
SUBMISSION FROM THE SCOTTISH GOVERNMENT 
 
Q1. What is your view on the cause, nature and impact of the recent difficulties in 
the financial sector in Scotland? 
 
1. Response: The cause of the difficulties in the financial sector are not restricted to Scotland 
and are linked to turmoil in global financial markets triggered by the “sub-prime crisis” that hit 
the USA in August 20071.   
 
The sub-prime crisis developed in the wake of interest rate increases in the USA, as many 
loans to sub-prime borrowers (broadly, those with poor credit histories) proved to be 
unsustainable in the context of slowing housing market and rising interest rates.  In January 
2008 a number of international banks reported huge losses following large debt write-downs. 
 
A number of high profile reports have identified the root causes of the difficulties as 
described above2 - in the main these have been seen as low real interest rates, a search for 
yield by financial institutions, excess liquidity and a misplaced faith in financial innovation 
(e.g. bonds backed by pools of mortgages with different credit risk profiles - many of which 
were those from the sub-prime sector as they carried higher yields) all of which led to a 
culture of over confidence and risk taking.  In addition, while regulators across the world had 
introduced processes to regulate individual institutions within the different sectors of the 
industry, no-one clearly identified the systemic risks created through a lack of understanding 
of the impact of risk created in one organisation spreading to others across the globe - and 
eventually spreading outside of the financial industry to the real economy. 
 
Despite the fact that the UK mortgage market has not experienced anything like the extent of 
sub-prime lending as has occurred in the USA, the UK financial sector was exposed 
indirectly in several ways, for example, by holding financial assets that were exposed to the 
US sub-prime market (i.e. equity in US financial institutions or holdings of securitised assets 
or derivates that involved exposure to sub-prime credit) and by holding assets whose value 
was heavily dependent on US economic prospects in general.   
 
September and October 2008 then saw a re-escalation of the international financial crisis, 
against a backdrop of an increasingly pronounced economic slowdown and, in the banking 
sector, weakened balance sheets.  Rapidly deteriorating investor confidence led to 
bankruptcies, unexpected private sector takeovers and government interventions to restore 
stability to markets and contain overspill to the real economy.   
 
The impact on the structure of Scotland’s financial services industry has been felt mainly in 
the banking sector with the merger of HBOS with Lloyds TSB (becoming the new Lloyds 
Banking Group) aided by the UK Government waiving competition rules in the public interest, 
leaving concerns about the long term competitiveness of the sector in Scotland.  Both Lloyds 
Banking Group and Royal Bank of Scotland have had to participate in schemes administered 
by the UK Government which have been designed to both stabilise the financial services 
industry and increase lending with a view to supporting the wider economy to mitigate the 
effects of recession, resulting in the UK Government owing a substantial share in both 
banks.  In RBS, for example, the UK Government’s voting stake will be capped at 75% 
however, its economic stake - the value of the government investment as a proportion of the 
value of all investment - may be higher.  In Lloyds Banking Group, the UK Government’s 
                                            
1 Chief Economic Adviser to the Scottish Government’s assessment of the State of the Economy, December 2008. 
Available at: http://www.scotland.gov.uk/Topics/Economy/state-economy/state-of-economy  
2 For example, the International Monetary Fund Global Financial Stability Reports of October 2008 and April 2009, 
available at: http://www.imf.org/external/pubs/ft/GFSR/index.htm  
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voting stake could be as much as 65% - however the economic stake could be as high as 
77%. 
 
On 30 March 2009, Dunfermline Building Society’s wholesale and retail deposits, branches, 
head office and originated residential mortgages (other than social housing and related 
deposits) were transferred to the Nationwide Building Society under the terms of the Banking 
Act 2009.  Subsequently, Nationwide successfully bid for Dunfermline’s social housing 
portfolio which had been held in a bridge bank wholly owned by the Bank of England. 
 
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? 
 
