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Scenarios for Scotland 2020 

1.0 Executive Summary 

 

There are any number of possible scenarios for Scotland, the UK and Europe that could materialise 

following the September 18th, 2014 referendum vote on Scottish independence. It will depend on 

whether it is a ‘yes’ or ‘no’ vote, and how the negotiations, behaviours of those negotiating, national 

interests and public opinion in Scotland, the UK and Europe unfold. No matter whether it is a ‘yes’ or 

a ‘no’ vote, there will be twists and turns, highs and lows, junctures and turning points on the road 

ahead. The outcome cannot be predicted. It is uncertain. But some of the possibilities can be better 

understood. 

The paper presents four scenarios. They are not designed to support either the case for Scottish 

independence or remaining part of the United Kingdom. Their purpose is to illustrate some of the 

ways that certainties and uncertainties might interact. The paper begins with an overview of the 

research that the scenarios are based on. It then goes on to present four short stories – four possible 

scenarios of any number of different possibilities. It then considers some of the implications of these 

scenarios for business. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



                                                                                                                          

4 |  P a g e
 

 

 

2.0 Introduction 

The September 18th, 2014 referendum vote on independence in Scotland raises a range of questions 

about what might happen afterwards. Uncertainty has been a hallmark of the constitutional debate. 

What might a ‘no’ vote mean? And what are the implications of a ‘yes’ vote? While the future is 

unpredictable, some of the forces that are likely to shape it – be they political, economic, social, 

technological or legal – are relatively well understood. The difficulty is in understanding how some of 

these forces might interact in complex and unpredictable ways. 

Scenarios are not predictions. They are stories about how the future could evolve, rather than 

forecasts about how the future will evolve.  They are a device for learning, planning and stimulating 

positive debate about the future. They are built by looking at those things that we know quite a bit 

about and are likely to happen – the certainties – and those things that are genuinely uncertain – the 

uncertainties – and then exploring how they might interact to create unexpected futures. One would 

never expect a scenario to come about exactly as it has been written. This would undermine the 

premise on which they are built, which is that the future is unpredictable. But good scenarios would 

give a better idea for how the things we know to be certain, and those that are uncertain, might 

interact to produce different worlds. Scenarios deal with the world of possibilities and potentialities, 

not forecasts or predictions.  

2.1 The (relative) certainties and uncertainties of the Scottish Independence Referendum  

Since the independence debate began, there has been considerable research into different aspects 

of the future of the UK and Scotland. In some areas research suggests that we can be relatively 

confident about what might happen following the referendum debate. For instance, research 

suggests that it is unlikely that there will be a currency union between Scotland and the rest of the 

UK (rUK), even if such an option might be technically feasible if the political will existed to make it 

work. Sterlingization, which would involve using the pound Sterling without a formal arrangement, is 

also problematic given the vast foreign cash reserves that would be required to make is sustainable 

and different fundamentals driving the Scottish and rUK economies. This leaves a Scottish currency 

the most likely outcome.1  

Equally, it is likely that Scotland will be part of the EU, even if the terms, process of 

becoming/remaining so and timing are uncertain. For instance, without a precedent, it is uncertain 

whether Scotland’s accession to the EU would be through Article 49 of the Treaty of the European 

Union (TEU), which would require an exit, reapplication and the unanimous ratification by all 

European Member States, or the ‘ordinary revision procedure’ through Treaty amendment, as 

outlined in Article 48 of the TEU.2  Either way, it is likely that Scotland will be a member of the EU 

because Scotland already meets the acquis communautaire and the Copenhagen criteria. Provided 

                                                           
1
 See Armstrong, A. and McCarthy, D. 2014. Scotland’s lender of last resort options. National Institute of 

Economic and Social Research. 
2
 Tierney, S. 2013. Accession of an Independent Scotland to the European Union: A View of the Legal Issues. 

ESRC Scottish Centre for Constitutional Change 
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that the UK recognised Scotland as an independent state, as the Edinburgh Agreement suggests, 

there would be no reason for other European states not to. It therefore seems unreasonable to 

assume that Scots could have their European rights as citizens taken away from them simply by 

exercising a democratic vote.3 Article 50 of the TEU, for example, requires negotiation between a 

State withdrawing from the EU, and the EU, and it recognises that it takes time to unravel the 

complex set of arrangements between Member States and the EU. Article 50 of the TEU could, 

potentially, also be adapted to fit the Scottish situation. What is less certain is how Member States 

with their own sub-national movements might react, given that most membership paths would 

require their ratification.4 

We know that Scotland spends more on public services than the UK average (about 10% more)5, and 

that Scotland’s deficit would be, all things being equal, around 5.5 % of GDP (Gross Domestic 

