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CC11 CCUURRRREENNCCYY  RREECCOOMMMMEENNDDAATTIIOONN  

• The Commission recommends that the currency of an independent Scotland should 
remain the pound sterling for a possibly extended transition period.  

• A future Scottish Government should put in place the arrangements and financial 
infrastructure that would support a move to an independent Scottish currency at 
such time as this was considered appropriate for the Scottish economy. 

• What happens with respect to currency the day before an independence vote would 
happen the day after and continue to happen until such time as the elected Scottish 
Government seeks to do something differently.  

• The Commission recommends that a decision to move to an independent Scottish 
currency should be based on a governance process and criteria set out clearly in 
advance of voters making a decision on independence. Such an approach is a 
necessity to maximise certainty and stability, and to minimise risks. We recognise 
that this means that the Scottish Government would not secure monetary policy 
sovereignty in the initial period following an independence vote though the Scottish 
Government would not be in a formal monetary union.  

• This option allows the focus of the government, individuals, investors and 
businesses to be on policy choices for growth and the sustainability of public 
finances and the development of necessary institutions. It also removes a range of 
uncertainties concerning existing arrangements and contracts.  

• We note with some interest that this was the approach taken by Ireland for an 
extended period, albeit in a different period of history. 

• The existing financial assets and liabilities of Scottish residents, and the financial 
assets and liabilities which residents of countries outside Scotland hold with Scottish 
institutions, are assets and liabilities of these individuals, businesses and institutions, 
not assets or liabilities of the Scottish Government, before or after independence. 

 

C1.1 Part of the Commission’s brief was to take account of the recommendations of the 2013 
Fiscal Commission reports, and the outcome of the EU referendum, and consider the most 
appropriate monetary policy arrangements to underpin a programme for sustainable 
growth in an independent Scotland. 

C1.2 We have thoroughly reviewed the extensive work that was undertaken by the Fiscal 
Commission, as well as the headline recommendations that were made. Most of the 
detailed work that was undertaken, including the details of institutional design, remains 
valid and we see no need to repeat it – it will be available to those tasked with setting up 
the new institutions.  
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C1.3 This report therefore focuses on areas where the Commission believes that there is merit in 
taking a different approach, and on addressing questions that may be in the minds of 
businesses and individuals that wish to understand the implications of what is being 
recommended. 

C1.4 The recommendation of the Fiscal Commission in 2013 was to continue the currency union 
with rest of the UK. The rationale was that sterling was the currency that fits the optimal 
currency area criteria best between Scotland and the rest of the UK. There was also an 
explicit recommendation to allow a change to a more flexible regime in due course, when 
economic conditions suggested that it would be in Scotland’s interest to do so (Scotland’s 
Future p111). However, during the 2014 independence referendum, the UK Government 
rejected the proposal for a formal currency union. While it remains a feasible outcome for 
both Scotland and the rest of the UK, it would create too much economic uncertainty for 
the formal currency union policy to be part of the proposition in a future referendum, since 
it is possible that a future UK Government could take a similar obstructive position. The 
blocking itself created unnecessary confusion and uncertainty for individuals, businesses 
and investors. 

C1.5 The case for a sterling currency union remains strong since Scotland and the rest of the UK 
remain a close approximation to an optimal currency area and would continue to be so for 
some years after Scotland became independent. It would also provide continuity and 
stability. That said, critics argue that it would mean that Scotland’s government would cede 
effective sovereignty over monetary policy while the rest of the UK would become exposed 
to the financial policy actions of the Scottish Government. 

C1.6 It would be in the interests of both Scotland and the rest of the UK for existing and new 
institutions to work closely together during and after the transition to independence, and 
that is what we would expect to happen. However, unlike in 2014, the recommendations 
set out in this report do nnoott  require the pre-agreement of the UK Government or UK 
institutions. 

RReeccoommmmeennddaattiioonn::  TThhee  cceerrttaaiinnttyy  aanndd  ssttaabbiilliittyy  ooff  ‘‘SStteerrlliinngg  CCoonnttiinnuuaattiioonn’’  

C1.7  The Commission recommends that the currency of an independent Scotland should remain 
the pound sterling for a possibly extended transition period.  

C1.8 In the longer term, if it were in the rounded economic interests of Scotland to develop its 
currency arrangements Scotland would, of course, be able to introduce its own currency. 
The Commission recommends that such a future decision should be based on a formal 
governance process and criteria set out clearly in advance of voters making a decision on 
independence. Such an approach is an absolute necessity to maximise certainty and 
stability and to minimise risks.  
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C1.9 We recognise that this means that the Scottish Government would not secure monetary 
policy autonomy in the initial period following an independence vote. Our view is that the 
advantages of stability  from retaining Sterling outweigh the benefits of introducing a new 
Scottish  currency, at least in this initial period in the short to medium term. 

C1.10 This option is not ‘sterlingisation’ (since Scotland already uses Sterling) and allows the focus 
of the government, individuals, investors and businesses to be on policy choices for growth 
and the sustainability of public finances. It also provides certainty and continuity concerning 
existing arrangements and contracts.  

C1.11 We note with some interest that this was the approach taken by Ireland for an extended 
period, albeit in a different period of history. 

BBaacckkggrroouunndd::  RRoollee  ooff  CCuurrrreennccyy  

C1.12  The functions of money are traditionally defined as those of medium of exchange, unit of 
account, and store of value. The medium of exchange describes the way in which people 
make everyday transactions.  Traditionally they did so with coins but in the nineteenth 
century fiat money, paper issued (mostly) by state agencies, became dominant. The 
medium of exchange is a natural monopoly; there is a strong tendency for only one kind of 
paper or coin to be used for transactions in any one jurisdiction. It is, however, important to 
note that today cash is only used in a minority of transactions and accounts for only a small 
proportion of the total value of transactions. The natural monopoly of medium of exchange 
does not apply in the same way to electronic transactions as it does to cash transactions. 

C1.13 The unit of account is the basis on which people make contracts with each other, keep 
accounting records, and plan budgets. Most businesses and some individuals employ 
several different units of account because they deal with many different customers and 
trade internationally. As a result, they deal in several currencies and if they prepare formal 
accounts they aggregate their different currencies for reporting purposes. 

C1.14 Money also acts as a store of value. Businesses and households make deposits with banks 
and other financial institutions and invest for future needs and for retirement. This activity 
was once local - deposits were held in local banks and if investment was made in stocks or 
bonds such investments were generally in locally based corporations. But both banking and 
investment are now conducted globally. The majority of deposits and investments are 
private contracts and the underlying value of the investment depends on the terms of that 
private contract, not on any government decision.  

C1.15 Unlike households, when states borrow on international markets they tend to borrow in 
widely used global currencies such as US dollars, euros, sterling or yen. 

C1.16 ‘Legal tender’ is now a concept of no practical significance - as demonstrated by the fact 
that the only ‘legal tender’ in Scotland today is coin.  As a medium of exchange, people 
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use whatever medium of currency or currencies are generally accepted, which is why both 
Bank of England and Scottish bank notes are universally accepted in Scotland although 
neither are legal tender, and why Scottish bank notes are widely if not invariably accepted 
in England, though only Bank of England notes have legal tender status there. 

C1.17 As a unit of account and store of value, businesses and individuals will use whatever is 
appropriate for their needs. Today we live in a global world, which allows considerable 
freedom for these businesses and households to determine what is appropriate to their 
own needs.  Businesses which are outside the Eurozone or United States make contracts 
with each other in euros and dollars and choose to do so (or not) under English or US law 
and may use these currencies and legal systems for agreements that do not involve the US 
or UK in any way.  Dollars, and to a lesser extent Euros, are widely used by individuals 
outside the United States and Europe and in many countries prices of large or tradable 
items are quoted in dollars even though payment will be made in local currency.  Many 
businesses and individuals have bank accounts and other assets and liabilities in currencies 
which are not the currency of the country of which they are citizens or in which they are 
resident.  

C1.18 Shares are quoted on stock exchanges in currencies which may or may not be the currency 
of the country in which that exchange is located and which may or may not be the currency 
of the country in which the company is registered. Other investments - unit and investment 
trusts, long term insurance contracts, pension funds - will generally be made in the securities 
of global companies which trade internationally and whose value depends on global 
economic developments, a value which will be translated into the local currency of choice 
at the time at which the holder wishes to sell the investment or draw his or her pension. 

