
SUBMISSION FROM SCOTTISH ENTERPRISE 
 
Introduction 
 
1. As Scotland’s Enterprise, Innovation and Investment Agency, Scottish 
Enterprise (SE) welcomes the opportunity to provide evidence to the 
Economy, Energy and Tourism Committee to inform their work on the future 
of Scotland’s financial services sector. The current global conditions affecting 
this important sector are well documented and have been challenging. 
However, the sector remains comparatively strong in Scotland and will 
continue to make a significant contribution to the wider economy. The 
Financial Services Sector accounts for almost 8% of Scotland’s GVA 
generated and employs 91,000 people, just under 4% of our workforce.  
 
2. By aligning our work with partners, we are confident that we can continue to 
play a significant role in the future development of the sector. SE’s Chief 
Executive is a member of the Financial Services Advisory Board (FiSAB) and 
both SE and our international division Scottish Development International 
(SDI) are members of the Financial Services Implementation Group (FiSIG). 
Our participation in these groups ensures that we are able to bring an industry 
and business perspective to the development of policy and actions. 

 
3. We have structured our response below by responding to each of the 
questions posed in turn, as set out in the in the call for evidence document. 
 
QUESTION 1 – What is your view on the cause, nature and impact of the 
recent difficulties in the financial sector in Scotland? 
 
4. The cause of difficulties in financial services in Scotland derive from a 
global banking crisis initially triggered by a “sub prime crisis” which hit the 
USA in 2007.  The root causes of the difficulties are well documented – low 
real interest rates, excess liquidity and in some cases, excessive risks being 
taken with inadequate comprehension of those risks by those charged with 
oversight. Debt-fuelled asset bubbles have been responsible for triggering 
past recessions, but this particular crisis is on an unprecedented scale. The 
main impact has been felt in the banking sector in Scotland, most notably with 
the merger of HBOS with Lloyds TSB.  
 
5. In addition, some institutions have been subsequently taken over by others, 
for example, Dunfermline Building Society, or have been subject to significant 
government intervention – the main example of this being the Royal Bank of 
Scotland. The impact of this has been significant in that there has been a 
complete change of attitude to risk taking with much greater prudence being 
evident.  Evidence from businesses suggests that it is much tougher to secure 
credit. In recent months however there does appear to be some signs of 
improvement in the volume of lending. The most significant impact of the 
difficulties in the financial sector has been cost cutting which has resulted in a 
reduction in employment. 
 
 

 



QUESTION 2 – 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? 
 
6. It is very difficult to assess, at this time, the impact that initiatives 
implemented by banks, government bodies, regulators and others have had, 
as many of them have been in place for a relatively short period of time.  
Feedback from SE’s account managers working with companies over the past 
year suggests that the cost of credit has increased considerably with many 
businesses finding it more difficult to secure finance. A comprehensive survey 
of SE account managed companies carried out between June and August 
2009 found that as early as November 2008, banks were reducing funding 
levels and seeking increased interest rates with many businesses, particularly 
small companies, finding it difficult to secure borrowing.  
 
7. The results of SE’s survey show that 44% of companies had increased 
investment in business growth over the previous 6 months whilst 16% had 
invested less.  For those investing less, the main reason given was 
uncertainty in the market place (50%).  A lack of demand was the reason 
given by 25% of companies whilst only 13% reported that they could not raise 
the necessary funds. Of the 35% of companies who had attempted to access 
funding, 57% of these companies succeeded in raising the required amount, 
primarily through overdrafts (30%) and long term loans (35%).  The majority of 
companies (59%) found it much more difficult to access funding than previous 
attempts.  
 
8. The above survey findings are also evidenced in recent trends in SE 
investment funding operations. Whilst SE debt lending to companies totalled 
£6.3m in 2008-09, our lending in the 5 months to date in 2009-10 has 
reached £5m. As part of the Government’s Economic Recovery plan, SE’s 
overall investment funding increased significantly during 2008/09 with 
demand for investment products remaining strong throughout the year. 
Working alongside the private sector, SE completed 130 deals in 107 
companies, with 40% of these companies receiving equity investment from 
SE for the first time. Overall, the funds invested £29.6m (compared with 
£17.5m in the previous year). This investment leveraged £63.9m of private 
sector funding. Demand for SE's investment funds during the first 6 months 
of 09/10 remains strong with investment levels on a par with 08/09. This 
contrasts with a recent BVCA report that reported a 35% drop in early stage 
risk capital investment activity across the UK as a whole. 
 
9. The above is not surprising given that the recent 6 month trading 
statements for both RBS and Lloyds TSB make clear their aims to strengthen 
their balance sheets by reducing their reliance on wholesale money market 
funding and reducing assets and liabilities. Government regulations may 
have added to this by requiring banks to increase the capital they hold and 
this, in turn, reduces capital available for lending.    
 