Product – a common measure used for determining total economic output in a country), about 3% 

higher than the UK average at the time of independence. Such a high deficit would not be 

sustainable in the medium and long term, and might result in hard choices over taxes and public 

services (be they education, health, child care etc.). What is more uncertain, but will have an impact 

on Scotland’s public finances, is the portion of UK national debt that Scotland would assume, and 

how much oil and gas revenues – which are notoriously difficult to predict – will contribute to a 

Scottish exchequer.6  

In terms of dividing up the debt, four broad options exist, which are to (a) to divide the debt by 

population – a ‘population share’ (although there are challenges with this assessment when one also 

considers issues that arise form demographic changes, such as the impact of an aging population, 

immigration, and migration), (b) to allocate debt based on a ‘historic share’ where debt is calculated 

from a certain date (the Scottish Government has suggested 1980, which would give it a lower share 

of debt compared to a population share),  (c) to divvy up the debt based on an ‘ability to pay’ based 

on GDP (which would give Scotland a higher share of debt compare to a population share),7 and (d) 

to walk away from the debt. The Scottish Government has linked the currency union options to the 

debt division options by arguing that if there is not a currency union, they could ‘walk away’ from it. 

Clearly debt would be an area of significant negotiation, the result of which could impact on, and will 

undoubtedly be linked to a range of other factors, such as the division of North Sea oil and gas.   

The division of North Sea oil, while on the surface, appears straight-forward, could potentially be 

problematic if the UK and Scottish Government’s advanced overlapping maritime boundary claims 

for licensed areas for oil and gas production. Marine disputes could potentially result in arbitration 

through the International Court of Justice, assuming that both Edinburgh and London consented to 

                                                           
3
 Keating, M. 2013. Scotland and the EU after independence. ESRC Scottish Centre on Constitutional Change 

4
 Tierney, S. 2013. Accession of an Independent Scotland to the European Union: A View of the Legal Issues. 

ESRC Scottish Centre for Constitutional Change.  
5
 Phillips, D. and Tetlow, G. (2014). Taxation, government spending and the public finances of Scotland: 

updating the medium term outlook. Institute of Fiscal Studies.  
6
 Phillips, D. and Tetlow, G. 2014. Policies for an independent Scotland? Putting the Independence  

White Paper in its fiscal context. Institute of Fiscal Studies. 
7
 Armstrong, A., Ebell, M. 2014. Public sector debt, borrowing, taxation and fiscal rules: Evidence presented to 

Scottish Parliament’s Finance. National Institute of Economic and Social Research 
Committee. Also see Price, A. 2014. Debt and Destiny: An assessment of an independent Scotland’s fair share 
of the United Kingdom’s national debt and the impact it could have on Scotland’s future. The Scotland Institute. 
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such arbitration, taking anywhere between 3 and 10 years to resolve. If the Orkney Islands and 

Shetland Islands voted to remain part of the UK, this delimitation process could become even more 

complicated. A significant proportion of North Sea oil and gas can also be found in what might be 

considered Shetland’s waters. A Scotland without Shetland would, of course, have significant 

implications for Scotland’s fiscal position.8 

The implications of how the debt is divided may also have implications for other key issues. 

Regardless of how the debt is divided, Scotland will most likely have to borrow money on the 

international markets. It is likely that as a small, new country without a track-record for international 

borrowing, Scotland will pay a higher risk premium than the UK would. Walking away from the debt 

would almost certainly exacerbate this. It could also lead to other EU countries that have their own 

sub-national independence movements to contend with, vetoing Treaty amendments that would 

allow for an uninterrupted iScotland membership in the EU.  

Research also suggests that the Scottish population is aging faster than the UK as a whole.9 This will 

inevitably put pressure on an iScotland’s public finances in the future. But what is less certain is how 

either the UK’s immigration policy, or that of an iScotland, might either ameliorate such pressures, 

or exacerbate them. Clearly there are different public perceptions about immigration, both in the UK 

as a whole, but also within Scotland. The business community in Scotland, for instance, see 

immigration from the EU as positive for business.10 Population change in Scotland is more reliant on 

migration than other parts of the UK, and surveys of social attitudes show that Scottish citizens are 

less hostile to immigration than other parts of the UK outside of London and the South-East. But 

these surveys also demonstrate that while attitudes to immigration clearly diverge from other parts 

of the UK, they appear to suggest that Scots care less about immigration than other issues, rather 

than views being profoundly different from the rest of the UK.11 What is less certain is whether these 

views diverge partly because Scotland still has a small immigrant population (and if immigration 

were to increase, whether hostility towards it would also increase), or, in the event of a ‘no’ vote, 

whether views might become even more pro-immigration if the UK continues to bring in restrictive 

immigration and visa policies that put more pressure on demographic challenges in Scotland. 

