Economic Advisor’s
Covid-19 Hub operated on a shift basis and covered weekdays through to 10pm
and weekends — with hub staff triaging the requests for analysis and advice that
came in and ensuring deadlines were met. Such was the volume of requests and
associated correspondence dedicated staff were also required. The Covid-19 Hub
was complemented by the Covid-19 Economy Policy and Capability division which
moved into the Directorate and worked closely in supporting Ministers during this
period. This is shown in the December 2020 organogram of the Directorate for the
Chief Economist [NS9/044 - INQO00590785].

200. At the start of the pandemic a Covid-19 Analysis Hub was established and led by
Roger Halliday, the then Chief Statistician and Audrey MacDougall, the Chief Social
Researcher. Both have previously given evidence about the Hub as part of Module 2A in
M2ARHO01 and M2AAMDO2. The role of the Hub was multi-faceted, but it was focused
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on providing the core modelling of the Pandemic and producing two weekly publications
covering this modelling [NS9/045 - INQ000592069] and the general state of the
epidemic [NS9/046 - INQ0O00592070].

201. | am asked about the use of data, economic modelling and economic scenario
analysis by the UK and Scottish Government. It is important to note that | am not a
statistician or analyst and so | would suggest that more expert insight into these issues
may be found within the statement from the Scottish Government’s Chief Statistician

and Chief Economist to Module 9 of the UK Inquiry.

202. | would ask the Chair to consider the following recommendations:

¢« More explicit consideration of both the role and importance of business in future
pandemic planning to enable a more strategic and coordinated response. This
would enable development of a contingency response strategy that can be

triggered as required. Such strategy would look to:

o formalise a multi-agency team responsible for driving forward and
delivering the response; with roles and remit agreed in advance with a
central government Senior Responsible Officer for economy ensuring
clear governance and accountability across the system and in liaison with

the UK Government;

o outline the development of a high-level framework for intervention
informed by evidence establishing clear principles about the need for
support that could be triggered and applied as required to mitigate
whatever event has occurred. These principles would be informed/agreed
by business with a simplified business support landscape to deliver
application process with clear eligibility criteria and guidance in order to

increase efficiency and reduce uncertainty;

o establish defined communication channels to help businesses easily

navigate available resources and ensure a user-friendly experience; and

o quantify the resource requirement in terms of what skills and training are

needed to ensure that any future response is sufficiently staffed.

Statement of Truth
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| believe that the facts stated in this witness statement are true. | understand that
proceedings may be brought against anyone who makes, or causes to be made, a false

statement in a document verified by a statement of truth without an honest belief of its truth.

Signature: |
g Personal Data

Date: 21 August 2025
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