 



10. In recent months this appears to be changing (but slowly) with more 
businesses reporting positively discussions with various financial institutions. 
Equally some businesses have recognised the need to improve the quality of 
their business propositions. This has resulted in a healthy demand for SE's 
“Investor Ready” products which help companies prepare for raising finance 
and helps them access funders.    
 
QUESTION 3 – What changes can be expected as part of the ongoing 
and future restructuring plans in the financial services sector within 
Scotland? 
 
11. Parts of the FS sector are undergoing substantial restructuring and it is 
difficult to determine the full range of changes that may happen within the 
sector. 
 
12. A number of outcomes are possible, namely: 
 
• A continued reduction in employment within the FS sector (not just directly 

but also through the supply chain) 
 
• Rationalisation will continue – particularly in recent mergers such as 

Lloyds, Nationwide etc.  A drive for efficiency savings is inevitable 
particularly in the current climate. 
 

• With Scotland having a mix of strong sub sectors there will be 
opportunities as well as threats.  For example, Scotland’s proposition 
around the asset management and asset servicing sectors remains strong  
Lloyds Banking Group’s recent announcement to transfer its investment 
management from a number of areas of the group to the Scottish Widows 
Investment Partnership (SWIP) in Edinburgh is a good example of the 
market opportunities in some of the sub-sectors. 

 
• There are opportunities for increased investment in Scotland from 

consolidation and cost reduction, coupled with a need for higher skills  
 
• Fewer headquartered FS organisations in Scotland. 
 
• Wider regulatory reform in financial institutions. 
 
QUESTION 4 -  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 the retention 
of functions and “headquartering” etc and what can the public sector in 
Scotland do to ensure the best possible result for Scotland? 
 
13. There have been a number of foreign owned banks active in the Scottish 
business lending market. These banks have tended to revert back to their 
own domestic markets, thus leaving gaps and a lack of competition in the 
Scottish real estate market where indigenous Scottish banks do not have the 
cash reserves to fill the gap and meet demand. 

 



14. It was reported in September 2009 that confidence is gradually returning 
to the interbank lending markets, which was reflected in low LIBOR.1 The vast 
amount of liquidity pumped into the markets by central banks and record low 
interest rates have encouraged banks to lend to each other again. In this 
case, lending costs for some may decrease. 
 
15. A range of initiatives have been introduced to stabilise the current 
environment and time will be required to enable these to bed in and assess 
what further action if any needs to be taken.  From an SE perspective, our 
investment arm has doubled the number of investment deals done over the 
past year and demand for services continues to strengthen. SE is providing 
information on the new government measures introduced (via the banks) to 
help our account managed companies. Greater understanding of what is 
available is the starting point for many of the businesses seeking funding.   
 
16. Another vital role for SE is brokering the relationship between the banks 
and the private sector customer base.  The ‘Now's the Time to Ask’ Campaign 
recently delivered by SE included advice on "managing during a downturn". 
This included guidance to businesses through Business Gateway or through 
relationships with account managed companies.  Advice to businesses via SE 
and Business Gateway on how to build better investment proposals is also 
vital as companies need to understand how best to respond to the 
requirements of institutions when seeking funding.  SE's “investor ready” 
products are in much demand at the moment to help companies prepare 
successful proposals. Furthermore, SE supports the proposals of FiSAB and 
the FS Skills Taskforce. 
 
QUESTION 5 – 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? 
 
17. The Strategy for the Financial Services Industry in Scotland 2009 Annual 
Report provides the latest employment figures.  It is likely that with regulatory 
changes in the near future that skills sets in areas such as risk management 
will be more in demand. It is difficult to assess with any certainty what the 
outcome of the current financial crisis will be but it is necessary to try and 
establish what the likely scenarios are.  The recently approved FS skills 
gateway proposal led by the CBI Chairman will look to identify future skills 
needs of the industry and will also look at how public sector provision can be 
aligned with these requirements.   
 
18. In June 2009, Ernst & Young’s Scottish Item Club expected significant job 
losses in Scotland.2  The merger of Lloyds TSB and HBOS had been 
responsible for major job losses in Edinburgh.  Lloyds banking group recently 
announced that 625 posts would go in connection with the restructure of its 

                                                 
1 Financial Times 
2 Banking Times 

 



wholesale banking division, with the job losses split between Edinburgh and 
London. 
 
19. The Finance Sector Taskforce has been set up to help mitigate the impact 
of job losses in the industry.  The types of jobs lost has been across a  broad 
range of skills sets – ie  back office jobs, management roles, some retail 
banking roles and losses in  IT support. The Taskforce is working with 
financial service institutions to help to reduce the impact of potential job 
losses through brokering a dialogue between those companies that are 
recruiting and those downsizing.  Already there are numerous examples of 
this with Barclays and Clydesdale Bank, who are currently recruiting, 
speaking to RBS who are going through a rationalisation process.   Other 
types of support through the taskforce includes career counselling, CV 
preparation, retraining etc through the PACE initiative.  
 