In terms of higher education, it is clear that Scottish universities do very well out of the current 

research funding council arrangements in the UK. Scottish universities would also like to see visa 

restrictions lifted, which independence would likely bring. It is much less certain, however, whether 

Scottish universities would still be part of what is currently a UK-wide research funding system in the 

event of independence, particularly given that Scottish universities receive a much higher population 

share of research funding than, say, Welsh universities, and whether an iScottish government might 

change research funding policy to, for example, more equitably allocate research funding between 

                                                           
8
 Bekker, P., and Warne, P. 2013. International Law Briefing: Legal Implications for the Offshore Oil Industry of 

an Independent Scotland. Steptoe 
9
 Lisenkova, K. and Mérette, M. 2013. Can an aging population afford independence? National Institute of 

Economic and Social Research. 
10

 Tindal, S., McCollum, D. and Bell, D. 2014.  Immigration policy and constitutional change: The perspective of 
Scottish employers. ESRC Centre for Population Change. 
11

 McCollum, D., Findlay, A., Bell, D., Bijak, J. 2014. Patterns and perceptions of migration, is 
Scotland distinct from the rest of the UK? Centre for Population Change. Also see The Migration Observatory. 
2014. Immigration and Independence: Public Opinion on Immigration in Scotland in the Context of the 
Referendum Debate. University of Oxford. 
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the ancient universities and newer universities, or maintain current arrangements, and the 

implications for Scotland’s science-base. There are also questions about whether an iScotland would 

be able to maintain free tuition, while still charging students from the rUK, and how this might affect 

funding for Scottish universities.12  

It also seems likely and sensible that Scotland would have its own written constitution, even if the 

process of developing one is uncertain and possibly fraught with difficulties, particularly around 

engagement of the polity as a whole, and inclusivity.13 What is less certain is how issues such as 

Trident might impact on negotiations around other issues, be they a common energy market, which 

on the surface seems to be in both nations interests,14 or partnership in areas like defence or foreign 

affairs.  

How the business community reacts to a yes or no vote is also of critical importance. What is certain 

is that, on average, the business community sees little opportunity presented by an independent 

Scotland (iScotland). They do, however, identify numerous risks that independence might pose to 

their business strategies and operations. The most commonly cited are what currency they might 

use (with a strong preference for the pound Sterling), continuing EU membership (with a strong 

preference for remaining in the EU), taxes (both personal and corporate), and regulation (with a 

strong preference for a common regulatory and policy framework with the rUK). Around 10% of 

business consistently suggest that they might migrate some of their activity out of Scotland in the 

event of a ‘yes’ vote. With few identifiable opportunities to expand business activity in an iScotland, 

and with significant risks posed to business by independence, it is likely that in the event of a ‘yes’ 

vote, there would be a drop in private sector economic output and investment in Scotland. How 

significant such a drop might be depends on how some of the key uncertainties are resolved in 

negotiations following the vote.15 What is less certain is whether any lingering uncertainty following 

a ‘no’ vote, such as the prospect of future referendums, might also affect business investment in 

Scotland, or the implications of a possible ‘in-out’ referendum in the UK on continuing membership 

in the EU.    

While it is certain that there will be costs in any transition towards a new constitutional 

arrangement, it is uncertain what those costs might be, or how long it might take to recoup them. 

Some academic work suggests that there are three components to transition cost: they include the 

fiscal costs of setting up new institutions, the costs of disentangling the two states, and the effects of 

uncertainty.16 While the broad range of what the costs of setting up new institutions can be 

                                                           
12

 Riddell,S., Croxford, L., Minty, S., Raffe, D. and Weedon, E. 2013. The funding of higher education in Scotland, 
the UK and internationally. Centre for Research in Education Inclusion and Diversity. 
13

 Tierney, S. 2014. Leaving Westminster: Constitutional Supremacy in an Independent Scotland. Economic and 
Social Research Council (ESRC) Scottish Centre on Constitutional Change. 
14

 McEwen, N. 2014. Energy independence and interdependence. ESRC Future of the UK and Scotland 
15

 MacKay, B. 2014. The Scottish Independence Debate: Evidence from Business. ESRC Future of the UK and 
Scotland. Also see Bell, D. and McGoldrick, 2014. Business attitudes to Constitutional Change. ESRC/Scottish 
Chamber of Commerce.  
16