C1.19  Cash is of diminishing importance in everyday transactions.  The value of physical sterling 
cash outstanding today is less than 5% of total UK Government debt.  Cash balances have 
not generally been falling as a share of GDP, which seems puzzling given the shift to plastic 
and electronic transactions in everyday life. But there is growing evidence that much of the 
physical cash in circulation is associated with hoarding or illegal or semi-legal transactions.  
Cash circulating, or at least outside the banking system, in Scotland today is approx. £6-7 
billion, more than £1000 per person living in Scotland, roughly equally divided between 
Scottish bank notes and Bank of England notes. 

C1.20  There is no need for a formal monetary union between Scotland and the rest of the UK to 
enable Scottish businesses and residents to continue to use the pound sterling.  In today’s 
world, no one ‘owns’ a particular currency and the more widely acceptable the currency the 
less the issuer is able to restrict its use. What happens with respect to currency the day 
before an independence vote would happen the day after and continue to happen until 
such time as the elected Scottish Government seeks to do something differently.  
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C1.21 In a trading economy, the only restrictions an issuing authority can place on its own currency 
is to deny outsiders any influence over setting interest rates, or deny membership of its 
banking union, or supervision and regulation schemes or clearing system. Scotland, a small 
part of a global capital market, would have little influence on interest rates, even within 
Scotland, under any imaginable regime consistent with financial stability. An independent 
Scotland would operate its own banking regulation, in line with international norms and 
agreements, and (for Scottish retail banks) its own resolution scheme. To the extent 
necessary, an independent Scotland could operate its own payments clearing system. 

C1.22 Governments which issue currency benefit from seignorage; notes are debt which is unlikely 
to be repaid (although holders can in effect insist on repayment by tendering the notes in 
payment of taxes or other obligations to the state). Initially Scotland could not enjoy such 
seignorage profits, although the amount at issue is small relative to the scale of government 
activity - as noted above, note issue is less than 5% of UK debt and at current interest rates 
the annual value of the perpetual interest free loan of £4 billion to the Bank of England, of 
which the current use of Bank of England notes in Scotland represents less than £100 
million. 

C1.23 The issue of notes by Scottish banks could continue on the present basis, under which they 
are backed pound for pound by Bank of England notes and deposits.  For technical reasons, 
Scottish banks would thereby retain some seignorage benefits. At independence, the 
requirement to deposit Bank of England notes at the Bank of England would become a 
requirement to deposit Bank of England notes with the Scottish Central Bank. The notes 
would of course remain the property of the banks depositing them. The Scottish 
Government might in due course undertake issuance itself, initially with similar backing by 
Bank of England notes or deposits. As people became used to the arrangements and the 
security of the currency, such backing could probably be reduced. 

C1.24 We expect that there to be a cordial and constructive relationship between the Scottish 
Central Bank and the Bank of England, and it would clearly be in the interests of both parties 
and both countries to establish and maintain such a relationship.  

C1.25  As a result of the development of global capital markets and electronic transfer it is now 
virtually impracticable for an open economy to impose effective capital controls in the 
medium or long term.   Scotland should not impose or attempt to impose restrictions on 
the movement of capital to or from Scotland.  

C1.26  It cannot be emphasised too strongly that the existing financial assets and liabilities of 
Scottish residents, and the financial assets and liabilities which residents of countries outside 
Scotland hold with Scottish institutions, are assets and liabilities of these individuals, 
businesses and institutions, not assets or liabilities of the Scottish Government, before or 
after independence. There is thus no benefit, and a considerable downside, for a future 
Scottish Government to seek to legislate to change the terms of these private contracts.  If 
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Scotland were to adopt a distinctive Scottish currency in future, that currency would be 
incorporated in future contracts - not in past or uncompleted ones.  

C1.27  Any legislation a future Scottish Government might promote to alter existing contracts 
would be subject to the protections against expropriation of property in Article 1 of the 
European Convention on Human Rights (ECHR).  The government of an independent 
Scotland would apply to become a member of the Council of Europe and it can be assumed 
that the application would be successful (the ECHR is governed by the Council of Europe, 
which has 47 members, including many countries outside the EU). The constitution of an 
independent Scotland should provide for protections of property rights at least as strong 
as those implied by the ECHR. Scotland would also be bound by its membership of other 
international institutions such as the IMF and whatever trading arrangements were 
negotiated with the rest of the UK, the EU, and other countries. 
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CC22 TTEESSTTSS  FFOORR  FFUUTTUURREE  CCUURRRREENNCCYY  OOPPTTIIOONNSS  

• The arrangements supporting the Scottish currency and the Scottish financial system 
should allow for the possibility that the Scottish Government may choose to 
establish a separate currency at some future date.   

• In order to secure maximum long-term certainty, we recommend that the 
governance and rules by which any future choice could be taken are set in advance.  

• The introduction of a separate Scottish currency, would be subject to six tests, an 
assessment of which would be made by the Scottish Government and put to the 
Scottish Parliament for approval: 

1. FFiissccaall  ssuussttaaiinnaabbiilliittyy: Has the Scottish Government sustainably secured its fiscal 
policy objectives and sufficiently strong and credible fiscal position, in relation to 
budget deficit and overall debt level? 

2. CCeennttrraall  BBaannkk  ccrreeddiibbiilliittyy  aanndd  ssttaabbiilliittyy  ooff  ddeebbtt  iissssuuaannccee: Has the Scottish Central 
Bank and Government framework established sufficient international and market 
credibility evidenced by the price and the stability of the price of its debt 
issuance? 

3. FFiinnaanncciiaall  rreeqquuiirreemmeennttss  ooff  SSccoottttiisshh  rreessiiddeennttss  aanndd  bbuussiinneesssseess: Would a separate 
currency meet the on-going needs of Scottish residents and businesses for 
stability and continuity of their financial arrangements and command wide 
support? 

4. SSuuffffiicciieennccyy  ooff  ffoorreeiiggnn  eexxcchhaannggee  aanndd  ffiinnaanncciiaall  rreesseerrvveess:: Does Scotland have 
sufficient reserves to allow currency management? 

5. FFiitt  ttoo  ttrraaddee  aanndd  iinnvveessttmmeenntt  ppaatttteerrnnss:: Would the new arrangement better reflect 
Scotland’s new and developing trading or investment patterns? 

6. CCoorrrreellaattiioonn  ooff  eeccoonnoommiicc  aanndd  ttrraaddee  ccyyccllee:: Is the economic cycle in Scotland 
significantly out of phase with that of the rest of the UK, or at least as well 
correlated with the cycles of other trading and investment partners, thus making 
an independent monetary policy feasible and desirable? 

• The conditions and rules that would determine a change of monetary policy and 
currency choice should, as articulated in this chapter, be made very clear in advance. 
In the event of a new Scottish currency being created it is likely that a period of 1:1 
pegging with sterling would make sense for the short and possibly medium term.   

 

C2.1 The continued use of sterling is the best method of achieving the critical objective of 
ensuring stability and continuity of financial affairs for Scottish businesses and Scottish 
residents, covering both trade and investment, in the initial period after independence.  
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C2.2 The arrangements supporting the Scottish currency and the Scottish financial system should 
enable the Scottish Government to choose to establish a separate currency at a future date.  
However, this should not be taken an indication of any commitment to do so. 

C2.3 Even if there were to be such a currency change many individuals and businesses in 
Scotland would be free to continue to do business and transact many or most of their 
financial affairs in sterling and might choose to do so. 

C2.4 However, in order to secure maximum long-term certainty, we recommend that the 
governance and rules by which any future choice could be taken are set in advance. This 
way the credibility and policy certainty required by individuals, companies and investors 
could be secured. 

C2.5 The objective of monetary policy and strategy should be to:  

• secure stable monetary unit with low inflation; 

• secure an exchange rate regime appropriate to the needs of the Scottish economy; 

• enhance the development of Scotland’s economic and trading relationship with the rest 
of the UK, EU and international partners; 

• minimise inconvenience, uncertainty and transactions costs for individuals and 
businesses. 

TThhee  pprrooppoosseedd  SSiixx  TTeessttss  

C2.6 Any proposed change, and in particular the introduction of a separate Scottish currency, 
would have to be justified by its ability to meet these needs more effectively. The review 
would therefore focus on six tests: 

1. FFiissccaall  ssuussttaaiinnaabbiilliittyy: Has the Scottish Government sustainably secured its fiscal policy 
objectives and sufficiently strong and credible fiscal position, in relation to budget deficit 
and overall debt level? 