QUESTION 6 - How are employment levels in the financial sector in 
Scotland calculated at present, under what definitions and how do these 
relate to ONS figures?  What changes are required to make employment 
figures more meaningful and comparable with other financial centres? 
 
20. The Annual Business Inquiry (ABI), an employer survey, is the main 
source for measuring employment levels in the financial sector.  The ABI is 
carried out by the Office for National Statistics (ONS), and is considered to be 
the most reliable source for industry level employment.   
 
21. The ABI asks employers to provide employment numbers, which the ONS 
classifies into sectors defined by Standard Industrial Classification (SIC) 
codes.  The definition for the financial sector is based on SIC codes 65, 66, 
and 67 which cover financial intermediation, insurance and pension funding 
and activities auxiliary to financial intermediation (i.e. security broking and 
fund management).   
 
22. The main benefits of the ABI, published by the ONS, are that it covers the 
whole economy, is comparable regionally, is broadly comparable to GB, and 
allows analysis of the sub sectors in the industry.  The Annual Report on the 
Strategy for the Financial Services Industry in Scotland uses ABI figures as 
the source of employment data.  
 
QUESTION 7 - 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? 
 
23. Financial Services is one of the Scottish Government’s seven key priority 
industries. Between SE and SDI a significant portion of resources is targeted 
at this sector recognising its importance for Scotland.  A wide range of support 
is available through the public sector.  Some examples include:- 
 

I) Government supported schemes via the banks to encourage 
lending. 

 



II) Regional Selective Assistance - financial support for potential 
expansions and inward investments (also supports the 
safeguarding of jobs in certain circumstances). 

III) Training Plus Support - financial support for company training plans 
- 60% of funds given by SE in this area are to FS and Business 
Service Companies. 

IV) Targeted support through account managers (SE) for all inward 
investment companies (many of them FS companies). 

V) Range of training programmes such as modern apprenticeships via 
Skills Development Scotland. 

VI) Leadership and Management Development support - in particular 
for middle management. 

VII) Finance Sector Taskforce - helping retain wealth and talent in 
Scotland through identifying opportunities and helping to minimise 
threats. 

 
24. There is significant support already available which should continue in the 
future given the importance of the industry to Scotland and the potential 
opportunities going forward within the sector. There is a need for greater 
emphasis around certain types of support in the short term such as the 
Finance Sector Jobs Taskforce given the industry is in the middle of fairly 
extensive restructuring. Having recognised the importance of retaining the 
talent we have in Scotland it is also important to continue to promote Scotland 
as a first class location for FS.  SDI and SE will continue in their efforts to 
safeguard and secure further investment for Scotland. 
 
25. Partnership between the public and private sector is vital for success in 
the future and this should be maintained through FiSAB (Financial Services 
Advisory Board) and the implementation group (FiSIG).  
 
QUESTION 8 - Has Scotland’s reputation as a global financial services 
sector been detrimentally affected by the global crisis and has this been 
to any greater extent than the problems felt in other financial centres? 
 
26. The general reputation of financial service companies worldwide has 
undoubtedly suffered.  There is no conclusive evidence however to suggest 
that the reputation of Scotland as a financial services centre has been 
affected disproportionately but feedback from customers would suggest that in 
the area of banking in particular it has had some negative impact. It is also 
important to stress that Scotland has a number of sub sectors within the 
industry and that these sectors have remained largely unaffected. Sub sectors 
such as Insurance and Fund Management have remained relatively intact in 
terms of reputation. This is perhaps highlighted by the recent announcements 
of Lloyds Banking Group to transfer a number of their asset management 
functions to Scottish Widows in Edinburgh and more recently Tesco Personal 
Finance creating 880 jobs in Glasgow.  
 
27. The same can be said for many other countries and therefore it is unlikely 
that this would be to a greater extent than other centres. The general 
feedback from customers seems to be that this negative impact is more of a 

 



UK view and that beyond the UK there is less perceived damage. We will 
continue to promote the fact that we still has a strong Financial Services 
proposition and that Scotland is very much still open for business. This 
message will continue to be reinforced through marketing and communication 
plans both internationally and domestically, for instance through key industry 
events in Frankfurt and London. 
 
