
SUBMISSION FROM HIGHLANDS AND ISLANDS ENTERPRISE 
 
Introduction 
 
1. Highlands and Islands Enterprise (HIE) is the Scottish Government's 
economic and community development agency for an area which covers more 
than half of Scotland.  We work with high growth businesses and public and 
voluntary sector organisations to build sustainable economic growth across a 
diverse region.  We are committed to developing the Highlands and Islands as 
a competitive region which is home to strong communities, successful, high 
growth businesses, and an excellent quality of life. 
 
2. This inquiry by the Scottish Parliament's Economy, Energy and Tourism 
Committee into Scotland's banking, building society and financial services 
industries is welcome.  The financial and business services sector is a key 
sector for HIE and hugely significant to the economy of the region, employing 
20,000 people, 10% of our total workforce, and having enjoyed growth of 17% 
(04-07), three times the rate of the rest of Scotland. The business services 
element of the sector is dominant with financial services employment limited 
in scale and concentrated mainly on banking activities. 
 
3. HIE is working to support and develop the financial and business services 
sector in the Highlands and Islands, in particular to encourage growth of the 
sector across rural locations, and therefore welcomes the opportunity to 
submit evidence and would be pleased provide further oral evidence should 
this be required.  
 
4. We have provided answers to questions 1,2,3,4,5,7,9,11 below. 
 
Q1 - What is your view on the cause, nature and impact of the recent 
difficulties in the financial sector in Scotland? 
 
5. The cause and nature of recent difficulties in the global and Scottish 
financial sector are well documented. In terms of impact in the Highlands and 
Islands this has been proportionately less so as, with regard to financial 
services it is recognised that the main banking and insurance services within 
Scotland are predominantly located in Glasgow and Edinburgh respectively. 
Whilst 20,000 people are employed within the wider financial and business 
services sector in the Highlands and Islands (10% of the total workforce) less 
than 2,500 of these are within pure financial services. It is therefore fair to say 
that the sector is under-represented in the Highlands and Islands, which has 
shielded us from the worst of any UK job losses. In the related business 
services sector the HIE area is considered to be ground breaking in remote 
access customer relations and has maintained a reputation for quality. Job 
opportunities tend to be from outsourced activities, including for example the 
HSBC contract managed by HeroTSC with 150 staff in Aviemore, rather than 
with in-house jobs. This sector has been growing strongly in recent years 
within the Highlands and Islands and recent months demonstrate continued 
growth particularly in contact centre operations – Talk Talk in Stornoway 
benefiting from jobs being returned to the UK from India, BT and Vertex 



trialling home working operations, HeroTSC recruiting additional posts for 
HSBC in Aviemore, and Capgemini expanding remote server support for 
clients from its Inverness operation.  
 
6. Direct job losses in the Highlands and Islands appear to have been limited 
to the closure in December 2008 of the HBOS business banking centre in 
Inverness with the loss of around 40 jobs, however, this was announced in 
April 2008, ahead of the crisis unfolding.  
Q2 - What evidence do you have on the issue of the availability and cost 
of credit and what effect have the initiatives undertaken by the banks, 
government bodies, regulators and others had? 
 
7. Our evidence here is necessarily anecdotal and derived from our account 
managers’ experience with their client businesses. During the early part of this 
year a number of account managers reported that banks were reducing 
funding levels and seeking increased interest rates, with a small number of 
businesses struggling to obtain the borrowing facilities sought. Upon closer 
examination, it became clear that the reported businesses were in some 
difficulty due inter alia to extended periods of trading losses, with no 
management plan to achieve sustainable profit, borrowing levels already 
excessively high in relation to capital base, over-ambitious diversification 
threatening core activity sustainability, management teams lacking the 
expertise to cope in a recession, and not responding to changed market 
conditions.  
 