2. Response: Evidence on credit availability and cost of finance is taken from a number of 
different sources at the UK and where available, at the Scottish level.  The data on individual 
bank lending is largely unpublished and understandably commercially sensitive material so 
will not be in the public domain. Although there will be references within the media to levels 
of lending the figures quoted will be released by individual banks on an ad hoc basis and 
may relate to a designated period of time or a specific client group such as small businesses. 
The main sources used by the Scottish Government in assessing bank lending credit 
conditions are; 
 
 Scottish Government Access to Finance Survey 2009 - survey of 1001 SMEs looking at 

supply, demand and cost of credit and comparing changes between 2007 and 20093 

 Bank of England Trends in Lending – monthly UK level assessment4 

 Bank of England Credit Conditions Survey – quarterly report on UK credit conditions5 

 Bank of England Inflation Report – quarterly report on the UK economic outlook, including 
detailed analysis of credit availability and financial market function.6  

 Bank of England Statistical Database – detailed quarterly and monthly data on UK money 
and lending7 

 Surveys from Business organisations (CBI Scottish Industrial Trends8, Lloyds TSB 
Scottish Business Monitor9, Scottish Chambers of Commerce10, Forum of Small 
businesses). 

 UK Government Treasury Select Committee Report on Mortgage Arrears and Access to 
Mortgage Finance11  

                                            
3 Published on 16th July 2009. Available at: http://www.scotland.gov.uk/Topics/Economy/access-finance/report  
4Available at: http://www.bankofengland.co.uk/publications/other/monetary/trendsinlending.htm  
5 Available at: http://www.bankofengland.co.uk/publications/other/monetary/creditconditions.htm  
6 Last published on 12th August 2009. Available at: 
http://www.bankofengland.co.uk/publications/inflationreport/irlatest.htm  
7 Available at: http://www.bankofengland.co.uk/mfsd/iadb/NewIntermed.asp  
8 Subscription only service.  Subscription details available at: 
http://www.cbi.org.uk/ndbs/content.nsf/802737aed3e3420580256706005390ae/aa9a3a3bf2b92b6a8025725d00414eb7?Op
enDocument  
9 Subscription only service.  
10 Available at: http://www.scottishchambers.org.uk/press-policy/quarterly-business-survey  
11 Published 8th August 2009. Available at: http://www.publications.parliament.uk/pa/reports_recent.htm  
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At this time there is no evidence based assessment of the impact of the initiatives introduced 
in response to the credit crunch. Material is published on the relevant websites of individual 
bodies on a regular basis, indicating the performance of the initiatives in place.  
 
Q3. What changes can be expected as part of the ongoing and future restructuring 
plans in the financial services sector within Scotland? 
 
3. Response:  At this point it is difficult to accurately gauge what changes will be made to 
Scotland’s financial services industry.  The following issues will, however, impact on 
decisions: 
 
UK Financial Investments Ltd (UKFI) - an arms length body established by the UK 
Government to manage its share in the banks, is also responsible for disposing of the UK 
Government’s investments in a manner consistent with HM Treasury’s stated aims that it 
should not be a permanent investor, maximising sustainable value for the taxpayer and 
taking account of risk12.   
 
RBS Restructuring: aims to save £2.5 billion per year; the bank to be separated into two 
arms - with riskier assets and operations grouped together.  Overseas business to be cut 
back, with its operations to be reduced or sold in 36 of the 54 countries it works in.  It will 
restructure as a premier financial institution anchored in the UK - it will "centre on the UK 
with tighter more focused global operations”.   
 
Lloyds Banking Group: the restructure required to combine two large organisations will 
result in job losses as posts are combined - in its shareholder circular in advance of the 
acquisition of HBOS, the Lloyds TSB Board stated it believed it will deliver total annual pre-
tax cost savings greater than £1.5 billion by the end of 2011.  Announcements by the Group 
to date have involved changes to both Group Operations and Insurance Division.  The group 
has also announced it will retain the Scottish Widows brand and concentrate pension and 
investment activity in Scotland - indicating the underlying strength of Scotland’s reputation in 
financial services. 
 