 Young, R.A. 1994a. “How do peaceful secessions happen?”, Canadian Journal of Political Science, 
Vol. 27 No. 4, pp. 773-792. Young, R.A. 1994b. The political economy of secession. The case of Quebec, 
Constitutional Political Economy, Vol. 5 No. 2, pp. 221-245. 
Young, R.A. 2013. The road to secession: estimating the costs of independence in advanced industrial states, 
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estimated,17 the costs of disentangling the two states are relatively uncertain. Most importantly, 

however, are the effects of uncertainty. There are three main parameters to the effects of 

uncertainty, which include how much economic output is lost in the transition, the length of time 

uncertainty effects are prolonged, and the rate of growth that can be achieved following any 

transition period.  A seceding region that has a growth rate of 2 percent a year, for instance, but 

could achieve a growth rate of 3 percent a year as an independent country, but experiences a 3 

percent drop in GDP over a transition period of 3 years before a growth rate of 3 percent can be 

achieved would take 12 years to return to where it would have been as a region, and almost 21 

years before all the lost output could be recovered. If the seceding region could only achieve a 

growth rate of .5 percent higher as an independent country, and it experienced a 5 percent drop in 

GDP over a transition period of 4 years, it would take about 30 years to return to where it would 

have been as a region, and around 50 years to recover all of its lost output. How much economic 

output is lost, how long the transition period from a seceding state to an independent state would 

take (including how long it would take to conclude all of the negotiations), and how much growth 

could be achieved afterwards, then, is a significant uncertainty that has wide-ranging implications 

for Scotland’s prospects.18 

In the event of a ‘no’ vote, will Scotland receive more devolved powers? What is certain is that, 

under the Scotland Act 2012, Scotland will receive more financial powers. Whether it is a ‘yes’ vote, 

or a ‘no’ vote, there is no ‘status quo’ scenario. Change is a certainty. However, where the Scotland 

Act 2012 gives the Scottish Government more fiscal power, social protection is still largely reserved 

for Westminster. Social attitude surveys show that Scots attitudes to ‘devo max/devo plus’, 

‘independence’ and the ‘status quo’ fall into about three evenly matched categories. About a third of 

Scots back independence, a third back further devolution, and a third back the current 

arrangements. But an option for further devolved powers is not a question that is being included on 

the referendum ballot.19 The three major unionist parties have all presented proposals for further 

devolved powers to Scotland. But with a UK general election taking place in 2015, and divisions 

between the three unionist parties on what powers should be devolved (and clearly within the three 

unionist powers as well), there is no guarantee that these powers will be forthcoming. And if further 

powers are devolved, what are their implications? With the other regions demand more powers? 

What does it mean for the so called ‘West Lothian question’, where Scottish MPs can vote on issues 

that affect England, but this influence is not reciprocated? Could Scotland loose influence in the UK if 

they become more fiscally and socially autonomous? What will businesses do if the tax regime in 

Scotland diverges from that of the rUK? 

The possibility of a referendum on EU membership has also loomed large in the campaign. Polling 

suggests that Scots are less Eurosceptic than their English counterparts. There is a Conservative Party 

commitment to holding an ‘in-out’ referendum on the UK’s continuing membership in the EU in 

                                                                                                                                                                                     
available at: http://blogs.lse.ac.uk/europpblog/2013/12/05/the-roadto-secession-estimating-the-costs  
(accessed 15 January 2014). 
17

 Dunleavy, P. 2014. The set-up costs of an independent Scotland. Available at: 
http://www.futureukandscotland.ac.uk/blog/set-costs-independent-scotland 
18

 Young, R.A. 2013. The road to secession: estimating the costs of independence in advanced industrial states, 
available at: http://blogs.lse.ac.uk/europpblog/2013/12/05/the-roadto-secession-estimating-the-costs  
(accessed 15 January 2014). 
19

 ScotCen Social Research Funding. The option not on the table: Attitudes to more devolution.  

http://blogs.lse.ac.uk/europpblog/2013/12/05/the-roadto-secession-estimating-the-costs
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2017 if they are re-elected. Holding such a referendum is far from certain, and even if it were to be 

held, it’s far from certain that the UK would vote to exit the UK, or even how Scots might vote.20 

Finally, whether there is a ‘yes’ or a ‘no’ vote, it is uncertain how public opinion might react. Current 

surveys suggest that public opinion would be favourable to collaboration between Scotland and the 

rUK, although public opinion on whether an iScotland and the rUK should enter into a currency 

union, or whether Scots should have British citizenship following a ‘yes’ vote is far more mixed. 

Public opinion will, however, surely contribute to defining the latitude that both the Scottish and UK 

governments will have to negotiate on certain issues following the referendum vote. No matter 

which party is in power in the UK, it is also likely that they will prove to be ‘hard-bargainers’, 

particularly where interests diverge.21   

Clearly, the relative certainties and uncertainties outlined above all stem from two primary 

uncertainties. The first is whether it is a ‘yes’ or a ‘no’ vote on September 18th, 2014. The second key 

uncertainty is whether the behaviours and reactions of both the political classes and the public are 

relatively conciliatory and civil, or combative and conflicting following the referendum vote. 

