
SUBMISSION FROM THE SCOTTISH COUNCIL FOR VOLUNTARY ORGANISATIONS 

Introduction 
1. SCVO welcomes the Committee’s Inquiry as an opportunity to promote debate on what 
sort of financial system would best meet Scotland’s needs.  SCVO’s judgement of what 
those needs are is informed by the values and experience of its members.  Voluntary 
organisations encompass an enormous diversity of aims but in SCVO’s experience the 
great majority of Scottish organisations draw on a pool of shared values in which social 
solidarity and equal rights, environmental sustainability, participative democracy, individual 
and community empowerment, and international solidarity are key. 
 
The Role of the Financial System in the Financial Crisis 
2. SCVO believes that judged against those values the financial system which caused the 
current global recession had systemic defects.   

3. The system generated enormous inequalities of income and wealth of which the multi – 
£million banking bonuses were just the most obvious sign. Those inequalities worked to 
undermine the social solidarity on which a sense of mutual dependence and obligation 
depends.  Epidemiological studies of social dysfunction over the last two decades, for 
example by Professor Richard Wilkinson (co-author of the Spirit Level), have established a 
clear relationship between levels of economic inequality and the incidence of such 
problems as mental illness, addiction problems, crime rates and family breakdown. 

4. Voluntary organisations were struggling with the effects of these inequalities prior to the 
financial crisis. The crisis has exacerbated many of these pre-existing problems including 
indebtedness and homelessness. In turn the economic recession is multiplying social 
damage through higher unemployment, further increases in poverty and cuts in public 
expenditure. 

5. The crisis of the financial system has intensified what was already a profound social 
crisis in three principal ways - through its role in deepening economic inequality, through 
its encouragement of ever greater concentrations of corporate power, and through the 
financial sector’s demand, conceded by most governments including the UK, to be allowed 
to operate without close regulation or public accountability.  As a result the public has been 
encouraged to believe that the operations of the financial system and to a great extent the 
economic system are beyond the reach of democratic control and even of public 
understanding.   The result has been a progressive subjection of the public domain to 
private interest, a growing disillusionment with the capacity of democratic politics to make 
a difference, and a spreading frustration and insecurity among disadvantaged people 
within developed countries and more widely among the publics of the least developed 
nations. 

6. The financial system has also been an important factor exacerbating the environmental 
crisis.  On the promise of perpetual economic growth it has funded an unsustainable boom 
in individual consumption and asset inflation. By transforming lifetime savings into often 
highly speculative financial instruments it has diverted resources from long term 
investment in ‘green’ technologies, improvements in public services and anti-poverty 
measures at home and abroad.   
 
 
 
 



Scotland’s Response 
7. SCVO shares the disappointment felt by many in the voluntary sector that Governments 
in the UK appear to be committed to restoring the UK’s financial system to its pre-crisis 
state with only marginal reforms.  Instead the crisis offers a unique opportunity to create a 
financial system which is more stable, more focused on the funding needs of the public 
and of communities, and more accountable to the public. 
This reformed system could be provided in two ways.  One way is through the radical 
reform of the pre-existing system, the other by the promotion of a parallel ‘community’ 
financial system.   A reformed system and a community system could in principle coexist, 
complementing one another as well as competing within their own sectors. 
 
An Alternative Financial System 
8. The UK already possesses some of the components of an alternative financial system 
based on mutuals and not for profit bodies.  Existing elements include the Coop Bank, 
nearly five hundred credit unions (around 120 in Scotland), a sizeable surviving mutual 
insurance sector, a (diminished) mutual building society sector, and a small number of not 
for profit banks including Triodos, Unity Trust and the Charity Bank which operate in 
Scotland alongside the independent DSL (Business finance) and the publicly supported 
Social Investment Scotland.  There is also a significant number of grant giving charitable 
foundations which provide development funding to not for profit bodies.  

9. Both the Coop Bank and the credit unions have reported an upsurge in account holders 
in the aftermath of the financial crisis.   Personal deposits at the Coop Bank have 
increased over the last two years from £2.7bn to £3.8bn while following its recent takeover 
of the mutual Britannia Building Society its assets have grown to £70bn. It has achieved 
this growth with a stronger ethical branding than any other UK financial institution.    

