- m‘ ECONOWICS OF NAPTOWALISM m::z.mm)mn

It is commonplace that the discovery of North Sea 011 and entry to ths EEC
ara factors of major economic significance for Scotland. Already both 1ssue8,
especlally the former, feature widely in the SNP's election material. The

' 'purpose of this paper is to reassess the economic arguments for an 1ndependent
Scotland in the light of these developmentis, eapecially the discovery of oil.
Tt will be shown that the whole framework within which the economic "implicatiol
‘of nationalism were argued has indeed teen altered. The importance of this is
© probably greater fhan‘is recéﬂnissd at present by the'majérity of the public
and it may well be, therefore, that thas dzscovery of North Sea oil will come +¢
be sesn as something of a watershed in Scotland's economic and polztlcal life.

The case for Scottigh natiohalism is,‘of'céurse, very much more than an economi
issue. This paper makes no attempt to examing the wider guestions. Suffice it

to say that Scottish nationalism has'baen much more concerned with economio

' .prosperlty than nationalist movements in other countries. Uulike Wales there

- im no great cu]tural movement attachlng to the praservation of & language., The
main cause of d1scontent ig the count ry'svunsatisfactory econcmic performance
over the last half ocentury, especially the persisteni unemploymeﬁt and net
emigration above all in the West of Scotland. Poor social and environmsntal
conditiong, especially in and around the oity of Giasgnw, socompany this,oﬁtdgt«
economic framework and are as much & source of diécontgnt. Despite regional
ﬁolicy and the effdrts‘of planne*s, the"é'problems have not been overcome, nor

do they look as if they will be in the foreseezble future. The SNP have therefc
based their campaign on the assertion that Scotland would be aconﬁmically better
off independent; and it is for this reason that budgetary estimates have always
featured so large in the controversy. Yet in spite of Scotiand's“undoubtedly
poor @oonomie performance the SNP case until recently lacked credibllzty. Jost
people regurded both their gtatistics and arguments ag sudpect, and they '

- coﬁf“hued to Baligve’ that‘Scotland der1ved morsa ecnnomxc advantage than

dlsadvantage from the Union. The importance of Norih Sea 0il is that it raises

just this issue in a more acute form than at any othﬂr tima slnce the ﬁct of

Union was passed.
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 The Gass Against Nationalism

' The traditional ecohomic case agaxnat natmonaliam has . alwaya been that 8

politically independent ‘Scotland would be unable to ga;n auffioient eoonomxc
soverelgnty to solve her problems successt ully. This 1s partly e question of
the socale of the Scottish economy, tut more of the axlent to which it has-beco
integrated with that of the rest of the UK over the last 270 yaar§5 ‘ ’

Scotland ﬁeedé a faster rate of economic growth than either ‘5he 6r the“UK has
had in recent years, iF she is to absorb her excess labour: reaonreus and thereb
cut down both unemployment and migration. There are ihree princxpal ways in
‘which an 1ndependent Government m:ght sesk to bring this about. F1rst it coul
sack to foster dnd. protert Scottlsh industry by means of tarlffs and 1mport
controls. But such measures would risk retaliation from England whlch, ngen

Scotland's cloze trade ties with England, could cause damage far in excesa of

any benafit that may be hoped for. Such policies would also he 1noompatible W
eontinued membership of EEC and withdrawal, especially with England, Hales and
Ireland remaining mehbers,_would olearly have very damaging consequencéé._

' Secondly, fiscal policies might be used'to give especially large benefits to new

industrial invsétment or tax relief and subsidies to existing induetry. This
might involve the impositison of a tax frontier at the border, as still exists
between most E"C countries, but thit need not make it impractical. Such polieie
have been used with considerable success by the Irish Republie singe the mid—
19503. The main disadvantage is that England would probably feel obliged to
mateh the Saottish measures with an equivalent in grenis or tax allowances for
industry in Enzlish and Welsh Development Areas. Up to now Dngldndhaa always
been in a position finaneially whera, if she wighed, she could have more than
matched any measurea which a Scottish Covernment would be able to afford.