QUESTION 9 - 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. For the second time in four years, Scotland has been named European 
Region of the Future by the Financial Times fDi (Foreign Direct Investment) 
magazine. Recent high-profile investments by companies such as Morgan 
Stanley and JP Morgan were highlighted in the publication.  Of the numerous 
categories by which the prospects for regions were judged, Scotland, which is 
also currently the Financial Times fDi magazine UK Region of the Future 
2007, scored highest in economic performance, overall FDI promotion 
strategy, quality of life, transport links, IT & telecommunications and human 
resources. The latter is an area for which Scotland already holds an award as 
being the best region in Europe. Scottish Enterprise and its international 
division Scottish Development International (SDI) activity to promote Scotland 
has seen major investment by international companies directly and indirectly 
involved in the financial services industry such as BNP Paribas, Morgan 
Stanley, Tesco, JPMorgan and Shell.  By utilising SDI experience and track 
record in this regard, we need to ensure our key messages of the overall 
strength in Financial Services are heard.  Through its global offices, SDI 
ensures a clear and co-coordinated message to our key target audience and 
in 2009 we already have in place a number of events and initiatives to deliver 
this message. SE & SDI are also lead sponsors of various high level 
international events seeking to promote Scottish finance sector strengths. It is 
also worth noting the recent World Bank assessment of SDI as part of the top 
6 global investment agencies.
 
29. Other events within the UK include the promotion of the award winning 
IFSD in Glasgow - the district has been short listed for a number of awards 
and will hold a small number of events in both London and domestically to 
build on the solid brand it has within the overall national proposition for 
Scotland.   
 
30. With more than 70% of investment coming from international companies 
already based in Scotland, SE and SDI will continue to promote Scotland as a 
great place to do business by providing good quality support via account 
management. We will also use this channel to identify opportunities to 
promote the benefits of Scotland as well as potential support available when 
in competition with other locations.  
 
31. We must also continue to seek competitive advantage for the sector in 
Scotland. That means understanding the competition and SE is in the early 

 



stages of carrying out competitor analysis to look at best practice and use this 
to develop a stronger proposition. 
 
QUESTION 10 - How can we ensure that the Scottish financial sector 
continues to retain a global perspective and does not retreat into a 
purely localised lending regime? 
 
32. Scotland needs to continue as it has done in recent years - i.e. have an 
international outlook.  The Strategy for FS in Scotland is a good example of 
this as it seeks to influence policy not just within Scotland but also at the UK, 
European and international level.  Scottish Development International and SE 
will continue to focus on building international alliances with other financial 
centres while promoting Scotland as a great place to do business. SE/SDI will 
continue to encourage companies to internationalise and benchmark their 
performance against their international peers.  This will be achieved through 
strong private/public sector partnership. Scotland has a proven track record of 
successful partnerships. Collaborative leadership will be key and the role of 
FiSAB now and in the future will be an essential ingredient in delivering a 
strong FS proposition for Scotland.   
 
QUESTION 11 - 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? 
 
33. Scotland has a strong proposition which is centred round a low risk, lower 
cost location.  Companies can achieve operational efficiencies which can 
range between 40-50% compared to locations like London but can also offer a 
high quality workforce.   A good quality skills pipeline is available which not 
only initially helps to attract businesses to Scotland but often encourages 
second and third round investment.  Good examples of that in recent years 
are Morgan Stanley and JP Morgan who have almost tripled their presence in 
places like Glasgow over the past eight years.  Anecdotal feedback also 
suggests the quality of support from public sector agencies and a track record 
of successful private/public sector partnership is also a factor in attracting 
organisations to Scotland. More recent examples of successful investments 
and expansions are Tesco Personal Finance (880 jobs), BNP Paribas (80 
new posts) and Esure (500 jobs).  In all three decisions the availability of a 
high quality workforce was mentioned as key to their decision to locate the 
jobs in Scotland.  
 
34. If Scotland is to continue to attract new jobs and organisations it needs to 
firstly work closely with international players to identify "opportunities for 
Scotland".  One way of doing this is through SE’s account management role 
with companies and field work through SDI’s international offices. Even in this 
difficult climate there will be opportunity in adversity with many companies 
seeking to consolidate operations across the UK and beyond. Scotland with a 
strong proposition should be in a good position to compete for these jobs. 
Secondly there needs to be promotion of Scotland's strengths around cost, 
skills, expertise, experience and low risk.  We should continue to promote 
Scotland through testimonials from our existing investors whenever possible 

 



and use the intelligence gained from customers to constantly review, develop 
and improve Scotland's proposition.  Building on the strengths of HE/FE 
through dialogue with the private sector to ensure an FS skills pipeline is 
available both now and in the future are good examples of where we need to 
develop the proposition in Scotland.  Other examples would be infrastructure 
improvements such as EGIP and a wider range of flights into and out of 
Scotland.  
 
Conclusion 
 
35. As mentioned in the introduction, SE remains ambitious for the financial 
service sector in Scotland and for its continued role both in Scotland and 
internationally.  We wish the Committee every success with the inquiry and 
look forward to supporting your work in the future. 
 
 
Jim Watson 
Director – Financial Services 
Scottish Enterprise 
September 2009 
 

 


