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The Scottish government’s independence prospectus is embedded in a vision of transnational 

interdependence and renewed partnership among the nations of the British Isles. In the field of energy, 

the White Paper on Scotland’s Future proposed that an independent Scotland would continue to 

participate in a GB-wide market for electricity and gas, with continuation of the current trading and 

subsidy arrangement, a single GB Transmission Operator to balance electricity supply and demand 

and co-operation between the respective regulators. It also advanced setting up a formal energy 

partnership between the Scottish and UK governments such that they jointly steer their approaches to 

the energy market.1 These key priorities were supported and set out in detail in the July 2014 report of 

the Expert Commission on Energy Regulation.  

 

Taking electricity as its focus, this paper evaluates the prospect of market integration and energy 

partnership after independence. It first sets out the Scottish government’s ambitions for renewable 

electricity against the backdrop of the current constitutional settlement. It then considers different 

dimensions to market integration, including cross-border trade, infrastructure and consumer-based 

subsidy regimes, evaluating the likelihood of each. Finally, it considers the prospects of and proposals 

for a formal energy partnership between the two governments in the event of independence.  

 

 

                                                           
1
 Scottish government, 2013, Scotland’s Future: 295-97 

KEY POINTS 
 

 An integrated GB wholesale electricity market in the event of independence is likely. 
 

 EU law provides the mechanism for joint support across member states, and the joint 
Swedish-Norwegian scheme provides a precedent for two independent countries 
sharing a scheme to incentivise renewable energy. 
 

 Both the Scottish and UK governments would face considerable pressure to 
grandfather existing commitments and contracts agreed with suppliers. Socialising 
costs for renewables and grid upgrades in the longer-term may be politically 
problematic. 
 

 A strategic energy partnership would impose constraints on the decision-making 
autonomy of both governments. 
 

 Formal partnership structures and intergovernmental agreements can facilitate 
cooperation, but dynamics will be shaped by the will to cooperate, competing policy 
priorities and political developments. 

ENERGY INDEPENDENCE AND 

INTERDEPENDENCE 

 
 



 
 

2 | P a g e  

 

UK Renewables generation, 2012 

 
 

 
 
 
 
SCOTLAND’S ENERGY AMBITIONS 
 

Scotland is recognised within and beyond the UK as a leader in renewable energy. Building on existing 

capacity in hydroelectricity, successive Scottish governments since devolution have set ambitious low 

carbon energy goals, exceeding both UK and EU targets. The SNP government, in particular, has 

embraced the renewables agenda with increasing enthusiasm since its first election in 2007, and now 

aims to source the equivalent of 100 percent of Scotland’s electricity consumption from renewable 

sources by 2020.  

 

These ambitions are not without substance. Between 2003 and 2012, 

renewable electricity installed capacity in Scotland increased by just 

over 240%, while generation from renewables increased by 300 

percent.2 By 2012, Scotland was hosting 38% of the UK’s installed 

capacity of sites generating renewable electricity, including almost 

90% of the UK’s hydro capacity and 44% of onshore wind.3  

 

These achievements are despite having very little constitutional power. 

The Scotland Act (1998) reserved to Westminster most areas of 

energy, including the generation, transmission, distribution and supply 

of electricity, the regulation of the energy market, and the regulation of 

energy efficiency. The Scottish Parliament was given responsibility for 

promoting renewable energy and energy efficiency, but cannot 

legislate in the field of energy. The Scottish government inherited from 

the former Scottish Office some non-legislative executive powers acquired at the time of electricity 

privatization, including the power to grant or withhold consent for new generating stations and power 

lines. It also had - and used - the power to set a Scottish Renewables Obligation, currently the 

principal mechanism for promoting industry investment in renewable energy throughout the UK. This 

power will be withdrawn under UK electricity market reform – the first formal withdrawal of devolved 

power since the Scottish parliament’s establishment. The Scottish government has utilised ‘soft power’ 

- the powers of persuasion - in an effort to influence some aspects of energy policy and the regulatory 

framework, with partial success.  

 

Independence would see a transfer of energy competence to the Scottish Parliament, but the 

independence White Paper envisaged continuity of the existing GB market ‘reflecting the integrated 

transmission networks between Scotland and the rest of the UK’ and the ‘common interest’ in sharing 

energy resources. The UK government, by contrast, has cast doubt over an integrated GB energy 

                                                           
2 Committee on Climate Change, 2014, Reducing Emissions in Scotland: 2014 progress report. 
3
 DECC, 2013. Energy Trends, December; Scottish government, 2014, Energy in Scotland 2014. A Compendium of Scottish 

Energy Statistics and Information. 
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‘in the event of independence, 

there would be a mutual benefit 

to Scotland and England and 

Wales from continued cross-

border trade in electricity… (but) 

the current GB energy system 

could not continue as it is now’ 

Dept of Energy & Climate Change 
April 2014 

 

 

 

 

 

 

 

 

 

system in the event of independence, and especially of the continued socialisation of costs used to 

incentivise renewable energy generation and to support the costs of distribution. 

