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Scotland could earn billions
of pounds by winning

more of the global
outsourcing market,

says Andrew Rigby

Crisis at top

banks darkens
the picture

Andrew Bolger on
the fall-out from
the humbling of
two big names in
the finance sector

onfidence has been
key to the distinc-
tive trajectory of
Scottish politics in
recent years - and to the
most successful part of the
Scotland’s economy, the
financial services sector.

So the crisis that has
engulfed Scotland’s two big-
gest financial institutions,
the Royal Bank of Scotland
and HBOS, will have ramifi-
cations far beyond the thou-
sands of Scottish employees
who now fear for their jobs.

The UK government’s
£32bn bail-out of RBS and
HBOS, which includes Bank
of Scotland, has been a huge
blow to the financial com-
munity centred on Edin-
burgh - not least because
HBOS is subject to a rescue
takeover from Lloyds TSB.

Scottish financiers — par-
ticularly its asset managers
- have long argued that
being based outside the hur-
ly-burly of the City of Lon-
don allows them to take a
cooler and more analytical
look at market trends.

But any claims to innate
Scottish canniness or cau-
tion are undermined by the
sight of the two Edinburgh-
based banks at the head of
the queue for government
support.

Some have argued that
HBOS has not really been
Scottish since the 2001
merger between Bank of
Scotland and the mortgage
bank Halifax — and there is
little doubt it was the
group’s exposure to the fast-
sinking UK property market
that has proved its undoing.

It is also true that HBOS’s
retail mortgage operations
were run out of Halifax in
northern England, and the
group’s lavishly refurbished
Edinburgh headquarters
were kept mainly for sym-
bolic purposes.

But Scots wishing to point
the finger of blame south of
the border have to explain

why the Bank of Scotland’s
corporate banking business,
run from Edinburgh, contin-
ued to back housebuilders
well after the property mar-
ket had peaked.

No such ambiguity sur-
rounds the Scottishness of
RBS, which through a series
of aggressive acquisitions
over the last eight years had
built itself up from being a
small provincial player into
becoming - briefly — the
world’s fifth largest bank by
market capitalisation.

When the Queen opened
RBS’s £350m headquarters
on the western outskirts of
Edinburgh three years ago,
the campus-style develop-
ment was hailed as a symbol

Scottish exporters
will benefit from the
recent weakness

of the pound
against the dollar

of the self-confidence and
ambition of the whole Scot-
tish financial services indus-
try.

One reason the proposed
takeover of HBOS by Lloyds
TSB has caused particular
local anguish is that it
would represent another
step in what appears to be
an inexorable decline of the
number of corporate head-
quarters based in Scotland.

Although Lloyds TSB has
said it would keep the his-
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toric Bank of Scotland build-
ing on the Mound as head-
quarters of its Scottish oper-
ations — and use it for group
annual meetings — there is
no doubt the enlarged entity
would be run out of London.

Earlier this year the UK’s
largest brewer, the Edin-
burgh-based Scottish & New-
castle, was sold to Heineken,
the Dutch group, for £7.8n.
This came less than a year
after Iberdrola, the Spanish
energy group, paid £6bn for
ScottishPower, the last Glas-
gow-registered company in
the FTSE 100.

David Lonsdale, CBI Scot-
land’s assistant director,
says: “Our preference is
obviously for Scots firms
being the ones who are
launching the takeover
bids.”

Jim Mather, Scotland’s
enterprise minister, says the
nation’s task is to create the
conditions and have the
powers whereby Scotland
gains head offices — not loses
them.

However, there is a wide-
spread acceptance that Scot-
tish companies can survive
only in a global market -
and that this will involve
them making takeovers, and
occasionally being taken
over.

David Watt, Scottish direc-
tor of the Institute of Direc-
tors, says S&N had taken
part in its share of takeo-
vers. “It is a sign of S&N’s
success that it became
attractive as a takeover tar-
get, but we need to build
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more businesses like that,”
he says.

Mr Watt says the loss of
headquarters is a particular
source of concern, particu-
larly if the economy is mov-
ing into recession, because
companies tended to keep
their HQs and retrench their
subsidiaries.

In spite of this period of
instability, Owen Kelly, chief
executive of Scottish Finan-
cial Enterprise, the sector’s
trade body, argues that the
diversity of the industry will
prove a source of resilience.

“Fund management, insur-
ance, life and pensions, asset
servicing — these sectors are
as much a part of our indus-
try as our banks and they
are coping well with very
challenging market condi-
tions,” he says. “It’s endur-
ing strengths - skills, a long-
term approach to invest-
ments, high professional
standards - retain their
essential value in the global
marketplace for financial
services.”

Another reason the bank-
ing crisis has had such a
devastating impact is that
the Scottish economy
appeared to be in relatively
good shape when the slow-
down started to bite. Some
19,000 Scots lost their jobs
between June and August,
lifting the unemployment
rate by 0.7 percentage points
to 4.7 per cent — but still
below the UK average of 5.7
per cent.

For the second time in
four years, Scotland was
named European Region of

Now comes the hard part

Regime change in Scotland,
ushered in last year with a
minority Scottish National
party government, has
made a good start.

Ending single party rule
in a liberal market economy
almost invariably improves
the quality of public
administration, and this has
been no exception.

Alex Salmond’s party is
reaping the electoral
benefits of its early
initiatives — helped by the
disarray of a Scottish
Labour party struggling to
renew itself after ejection
from power.