3.0 Scenarios 

There are four broad scenarios that reflect the range of possibilities that might emerge after the 

September 18th referendum on Scottish independence.  There could be a yes vote where 

negotiations are combative and conflicting, and both sides negotiate on what they perceive to be 

their narrow national-interests, particularly if public opinion is reactionary. We have termed such a 

scenario ‘Independence Heavy’ (quadrant ‘A’ in the table below). Or there could be a ‘yes’ vote 

where negotiations are relatively collaborative and conciliatory, with a significant amount of 

cooperation and partnership. Such a scenario would also likely see considerable policy coordination 

between the two states, raising the question about how independent Scottish policy might be from 

that of the UK. We have termed this scenario ‘independence minor’ (quadrant ‘B’ in the table 

below).  A ‘no’ vote might also result in a quick accommodation of further devolved powers to 

Scotland, putting an end to the independence movement. This scenario we have called ‘devo major’ 

(quadrant ‘C’ in the table below).  Negotiations could also be combative, or not take place at all, 

particularly if Scottish devolution slips down the priority list leading up to the 2015 general election, 

if the main unionist parties cannot agree on what powers can be devolved, or if public opinion in the 

rUK is in no mood to accommodate further devolution to Scotland. We have called this scenario 

‘devo minor’ (quadrant ‘D’ in the table below).  

                                                           
20

 Henderson, A. 2014. Why Ukip matters in the Scottish independence referendum. 
http://www.futureukandscotland.ac.uk/blog/why-ukip-matters-scottish-independence-referendum  
21

 King, A. 2014. What if ‘Yes’. http://www.futureukandscotland.ac.uk/blog/what-if-
%E2%80%9Cyes%E2%80%9D  

http://www.futureukandscotland.ac.uk/blog/why-ukip-matters-scottish-independence-referendum
http://www.futureukandscotland.ac.uk/blog/what-if-%E2%80%9Cyes%E2%80%9D
http://www.futureukandscotland.ac.uk/blog/what-if-%E2%80%9Cyes%E2%80%9D
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3.1 Independence Heavy 

Following the September 18, 2014 referendum vote on Scottish independence, the ‘yes’ side wins 

with a slight majority. Negotiations begin quickly, but with the UK Government refusing to negotiate 

on a currency union, the Scottish Government reiterates its threat to walk away from Scotland’s 

portion of the debt. This, however, causes some European countries with their own sub-national 

independence movements to indicate they will not ratify any Treaty changes to accommodate 

Scotland’s continuing membership in the EU. Scotland relents agreeing to take on a population share 

of the debt. The UK, in turn, agrees to give Scotland a geographic share of North Sea oil and gas, and 

they agree the marine boundary between the two countries. The EU, while in no mood to give 

Scotland any share of the UK’s rebates, modifies Treaty articles to accommodate Scotland’s 

accession.  But with little rUK appetite for cooperation or substantial partnership with Scotland, both 

countries begin disentangling the two states. Scotland begins the process of setting up its own 

institutions, including a central bank, in preparation for introducing its own currency. Concerned 

about a potentially devalued and volatile currency, this results in a significant exodus of PLC head 

offices, capital, and some talent South. In some areas, the UK and Scottish governments find some 

agreement, as with a common energy market. But in other areas, such as with Trident, the Scottish 

Government insists that it must be moved while the UK refuses to cooperate on areas such as joint 

procurement or allowing Scottish firms to supply to the MoD. With Scotland’s independence in 

March of 2016, Scotland is running a large budgetary deficit, and increases income taxes and cuts 

spending, particularly in the area of economic development. With an aging population, Scotland 

begins opening up immigration. But a ‘free travel area’ negotiated with the rUK puts restrictions on 

immigration in Scotland, posing a significant demographic challenge for Scotland in the future, just 

as unpredictable oil and gas tax revenues begin declining. In 2017, however, with a Conservative-

LibDem coalition back in power following the general election of 2015 in the UK, an ‘in-out’ 

referendum is held on the UK’s continuing membership in the EU. With a narrow victory for the ‘out’ 
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side, Scotland quickly implements policies to attract inward investment of firms seeking to export to 

the EU. By 2020, after a considerable drop in economic output, and a long and turbulent transition 

period, Scotland’s economy begins to recover.  

3.2 Independence Lite 

Following a ‘yes’ vote in the September 18th, 2014 referendum on Scottish independence, 

negotiations are civil, the public reaction is relatively muted, and there is a high degree of 

collaboration and cooperation between both sides and national interests are broadly defined. 