 

A COMMON ENERGY MARKET UNDER INDEPENDENCE? 
 

The single GB market in electricity was established in 2005 with the 

introduction of the British Electricity Trading and Transmission 

Arrangements (BETTA). As a wholesale market between electricity 

generators and suppliers, it was intended to encourage competition, 

efficiency and value for consumers. The UK also operates an 

integrated system for subsidising electricity generation within the GB 

market, with support mechanisms for electricity generation, 

transmission and distribution financed ultimately by consumers across 

the UK.    

 

Reflecting on whether GB market integration could survive a transition 

to Scottish independence, we should separate wholesale market 

trading from issues of financing and incentivising the renewables industry and the grid.   
 

 

AN INTEGRATED GB MARKET FOR BUYING AND SELLING ENERGY SEEMS THE MOST LIKELY PROSPECT 

AFTER INDEPENDENCE. 

 

Independence would not change geography. The rUK and Scotland would continue to share an island 

and an island grid, facilitating market integration and necessitating some co-operation. Many 

generators and suppliers operate and trade across the border and could be expected to lobby both 

governments toward maintaining an integrated energy market. Moreover, the GB market currently has 

a low level of external interconnection - links to France, Ireland, the Netherlands and the Isle of Man 

amount to around 5% of capacity - reinforcing the incentive to maintain strong interconnections on the 

British mainland.4    

  

There are many successful examples of trading within integrated markets in Europe: 
 

 The Nordic countries brought their individual deregulated markets together in the 1990s, creating a 

cross-border power exchange which now includes Estonia, Lithuania and Latvia. There is significant 

cooperation between transmission operators, energy agencies and regulators across the Nordic 

countries.  

                                                           
4
 Royal Academy of Engineering, 2014, Wind Energy. Implications of Large-scale deployment on the GB electricity 

system. p.28 
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 The European Power Exchange – Epex Spot – serves as a wholesale market for members buying 

and selling electricity in Germany, Austria, France and Switzerland, including through cross-border 

trade. It has been formed by the gradual integration of national power exchanges, supported by EU 

directives on internal energy markets. 
 

 The Single Electricity Market on the island of Ireland was negotiated between the UK and Irish 

governments to support efficient and effective security of supply. It provides a mandatory pool, or 

spot market, in which generators and suppliers must trade electricity, and is overseen jointly by the 

Irish and Northern Irish regulators.  
 

 EU energy legislation, especially the Third Package, established a framework which will lead to an 

internal electricity market across Europe. It also set up an infrastructure to support market 

integration and introduced a European Target Model to ensure the gradual harmonisation of rules 

for managing congestion, supply and demand, access to transmission networks across borders, 

and greater interconnection between member states to permit cross-border electricity flows. 
 

 February 2014 marked a key milestone in the creation of a European electricity market, with the 

initiation of a pilot project for joint electricity trading between grid operators and power exchanges 

across 15 countries in North-Western Europe, including the UK. 

 
Achieving EU electricity market integration, and harmonisation of national and regional systems, 

presents a significant challenge. But there is no reason to assume that Scottish independence would 

augment the challenge, and the direction of travel suggests that maintaining a GB wholesale market 

would be an interim measure towards broader EU-wide goals. 

 
 

A SHARED GB SUBSIDY REGIME MAY BE MORE PROBLEMATIC 

 

The UK currently operates a common system for encouraging generators to invest in low carbon 

electricity generation.  To date, the main market mechanism used to incentivise large-scale renewable 

generation has been the Renewables Obligations.  These will be replaced by a uniform system of 

Feed-in Tariffs with Contracts for Difference - private law contracts which will pay generators the 

difference between a measure of the market price for electricity and the longer-term price (the strike 

price) needed to encourage investment in key technologies.  Generation also needs an effective 

transmission and distribution network, the costs of which are recovered from generators and 

suppliers, for example, through a locational transmission charging regime (TNUoS).  The operation of 

this scheme has proved especially controversial in Scotland.   Existing grid infrastructure in many 

remote and island areas conducive to wind generation is poor, while charges for connecting to the 

transmission network have been considerably higher than in other parts of the UK - the Scottish 

government estimated that Scottish generators will represent 12% of GB transmission connected 
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capacity in 2014/15 but they will contribute 35% of the charges.5 On the other hand, Scotland has 

benefited disproportionately from the RO because of the extent of renewables generation in Scotland – 

the UK government pointed out that 28% of the £2bn total in 2012/13 went to Scottish renewables 

projects, while Scotland accounts for 10% of electricity sales.6 In addition, the higher cost of 

distributing electricity in the Highlands and Islands is offset by the Hydro Benefit Replacement 

Scheme, financed by charges on licensed suppliers across GB.   