2. CCeennttrraall  BBaannkk  ccrreeddiibbiilliittyy  aanndd  ssttaabbiilliittyy  ooff  ddeebbtt  iissssuuaannccee: Has the Scottish Central Bank and 
Government framework established sufficient international and market credibility 
evidenced by the price and the stability of the price of its debt issuance? 

3. FFiinnaanncciiaall  rreeqquuiirreemmeennttss  ooff  SSccoottttiisshh  rreessiiddeennttss  aanndd  bbuussiinneesssseess: Would a separate currency 
meet the on-going needs of Scottish residents and businesses for stability and continuity 
of their financial arrangements and command wide support? 

4. SSuuffffiicciieennccyy  ooff  ffoorreeiiggnn  eexxcchhaannggee  aanndd  ffiinnaanncciiaall  rreesseerrvveess:: Does Scotland have sufficient 
reserves to allow currency management? 
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5. FFiitt  ttoo  ttrraaddee  aanndd  iinnvveessttmmeenntt  ppaatttteerrnnss:: Would the new arrangement better reflect 
Scotland’s new and developing trading or investment patterns? 

6. CCoorrrreellaattiioonn  ooff  eeccoonnoommiicc  aanndd  ttrraaddee  ccyyccllee:: Is the economic cycle in Scotland significantly 
out of phase with that of the rest of the UK, or at least as well correlated with the cycles 
of other trading and investment partners, thus making an independent monetary policy 
feasible and desirable? 

C2.7 An assessment against these tests would be made by the Scottish Government and put to 
the Scottish Parliament for approval. 

C2.8 Given the need for a transition period, the need to build institutional capacity and the 
timescales associated with establishing fiscal credibility (see the recommendations in Part B 
of this report), we anticipate that these six tests are unlikely to be met until towards the end 
of the first decade following a successful independence vote. However, it is possible that 
we have underestimated the economy’s growth performance and potential and it will occur 
more quickly. 
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CC33 SSCCOOTTTTIISSHH  CCEENNTTRRAALL  BBAANNKK  &&  SSCCOOTTTTIISSHH  FFIINNAANNCCIIAALL  
AAUUTTHHOORRIITTYY  

• The Commission recommends that two new institutions are set up, the Scottish 
Central Bank (SCB) and a Scottish Financial Authority (SFA), which would be a wholly 
owned independent subsidiary of the Scottish Central Bank.  

• These new institutions should be created to provide the governance, necessary 
functions, structures and approaches of the existing UK institutions. The resourcing, 
scale and less complex nature of Scottish institutions would reflect the simpler 
structure and the different composition of the Scottish financial system. 

• The Scottish Central Bank would assume final responsibility for the functions, in 
Scotland, of the FCA and the PRA in the UK through its SFA subsidiary (including 
both banking and insurance supervision).  

• It would act as banker to the Scottish Government, and hold deposits and provide 
liquidity support, subject to the asset and collateral requirements, for Scottish retail 
banks, to the extent necessary to protect retail depositors.  The SCB would operate 
a clearing system for these banks. It would also establish a Scottish Financial Services 
Compensation Scheme similar to the UK FSCS. 

• As a result there is no reason why Scottish businesses and individuals should expect 
to borrow on terms in any way different from their rest of UK counterparts. 

• Banks operating in Scotland with Scottish headquarters or through Scottish 
subsidiaries (and hence regulated by the SCB) would be required to ring-fence their 
retail banking operations along the same lines as now proposed for the UK. The 
SCB would put in place a resolution regime similar to that in the UK for the orderly 
winding down of failed banks. Financial support from the SCB would not extend to 
the holding companies of retail banks to cover activities outside Scotland, or 
beyond what is needed to ensure that retail depositors in Scottish banks are 
protected. It is anticipated that a number of banks may re-domicile their registered 
headquarters to London. A substantial part of the executive functions of these banks 
is already in London and so there would be a very limited impact on operational 
activity.  

• The supervisory culture and institutional structures in Scotland will remain closely 
aligned with the arrangements for the rest of the UK and Scotland should aim to 
become a natural bridge between the rest of the UK and the EU. 

• The SFA will focus on all other parts of the financial sector in Scotland.  

• It is anticipated that it would operate a unitary regulatory model combining 
prudential and conduct regulation.  

• The transition arrangement should seek to ‘grandfather’ as much as possible from 
the UK arrangements. 
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PPrriinncciipplleess  ooff  SSccoottttiisshh  FFiinnaanncciiaall  RReegguullaattiioonn  

C3.1 The objectives of financial regulation in Scotland should be to: 

• provide stability and continuity up to and after independence for Scottish providers and 
all users of financial services. 

• protect Scottish consumers, savers and investors; 

• promote Scottish financial services internationally; 

• develop a financial sector that best serves the needs of the Scottish economy. 

C3.2 To achieve these objectives, regulations should seek to repair the damage done to the 
financial sector’s reputation for honesty and prudence in financial services by the failures 
that became evident in the UK banking system in 2008.  

C3.3 These objectives can be met by pursuing equivalence - to licence companies to operate in 
Scotland provided their home country meets appropriate regulatory standards, and to 
expect other countries to offer similar freedom to Scottish companies operating in their 
jurisdictions. Equivalence has a specific technical meaning under current EU practice. The 
reference here is to the general principle rather than a particular rule. Debate over 
equivalence will be a key part of the Brexit negotiation. 

IInnssttiittuuttiioonnaall  AArrrraannggeemmeennttss  

C3.4 All financial systems require oversight by public authorities to set the rules for financial 
institutions and to ensure they are enforced. The functions that may be performed by the 
public authorities, in Scotland and elsewhere, include: 

• regulate banks, primarily to ensure there are adequate capital and liquidity standards, 
drawing on international standards;  

• authorise and supervise banks, to ensure they meet these regulations, have good 
governance and sound risk management, including for how they lend; 

• oversee the payments system, to ensure it operates efficiently and serves the needs of 
the economy without disruption; 

• act as a lender of last resort to individual banks that have a liquidity (rather than a 
solvency) problem, or provide emergency liquidity assistance to the banking system 
where there is a systemic need; 

• provide deposit insurance, to ensure that retail customers of banks are protected if a 
bank gets into difficulty; 
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• resolution of banks that are insolvent, in a way that protects financial stability and the 
real economy, while minimising the exposure of taxpayers. 

C3.5 In the UK, the Bank of England has the sole or primary responsibility for exercising these 
functions. In some cases, this is done through the Prudential Regulation Authority, a wholly 
owned subsidiary of the Bank of England, or in conjunction with other public-sector bodies, 
such as the Financial Services Compensation Scheme, which is responsible for 
administering deposit insurance. The Bank of England also operates in a wider global 
framework including the Bank for International Settlements rules for capital adequacy, 
transparency and risk management. 

C3.6 The Commission recommends that two new institutions are set up, the Scottish Central 
Bank and a Scottish Financial Authority (which would be an independent wholly owned 
subsidiary of the Scottish Central Bank). 

TTrraannssiittiioonn  aanndd  IImmpplleemmeennttaattiioonn  

C3.7 New Scottish institutions could be created to provide the governance, necessary functions, 
structures and approaches of the existing UK institutions. The resourcing, scale and less 
complex nature of Scottish institutions would reflect the simpler structure and the different 
composition of the Scottish financial system. In the case of banking, for example, when 
compared with London and the rest of the UK, there are fewer international banks and a 
higher proportion of banking activity is retail (providing banking services to individuals and 
businesses) rather than wholesale (providing services for other financial institutions). 

C3.8 The priorities for action are described below. 

• To establish, during the transition period before independence, a new institution which 
would at independence become the Scottish Central Bank and would assume final 
responsibility for the functions, in Scotland, carried out by the FCA and PRA in the UK 
(including banking and insurance/pension supervision). These functions are described 
more fully below.  To maintain equivalence, the Scottish Central Bank would need to 
build expertise and establish close contact with regulators internationally, especially in 
London, Europe and the United States.  

• To adopt, at independence-day, the existing FCA and PRA rule books (substantially 
implementing European regulation) in Scotland as the starting point of a Scottish 
regime of financial regulation, and to be developed in line with changing rest of UK and 
international requirements.  