It is here that the budgetary position of & Soottish Government becomes

‘important. Varions studies, notably the Treasury's Scottish Budget of 1967/68

and the work of the Kilbrandon Commission have shown that public expenditure
per head in Seotland is generally above the UK average, whereas public revenue
in Bcotland is siightly lower, largely because Scottish incomes afe below the
UK average. The result is that budgetary estlmates for‘ScotJand show &

' prcportxonately larger borrowznq reauirement than for the UK as a whole. Thig

pogition im canf‘irmml in tho mosat r-eoan+ ogtimato of Beotlandia buduotary
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. position carried out by the Esonomios and Statistios Unit of SEPD for 1971/72.
This shows a Seottish gurrent aocuunt surplus of £24m. but a net borrowxng
requirement of £447Tm. overall.

There are, of course, various ways in which this could be tackled. 'In the
first place it is not neoessary to balance the budget. To finance loans and
various items 6f capital.inves%ment, partienlarly thbse #which yield a return
by borrowing is quite reasonable; other items too may be covered by borrowing
from time to.time particulérly if an expunsionary budget is necessary to gener:
a. higher level of economioc aofivity in the. ebohdmy; For theée various reasons
the United Kzn#dom budget normally involves a net borrowing requlrement and .
whilst this will normslly be fairly small this is not always so; in the present
year, for example, the horrowing raqulrement reached the regord figure of £4,0C

If allowance iz made for the capxtal 1tems that it would normally be reasonable
to finance by loan, this would still leave a Scottish deficit of over £200m.,

a very similar figure in 1971/72 %o ‘what it was in 1967/68. Wh;lst_such a figu
could be covered if itarose,oﬁly;éxocptionally, it could mot be tolerated as a
regular feature of the budgét; It would involve a‘steadily inoreasing Scottish
debt and it would have seribusﬂimhlicafions both for interest rates and monetar
policy, unless a substantial pdﬁb’éf it could be financed from abroad. A Scott
Government would therefore have %o take steps 1o reduoe the deflczt either by
raising taxes or cuiting expéndlture. Such measures would be perfectly possibls
.and_on the =soala necessary, need not provoke an 1ntolerable sltuation, A
especially if defence was one of thé items cuty but they would create a
background of acute budgetary ﬁtrlngency aga1nst which it is hard to see it
being possible to provide a majof*fiséal:stimulhs t0 encourage sconomic expansic

The tbird posaible course of action would be to dévalue the Scottish currency.
' This would stimulate economic aotiVity by inéreaSing the demand for exports and
maklng Scottish goods more competxtive agalnat 1mports in their home market. Ir
- many regpects devaluation would be the. obvious measure for an aconomy in

. Scotland's condition with persimten$ unemployment, a budgetary deficit and
probably a serious adverse balance on the balance of payments. Indead, if the
.latter wa.g peraistent, it might be that devaluatiOn would be inescapable,

Exohange rate adaua1ment 1s, of course, the ultxnatp and most effectlve weapon
by which an economically sovareign state maintains approximately full employment
while at the same time avoiding balance of payments disequilibrium. Indeed, if
Scotland could have devalued by a good thﬁmpiné 25 per cent and made the



adjustment effective & in termy of costn, thia w0Lli be by far the best way of
isolv1ng Scotland's soonomio problems of the last two decades. It has been argued

that the, 'reglonal problem’ only arises because exchange rate adgustment the
normal way of.deallng w1th-disequ111br1a between countriea,_is nqt poasible between

regions.

\

However, the economic case against Scottish nationalism has élwaya at bottom cbme
down t0 the propoaitlon that an 1ndependent Scotland would not ‘find it possible to
carry out an afgeotmva devaluations To be effectlve, devaluatlon 1nvolves a
country in making a cut in its real living standards at least until such time as
production is able to oaﬁch up. But the Scottish labour market is so closely linke
with that of the rest of the UK that it is hard to see how real earnings could be
adausted downwards without gzvlng rise to the most serious difficulties. For: such
" a small eountiry heavily dependent on international {rade, devaluation uould, of
course, have saericus inflationary consequences, since all imports would rise in
price. Trade Unions are to a large extent on a Great Britain basxa and it is hard
to see them accepting a deliberate attempl to out real wages in Scotland compared
with England wbatever the éeason for it may ba. PFurthermore, even with independent
freedom of laboui movement belween Ehgland and Scotlénd would be likely to continus
& common language and two and a half centuries of free movement make this eesy.
Changes in real waéé levels wenld therefore be likely to be reflected in migrétion
flgurea and conld lead to a Bhortage of certain types of Bkllled labour in Scotlanc

even while & surplus among the less mobile unskxlled pers;sted.