8. In all cases however, apart from one, intervention from HIE successfully led 
to the required funding package being made available by a combination of 
equity funding, HIE assistance, and maintained or increased bank borrowing. 
In each case the banks were better appreciating the risk profile of the 
individual business and were reflecting the perceived lending risk in the price 
being charged. 
 
9. In the case of the single business where we were unable to achieve any 
movement from the bank, the main shareholder, a local venture capital 
organisation, decided to provide debt funding to the business to fully take out 
the bank debt.  
 
10. We have anecdotal evidence of well managed, successful businesses 
obtaining bank support at the level requested and needed to support their 
growth aspirations, albeit that increased interest margins and fees have been 
paid. These have been set at levels which were acceptable to the individual 
business albeit higher than they had been used to paying in the period up to 
mid 2008.  
 
11. We also have anecdotal evidence that in the past few months, banks have 
become increasingly aware of the operations of the Enterprise Finance 
Guarantee (EFG) Scheme and we have seen two instances where this been 
used in a re-finance package to the benefit of both the client, who got the 
facility they needed, and the bank, who saw a reduction in their risk exposure.  
Several banks have indicated that their loan books are growing, but the 



quality of the business proposition is clearly now the prime factor in lending 
decisions.  Although the public sector capital invested in banks to provide 
liquidity and the EFG Scheme has therefore had a positive impact, the banks’ 
view is that an improvement in the quality of business proposals is needed to 
realise the full benefit from these measures.   
 
Q3 - What changes can be expected as part of the ongoing and future 
restructuring plans in the financial services sector within Scotland? 
 
12. The Scottish business banking sector is dominated by Royal Bank of 
Scotland(RBoS) and Halifax Bank of Scotland(HBoS) with respective market 
shares of c 39% and 28%, followed by Clydesdale bank at c 12% and Lloyds 
bank at 7%, all according to the July 2009 Scottish Government survey on 
Access to Finance. Lloyds Banking Group (LBG) will therefore have a market 
share of 35%.  
 
13. In the run up to Autumn 2007 there were a number of foreign owned 
banks active in the Scottish business lending market, particularly German and 
Irish banks. They have all re-trenched back to their home markets, leading to 
a significant gap in funding in the real estate market in particular which the 
indigenous Scottish banks have neither the appetite nor the cash resources to 
fill.  
 
14. In addition, the very near freezing of the wholesale money markets had a 
disproportionate effect on RBoS and HboS (now LBG) as they each had too 
great a reliance on this source for their funding. In the recent 6 month trading 
statements both RBoS and LBG were very clear in their aims to strengthen 
their Balance Sheets by both significantly reducing the absolute amounts of 
Assets and Liabilities and by reducing their reliance on wholesale money 
market funding.  
 
15. Furthermore, UK Government has required all banks to increase the 
capital which they hold thereby reducing the cash available for lending on to 
clients, with the Financial Services Authority’s stress testing further affecting 
this by influencing attitudes to risk.   
 
16. The other factor which will affect the banking sector in Scotland, is the 
action demanded by UK and EC authorities to redress market competition.  It 
is likely that restructuring of physical presence (branches and offices) will be 
both imposed for compliance with State Aids as well as necessary for the two 
major groups (RBoS and LBG) to move to a viable modus operandi.  Indeed, 
LBG deferred a planned discussion in August on their current situation 
because of the scale and pace of changes taking place within their 
organisation. Combined with the actions taken to strengthen their Balance 
Sheets, this will result in a more focussed approach from both these groups, 
as illustrated by LBG’s policy of applying the lower risk approach of Lloyds to 
future lending explicitly to change the risk profile of the legacy HBoS loan 
book. The consequent changes arising from these factors are dealt with under 
Q4. 
 