• In the early years of independence, the overriding need for stability and continuity 
means that equivalence would have the highest priority. As confidence in the capacity 
of the Scottish Government and the Scottish Central Bank grows, however, the 
Government and Bank will wish to review financial regulation in the light of the overall 
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needs of the finance sector and its customers and the requirements of the Scottish 
economy. Any such developments would follow extensive consultation and it is hoped 
that over time there would be opportunities for substantial simplification, while 
maintaining the fundamental objectives of equivalence and protection for Scottish 
consumers and the customers of Scottish businesses. 

• To establish a Scottish Financial Services Compensation Scheme similar to the existing 
UK Financial Services Compensation Scheme - providing full coverage for insurance 
claims and coverage up to £85,000 for other financial services claims, including those 
of bank depositors.  This should be a seamless transition from the UK to the Scottish 
scheme, so that there is no gap in coverage for depositors.  

C3.9 The Scottish Government would also seek to negotiate a single arrangement for the joint 
regulation of occupational pensions with the rest of the UK, since so many schemes are UK 
wide. But, if such an agreement cannot be achieved, it will establish a Scottish pension 
regulator and pension protection scheme. In the interest of stability and continuity, a 
Scottish pension regulator would at independence adopt the rules and practices of The 
(UK) Pension Regulator and the current UK protection scheme but in view of the limited 
base to which a Scottish protection scheme would have access would consider finding 
some further mechanism of guarantee. 

FFuunnccttiioonnss  ooff  aa  CCeennttrraall  BBaannkk  

C3.10 A stable financial system is an important part of overall macroeconomic stability and growth. 
Moreover, as became clear during the financial crisis, inadequate mechanisms to ensure 
financial stability can lead to banks that are “too big to fail” and to serious moral hazard 
issues that generate risky banking behaviour and sovereign risk that become correlated. 
Funding gaps between private savings and investment, between public spending and 
revenues, and between currency inflows and outflows, mean that loans and borrowing in 
one sector often drive loans/borrowing needs in another sector - making risk in the recipient 
sector extremely difficult to control. These risks need to be addressed and separated.  

C3.11 A number of reforms have been made in advanced countries to reduce the risk of bank 
failures spilling over into the real economy, and to break the link between government and 
bank balance sheets. These measures include strengthening capital requirements, reforms 
to the structure of the banking sector, and new resolution tools. 

C3.12 As part of these reforms, many central banks have acquired a stronger role in the oversight 
and delivery of financial stability. Most now have additional responsibilities for regulation 
and supervision, as well as tools to help deal safely with troubled or systemically important 
failing financial institutions. For example: 

• Setting macro-prudential regulation standards (setting capital and liquidity ratios) to 
achieve and maintain financial stability; 
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• Regulating and supervising important financial institutions including the non-bank 
institutions; 

• Preparing of resolution plans/strategies, including co-ordination across states for 
significant cross-border institutions;  

• Providing extended liquidity facilities; 

• Implementing resolution plans for troubled banks and other financial institutions 
including international agreement on how to ring fence ("re-domicile") domestic 
liabilities in multi-regional banks. 

C3.13 However, there is no single institutional model to be copied here since some countries have 
regulation and resolution authorities separated from the Central Bank. For example, in the 
US, the Federal Deposit Insurance Corporation regulates the safety and soundness of 
banks, whilst twelve regional Federal Reserve Banks act as operating arms of the Federal 
Reserve System. In Ireland, the Irish Central Bank has a wider role as it is responsible for 
supervising the conduct of banks, in addition to monitoring their financial health. In the UK, 
the Bank of England’s Prudential Regulation Authority performs that function through its 
Financial Conduct arm. 

TThhee  MMoonneettaarryy  RReessppoonnssiibbiilliittiieess  ooff  tthhee  SSccoottttiisshh  CCeennttrraall  BBaannkk  

C3.14  The Scottish Central Bank would act as banker to the Scottish Government, and hold 
deposits and provide liquidity support (subject to the asset and collateral requirements 
discussed below) for Scottish retail banks and operate a clearing system for these banks.  
This would replicate the existing structures for the UK (a real time gross settlement system 
alongside a net clearing system) but with advances in ‘fintech’ and the opportunity given 
by the establishment of a system from scratch it may be that there are more innovative 
options.  In any event, all Scottish retail banks are currently, and are likely in future to be 
part of larger groups with access to the existing UK and EU clearing systems. 

C3.15  Decisions as to the volume, timing and structure of Scottish Government debt would be 
made by the Scottish Treasury, but within the Debt & Asset Management Office (DAMO) 
(as proposed in Part B) which would oversee administration of issues and payments. The 
objective of the DAMO would be to ensure the efficient and low-cost provision of funds to 
the government, not to use government debt as an instrument of monetary policy.  There 
could not be any separate Scottish analogue of ‘quantitative easing’, given Scotland’s small 
size relative to the existing sterling paper market. 

C3.16 The money market activities of both Scottish Treasury and Scottish Central Bank would 
need to be integrated with whatever arrangements were made following negotiations for 
any division of overall UK debt. Scotland’s engagement with the pre-independence assets 
and liabilities in the Bank of England’s asset purchase facility would be a matter for 
discussion in negotiations over the overall UK debt position. Such negotiations would 
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consider the balance sheet of the UK Government as a whole, not necessarily confined to 
financial assets and liabilities. In any event, the position of the UK Government as largest 
holder of UK Government debt is highly relevant to these discussions. Whatever the 
outcome of such negotiation, the legal liability for payment and the operational liability for 
servicing UK debt issued before independence will lie with the rest of the UK as successor 
state as detailed in our first report. 

C3.17 By retaining Sterling we accept interest rates in Scotland would be set, as now, by the Bank 
of England.  The Scottish Government would begin independent life with no, or virtually 
no, debt of its own. But we recommend in Part B that it should commit to servicing a share 
of historic UK debt. As we noted in Part B, it is likely that there would initially be some 
premium on Scottish Government debt over UK interest rates, reflecting the relative 
illiquidity of the initial market in Scottish debt and the unfamiliarity of markets with Scottish 
Government paper. But consultation with rating agencies suggests that this premium would 
be less than 1%. However, with prudent fiscal management this premium could be reduced 
or even reversed. Denmark and Switzerland have the lowest borrowing rates in the world, 
despite their small size relative to the Eurozone (Table 3-1).  

Table 3-1 – Long Term Government Interest Rates 

Long term rates (Government Bond Maturing in 10 Years) 2016 (%) 

Denmark 0.321 

Finland 0.365 

France 0.468 

Germany 0.090 

Ireland 0.688 

Norway 1.332 

Sweden 0.519 

UK  1.305 

USA 1.842 

Source: OECD (2018), Long-term interest rates (indicator), Average for 2016 (Accessed 28 January 2018) 

C3.18 There is, however, no reason why Scottish businesses and home owners should need to 
borrow on terms in any way different from their rest of UK counterparts: loans to them will 
not carry any extra risk. It is possible, as has happened in other jurisdictions including the 
US, that first class private sector borrowers in Scotland could from time to time borrow at 
more favourable rates than their own government. 

C3.19 In the period between a referendum vote and independence, the new organisation will 
need to build up appropriate expertise to enable it to exercise the functions of the Scottish 
Central Bank after independence. Much of this recruitment will need to be undertaken 
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internationally, but there will be many people with regulatory and Central Banking 
experience who will respond to the challenges and opportunities in establishing a new 
agency in a country with an especially strong heritage in financial services. 

TThhee  SSttrruuccttuurree  ooff  BBaannkkiinngg  aafftteerr  IInnddeeppeennddeennccee  

C3.20  The significant banks operating in Scotland are banking groups whose main activities, 
assets and liabilities are located outside Scotland (with the possible exception of Clydesdale 
and Yorkshire Banking Group).  It would not be right, or practical, for the Scottish-taxpayer 
to be asked to guarantee the overall liabilities of these banks. 

C3.21  Current EU principles allow banks to trade in other member states through either branches 
or subsidiaries. Under EU passport rules, the primary responsibility for regulation of a 
business operating through branches lies with the home country (and in the event of failure 
claims must be made against the home country’s deposit protection scheme) while 
subsidiaries are regulated by their host country and their depositors are protected by the 
host country. 

C3.22 EU rules require that deposits of up to €100,000 are protected – the current UK figure is 
therefore £85,000. A cap is desirable to protect the scheme against fraud but at any time 
there is likely to be a small but significant number of households with very large balances 
for bona fide reasons, e.g. because they are buying or selling a house.  Since 2015, there 
have been special provisions enabling the scheme to provide compensation up to £1 
million in such cases. 