Scotland begins setting up its own central bank and introduces a Scottish currency, and with some 

devaluation, there is some modest capital flight, increasing the short-term costs of Scotland’s 

transition to independence. But issues like settling the debt, dividing oil and gas, and recognising 

maritime boundaries are relatively swift and uncontentious. In addition, the UK supports the 

continuing membership of Scotland in the EU, and the EU is able to adapt certain Treaty articles to 

accommodate their accession. The Scottish Government accommodates Trident in their 

negotiations, and this helps to smooth the way for bilateral agreements over a range of issues, 

including defence cooperation, a common energy market, some provision of joint administration of 

some public services, a sharing of some foreign affairs services and so on. But while there are a 

range of partnerships with the rUK, the Labour-LibDem coalition that came to power following the 

2015 UK national election prove to be hard-bar gainers, and Scotland is the junior partner in terms of 

setting policy. At independence in March of 2016, Scotland’s deficit is 5.5% of GDP, and even with 

the price of oil going up, there is volatility. Choices are made by Holyrood over the balance between 

taxation and spending on public services. To address Scotland’s demographic challenge with an aging 

population, which begins to bite just as tax revenues for oil and gas begin declining, Scotland comes 

to an agreement with the rUK over a common travel area, which also allows Scotland to increase 

immigration. With a relatively short transition period and modest trade disruption, Scotland begins 

recovering its lost economic output and stabilising its public finances by 2020.  

3.3 Devo Minor 

Following the Scotland Act 2012, there is no ‘status quo’. With some tax powers set to be devolved 

in 2016, and with control over health, education and a range of other policy areas, Holyrood begins 

using its devolved powers to introduce universal child care, improve training in areas where there is 

skills shortages such as in engineering, and to make capital investments in some areas of 

infrastructure to improve productivity and attract manufacturing firms to Scotland. But Scotland’s 

public spending is higher than its limited tax raising powers can finance, and with some reduction of 

its block grant, choices have to be made about whether to raise personal income tax, or to reduce 

public spending. Scotland chooses to raise income taxes slightly, and to reduce spending on 

economic development, but this causes some migration of higher income, skilled labour out of 

Scotland, and makes it more difficult to attract inward investment, which slows Scotland’s 

reindustrialisation strategy. Following the general election of 2015, however, the main unionist 

parties are unable to come to an agreement over which further powers to devolve to Scotland. And 

public opinion in the rUK is in no mood to accommodate further devolved powers to Scotland, 

further complicating negotiations. With a Labour-LibDem coalition now in power, but little progress 

being made on further devolution, frustration begins building in Scotland. Scottish nationalism once 

again begins to rise, and a further independence debate begins. The uncertainty caused by another 
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independence debate begins to affect foreign investment in Scotland and dampens economic 

growth to 1.5%. Some firms choose to relocate some of their business activity from Scotland to 

England.  With an SNP majority in the Scottish Parliament agitating for another referendum on 

independence, new ‘partnership powers’ are enacted in 2020 in the UK to create a framework for 

cooperating on certain areas of joint policy. But Scots see this move by the UK government as too 

little too late.       

3.4 Devo Plus 

Following the independence referendum vote on September 18th, 2014, the main unionist parties 

move quickly to reiterate their commitments to devolving more powers to Scotland. With a 

Conservative-LibDem coalition back in power following the general election of 2015, and a relatively 

high degree of consensus on what powers to devolve to Scotland amongst the three unionist parties, 

they move quickly on further devolution. However, with most of income tax being devolved to 

Scotland, and several areas of social spending in line with previous devolved powers to Scotland, 

they also begin changing the Barnett Formula to reduce Scotland’s block grant. With Holyrood now 

in control over a significant amount of tax and public spending, however, and public spending 10% 

higher than the UK average, the Scottish Government begins cutting spending to bring it in line with 

its revenue raising capacity. With Scotland’s population aging, however, Edinburgh begins 

negotiating with London on relaxing its work visa requirements for students wishing to stay and 

work in Scotland following their studies at Scottish universities. The Scottish Government continues 

to maintain spending on economic development, scrapping a pre-referendum proposal for publicly 

funded child-care. An ‘in-out’ referendum on the UK’s continuing membership in 2017 is narrowly 

won by the ‘in’ side, with the modestly more pro-European Scottish vote making the difference. 

With a close result in the ‘in-out’ referendum on the EU, the UK is able to negotiate further opt-outs, 

particularly around financial services. In 2018 Scotland’s economy is growing at close to 3%, and an 

innovative, integrated approach to joined-up public policy-making on education and social welfare 

to address the challenge of deprivation in some of Scotland’s poorer communities begins to pay 

dividends with some gains being made at reducing inequality.  However, with Scotland’s social-

democratic brand of politics diverging from the more liberal-democratic approach in England, and 

with other regions in the UK agitating for further devolution, the UK’s constitutional arrangements 

are a constant arena of friction and negotiation. By 2020, with further devolution, Scotland pays a 

political price as it begins loosing influence in Westminster.  