 

The costs of investing in renewable generation, transmission and distribution through such schemes 

are ultimately borne by consumers across the UK, as suppliers recoup costs through energy bills up to 

a limit set by the UK Treasury. The Scottish government’s White Paper envisaged continuity of a 

common subsidy regime on a similar basis after independence, that is, that consumers across rUK and 

Scotland would continue to pay for investment in generation, transmission and distribution irrespective 

of where these costs were incurred. They argue this could help the UK meet its EU obligations and 

contribute to ‘keeping the lights on’. The UK government and the Secretary of State, Ed Davey, have 

cast considerable doubt over the continuation of these arrangements after independence. Launching 

the Scotland Analysis paper, the Secretary of State Ed Davey said: ‘So let me be crystal clear… in the 

event of independence there would be no need for the continuing UK to support an independent 

Scottish state’s energy costs to ensure its own security of supply.’  

 

 

There are competing pressures which make the prospect of a shared incentive scheme and socialised 

transmission and distribution costs uncertain: 
 
 
 

In the event of a Yes vote, there would be significant pressure from the energy industry to ensure that 

existing accreditations under the Renewables Obligation would be ‘grandfathered’ to ensure agreed 

payment arrangements were upheld, a position strongly endorsed by the independent expert commission 

on energy regulation, set up by the Scottish government. 

Sharing a scheme for incentivising renewables for the longer term, though relatively unusual, would not 

be unprecedented. Since 2012, Sweden and Norway have shared a Joint Green Certificate scheme 

which operates in a similar way to the Renewables Obligation.  

  

                                                           
5
 TNUoS charges variable fees for grid connection depending on the distance from end users. Generators in areas of high 

demand may be subsidised while those in remote parts of the Highlands and Islands face heavy charges. The outcome of 

Ofgem’s Project TransmiT will see charges reduced from April 2016, though an element of locational charging will 

remain (Scottish government, 2014, FM welcomes boost for Scottish electricity sector, news item, 11 July; Ofgem, 2014, 

Project TransmiT: Decision on proposals to change the electricity transmission charging methodology.) 
 
 

6
 Department of Energy and Climate Change, 2014, Scotland Analysis – Energy, p.69. 



 
 

6 | P a g e  

 

 

 

 

 

 

The EU Renewable Energy Directive 2009/28/EC established a set of co-operation mechanisms to help 

member states meet their 2020 targets. These include joint support schemes, joint projects and 

statistical transfer. To date, the Swedish-Norwegian certificate scheme is the only co-operation 

mechanism to be implemented. 

The UK government and the Irish government had signed a Memorandum of Understanding with a view 

to setting up a joint project to help meet the UK’s 2020 obligations and broader capacity constraints. 

However, the planned wind farm in the Irish Midlands – which could have seen 8 GW of electricity 

exported directly into the UK network – was shelved in April 2014 amid disagreements over the level of 

subsidy. 

The collapse of the UK-Irish scheme and the rarity of other cross-border schemes suggest establishing 

common support systems between countries can be challenging. On the other hand, co-operation 

mechanisms should be easier to maintain where they already exist, as would be the case with Scotland 

and rUK, than to design anew.  

Electricity exported from Scotland could contribute to the UK’s EU 2020 energy obligations, though how 

the obligations are apportioned between Scotland and rUK may be subject to renegotiation with the EU. 

The EU 2030 package seems set to move away from specific targets for member states towards an 

overall EU target. This creates opportunities for Scotland as a leader in renewable generation, but 

would remove one of the incentives for rUK to maintain a common subsidy scheme.    

Fuel bills and the costs of subsidising renewable energy are highly politicised north and south of the 

border, and are likely to play a role in the forthcoming UK General Election. It may be politically difficult 

for the UK government to deviate from its stated position in the event of a Yes vote even if it were 

minded to do so. 
 

 

EQUAL PARTNERS? 
 

The White Paper suggests that an independent Scotland would 

negotiate an Energy Partnership with the Westminster government. 