C3.23  Thus, when the two principal Icelandic banks failed in 2008 (although Iceland is not an EU 
member the EU principles applied), Kaupthing was a subsidiary of the Icelandic parent and 
Landsbanki a branch.  UK depositors of Kaupthing were automatically protected by the UK 
Financial Services Compensation scheme but Landsbanki depositors had to look to the 
Icelandic scheme, which failed (since all its contributing members were effectively bust).  In 
practice, the UK Government, through the Bank of England, arranged that all UK depositors 
in both banks were paid out in full (i.e. the relevant liabilities of Landsbanki were covered, 
although there was no obligation on the UK Government to do so, and the cap on 
protected deposits was not applied to either Kaupthing or Landsbanki retail depositors) 
and the UK has attempted, controversially and with limited success, to recover some of the 
resulting losses from the Icelandic Government. 

C3.24  The costs of compensation are in principle recoverable from all firms in the same sector, so 
that losses to depositors in insolvent banks are met by solvent banks.  In practice, however, 
the UK FSCS met its obligations (and the additional ones imposed by the UK Government) 
through a loan facility from the Bank of England in excess of £20 billion. In the case of 
Northern Rock, the bank was nationalised and the state-owned entity met claims against it 
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in full; the FSCS was not involved. Such temporary state control may be the preferred route 
for a failed bank - see below. 

C3.25  Banks operating in Scotland through Scottish subsidiaries (and hence primarily regulated 
by the Scottish Central Bank) would be required to ring-fence their retail banking 
operations, on the lines proposed for the UK by the Independent Commission on Banking 
and currently in process of implementation.  After consultation, the Scottish Central Bank 
would introduce such rules on capital structure and asset quality on retail banks as are 
necessary to ensure that adequate collateral is available to match retail (i.e. household and 
small business) deposits in such banks.  The objectives are to ensure that deposits are 
protected (if necessary by the provision of temporary liquidity against such collateral), and 
are protected in full (i.e. above as well as below the €100,000 limit), enabling the activities 
of failing banks to be continued or (more usually) transferred to another provider (if 
necessary with Scottish Central Bank or deposit guarantee), and to do so while involving 
minimal risk to the Scottish taxpayer or other Scottish banks.  The Scottish Central Bank 
would be required to put in place a resolution regime similar to that which now exists for 
the UK to facilitate the orderly winding down of failed banks. 

C3.26  Financial support from the Scottish Central Bank would be provided only to the ring-fenced 
retail entities operating in Scotland. If the requirements of ring-fencing are enforced and 
maintained, it is unlikely that these entities would encounter difficulties of either solvency or 
liquidity. If they did, and the parent were holding company were unwilling or unable to 
provide support. The SCB would provide such support as might be needed to ensure that 
cash would be available to meet the needs of retail and small business depositors.  

C3.27 Given the requirement for ring fenced retail entities, the scale of the support that the SCB 
would provide would be manageable. The short-term support would be funded from the 
SCB balance sheet or, if the scale required it, from lending on commercial terms.  The 
longer-term exposure of the SCB would be limited since the cash support provided to 
protect depositors would be offset by the value of the bank’s ring-fenced assets. In practice, 
it is likely that the potential availability of such support would make its actual provision 
unnecessary. 

C3.28 Such financial support would not extend to holding companies of retail banks (even if based 
in Scotland, and a-fortiori not to financial holding companies not based in Scotland.)  It is 
likely that the result would be that some companies would move their domicile to England 
in response, in expectation of broader support from the Bank of England. This is in any 
event logical, since regardless of the location of the registered offices of RBS and Lloyds 
Banking Group, a substantial part of the executive functions of these banks is already 
exercised in London. Indeed most, if not all, of the banks have already made clear in public 
statements that they would be headquartered in London for the purposes of regulation in 
the event of independence.  During the independence referendum in 2014 the charge was 
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made that an independent Scotland could not afford to “bail-out” banks deemed too big 
to fail.  Given all of the above, this charge is no longer relevant. 

C3.29  Two issues arise for Scotland from these anticipated re-domiciles.  One is whether there 
would be a significant loss of operational activities in the banking sector. Public statements 
from the CEO of RBS Group for example suggest this will not be the case1.   The other is 
the impact on tax revenues. 

C3.30  Decisions by multinational corporations - including financial conglomerates - about where 
to locate operations are primarily determined by considerations of efficiency and cost rather 
than the location of their registered office. In 2015-6, total UK corporation tax revenue from 
the banking sector as a whole was £3.2 billion (about 7% of total UK corporation tax 
revenue).  This figure includes revenue from foreign banks operating in the UK. This low 
figure is the result of historic losses (although action has been taken to limit this effect) and 
the complex corporate structures of UK financial institutions, which are substantially driven 
by tax considerations.  In addition, the bank levy, an arbitrary tax on bank liabilities, raised 
£3.4 billion.  While a Scottish Government could introduce a bank levy, an alternative 
possibility would be to ring-fence Scottish retail banking for corporation tax as well as 
regulatory purposes.  We judge that it is probable that the revenue from this would exceed 
the £500-600 million (around 1% of prospective Scottish Government tax receipts) which 
would represent a pro rata share of total UK Government revenue from the banking sector. 

C3.31 The policy approach of the Scottish Government should be to maximise continuity – of the 
rulebook and the approach to supervision – and hence to minimise uncertainty.  

C3.32 There is a range of possible outcomes for the structure of the Scottish banking system that 
are likely to be satisfactory from a Scottish and the rest of the UK Government perspective, 
and from the perspective of the industry. We might naturally expect that some banks will 
modify their corporate structure to maximise their flexibility. 

C3.33 In the longer-term there is a great opportunity for banking in Scotland. While the rulebook 
for banks in Scotland will be the European one – which may mean some divergence with 
the rulebook in the rest of the UK – the supervisory culture and institutional structures in 
Scotland will remain closely aligned with the arrangements in the rest of the UK. This means 
that Scotland will (and should seek to) become a natural bridge between the rest of the UK 
and the EU.  The scale of the opportunity for financial services and jobs in Scotland is 
substantial. 

                                                
1 For example in a BBC interview on 16 August 2016 
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SSccoottttiisshh  FFiinnaanncciiaall  AAuutthhoorriittyy  

C3.34 While the focus of political debate around the monetary framework for an independent 
Scotland has tended to be in the banking sector, the issues that arise are easily dealt with, 
as described above.  Most of these relate to the operations of the Scottish Central Bank. 

C3.35 The role of the Scottish Financial Authority will be to focus on other parts of the financial 
sector in Scotland, including those areas where Scotland has well-established, globally 
competitive expertise.  This includes asset management in particular.  The Scottish Financial 
Authority would be a separate institution to the Scottish Central Bank but it should be 
established as a wholly owned subsidiary.   

C3.36 For any asset manager, it is a key requirement for long term success and viability that 
investors and clients have confidence in the level and quality of supervision and regulation. 
This prerequisite applies even more acutely for cross-border business and overseas clients 
and regulators will also expect appropriate levels of cooperation with the home country 
regulatory bodies and a credible body of law and regulation. 

C3.37 In the context of an independent Scotland, it will therefore be important that all relevant 
stakeholders are given confidence in the newly established regulatory infrastructure. It 
would also be beneficial to have a sensibly planned transitional phase to ensure that there 
is no disruption to the delivery of services to investors and clients, and continued supervision 
of the activities of asset managers. 

PPoolliiccyy  OObbjjeeccttiivveess  

C3.38 A well-functioning savings market is important in three respects which should be reflected 
in policy:  

• Scottish savers, individuals and institutions alike, will demand a system in which they 
can have full confidence. Regulation is a key element in building confidence. Credibility 
from day one will be essential because confidence is more easily lost than regained.  

• Asset management, pensions and insurance are important parts of the Scottish 
economy, providing well-paid jobs and generating tax revenues. Most revenues earned 
by major firms are from investors and customers outside Scotland. Policy should aim to 
ensure that Scotland remains an attractive base for the underlying asset management 
activities. This requires credible regulation as an absolute prerequisite and policy should 
also aim to make the potential addressable market for Scottish managers as wide as 
possible. In this respect, the rest of the UK will be most important, and a regulatory 
regime maintaining reciprocal access should be a policy goal.  

• It is important that Scotland has access to international capital. Government, businesses 
and households all depend on external capital to finance their activities. As a small, 
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open economy, it is in Scotland’s interests to maintain credible regulation as a means 
of encouraging providers of capital to do business with us on favourable terms.  