It.ia fop these reasoné that many ecodémigtsvhave in the past concluded thet
Scotland, if she were independent, would prebably be unable to devalue effeatively
ageinst the rest of the United Kingdom. TLacking this ultimate weapon of economic
sovereignty and limited by the budgetary sitvation in the uge she could make of
fiscal policy, it did not seem that political indépendence would give Scotland
sufficient esonomio sovereignty to enable her to tackle her economio problema
suceossfully., At the same time, whatever the constitutional set~up, the Scotiish
economy would remain closely mntagrated with that of the rest of the UK and would
be greatly affected by policy decisions taken in London, though as an independent
state her abilify $o influence those decisions would be greatly reduced.

The Implications of North Sea 0il
The anslysis in the last section is based on the situation as it appsared before

the discévery of’North‘Sea oil. Even after its discovery the full significance of
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North Sea oll was not 1mmediately apparent and it stull remaing zn large measur

kdlsgulsed from the Sca%tish public by the DTI's failure to maka provision for a

| proper quernmenu return when the fourth round of licences was jssued. Sofar all
that Ministers have said is that they uxpect North Sea 0il to be yielding “

S o per annum by . 1980 and that on that baai¢ the Government revenue from

rent and royalties from the whole of the ‘Continental Shelf including ihe gas fiel

5» per annum at that time, It

in the mouthern sector may be of the order of‘? :
has been explained that this estimaie does nod 1nolude the yield from ordinary
' taxatlon on the oil oompanles and it haa besn atated that licensing policy is
currently under review but the sx@nlfzvance of this has probably not been fully
" appreciated by the public. ' '

The SNP have countered these figures by olgiming that North Sea ¢il should by 198

* be yielding a (foveranment revenue af approximstelyl & and have charged the
Government with giving Scottish oil away o the igiernationai companjes ridiculow
cheap, Up to now much of the Scottish publié May have regarded the SNP figures ai
ﬁretty wild and’ they have beenvpublinly condenned s such by Ministers. But

authoritative support for the charge that the Government has failed to do a

satisfactory bargain with the companies is provided in thé criticisms of the Publ:
Accounts Committee which so far remain unanswered. The example of Norwegian polic
on Government revenue from oil likewise shows up the failure of British .

The Government's reveiw of licensing policy has'ﬁéen in progress since the early
summer of 1973. This has confirmed the total xnadequaay of arrangements to secure
Government revenue and shows that some of the most attractive measures to put this
right would involve breaking the terms on which the licences were given. It is
partly for this reason that the Government has so far failed to take a decision,
the choice lying batween carried interest (ie state participation), which would
provide the biggést revenue and also give some power of control.ﬁut wbuld go haock
o the terms of the licencés, and 2XCeSs revenue tak, from which the returp in 198
would be some £200m. less but would be defensible in international law., The Tr

" estimates of last summer showad that total Government ‘revenue fo]lowlng ad0ption of
these measures would have been betweeu{ and R

L g @ year in 1980 depending
. on the system used and the prices prevailing in 1980; today, follow1ng the huge

ingrease in 1nternational oil prices ol recent monthe the oorreapondlnn fimures are
: i Thus, all that is wrong now with the SNP

estimate is that it 4s far too low; thera ig a prospact of Govwrnm@nt oil revenues

in the range R o overd

-t
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;in 1980 which could preaﬁay eTO“ed the present Government ravenue in Scotland from
all sources and could ‘avan be OompaerlP in size to the whole of the Scottish

national income in 1970.