This, it argued, would help to address the failings of the current system 

of market regulation and ensure that Scotland had a bigger role in 

influencing and steering the system to match the needs of Scotland as 

well as the rUK.7 

 

The expert commission on energy regulation considered how a 

strategic energy partnership might work.8 Fundamental would be mutual 

                                                           
7
 Scottish government, 2014, UK Energy Policy and Scotland’s Contribution to Security of Supply 

8
 Expert commission on energy regulation, 2014, Main Report: Energy Regulation in an Independent Scotland 

“as a substantial supplier to the 

rest of the UK, an independent 

Scotland will require a far 

greater degree of oversight of 

the market arrangements for 

energy and firmer safeguards 

over Scottish energy security.” 

Scottish government 
2014 
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recognition of the benefits and desirability of an integrated transmission, market and regulatory 

system, and continued commitment to shared policy objectives and binding renewable and low carbon 

energy targets. The commission recommended a Memorandum of Understanding setting out the 

areas, such as grid transmission and interconnectors, where decisions would be made jointly, and a 

subsidiarity agreement outlining locally-focused issues, such as fuel poverty and energy efficiency, 

where each government’s autonomy would prevail. Agreement on who should take decisions and how 

change should be managed during the transitional period would also have to be agreed, including a list 

of policy areas where decisions in one country could fundamentally affect the partner country or the 

single electricity market as a whole, and so would require mutual consent. The scope of the agreement 

would depend on the depth of market integration agreed during the independence negotiations.  

 

Once up and running, an energy partnership would require formal structures to manage it, such as an 

intergovernmental agency or a common committee on the model of the Irish Single Electricity Market 

committee or the Spanish/Portuguese MIBEL model, as well as a ministerial liaison forum. For the 

commission, a crucial element of the partnership would be that both partners were confident that the 

agreement reached would not be unilaterally altered or nullified – they would establish the agreement 

as counterparties, but ‘govern as equals’. 

 

If there was a will on both sides to form such an energy partnership, it is difficult to envisage it being a 

genuinely equal one where the Scottish government could be a co-pilot in ‘steering’ the GB energy 

system. This would imply giving the Scottish partner veto rights over the direction of key areas of GB 

energy policy designated as matters of joint decision making. The effect would be to substantially 

reduce the authority currently enjoyed by the UK government, and to undermine the principle of 

Westminster parliamentary sovereignty, both of which are unlikely to be conceded by the rUK 

negotiating team. A more likely prospect may be a partnership which provided forums for the Scottish 

government to try to influence the direction of UK policy through lobbying, consultation and persuasion. 

Such ‘soft power’ routes have helped to secure some concessions within the existing constitutional 

framework, e.g. securing special ‘strike prices’ for the islands in the context of electricity market reform, 

reaching agreement on the fossil fuel levy, and securing a concession on transmission charging which 

lessens the burden on Scottish generators.  

 

A formal energy partnership may be less appealing and difficult to sustain if the two governments 

diverged fundamentally in their energy policy preferences. A Scottish government could not deter the 

rUK government from investing in nuclear generation if this continued to be a policy priority. When 

Norway and Sweden agreed their common green certificate scheme, Denmark opted not to join 

because, as a technology neutral scheme which supports the cheapest forms of renewable energy, the 

Danes concluded that joining would be detrimental to their ambitions to promote more expensive off- 
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shore wind.9 Distinctive national priorities sometimes require distinctive and autonomous national 

decision-making structures. 

 

Energy partnership and deep market integration may thus come at the price of autonomy. The 

alternative of independence with a looser form of interdependence could have other cost implications. 

For example, if market integration excluded a shared subsidy regime for financing renewables 

ambitions, transmission and distribution, a stand-alone Scottish system would have to be designed and 

supported financially, either by relying on a smaller consumer base - which may mean higher costs for 

consumers10 - or investment from general taxation or borrowing. But there are opportunities too. 

Policies that prioritised greater investment in energy efficiency would reduce energy demand and can 

be expected to produce savings for consumers, while greater control over energy policy can provide 

the Scottish government with more opportunities to design and shape an energy system to suit its own 

policy ambitions. 
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9
 Interviews with energy agency and TSO officials, Sept-Oct 2013. 

10
 Toke, et al. (2013) argued that, in light of strike prices announced by the UK government, it would be more cost-

effective for Scotland to finance its own renewables generation. Toke, D, et al., 2013, Is an Independent Scottish 

electricity system good for renewable energy and Scotland? The Dreud Report. Available at: 

www.issuu.com/therobertgordonuniversity/docs/the_dreud _ report_2013. 
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