OOvveerraarrcchhiinngg  PPrriinncciipplleess  

C3.39 The government, business and the public should have clarity on the objectives of the 
financial regulatory system. Using the International Organization of Securities Commission’s 
(IOSCO) principles, these objectives could be described as: 

• Protecting Investors; 

• Ensuring fair, efficient and transparent markets; and 

• Reducing systemic risk. 

C3.40 As an example, the Central Bank of Ireland’s mission statement is “Safeguarding Stability, 
Protecting Consumers”. While the UK FCA has an overall objective of ensuring that relevant 
markets function well, supported by three operational objectives covering consumer 
protection, integrity of markets and promotion of effective competition. 

C3.41 A close proxy for these principles would be a requirement for an independent Scottish 
financial regulator, even if organisational structures differed. The financial regulator should 
be operationally independent from Government but with appropriate political 
accountability for its actions and successful delivery of its objectives. It is particularly difficult 
to be specific about the future of regulation so long as the future relationship between the 
UK and EU (with or without Scotland) remains as vague as it does today. This uncertainty is 
particularly great in relation to financial services. Brexit will be damaging to the Scottish 
financial services industry and regulation will need to be crafted to minimise that damage. 

CCoonndduucctt  aanndd//oorr  PPrruuddeennttiiaall  aanndd  SSccooppee  ooff  RReegguullaattiioonn  

C3.42 An incoming independent Scottish administration would need to decide whether to 
operate a unitary regulatory model, such as pertains in Ireland, or whether to adopt a twin 
peaks model, splitting prudential and conduct regulation as is the case in the UK.  The 
greater simplicity of the former approach would make it an attractive choice given 
Scotland’s starting position. 

C3.43 The FCA’s and PRA’s models and responsibilities are the obvious point of comparison for 
the new Scottish system. Differences are possible, of course, but should be clearly explained 
with assurance that quality of supervision has not diminished unduly.   

CCoorree  AAccttiivviittiieess  

C3.44 The new regulator would perform four core activities: 

i. Policy making; 
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ii. Authorisation and supervision of firms and individuals; 

iii. Enforcement; 

iv. Internal operations. 

C3.45 The first of these also requires specialist knowledge in the wider civil service. Ministers 
would need advice on the appropriate policy choices at a high level. Civil servants would 
need to be qualified in drafting suitable legislation to underpin the policies and rule books. 
Effective supervision also requires a considerable cohort of highly trained staff to oversee 
the complex operations of financial institutions. 

C3.46 Similarly, enforcement requires a high degree of expertise and resource within the Scottish 
police and courts system to address complex financial crime such as money laundering.  

C3.47 In addition, there would be a need to establish a relevant financial services compensation 
scheme providing a fund of last resort for consumers in the event that a financial services 
firm is unable to pay claims made against it.  The UK FSCS is funded by the financial services 
industry and the levy is paid annually split across five categories: deposits, life and pensions, 
investments, general insurance, and home finance.  With a smaller population of firms in 
Scotland and relatively few larger firms, the funding of such a scheme will need to be 
carefully managed so that it is not unduly burdensome on certain firms within the sector. 
Again, the current UK levy is an obvious point of comparison.   

C3.48 A complaints and redress mechanism similar to the Financial Ombudsman Service - an 
independent body created under statute to provide an impartial complaint handling service 
for consumers – is also the international norm. 

PPrraaccttiiccaall  CCoonnssiiddeerraattiioonnss  

RReessoouurrcciinngg    

C3.49 The incoming administration will need to assess resourcing of the financial regulator prior 
to independence.  Taking human resourcing first, looking at precedents, the Central Bank 
of Ireland stated in its 2015 annual report that it had around 1500 staff with a split of 300 in 
the central bank, 700 in regulation and 500 in operations.  Taking a smaller operational 
example, Malta has 330 in its Central Bank and 280 in its financial regulator.  

C3.50 Depending on the scope of activities and level of support from existing regulatory 
infrastructure in the UK, Scotland could be looking at a regulator potentially of 700 in 
number, of which at least 200 would need to be skilled and qualified professionals.  

C3.51 In terms of operating costs, if we take the FCA as an example, its operating budget for 2016 
was in the region of £520 million. This is funded by the fees levied on regulated firms, less 
any rebate for penalties retained from enforcement actions.  Regulated firms in Scotland 
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will therefore be interested in understanding the impact and costs of supporting a new 
regulator in that jurisdiction, particularly given that many will choose to remain regulated 
by the FCA in the rest of the UK. Care should be taken to make Scotland cost-competitive 
in this regard. 

LLeeggiissllaattiivvee  FFrraammeewwoorrkk    

C3.52 The practicalities of enacting a financial services legislative framework across all financial 
services activities will need to be considered. The care needed is heightened by the likely 
desire to retain equivalence with EU regulation in order to retain access to the EU single 
market in financial services. The complicating factor is that the apparent on-going debate 
within the UK Government on whether UK regulation should diverge from EU regulation 
following Brexit. It will be in the interest of the UK and Scottish financial services sectors to 
minimise divergence between UK and EU regulation. The rest of the UK market is important 
to most Scottish asset managers, consequently the objective of maximising access to both 
rest of UK and EU markets should be central to Scottish Government policy. 

IInntteerrnnaattiioonnaall  DDiimmeennssiioonn    

C3.53 The UK FCA has in place a series of memoranda of understanding with regulators globally 
which facilitates the exchange of information and cooperation of regulators regarding firms 
and activities which affect both countries. Scotland would need to ensure that similar 
arrangements are replicated for the Scottish regulator, and this will be important for the on-
going facilitation of cross border business from Scotland.  Likewise, it is important that an 
independent Scotland benefits from similar trade agreements and double tax treaties as 
are currently in force for the UK to support the sale of financial products and services from 
Scotland. 

SSyysstteemmss  aanndd  PPrroocceesssseess  

C3.54 Regulators are data driven.  This requires a significant investment in technology to ensure 
that data from regulated firms can be received, stored and analysed.  An appropriate 
transition from the UK FCA would also need to be coordinated to ensure a seamless transfer 
of records across regulators.   

TTrraannssiittiioonniinngg  ttoo  tthhee  NNeeww  RReeggiimmee  

C3.55 Given the scale of the undertaking, as a general principle the policy should be to 
grandfather as much as possible from the rest of the UK arrangements, and inherit as much 
as possible too, including: 

• Automatic authorisation of Scottish based firms: Asset management firms with a 
Scottish domicile or operations which are currently regulated by FCA should be 
grandfathered and automatically regulated by the Scottish regulator.  There should be 
a simple transition process and no new or replacement application process. This 
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grandfathering process should cover both the firm and also all individuals (Senior 
Managers under the new FCA regime expected in 2018). 

• Retain authorisation and regulation by the FCA: Given the scale of the activities 
performed in the rest of the UK by Scottish based asset managers, it would be helpful 
to ensure they can continue to be directly regulated by the FCA for the rest of the UK 
client base, so that there is no change to this regulatory relationship, as would happen 
if rest of UK operations were subsidiaries. In that way, authorisation by a Scottish based 
regulator becomes an additional regulator, rather than a replacement regulator.  Any 
increased cost to doing business in Scotland would then be minimised in order to 
ensure the continuity of regulatory oversight. Over time, this position could be re-
assessed. 

• The arrangements between UK FCA and Scotland should aim for a reciprocal 
arrangement such that UK FCA regulated entities can delegate activities to their 
affiliated entities in Scotland. The benefit of this regulatory reciprocity to the Scottish 
economy is twofold. First it reduces the extent to which asset management activities 
may migrate to London in order to maintain a regulatory relationship with the FCA.  
Secondly, there is less disruption to the Scottish savings market, allowing the highly 
integrated UK market to remain in force, increasing consumer choice and encouraging 
competition.   

• Inherit existing infrastructure: Where possible the Scottish regulator should use the 
existing systems and processes of the FCA so that there is as seamless as possible an 
interaction with the new Scottish regulator. This may also involve the secondment or 
use of FCA staff resources during the early stages of establishing a separate Scottish 
regulator or, more radically, agency work by the FCA for a period.  The capacity of the 
FCA to accommodate this would of course be vital. The separation settlement could 
acknowledge historical Scottish investment in the UK regulator to help this happen.  