10. Despite the success of the Coop Bank and a steady growth of housing associations 
throughout the UK the mutual sector in the UK (with the exception of retail) has always 
been small compared to many other developed countries.  In the UK it contributes less 
than 6% of GDP compared to 13% in Sweden, 16% in Switzerland, and 21% in Finland. 
Meanwhile, UK credit unions are growing from a particularly low base, less than 2% of the 
population in the UK and 5% in Scotland.   This compares to 70% for Ireland. 

11. While UK charity banks operate in Scotland the sole independent Scottish charity 
social bank is DSL with a tiny asset base of just £1.4m compared to Social Investment 
Scotland whose lending base is largely provided by Government at more than £30m.  

12. In the current recession the loan funding available from such social lenders are valued 
as a source of ‘friendly’ credit to voluntary organisations struggling with uncertain revenue 
streams.  But they have a vital longer term role for society as a source of finance for third 
sector initiatives in such areas as community wind farms and other green technologies and 
for community purchases of land and other assets. 
 
Scope for reform 
13. SCVO welcomes recent measures by the UK and Scottish Governments to strengthen 
the mutual sector.  These include current Westminster legislation loosening  the  definition 
of the “common bond” for credit unions (CUs) and relaxing restrictions on ‘non-qualifying’ 
members, allowing group as well as individual membership, and allowing CUs to pay 
interest on deposits and in some cases to provide insurance and mortgages. The Scottish 

 



Government has meanwhile extended the pool of capacity building resources available to 
CUs by making them eligible for support from the £30m Scottish Investment Fund (albeit 
alongside the rest of the Third Sector) and to apply into a dedicated £250k Credit Union 
fund as part of the Scottish Third Sector Enterprise Fund. 
14. SCVO recommends that the Committee considers what other measures might be 
taken to grow the role of CUs.  Possibilities include relaxing the current focus of UK and 
Scottish Government on CUs as responses to the challenge of financial inclusion.  This 
emphasis tends to fix CUs in the public mind as the ‘poor man’s bank’ so limiting their 
appeal to a wider public. One of the consequences is that too many Scottish CUs tend to 
be ‘borrowers’ banks’ rather than ‘savers’ banks’ when the research evidence suggests 
that ‘neutral’ banks have the most robust record.  The Committee should consider whether 
in view of the current disenchantment with mainstream financial institutions there is case 
for a major public promotion of CUs as community banks targeted at the general public. 
15. One question is how far credit unions above a certain threshold of income should be 
given the wider financial freedoms enjoyed by Canadian CUs for example.  The issue here 
is whether the advantage of increased financial freedom would be outweighed by the 
higher risk and perhaps damage to the established credit union brand.  
16. Another question is whether the CUs and perhaps the wider not for profit financial 
sector needs its own regulator.  The FSA is notorious for its failure in respect of the banks.  
But its failures in respect of the mutuals have been equally significant if less noticed.  It not 
only failed to protect the mutual building societies in the current financial crisis but for 
several years earlier it acquiesced in the de-mutualisation of the life societies including 
several leading Scottish companies as well, arguably, as actively abetting Standard Life’s 
surrender of mutual status. It is now imposing a levy on CUs to meet the liabilities of the 
Financial Services Compensation Scheme overwhelmingly attributable to the private non - 
mutual sector. A separate Regulator could be given a remit not only for the prudential 
operation of the not for profit financial sector but also for their good governance. Mutuals 
might also be given stronger protection against demutualisation.  
 
Strengthening Scotland’s Charitable Base 
17. The Scottish voluntary sector’s high level of financial dependence on public sector 
funding  – around 39% of total sectoral income (2006) compared to 31% for UK (2007) – 
underlines the need to build the sector’s capacity to act counter cyclically  to meet rising 
demand for its services when public finances are being cut back.   This argues for a 
broadening of the sector’s endowed base and for the reinvestment of its surpluses and 
other liquid assets into its own sectoral institutions. 

18. Scotland has a rather narrow base of charitable endowed funds.  While precise figures 
are not available, indications are that only 3-4% of the endowed assets of UK charitable 
grant giving foundations belong to Scottish based foundations.  

19. Historically the development of charitable endowments has been a result mainly of 
private initiative.  However in recent decades in Scotland there has been a dearth of new 
large-scale private or indeed corporate endowments, and where available their scope is 
limited. The only significant example has been the Shetland Charitable Trust, an oil-based 
endowment dedicated to the benefit of the 22,000 residents of Shetland. 

20. SCVO has maintained for a number of years now that UK and Scottish Governments 
should promote an endowed base from revenue from strategic resource industries and 

 



other public sources to support the diversification, independence and long term resilience 
of Scottish civil society.  The private sector should also be encouraged to support civil 
society more directly by looking at allocating a proportion of the proceeds from both 
existing and new industries to support the maintenance of sustainable communities.  