As.well as the gain to the Government Hevenue, North Sea oil will of oourge make &
massive coniribution to the balance of payments; indéed these two éépaofs are
closely linked. A% pfegent wofld prices the éxpected output of 100m. tons of oil
'in 19&0‘15 wﬁrtﬁ'approximately . 2ssuming price rises from the present £33

a ton to £51 a ton as in the Government revenue caleulatxons the value could be as

high asfﬁ,_,?ﬁs' Pzrt of this will, of course, be repatriated by the international
companies in the form of profits distributed to their shareholders or reinvested in
projects in othe:‘areas. ‘The halance of payments gain to. Scotlani would therefore

" depend critically on;th~ amount of- Government revenue secured from the profits.
Indeed, since none of the major companies operating in the North Sea are
predominantly Scottish owned, the Covernment revenue would be the major element,
apart from the expenditure of the companies on goods and services produced in
Scotland, whioch would acerye from the value of eil produced as a balance of ba&ment
gain, Thus assuming measures ﬁhich wonld yield Government ‘revenue of the scale
referred.to in previous paragraphs, plus some additional revenue to shareholders in
Seotland and to suppliers of &qulpment then the net balance of payments gain might -

.‘be expected to lie very approximately in the range of £2,000m. to £3,500m. & year,
depending on prices and the sharc of the Governmént Ytake'.

It is not possible to compare theese fipgures with an accurate esiimate of Scotlapd's
present balance of payments position. From the state of Sootland's =conomy one
would expect a balance of payments deficit on current account and a-rough comparisc
of income and expenditure estimates for GDP suggest that this oould be of the order
of £300m. a year in 1970/71. Plainly this is a most unrelisble figure and if will
vary from'year to year, but it is proﬁably Buffioient to supgcét the orders of
magnitude. What xe quite olear is that the balance of payments gain from NHorth Se:
0il would easlly swamp the exist1np deficit whatever its size and transform Secotlar

into a country with e substantial apd chronie surplus.

All the above fiwures are, .of course, bazed on the estimated output of 100m. tons
of oil in 1980. This was the DTI's. revised estimate in the early summer of 1973.
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Alreadv it is beplnnxnv to look as 3F these estimates may be ‘oo conservative.
Recent finds and. the plans of companies appesr t6 indiocate that th° Shetland basin
‘may prove very productivs indeed, Zetland County Council's consultunts worked on
the assumptién that TOm. tons a year might aotunlly be piped ashore in the county.
It is pow known that Shell.expect to lapnd 30m. tons & year through'their own pipeé.
- alone and. pipslines may aleo be expacted from Total's.AIWyn field, Conoco's Hutton
and the recent BP and Burmsh finds. Inaldition to this there are, of course,
substantzal fxnds further qouth, particularly BF's Forties field and Occldontal's
Piper . Whether or not thie, plus’ any, new finfs thau are made, result in the 1980
estimate of 100m, tons being excaedad largely depends on how~quickly newly discover
f1e1ds are brought intd production, but it does now seem extremely likely that
production during the 1980s will use well above 100m. tons a year with conssquant

increases in revenue andgin to the balance of payments,

Can one be certain that the oil is without doubi a Scotitish asset or, even if if is
that there substantial revenues and balsnce of paymenie advantages would -indeed
agerue to an indepandent ‘Scotland? Clearly these qua stions raise complicated issue
in international.law whioh could, if allowed, occupy the legal profession for many
years., Two possiblé lines of argument may be expectedi -either that Scotland should
pay England some compensation for appropriating the most productive part of the
Continental Ghelfl, or that the whole shelf should be regarded as the common propertﬁ
of the nations of the former United Kingdom with revenue distributed in accordance
with some population based tormula irrespecfive of where oil iz discovered. As
| regards ﬁhe Tirst of the.arguments3 thg proqﬁective return'fromvoil ravenue would at
the very least be one of the faciors taken into account in determining tha financial
settlement hetween the two couniries when they become independent. To argue the
pecond would be directly cdﬁnfer to the line that the UK Government has teken with 1
EWC, that the rescurces of the Coniinental Sholf areasmuch a pationsl =zsset as are
those on land, like coal mines, and +hat there in therefore no question of the
Burbpeanisation of North Ses oil. Disputes on thess matters might well:occasion muc
b1ttern°ss between the two countries, but it is hard to see any conclusion other iha
- to allow Scotland to have that part of thé Continental Shelf which would have been
hers if she had been 1ndependent all along.