EC State Aid: issues for banks which have received assistance from the UK Government: 
 

• The European Commission (EC) recognises that state intervention has been 
necessary to secure the future of aided banks and allow businesses continued access 
to finance.  

 
• Support schemes across all Member States have been deemed compatible with State 

aid regulations subject to certain conditions, namely that measures are:  
 

o well targeted and proportionate;  
o time limited to address acute crises without creating long term reliability on 

state funds; and  
o coupled with adequate private sector contributions by way of adequate 

remuneration for state support. 
 

• It is the view of the EC that aid measures must be followed by restructuring of aided 
institutions and the financial sector as a whole, to preclude the need for further 
bailouts. Further, wider regulatory reform and cultural change in financial institutions 

                                            
12 UKFI’s Framework document can be found at: 
http://www.ukfi.gov.uk/publications/
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should be pursued with a view to returning the banks to self reliance whilst ensuring 
long term sustainability and protecting the interests of taxpayers and non-aided 
competitors.  

 
Although Scotland’s banking sector, like banks across the globe, has experienced significant 
difficulties, this does not present an industry-wide picture and recent announcements of 
expansion and investment plans by financial services companies have buoyed prospects for 
the future.   
 
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 the retention of functions and 'headquartering' etc and what can 
the public sector in Scotland do to ensure the best possible result for Scotland? 
 
4. Response: The ease of access to credit in Scotland, the competitiveness of the retail 
lending sector, and the distribution of headquarter functions within the UK will depend in the 
short term on developments in the global financial and economic crisis, and on the success 
of UK and Scottish Government policy interventions in stabilising the financial system. The 
financial and economic crises are still unfolding, and there have been no official published 
reviews of the effectiveness of recent financial market policy interventions.  
 
In the medium- to long-term, access to credit, competitiveness of lending and the distribution 
of headquarter functions will depend in large part on the actions of UK and European 
competition authorities, and  the impact of future regulatory reform on the structure of the UK 
financial sector. The evidence below summarises existing proposals from the UK 
Government, the largest opposition party, the Financial Services Authority and the Bank of 
England, listed in publication date order. 
• House of Commons Treasury Select Committee Report of Sessions: ‘Banking Crisis: 

regulation and supervision’ – report, together with formal minutes, oral and written 
evidence13; 

• Conservative Party Policy White Paper: ‘From Crisis to Confidence: Plan for Sound 
Banking’ – sets out the Conservative Party proposals for the reform of the financial 
system14; 

• UK Government White Paper: ‘Reforming Financial Markets’ – sets out the UK 
Government’s proposals for the reform of the financial system15 ; 

• Speech by Mervyn King, Governor of the Bank of England: ‘Mansion House Dinner’ – 
argues for additional regulatory powers for the Bank16; 

• Financial Services Global Competitiveness Group: ‘UK International Financial Services – 
The Future’. The report reflects the views of the UK’s financial services leaders. The 
authoring group was co-chaired by the UK Chancellor Alistair Darling17;  

                                            
13 Published on 21st July 2009. Available at: 
http://www.publications.parliament.uk/pa/cm200809/cmselect/cmtreasy/767/767.pdf  
14  Published 20th July 2009. Available at: 
http://www.conservatives.com/News/News_stories/2009/07/~/media/Files/Downloadable%20Files/PlanforSoundBanking.
ashx  
15 Published 8th July 2009. Available at: http://www.hm-treasury.gov.uk/press_65_09.htm  
16 Published 17th June 2009. Available at: http://www.bankofengland.co.uk/publications/speeches/2009/index.htm  
17 Published 7th May 2009. Available at: http://www.hm-treasury.gov.uk/ukinternational_financialservices.htm  
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• Financial Services Authority Discussion Paper: ‘A Regulatory Response to the global 
banking crisis18; 

• Speech by Adair Turner, Chairman of the FSA: ‘The Financial Crisis and the Future of 
Financial Regulation’ – the Economist’s inaugural City lecture19. 
 