17. Banking in the HIE area has managed to retain a strong relationship 
element, even in recent years, while in other parts of the country transaction 
orientated banking became evident. There is a relatively close knit 
professional community with bank managers managing to stay close to their 
clients. In addition, until very recently, there was evidence of strong two way 
loyalty between the banker and business customer which enabled strong 
relationship banking and saw many Highland and Islands companies 
supported through the downturns of the mid 1980s and early 1990s when they 
otherwise might not have been. Much recent comment suggests that the 
banks are seeking to re-establish the sort of traditional relationship banking 
which we have had in the Highlands and Islands. 
 
Q4 - How might these changes affect the business and retail banking 
market in Scotland, access to project finance, a reduction in competition 
on the high street for lending, the plans for retention of functions and 
headquartering etc and what can the public sector in Scotland do to 
ensure the best possible result for Scotland? 
 
18. Buying and selling money is subject to the laws of supply and demand in 
the same way as any other commodity. In the years immediately preceding 
Autumn 2007, the power in the business customer/banker relationship rested 
firmly with the customer as there was a significant excess of available cash in 
the market place, mainly coming from the foreign banks coming in to the UK 
including Scotland. This led to reduced pricing for lending, pricing for risk not 
being followed,  high loan to value deals being obtained, security 
requirements being relaxed, and lending conditionality and covenants moving 
in favour of the business customer. 
 
19. Over 2008 and this year so far however, the lack of supply of cash for 
lending, coupled with the implications of the FSA’s stress testing of banks’ 
Balance Sheets, has led to banks becoming more selective as to whom they 
wish to do business with. Businesses have had to demonstrate that they are 
viable in terms of both profit and cash generation and will be able to repay 
bank borrowing. Businesses no longer have the luxury of simply threatening 
to take their business elsewhere to obtain the credit they seek. 
 
20. Banks have sought to return to well founded lending principles and 
practices, in terms of reduced leverage, appropriate pricing for risk, adequate 
security cover and sensible conditions and covenants. Again, this is entirely in 
line with what UK Government has requested of the banks and is just a “good 
business” model. In the HIE area we have anecdotal evidence of businesses 
tending to see the return to sensible lending arrangements as being unduly 
onerous and restrictive, but in each of the individual cases cited earlier (Q2), it 
was the business client whose proposal was weak or flawed, rather than the 
bank being unreasonable in its demands. 
 
21. While prior to Autumn 2007, there was a highly competitive UK banking 
market, since then, banks have had to change focus as mentioned above. A 
borrowing business client migrating from one bank to another would 
effectively be helping their former bank to rebuild its balance sheet by 



reducing the assets it needed to fund and by reducing the reliance on 
wholesale money markets. Consequently, while they would not explicity say 
so, banks were quite content to see borrowing business customers go 
elsewhere.  
 
22. However, there has been a perceptible sea change in the last few months, 
say from mid July 2009, when RBoS and LBG have very firmly returned to the 
market with a definite “open for business” message and are actively looking 
for new clients. Having said that, they will deal with only viable businesses 
and will lend only on the basis of traditional terms and conditions. We 
understand that UK Government have provided the banks with a list of 
businesses who are looking to market test their funding needs and the banks 
are expected to make contact with these operations.  
 
23. Overall therefore, the public sector interventions can be argued to have 
been effective in refocusing the banking sector, and whilst some businesses 
may find it less easy to obtain credit, it is hard to see how the profile of 
business borrowing in Scotland cannot be strengthened going forward.  
Support for businesses from the Enterprise Agencies and Business Gateway 
will reinforce this development by continuing to help firms present the best 
proposals when seeking credit. 
 
24. An important point for the Highlands and Islands is that the social 
enterprise sector in our area is growing and typically accesses finance 
through 'social banks' such as Triodos, Unity Bank, and the Cooperative Bank 
which were less affected by the banking crisis.  These smaller more prudent 
institutions make an important contribution to this niche sector. The Scottish 
Investment Fund, administered by Social Investment Scotland is another 
useful source of lending for social enterprises.  In addition, credit unions have 
a key role to play in the Highlands and Islands and our view is that these 
should be encouraged, to provide alternative sources of credit for local 
communities and individuals. 
 