4.0 The scenario films 

From these four scenarios, we have developed two films that combine aspects of both the 

‘independence’ and the ‘devolution’ scenarios. There are any number of possible scenarios for 

Scotland, the UK and Europe that could materialise following the September 18th, 2014 referendum 

vote on Scottish independence. It will depend on whether it is a ‘yes’ or ‘no’ vote, and how the 

negotiations, behaviours of those negotiating, national interests and public opinion in Scotland, the 

UK and Europe unfold. No matter whether it is a ‘yes’ or a ‘no’ vote, there will be twists and turns, 

highs and lows, junctures and turning points on the road ahead. The outcome cannot be predicted. It 

is uncertain. But some of the possibilities can be better understood. 
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The short film is politically neutral. For this reason we have used a ‘foreign’ accent. The films are not 

designed to support either the case for Scottish independence or remaining part of the United 

Kingdom. Their purpose is to illustrate, at times in a humorous way, some of the ways that 

certainties and uncertainties might interact. The film simply presents two stories – two possible 

scenarios of any number of different possibilities.  It can be found at: 

http://www.futureukandscotland.ac.uk/blog/scenarios-scotland-youtube-video  

5.0 Conclusions and implications for business 

Clearly opportunities and risks exist in whatever scenario materialises following the referendum 

debate. Evidence from ESRC research into business attitudes towards independence suggests that 

keys uncertainties such as what currency might be used in an iScotland (with a strong preference for 

the pound Sterling), whether an iScotland might be in an the EU (with a strong preference for 

remaining in the EU), what the tax regime in an iScotland might look like (with a preference for 

consistency with the rUK), and who might regulate industries (with a preference for a common 

regulator with the rUK) will influence decisions on where to locate, relocate, expand or withdraw 

business activities. These uncertainties would impact on businesses of different sizes and across 

sectors, but the economic implications of how these uncertainties are resolved is significant for the 

‘competitive core’ of the Scottish economy, which consist of Scotland’s top 100 companies or so. 

These companies have achieved their success in the market, policy and regulatory context of the 

wider UK. If either independence or further devolution changes the comparative advantage that has 

evolved in Scotland, it also changes the foundation that successful firms in Scotland have built their 

success on. This is important because the wealth-creating capacity of the Scottish economy, both for 

employment and turnover, is heavily reliant on large firms. The ability of the Scottish Government to 

spend on priority areas, such as social programmes, of course, depends on the tax revenue that 

comes from this wealth creating process, either directly through business taxes, or indirectly through 

personal taxes.  

To identify which scenarios, or which parts of the different scenarios might be emerging following 

the September 18th, 2014 referendum vote, there are a number of signals to monitor. In any 

scenario that materialises, a wide body of evidence suggests that tough choices will have to be made 

over tax and spend. Throughout the independence campaign there has been a focus on deprivation 

and inequality in Scotland. A more sophisticated debate might have presented different views on 

how deprivation and inequality can be addressed. The Scottish Government and the ‘yes’ campaign 

have largely presented a scenario of continuity with the current arrangements with the UK, but one 

where the powers gained under independence would give the Scottish Government greater 

effectiveness in addressing social issues and growing the economy. The impact that new powers 

would have, and forecasts of productivity gains and future taxes from, for instance North Sea oil and 

gas are largely aspirational and optimistic. This is the utopian scenario. But for such a scenario to 

materialise they would require a high degree of cooperation and consensus from a UK Government 

and public on issues that indications suggest wouldn’t be perceived to be within their national 

interests to cooperate and concede on, such as a currency union or common regulatory frameworks.   

The UK Government and the ‘no’ campaign have often presented a rather more pessimistic scenario 

that would lead to a clean break between the two nations, and volatility and turmoil in Scotland. 

This is the dystopian scenario. And while there is a much more substantive evidence-base for their 

http://www.futureukandscotland.ac.uk/blog/scenarios-scotland-youtube-video
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assertions, anything is possible in a negotiation and there would likely be more cooperation than is 

at times suggested in areas where there is a mutual interest, such as with border controls or energy 

markets. Neither extreme is likely to materialise as they are being presented. The scenario that does 

emerge will consist of elements of both image, and it will be driven by an interaction of those forces 

shaping the future that are relatively certain and predictable, and the forces that are uncertain and 

unpredictable.  