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? 

 
5. Response:  The Strategy for the Financial Services Industry in Scotland 2009 Annual 
Report includes latest available employment figures.20   
 
The Financial Services Skills Council (FSSC) is an independent, employer-led organisation 
established in 2004 to provide strategic leadership for education, training and skills 
development for financial services, and more recently, accountancy and finance, across the 
UK.  It has conducted a range of research on financial services skills issues.21  
 
Skills for Scotland : A Lifelong Skills Strategy sets out the Scottish Government’s ambition 
for skills, in a lifelong learning context, from cradle to grave.22   
 
In addition, the financial services industry itself has produced proposals for the establishment 
of a Financial Services Skills Gateway initiative to co-ordinate the industry’s skills 
requirements and align these with the corresponding public sector provision.  Skills 
Development Scotland is supporting the establishment of the Gateway. 
 
At this stage, it is difficult to accurately predict what types of jobs might be expected to be 
lost due to restructuring plans.  This is because companies which announce potential 
redundancies usually do so at the stage of official consultation with employees and their 
representatives.  In many cases, depending on the types of jobs involved, the location of 
those jobs which are to be lost will not be known until the end of the consultation period and 
the number of jobs actually lost does not always match the number originally notified as at 
risk.  In the same way, companies announcing the creation of new jobs usually provide a 
total number expected to be created over a forward period.  Company announcements to 
date have included jobs at risk of redundancy in customer facing branch posts; sales; IT; 
back office functions and other support jobs as well as managers and senior managers.  
Individual company announcements will have provided some detail.  The Finance Sector 
Jobs Taskforce is working with financial services employers to better understand the impact 
on jobs in the industry. 
 
 
 

                                            
18 Published March 2009. Available at: http://www.fsa.gov.uk/pages/Library/Policy/DP/2009/09_02.shtml  
19 Published 21st January 2009. Available at:  
http://www.fsa.gov.uk/pages/Library/Communication/Speeches/2009/0121_at.shtml  
20 The Report is available at: 
 http://www.scotland.gov.uk/Publications/2008/05/20154541/0. 
 
21 Available at : http://www.fssc.org.uk/
 
22 The evidence and performance section of the website is available at: 
http://www.scotland.gov.uk/Topics/Education/skills-strategy/performance/Q/editmode/on/forceupdate/on
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Q6 - 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? 
 
6. Response: 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.   
 
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).   
 
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.  

 
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? 
 
7. Response: A wide range of public sector support is available throughout Scotland for 
those affected by possible redundancy.  In a specific response to the difficulties being faced 
by our financial services industry, however, the Scottish Government has established a 
Finance Sector Jobs Taskforce to co-ordinate these public sector efforts in order to ensure 
maximum levels of employment are retained within the financial services industry - focusing 
on understanding the needs of the industry as it adjusts to the future structures which will 
emerge as a result of the current climate.  In addition, where restructuring does result in 
reduction in headcount, the Taskforce will act to achieve the retention of skills within the 
wider Scottish labour market - by ensuring the promotion of entrepreneurship and self-
employment where appropriate, matching transferable skills within the wider economy and 
enhancing skills and qualifications to meet the needs of alternative employers as well as the 
future needs of emerging industries and markets.  The Taskforce is also a focus for 
information and analysis on projected changes to the industry to enable full alignment of the 
current economic development, investment attraction and skills and careers work which is 
currently being progressed.   
 
The Finance Sector Jobs Taskforce has been established within the current Financial 
Services Advisory Board (FiSAB) structure, reporting directly to FiSAB.    The unique 
collaborative effort made possible by the FiSAB partnership of Scottish Government, the 
wider public sector, Unite the union, Scottish Financial Enterprise and individual financial 
services companies is continuing to work to ensure the success of this key industry and is 
meeting more often in light of the current financial climate. 
 