There might be some arguvment about where the boundary between English and Scottish
waters would lie. ;Atxpreaent this is considered to be aloﬁg the line of latitude
which lies ;jt‘ust north of Berwick on Tweod, and it migﬁht perhaps beihald. that it
should run NB/3W &§ an extension of the Border. This could have the effect of

. transferrins the small oilfields in the south, Auk and Argyll, to the English sector,
but it would not affect the main finds. '
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13 muat be onnoluded fharafore thet large revenues and balanoa Qﬂ payments gains
would :ndsaﬂ saanrus to a Soottish Government in the event of indﬂpendenc@ provided
that steps wera taken sither by carried interest or by taxation to seoure the .
Government (take'.' Undoubtedly this would banish any amxietidsvfha dovsrnmant might
have,héd about its‘budgetaiy poeition or its dalance of paymentz.' The country would
tond $o be 'in ohronic surplus 1o a quita embarrasainé degree and i+s‘burrenoy wonld
béoomm the hardest’in’ﬂuvopm with the exception perhaps of the Norwegian kroners
Just- as depomed mcnaroha snd Afrioan leaders have in the paat used the Swiss frano
a8 & haven of security, ao nowmnuld the Soottish pound be zasen gs 2 good hadge againf
inflation and devaluatmon pnd the Scottish banks could expect to f;nd themselvee
inundated with & speculathe inflow of' foreiga funds.



& Policy for Development

The situation describn& in the first part of this ph%er‘is iﬁdﬁed;an astounding
revergal of the problems which are usually con91dered in s Scottish or British
context. But i% could nonetheless give riss to wowe serious diffionlties angd wow!
require ecareful hand11ng if Scotland was really to darlve mﬁleum ‘bonefit from it.
It is, of .course, perfecily possible that these diffiaultiss would not be overcom
and that an indepsndent Scotland desplte its weelth .would oontinue 4o have an
unsat:avaotory economic performance. It takes mora than money bo eliminaie the
trad:t;onal problems of the Scottish economy and nationalist mQVﬁmnnts, dependent
as they sre on stronz emotional pressures, heve not alwuys been nvtable for their
economic -realism, In this respect the example of Ireland's poor economic performe !
between 1922 2n-i1956 ocomes immediately to mind and thes SNP iseﬂready.showing signe
of making promises which could be an embarrassment to its sgonginio management,
Nevertheless it is obvious that the surpluses from North Sed o1l would _open up new
opportunities for a nationalist Governmant. The purpose of this second part of th
paper is therefore to oonsider in very brief outline some of the polioies &
nationalist Government ocould follow to txy to brins about the development and

prosperity of the couniry as a whole.

Scotland's central sconomic probler is to secure a faster rate of economic growth
so that she can raise income levels and absorb the excesa labour-whiéh pfesent)y
appears as hiﬁh'unemploymént and emigration. Az has'been.exnlained, thiz is &
situntion which would normally point to dcvaluaticn'a a nosalble remedy, North 8
cil; however, by riving the countrv a chronic balance of paymen ] eurplua,.would-
rule out any pozsaibility of devaluation. Indeed, it is hard to see how an upward
valuation of ths curreﬁcy could he avoided. OQbviously this pressure should he
. Tesizted as far as possible; but unless there wam 2 remarkable changa'in the stien-
of sterling, it must'be expected that the Scots pound would rise in reléﬁion to it
fairly socn after iﬁﬁepénﬁenoe, especially if the latter contirues its dovnward
slide. A revaluvation would give rise to mome of the difficulties which were arguec
-earlier to applv to a Scottish devaluation. Since the effect would Ve to reaﬁeé
. pricea.and raise.incomes.there would not be the same resisfanoe to makjnv'it
effeative in Scotland. An exchange rate of &£1 Scots to 120p sterling within twov

years of independence therefore seems gquite probable.

This exchange rate movement would improve Scottish real incomes: imports woulad ail
become cheaper, and GOF per head in Scotland, which weuld include the value of the
" 01l produced, would rize smnrtly- The gap betwe:n Sootiinh inu e per head ond Bagl
would prohably soon bo eliminated and might well be reversed. The danzer is that w
albising éurrenéy‘Scot]and's traditional economy would find it more andmere diffieult
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compete- manufactured exports would be prlced cut of foreign markats and 1mports _
would become hxghly competltive at homes tourists would find that the rate of exochang
made Sootland a very expansive country for holidays; and Scottish Iarmers would find
that the EEC's Common Agricultural Policy gave theém & mmch less satisfaoctory level
..of support -than expscted. Thus there would be grave risk that theveconomy'wduld be
driven_mdre;and more to depend on the 0il industry and other activities would tend tz -
wither. Bui while 0il would give Scotland a good income, it gould never be‘aﬁ'adequa
source of employment with +Ee rest of the acomomy in decline. Sootland, therefore,
counld face the danger of*prosperity coupled with oontznuxng or even worsening

unemployment and. emigrat;on.