The new political
leadership has shown itself
to be competent and good
to do business with. As a
party focused only on
Holyrood, the SNP is led by
its very best people — unlike
the UK parties whose top
talent heads for
Westminster.

Crowd-pleasing policies
such as scrapping bridge
tolls and cutting or
abolishing business rates
for smaller enterprises have
been welcomed, as has the
council tax freeze.

Yet it is likely to prove
harder to deliver on SNP

promises on bigger issues,
including replacing the
unpopular council tax,
based on property values,
with a local income tax.
The party claims that 80
per cent of households
would be no worse off
under a local income tax,
which would save the
average family between £350
and £535 a year. But so
many winners would mean
big losses for the remaining
20 per cent, who include the
highly skilled professionals,
top business executives and
entrepreneurs that Scotland
can ill afford to drive away.
Business is equally
concerned about the new
regime’s desire to replace
public-private partnership
funding of public
investment projects with an
ill-defined alternative. There
is a danger that
infrastructure projects such
as the new Forth road
bridge could be delayed by
the transition, harming
Scotland’s competitiveness.
In any case, the
deepening financial and
economic turmoil engulfing
the world’s markets is
casting a shadow over the
immediate prospects for
Scotland’s economy. This is
no time to be introducing
untried financial
innovations for public
investment when even the
most secure borrowers are
finding it hard to fund their
investments.
Meanwhile, the global
banking crisis and a
slowing economy rapidly

moving into recession are
unlikely to encourage
Scottish voters to say Yes
in the referendum on
independence due in 2010.

For one thing, Mr
Salmond’s fondness for
portraying Scotland’s future
as part of an arc of
prosperous small nations
including Ireland and
Iceland has been looking a
lot less attractive in recent
weeks. The collapse of the
Icelandic economy is a
stark warning of the
vulnerability of small
“tiger” economies to
financial adversity.

The first minister says

It is inescapable
that the biggest
casualties have
been the two
Scottish institutions

Scotland would be a lot
better off if it had been able
to build up a sovereign
wealth fund from oil and
gas revenues, just as
Norway has done. But as
North Sea reserves dwindle,
that is not a serious option.
And as Gordon Brown
recently pointed out, the
UK’s £32bn bail-out of
Royal Bank of Scotland and
HBOS - which includes the
venerable Bank of Scotland
— would have been beyond
the means of an
independent Scottish
administration.

In reply, Mr Salmond
tried to shift the blame for
the financial crisis to
London, accusing the UK
prime minister of creating
an ”age of irresponsibility”
in financial policy and
labelling him a ”sub-prime
minister”.

Yet it is inescapable that
the biggest casualties
among the large British
banks have been the two
Scottish institutions, whose
business strategies have
been exposed as wanting by
the credit crunch.

The fate of RBS - and to
a lesser extent HBOS - was
a Scottish banking crisis,
made in Scotland and bailed
out by the whole UK, as
many Scots will have noted.
It was, after all, a failed
business adventure that
drove Scotland into the
arms of its larger neighbour
301 years ago. The collapse
of the Darien scheme to
found a colony in Central
America in the 1690s
bankrupted the Scottish
economy and forced the
country into union with
England in 1707.

The SNP could emerge
from the 2011 Holyrood
election with an outright
majority, as a result of a
divided opposition and its
own competence in
government. But the
appetite will have
diminished for
independence with its
ensuing upheaval — which
must enhance the
attractions of Scotland now
as a place to do business.

the Future by the Financial
Times’ fDi (foreign direct
investment) magazine. Scot-
land scored highest in eco-
nomic performance, overall
FDI promotion strategy,
quality of life, transport
links, human resources and
information technology and
telecommunications.
Manufacturing has been
holding up well, thanks
partly to continuing invest-
ment in North Sea oil and
gas. And Scotland’s export-
ers will benefit from the
recent weakness of the
pound against the dollar.
The last three months has
seen £1bn of investment
committed to Scotland’s
renewables industry - lead-

ing Alex Salmond, first min-
ister, to boast: “If we can do
this at a time of global slow-
down, just think what we
can achieve in the months
and years to come.”

Scotland’s life sciences
industry also continues to
thrive, with researchers at
Aberdeen, Glasgow and
Edinburgh recently
announcing potential break-
throughs in the treatment of
Alzheimer’s, multiple sclero-
sis and diabetes.

Mr Salmond showed his
characteristic ebullience ear-
lier this month when he said
next year’s Homecoming
series of events — marking
the 250th anniversary of the
birth of the poet Robert

Burns - was intended to
“turn a feared tourist burst
into a visitor boom”.

No doubt the resurgence
of the dollar will lure back
some of the North American
visitors who have been put
off by the strength of the
pound in recent years.

But Mr Salmond will find
it difficult to maintain a
mood of optimism if unem-
ployment were to rise
sharply - particularly if
HBOS and RBS shed a signif-
icant number of jobs.

The question of confidence
is important in political
terms, because the SNP nar-
rowly won power last year
in spite of doomladen warn-
ings from Labour that it

ATOM

would be disastrous for the
nationalists to win.

The SNP has largely dis-
pelled such fears through
the competent way in which
Mr Salmond and his minis-
ters have handled office in
the past year. But opinion
polls show most Scots want
more powers for the
devolved parliament, rather
than independence.

It is likely to prove much
harder to persuade Scots to
vote for independence
against a backdrop of reces-
sion — and by no means cer-
tain the economic storm
clouds will have cleared by
2010, when the SNP wants to
hold an independence refer-
endum.