Q8 - 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? 
 

 



8. Response:  There is no evidence to suggest that Scotland's reputation has suffered 
greatly through the global crisis, and anecdotally the further away from Scotland the less 
perceived the "damage" is.  The crisis has, to varying degrees, affected all major global 
centres and Scotland being an International Financial Services centre is not immune to 
this.    However despite recent events Scotland remains an attractive and highly competitive 
location for both indigenous and international businesses.  Clearly the impact of recent 
events within the banking sector has had a significant impact on Scotland’s financial services 
landscape. However, banking only accounts for just over half of the financial services sector 
in Scotland. We also have real strengths and continued potential for growth in other areas 
such as asset servicing/fund management, life assurance, insurance and pensions, along 
with strong robust infrastructure to support the sector.  
 
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? 
 
9. Response:  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 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.  SDI is the lead sponsor at Euro Financial Week in 
Frankfurt in Germany in November where we will have two keynote speakers to articulate 
Scotland’s financial services strengths to an audience of CEO's of European Financial 
Services companies. SDI officials are working closely with Scottish Financial Enterprise and 
the Scottish fund management community to participate in a number of events in Asia later 
in the year. 
 
Q10 - 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? 
 
10. Response:  One of the main issues here will be to ensure that we learn lessons from the 
current crisis to take appropriate steps to mitigate these dangers in the future so that 
continued commitment to the global economy is attractive to the financial services industry.  
The recently published report “UK International Financial Services - the future”23 which is a 
report by UK financial services leaders to the UK Government, makes the point that future 
success must be based on partnership between the financial services industry and the wider 
domestic economy; and between the UK and emerging economies and their financial 
centres. 
 
                                            
23 Published in May 2009.  Available at: 
http://www.hm-treasury.gov.uk/d/uk_internationalfinancialservices070509.pdf
 

 

http://www.hm-treasury.gov.uk/d/uk_internationalfinancialservices070509.pdf


In Scotland we have a proven track record of enabling successful partnership working and 
collaborative effort in a number of key industry sectors - led by the financial services industry 
through the Strategy for the Financial Services Industry in Scotland.  This sets out our 
commitment to partnership, not only within Scotland, but also in influencing policy and 
decision makers at UK, EU and international levels.  SDI will continue to lead our efforts in 
building partnerships with international financial centres and the Scottish Government will 
maintain its support for these efforts by ensuring Scotland continues to offer a flexible, open 
and transparent place to do business. 
 
Q 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? 
 
11. Response:  Scotland has always positioned itself as a low risk, lower cost location where 
companies can take advantage of the existing infrastructure and assistance available to 
achieve operational cost efficiencies and saving.  This gives Scotland an advantage for any 
financial services company wishing to expand and grow its business here.  In 2009, we have 
already seen investments and expansions from Financial Services companies.  In January, 
BNP Paribas began recruiting 80 new posts, the second tranche of a planned recruitment of 
370 jobs in Glasgow, following a successful Regional Selective Assistance (RSA) award in 
2008, further cementing the company’s ongoing commitment to Scotland. In February, esure 
announced the creation of 500 new permanent jobs in Glasgow – the first 250 of which will 
be recruited over the next 18 months. Esure Chairman Peter Wood cited the local skills 
base, infrastructure and ‘can-do’ ethic as playing an important part in the decision.   In 
addition, Tesco Personal Finance announced on the 20th August that it is set to create 800 
jobs in Glasgow with the opening of a new customer service centre.  Once again, the 
availability of a high quality workforce was cited as a reason for the decision to come to 
Scotland.  This is in addition to its decision to create 200 new jobs and move its present 250 
staff to a new HQ facilty in Edinburgh.   These decisions and announcements are key 
testimony that Scotland continues to be an attractive location for Financial Services 
companies as they wish to grow and be successful from a Scottish base.   
 
 
The Scottish Government 
31 August 2009 
 

 