Q5 - What are the current employment levels and skills base in the 
financial sector in Scotland and how may these change? Additionally, 
what are the types of jobs that might be expected to be lost as part of 
any restructuring plans? 
 
25. 2007 ABI figures show total financial services employment in the HIE area 
of just 2,226. 73.5% of employment within the financial services sector being 
in banking compared with just 54% for Scotland as a whole.  While we do not 
know how the restructuring plans of the banks will affect high street 
operations, it is likely that for example the Lloyds/HBOS merger will affect 
duplicate local branches which, although small in actual job loss numbers, 
would have a greater impact in more remote and rural areas where these jobs 
are difficult to replace. The flipside of this is the opportunity for remote and 
rural areas to feature in the restructuring plans of financial services 
operations. Drawing on experience in the outsourcing sector the rural 
combination of high quality staff, performance benefits and lower cost of 



operations is seen as a real advantage which HIE believes can add to the 
overall Scotland proposition for the sector.  
 
Q7 - What are your views on the current efforts across the public sector 
in Scotland to respond to the recent difficulties in the financial sector in 
Scotland and what, if anything, needs to change in the future as the 
situation develops? 
 
26. As previously stated the scale of the sector in the Highlands and Islands, 
indeed rural Scotland, is modest, however, the relative impact in town and 
village locations is considerable. It is therefore important that efforts across 
the public sector in Scotland take account of the range of any threats from 
and opportunities presented by the sector for rural areas to contribute more to 
the future success of the sector in Scotland.  
 
27. It is vital then that agencies such as HIE continue to liaise with the 
national agenda, to understand and represent the financial and business 
services sector in rural Scotland, to seek to influence policy and strategy in 
this respect, and offer to contribute where appropriate to relevant groups such 
as the Finance Sector Jobs Taskforce.  
 
Q9 - How should Scotland differentiate itself and promote itself as a 
financial services centre in the future and what steps are being taken by 
our competitors in this respect? 
 
28. Building on the strong inward investment promotional activity undertaken 
by SDI in partnership with HIE and SE, Scotland continues to have a strong 
message to take to the international marketplace. HIE believes that Scotland’s 
positioning should include the full range and combination of propositions 
available throughout urban and rural centres which, together, form a strong 
case for businesses refocusing on customer service and retention, as well as 
cost reduction strategies, as they seek to build a strong platform from which to 
develop as we emerge from recession. 
 
29. The Highlands and Islands can play an important part in this promotion, 
drawing on related strengths in the outsourcing sector, and demonstrating real 
evidence of rural Scotland providing companies such as BT, Capgemini, 
Vertex, and their blue chip clients, with the benefits of access to a loyal and 
highly skilled workforce, excellent performance levels, and cost efficiencies 
from lower average rentals and equivalent salaries.  
 
Q11 - Why are “new” banks choosing to establish themselves in 
Scotland, what is it that is particularly attractive and how can we build 
on this and attract additional investment into Scotland? 
 
30. From our experience of financial services outsourcing it is clear that 
Scotland is perceived as a high quality, secure location where companies are 
able to achieve operational cost efficiencies.  HIE consider that this is a 
particularly compelling message for the financial services sector at present. 
Scotland can offer a range of options for financial services companies from 



large scale city centre sites to mid-sized rural centres and also distributed and 
homeworking models which, on the back of US experience, are proving to 
provide access to a pool of experienced people previously unavailable to the 
sector. There is real opportunity to sustain and grow the sector in Scotland by 
taking advantage of the unique combination of locations within a small country 
and the benefits these offer. As well as a focus on potential new inward 
investors HIE believes that we need to work with existing players as they 
review their business model and sourcing strategies, as experience in the 
Highlands is of continued reinvestment by companies in our area with the 
main operators typically further anchoring their interests in the area by 
expanding across multiple locations. 
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