• Adopt existing rules and legislation: so that there is no operational impact on day one, 
existing UK rules would need to be applied. In other words, UK legislation would be 
assumed into Scottish law and the FCA and PRA regulatory rule books adopted by the 
new Scottish regulator. On day one, given the EU Withdrawal Bill process, the rest of 
the UK, Scottish and EU regulation should be identical. However, there is the 
complication that over time, UK rules may start to diverge from EU standards and 
therefore Scotland needs to have capacity and capability to legislate over the medium 
term to adapt accordingly, to the interests of the Scottish financial services sector. 

• Financial Services Compensation Scheme: a Scottish scheme similar to the existing UK 
scheme should be established, providing full coverage for insurance claims and 
coverage up to £85,000 for other financial services claims, including those of bank 
depositors, with a seamless transition so that there is no gap in coverage.  
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• Financial product regulation: this will be a particularly important area for firms where 
products domiciled in Scotland which are held by or sold to the rest of the UK customers 
become cross border products. Cross-border sale of products and services forms a 
significant share of most Scottish based firms’ business.  For some financial services 
providers, the potential uncertainty which this creates for investors and policyholders in 
these cross-border funds may create a commercial imperative to establish mirror 
products in the rest of the UK and transition the rest of the UK clients into these 
structures.  It would be helpful if legal and tax mechanisms were developed and 
implemented prior to independence to facilitate the re-domiciling of such products in 
a cost-effective way for investors. This would allow firms to adapt their product line up 
to match their shareholder/investor base as appropriate.  However, by providing clarity 
about currency and financial regulation, such uncertainty would be minimised. 

C3.56 Returning to the position of Scottish-based managers and pre-existing funds registered in 
EU27 states, one of the essential requirements is that managers or funds in the EU27 
jurisdictions are able to delegate portfolio management back to an asset manager based 
in Scotland. In any transition to an independent Scotland, an important task will be to ensure 
that Scotland is recognised as a third country to which portfolio management can be 
delegated. This relates directly to the perceived competence of the new Scottish regulator 
and the credibility of the regulatory framework.  

C3.57 Should an independent Scotland meet these criteria, it could be an attractive venue for 
asset managers, including some not currently based here.  
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CC44 KKEEYY  QQUUEESSTTIIOONNSS  &&  AANNSSWWEERRSS  

WWiillll  tthheerree  bbee  aa  FFoorrmmaall  MMoonneettaarryy  UUnniioonn??  

C4.1 No, a formal monetary union will not be required.  However, the Scottish Government 
expects that there will be a close and cooperative relationship between the new Scottish 
Central Bank and the Bank of England. The Scottish Central Bank and Scottish Financial 
Authority will assume in Scotland the regulatory functions presently exercised in the UK by 
the Bank of England’s Prudential Regulation Authority and the Financial Conduct Authority.  

WWhhaatt  NNootteess  aanndd  CCooiinn  wwiillll  bbee  uusseedd  iinn  aann  IInnddeeppeennddeenntt  SSccoottllaanndd??  

C4.2 As now, currency in circulation in Scotland will continue to be a mixture of Bank of England 
notes and notes issued by Scottish banks. Scottish banks must currently support their note 
issue by making equivalent deposits with the Bank of England.  On independence, this 
obligation will transfer from the Bank of England to the Scottish Central Bank. Otherwise, 
currency arrangements will continue as now. Depending on future arrangements with the 
rest of the UK, the Scottish Central Bank may choose to operate a payment and clearing 
system based in Scotland. 

WWhhaatt  wwiillll  HHaappppeenn  ttoo  BBaannkk  AAccccoouunnttss  aafftteerr  iinnddeeppeennddeennccee??  

C4.3 Nothing. Bank accounts are private contracts, payable in sterling, between the account 
holder and the bank.  Depending on the bank, this contract may be with an English or 
Scottish registered company and enforceable under either English or Scottish law.  Neither 
the UK Government nor the Scottish Government is a party to that contract.  Banking 
arrangements will be therefore be unchanged by independence and account holders will 
be able to make deposits, withdrawals and payments exactly as now. 

WWiillll  iitt  bbee  ppoossssiibbllee  ttoo  oobbttaaiinn  BBaannkk  ooff  EEnnggllaanndd  NNootteess  ffrroomm  BBaannkkss  iinn  SSccoottllaanndd  
aafftteerr  IInnddeeppeennddeennccee??  

C4.4 Yes.  At present bank branches will (if you have sufficient credit) give you Bank of England 
notes, or Scottish bank notes, or Euros, or US Dollars, or (with appropriate notice) any other 
currency you ask for.  Mostly, this currency has been deposited with the bank by other 
customers but, if the bank does not have sufficient of the relevant currency, it will buy the 
required currency from another institution which does. This will continue to be the position 
after independence. In practice, all Scottish banks have substantial operations outside 
Scotland and already conduct operations in multiple currencies. 
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WWiillll  BBaannkk  DDeeppoossiittss  bbee  SSaaffee??  

C4.5 Yes.  The Scottish Government will introduce a Scottish Financial Services Compensation 
Scheme which will provide deposit protection similar to that currently offered in the UK and 
all EU member states, as part of their respective banking unions. In addition, the Scottish 
Government will take over and reinforce the UK banking legislation which will become 
effective in 2019. This legislation requires banks to ‘ring-fence’ their retail operations, 
ensuring that these retail activities are separately capitalised, supported by a distinct pool 
of assets, and are operationally and in governance terms distinct from other activities of the 
holding company which owns the bank. Put simply, their purpose is to separate traditional 
banking from the wholesale and trading activities of the financial conglomerates which most 
‘banks’ have become.  

C4.6 The Scottish Central Bank will have a primary objective of restoring Scotland’s reputation 
for prudent banking which services the needs of Scottish households, businesses and the 
Scottish economy, in a competitive market for banking services. 

WWhhoo  wwiillll  bbee  LLeennddeerr  ooff  LLaasstt  RReessoorrtt??  

C4.7 The significant banks operating in Scotland are banking groups whose main activities, assets 
and liabilities are located outside Scotland (with the possible exception of Clydesdale and 
Yorkshire Banking Group).  If either the Scottish banking operation of a retail bank or the 
holding company which is the ultimate owner of a Scottish bank is unable to meet its 
obligations, the Scottish Central Bank will take over the ring-fenced retail operations of that 
institution in Scotland, but not for those parts outside. 

C4.8 In such circumstances, normally the Central Bank will sell the assets and liabilities of the 
bank or the bank itself to other financial institutions (as the Federal Deposit Insurance 
Corporation does in the United States and as the UK Government did with the operations 
of Alliance and Leicester, Bradford and Bingley and Northern Rock).  It may be necessary 
for the Scottish Central Bank, with the support of the Scottish Government, to provide 
temporary guarantees or liquidity support to facilitate such a transfer of activities. But with 
the introduction of ring-fencing and proper capitalisation and supervision of retail activities 
such support should not involve any significant cost to Scottish taxpayers. 

C4.9 Neither the Scottish Government nor the Scottish Central Bank will bail out failed or failing 
financial institutions, although they will consider cooperating in international rescue or 
resolution operations in the interests of global financial stability.  If this principle leads ‘too 
big to fail’ financial institutions to register their place of business outside Scotland, then 
Scottish taxpayers will be protected from the costs of such support operations and the 
consequences of irresponsible banking. Such re-domiciling of place of registration is 
unlikely to have any substantial effect on the operational locations of the banks in question.  
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The objective of the Scottish Government will be to restore Scotland’s reputation for 
prudent banking and meeting the needs of the Scottish economy. 

WWiillll  UUnniitt  TTrruussttss  ((OOEEIICCss)),,  IInnvveessttmmeenntt  TTrruussttss,,  oorr  OOtthheerr  SShhaarreess  bbee  AAffffeecctteedd  bbyy  
IInnddeeppeennddeennccee??  

C4.10 No.  These investments entitle those that hold them to a share of the assets and earnings 
of companies, some of which are inside Scotland and some outside. Their value and 
denomination will not be affected in any way by Scottish independence. Shares and 
investment trusts are listed on the London Stock Exchange (or some other regulated 
market) and, if they are London listed, their prices are quoted in sterling. This will continue 
to be the case after independence (and would continue to be the case even if at some later 
date Scotland adopted another currency)  

C4.11 The Scottish Government will, at independence, adopt in full the existing rulebook of the 
UK Financial Conduct Authority, including in particular its regulations regarding protection 
of client money, conduct of business, and ‘treating customers fairly’.  Savers and investors, 
whether they are Scottish residents or customers of Scottish businesses, will continue to 
enjoy exactly the same regulatory protections as now. 