21. The creation of local community controlled endowments should also be seen as an 
important element of community regeneration and empowerment in disadvantaged 
communities. As part of this, Government should provide both public and private sector 
with incentives to transfer or lease their assets for community use where these assets are 
not being used. Examples could include disused railway stations and unused high street 
and other commercial properties.  
22. We believe that Scottish voluntary organisations also have a responsibility to ensure 
that they apply their own assets to strengthening the sector’s funding base.  Although 
comprehensive figures are not available, 2006 estimates suggest that Scottish voluntary 
organisations are custodians of an around £8.6bn in assets including liquid reserves and 
pension funds. The sector needs to explore ways in which it could use such assets to 
strengthen the sector’s own funding base by investing in social banks and mutual financial 
institutions.  This may require changes to current charity and pension fund laws to allow 
charities and other voluntary organisations greater freedom to apply their assets for public 
benefit. 
 
Stabilising the Mainstream 
23. Alongside the development of an alternative financial system, SCVO believes that the 
case for stabilising the mainstream system through structural reform deserves serious 
consideration. 
 
24. Among the elements of a reformed mainstream system could be: 

• a separation of retail and ‘investment’ banks: retail banks to be focused  on savings, 
current accounts, loans for house purchase and for businesses up to a ceiling 
adjusted to the volume of the bank’s operations and secured assets,  and would be 
required to have  a minimum number of customer and staff Board members elected 
by account holders.   

• investment banks would be free to use wholesale financing, to trade a wider range 
of financial products and to invest without restriction.  But if they got into trouble 
they themselves would have no claim on the taxpayers’ support though at the 
Government’s discretion their debtors might have. 

• public audit: both types of banks would be subject to audit by a Public Audit Agency 
whose procedures should embrace the banks’ environmental and equalities’ 
policies and impacts.  It would hold public sessions at which members of the public 
and campaigning groups could question the auditors. 

• limitation on remuneration: an independent Financial Regulator  in consultation with 
a High Incomes Commission would set upper limits on the salaries, bonuses and 
other forms of financial rewards payable to directors and senior managers, as well 
as carrying out the conventional regulatory functions (good governance, prudential 
operation etc.) in alignment with the emerging international framework. 

• To reinforce stability and continuity in the provision of credit this reformed financial 
system should include a publicly owned Industrial Development Bank charged with 

 



providing loans and where appropriate equity investment on a medium to long term 
basis.  

 
25. In addition SCVO calls for the Committee to consider the case for turning the Post 
Office into a network of local banks. 

26. We also welcomes the call by Adair Turner chair of the Financial Services Authority for 
consideration to be given to a (Tobin) tax to be levied on financial transactions with the 
dual aim of limiting the volume of speculative dealing and of paring profits to make it more 
difficult to justify excessive rewards for financiers. 

27. Finally, SCVO also believes that there is a strong case for a statutory cap on the level 
of interest charged for personal loans to restrict the exploitation of low income individuals 
by mainstream lenders as well as loan sharks. 
 
Debating regulation 
28. SCVO has been struck by the paucity of debate in Scotland on the options for 
reforming the financial system in the wake of the crisis.  It believes the causes lie in 
Scotland’s lack of any formal role for representing Scotland-specific issues in the UK’s 
financial regulation system. 

29. Neither the Financial Services Authority, nor the Bank of England in its regulatory role, 
nor the Competition Commission, provides for a formally designated representation of 
Scotland-specific issues.  

30. In view of the importance of the Scottish financial sector to the Scottish economy the 
Committee will need to consider how it can ensure that distinct Scottish factors - social, 
environmental or economic - are adequately factored in to discussions at UK level. 
 
Stephen Maxwell 
Scottish Council for Voluntary Organisations 
15 Mansfield Place 
Edinburgh 
EH3 6BB 
 
About SCVO 
The Scottish Council for Voluntary Organisations is the national body representing the 
interests of the voluntary sector in Scotland. It does so through its policy committee which 
is elected from its membership of around 1300 Scottish voluntary organisations. SCVO’s 
mission is to advance the values and shared interests of the voluntary sector to provide 
them with information and assistance; to improve their effectiveness and efficiency and to 
represent their views to Government and other public bodies. Further details about SCVO 
can be found at www.scvo.org.uk.  
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