Whatever the scenario that emerges, the uncertainty presented by the independence debate 

suggests that any transition period between a vote for independence and becoming an independent 

nation will be marked by prolonged disruption and uncertainty. Unless the broad vision of 

partnership between an iScotland and rUK advocated by the Scottish Government, and the rather 

aspirational and optimistic assessments of the revenue generating and enhancing abilities of an 

iScottish Government materialise, uncertainty and volatility is most likely to deter business 

investment in the short-to-medium term, which could well move to more certain and stable 

jurisdictions such as the rUK or elsewhere. This would lead to a drop in economic output and the 

wealth creating capacity of the Scottish economy, at least for a period of time. Whether that drop is 

4%, 5%, 6%, 7% or more, depends on the how long that uncertainty is prolonged for, and whether 

the behaviours of those negotiating independence or further devolution are narrowly focused on 

rUK (primarily ‘English’) and ‘Scottish’ national interests, or more broadly consider the higher 

interests of all nations making up the British Isles.   

Of course, a ‘no’ vote too will bring change, and carries with it risks and opportunities that can be 

monitored. With the Scotland Act 2012 coming into force and giving the Scottish Government more 

influence over its revenue raising abilities, and with control over considerable policy levers such as 

education, healthcare and so on, there is scope for the Scottish Government to shape its own tax 

and spend approach to addressing issues of social deprivation and economic growth. A future where 

further powers are devolved – the so called ‘devo max’ option, may also enhance those policy levers, 

but this will also bring with it many of the risks and uncertainties identified by the business 

community that would that independence would have also brought. If Scotland continues to be a 

high spend jurisdiction, and uses its new found powers to finance it by raising taxes, the medium-

term effects may be that Scotland becomes a less desirable place for business investment, 

particularly if it is less attractive to highly skilled labour and talent. If the Scottish Government is able 

to address social issues in a more imaginative and innovative way, such as through an integrative 

approach to aligning education (including vocational education), social welfare and industrial policy, 

rather than trying to maintain unsustainable spending, or even increasing an already high 

dependency on the state through an expansion of benefits (which has the tendency of reinforcing 

rather than breaking the poverty trap), and strikes a healthy balance between taxation and 

spending, there is a compelling opportunity to continue to build on the comparative advantages that 

has evolved in Scotland over time, and to address important issues around inequality through wealth 

creation and raising the prosperity of all, rather than through redistribution, which can easily 

become wealth destroying.  

A significant challenge for a post-referendum Scotland will also be to avoid the so called ‘Montreal 

Effect’, whereby continuing uncertainty over Scotland’s constitutional future, either through further 

agitating for a second referendum by Scottish nationalists, or because further devolution gets caught 
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up in politicking at Westminster, leads to business leaving Scotland. Over the period of the first 

referendum in 1980 on Quebec sovereignty from Canada, over 30 head offices left the Province. 

Until that point, Montreal had been Canada’s leading business hub, which it soon ceded to Toronto. 

Since the second Quebec referendum in1995, Quebec has seen a steady decline in their share of 

Canada’s top 500 companies. There are, of course, differences with Scotland such as a language 

issue. Yet they still provide a powerful lesson on the economic consequences of nationalist 

movements for economic prosperity. Companies, when they move business activity or choose to 

locate that activity in other jurisdictions rarely cite political uncertainty for these business decisions. 

They point instead to commercial reasons for their decisions. But the net impact remains the same, 

which is to dampen economic growth.  

Rapid devolution of further powers to Scotland will also inevitably result in a wider constitutional 

question for the UK as a whole. Resolving the so called West Lothian question, whereby Scottish MPs 

can vote on issues that pertain primarily to England and Wales, but this is not reciprocated, will 

become more pressing. This will require a careful, well thought out constitutional convention to 

redesign how the UK is governed in a way that does not disenfranchise any of the four nations 

constituting the UK. Rapid devolution of power to Scotland without careful consideration of the 

wider UK implications of doing so could quickly lead to narrow party-politicking as the main unionist 

parties jocky for position. Such a ‘muddling through’ may also result in Scotland’s influence in the 

wider UK being reduced if it becomes an insular semi-autonomous region. It could also add fuel to 

UKIP’s rise, a party that is fundamentally an English nationalist party. This might also create a self-

fulfilling prophecy, where an unlikely UK exit from the EU becomes more likely as the common UK 

good gives way to reductionist nationalism, whether it is English or Scottish. Of course, a 

constitutional convention that radically alters the way the UK is governed, perhaps even moving it 

towards a federal system, presents the opportunity for the nations and regions of the UK to become 

more responsive to local circumstances, while maintaining consistency and stability. For business, 

whatever the UK’s constitutional future, they will want to see a common approach to corporate 

taxation, personal taxation and regulation across the UK.  

Professor Brad MacKay, University of Edinburgh Business School 

 