WWhhaatt  wwiillll  HHaappppeenn  ttoo  IInnssuurraannccee  PPoolliicciieess??  

C4.12 Nothing. As with bank accounts, insurance contracts are private contracts with the company 
concerned and are unaffected by the constitutional change. The Scottish Government will 
ensure that policyholder protection similar to that currently applicable in the UK will be 
available under the Scottish Financial Services Compensation Scheme. The Scottish Central 
Bank will implement a regulatory regime for insurance in Scotland equivalent to that 
operated by the Bank of England’s Prudential Regulatory Authority. 

WWhhaatt  wwiillll  HHaappppeenn  ttoo  OOccccuuppaattiioonnaall  PPeennssiioonnss??  

C4.13 This is governed by the trust deed established by employers. Entitlement will therefore be 
unaffected by independence or where people choose to live. The Scottish Government 
intends to negotiate arrangements for the joint regulation of occupational pensions with 
the rest of the UK, since so many schemes are UK wide, but if necessary will establish a 
Scottish pension regulator and pension protection scheme. 

WWiillll  aann  IInnddeeppeennddeenntt  SSccoottllaanndd  AAddoopptt  tthhee  EEuurroo??  

C4.14 Scotland would retain sterling. If Scotland became an EU member in the future, it would be 
ready to accept that the euro is the official currency of the European Union, albeit that it is 
the actual currency of only 19 of the 27 member states. This acknowledgment does not 
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oblige Scotland to join the euro, either at independence or in the future. Denmark and 
Sweden are not members of the Eurozone and have no plans to join. 

C4.15 Denmark obtained derogation at the time of the Maastricht Treaty and Sweden has stated 
that it does not intend to comply with the relevant criteria of that Treaty for membership of 
the Eurozone, a position which the EU has accepted. Scotland would join the euro only if 
and when such a decision is in the best interests of both Scotland and the EU, and the 
relevant criteria of the Maastricht Treaty were met.  

WWiillll  tthheerree  bbee  CCaappiittaall  oorr  EExxcchhaannggee  CCoonnttrroollss  iinn  aann  IInnddeeppeennddeenntt  SSccoottllaanndd??  

C4.16 No. In today’s world of electronic transfers and global capital and currency markets, it is 
very difficult to make effective controls on movement of capital or to stop residents from 
exchanging currencies. Such restrictions would be inconsistent with Scotland’s future as a 
small open economy. 

WWiillll  aann  IInnddeeppeennddeenntt  SSccoottllaanndd  AAddoopptt  aa  DDiissttiinncctt  SSccoottttiisshh  CCuurrrreennccyy??  

C4.17 Not in the short to medium term. The Scottish Government should commit to retaining 
sterling for an extended transition period.  In due course, the Scottish Government should 
consider, on the advice of the Scottish Central Bank, whether this arrangement continues 
to be in the best interests of Scottish business and Scottish residents against a series of tests 
set out in advance of independence. 

WWhhaatt  WWoouulldd  HHaappppeenn  ttoo  SSaavviinnggss  iiff  SSccoottllaanndd  ddiidd  AAddoopptt  aa  SSccoottttiisshh  CCuurrrreennccyy??  

C4.18 Nothing. The majority of financial arrangements are private contracts between individuals, 
households and businesses, and financial institutions. These contracts are made in sterling 
and would continue to be in sterling unless the parties agreed to change their terms.  For 
example, you could (but need not) agree with your bank to convert your mortgage or bank 
account from pounds sterling to any new Scottish currency. The Scottish Government could 
in principle pass legislation changing the terms of existing private contracts but has no 
intention of doing so and would gain no advantage by doing so:  indeed, such legislation 
would be open to challenge under the European Convention on Human Rights and the 
provisions for the protection of property rights.  

C4.19 If Scotland did at some time in the future adopt another currency, Scottish businesses and 
households would be free to conduct their business in sterling, the Scottish currency, or 
another currency – as they do now. It is likely that most businesses and many households 
would choose to maintain accounts in sterling as well as the Scottish currency. Euros 
circulate widely in both Denmark and Sweden and as more and more transactions become 
electronic this flexibility is likely to increase – and become less important. As many Scots 
travelling abroad will have experienced, national differences in currencies have much less 
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practical significance than they once did with the rise of plastic cards and electronic 
transfers. 

WWoouulldd  SSccoottllaanndd  nneeeedd  ppeerrmmiissssiioonn  ffrroomm  tthhee  BBaannkk  ooff  EEnnggllaanndd  ttoo  uussee  SStteerrlliinngg??  

C4.20 No. At the time of the 2014 referendum, the Scottish Government assumed more 
cooperation in financial and monetary arrangements than the UK Government was willing 
to extend. The Scottish Government’s current plans therefore assume little or no 
cooperation. In practice, once the Scottish people had voted for independence, there 
would be a mutual interest between Scotland and the rest of the UK in securing a smooth 
transition. Regulators on both sides of the border and internationally could be expected to 
do everything in their power to promote stability and continuity2. 

                                                
2 Such continuity plans were in place at the time of the 2014 Scottish independence referendum, as 
referenced in the Bank of England’s Financial Policy Committee meeting minutes from 24th September 
2014. 
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CC55 PPAARRTT  CC::  SSUUMMMMAARRYY  OOFF  MMAAIINN  RREECCOOMMMMEENNDDAATTIIOONNSS  

C5.1 As with Parts A and B we make a number of recommendations and encourage these to be 
considered immediately in terms both of what can be achieved now alongside what might 
take longer term preparation, broader co-operation or greater policy responsibility and 
control. 

44. CCuurrrreennccyy  RReeccoommmmeennddaattiioonn  ––  SStteerrlliinngg  RReetteennttiioonn::  The Commission recommends that 

the currency of an independent Scotland should retain the pound sterling for an 

extended transition period. 

45. CCuurrrreennccyy  ffuuttuurree  ooppttiioonnss::  ggoovveerrnnaannccee  aanndd  tteessttss::  In order to secure maximum long-term 

certainty, we recommend that the governance and rules should be set in advance. We 

recommend 6 tests detailed in the report  for a future decision on currency to be based 

upon: 

i) Fiscal sustainability 

ii) Central bank credibility and stability of debt issuance 

iii) Financial requirements of Scottish residents and businesses 

iv) Sufficiency of foreign exchange and financial reserves 

v) Fit to trade and investment patters 

vi) Correlation of economic and trade cycle 

46. SSccoottttiisshh  CCeennttrraall  BBaannkk::  sshhoouulldd  bbee  eessttaabblliisshheedd..  This should be created to act as banker 

to the Scottish Government, holding deposits and providing liquidity support (subject 

to asset and collateral requirements) for Scottish retail banks and provide a clearing 

system for these banks. assuming the functions in Scotland of the FCA and PRA through 

its SFA subsidiary. 

47. SSccoottttiisshh  FFiinnaanncciiaall  AAuutthhoorriittyy::  as an independent wholly owned subsidiary of the Scottish 

Central Bank. Adopting the responsibilities of the UK FCA and PRA it would also take 

the lead on other (non-banking) parts of the financial sector in Scotland. 

48. SSccoottttiisshh  FFiinnaanncciiaall  SSeerrvviicceess  CCoommppeennssaattiioonn  SScchheemmee::  should be established by the SCB 

mirroring the UK FSCS scheme. 

49. BBaannkk  rreegguullaattiioonn::  banks regulated for their activities in Scotland by the SCB/SFA would 

be required to ring-fence their retail banking operations. A resolution regime would be 

established mirroring the UK approach for the orderly winding down of failed banks. 
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The transition arrangements would ‘grandfather’ as much as possible from the UK 

arrangements. 

50. LLeennddeerr  ooff  LLaasstt  RReessoorrtt::  the SCB will act as lender of last resort to individual banks with a 

liquidity rather than solvency problem and provide emergency liquidity assistance to 

the banking system where there is a systemic need. After consultation, the SCB would 

introduce rules on capital structure and asset quality on retail banks to ensure that 

adequate collateral is available to match retail deposits in such banks. Financial support 

should only be provided to the ring-fenced retail entities operating in Scotland. It 

should not extend to the holding companies of retail banks whether operating in 

Scotland or elsewhere. 

 