" To counteract this situation it Qould be essential o try to keep the surplﬁaes on
the bélancé of payments'dbwn'and thereby reduce the upward pressure on the exchange
rate, This could involve extensive lending abroad, whether to Enzland, the BEC or
under~developed countries. Such lending could well be in Scotland's interest rather
than face the prospect of an intoleraﬁly'high exchange rates it might alsc do muéh
to help cement relations with other EEC countries and, coupled with the supplies of
o0il -for export would make Scotland a highly desirable member of EEC with a strong
bargaining position. S ‘ :

The first prlorxty, however, would be to spend the surpluses as far as ﬁosslble in
developing Scotland's domestic economy and providing a.-modern infrastruoture, The
follewing paragraphs suggest how this might ve done.

Be Manufacturin# Industry

.OQutput per head in most sectors of Seottish 1ndustry is well below Europsa:
levels. This ig larrely bacause the British economy hag invested much les:

" than other Furopsan countries over the last 25 years. A substantlal

~  inorease in manufacturing investment is therefore necessary if this is to

be put right. Only then will qcotflsh industry ba able to compete
effectively with other members of EEC at. anything othar than low exohange
rates. ’

Part of the reason for the low investment in Scotiand iﬁ tha past han been
the persistence of 'stop-go' in the UK economy. BEvery time investment has
begun to rzse gatisfactorily, as it was doing in 1973, the emerﬂence of &
balancé of paymenta deficit has forced the Government to take strong
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deflationary measurea thh the result that the investment boom has petere
out again, Scot]and made good progress iun 1973, but ideally from her point
of view the 5 per cent growth rate negded to go on for anoiler couple of
yéars. As an 1ndependant atate, Sootland'a balance of payments position
wéuld enable her to break out of the 1gtop~go? cycle and & sustained rate
of growth could be planhed on the basis that it oculd'be carried on for at
least & decade. The atfength of tha'currency coupled with the budgetary 4
surplus would help to keep interest rates down and there would be no need
for sudden ingreages in taxation or massive cwts in public expenditurs.
 Admittedly, sinoe Sootland is so closely tied to the Emglish market, her
- economy would coniinue to be affected by measures taken in London, btut this
effect would diminish the more Bcotland expands trade with other EEC
countries . Furthermors, it would be gquite proper for a Scottish Governmen
to take countervailing meaeureé to stimulate the Scottish economy at times
4wﬁen_England was going through a recessiom. Such measurea would help to
keep Scottish output up andbwould help the English economy by’iednciﬁg the
Scottish balance of paympnts swplus. It can be expected therefore that t!
prospect of susiained expansion and an end %o ’stop-go' wauld do more than
snything elase could both to raise investment in domestlc 1ndus:ry and to
engourage foreign investment to come to Scotland.

However, this expansiohary MmaCTe~economic poiicy would need'to be backed u
by firm regiondi policy measures. The positioﬁ in Wést Cenfral Scotland
has deteriorated v1s—a~v1s the rest of Scotland over the last decade and
this im 1likely $o0 be ‘even more accentuated by North Sea 011 developments.
Purthermore, as an independent state, it would seem 0 be gquite inappropri.
for Scotland to regard the whole of the territory as subgect for regional
polioy. Somethlng along the lines of the following. package of measures

therefors gseems ito be most appropriatei—

i. TPor Scotland as a whole the Regional Development Grant would be
abolished, but to stimulate investmant Corporatxon Tax would
'exther be abolzshed or reduced to a purely nominal rate. This
would have the effect of more or less removing the tax from
industry's retained profits while leaving distributed profite

~ taxed roughly as they are at present. Ae a nailional fiscal poii
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messure it would mot come within the control of the BEC's
-ceilines on regional ajds. The cost of abolishing Corpgration
Pax would be £120m. ' ' -

ii.. West Ceﬁtra] Scotland would be sohedul»d as Sootlénﬁ's DSVBIOpme;
Area apd the definition could be extended to cer+ain snaller ~
areas in the Highlands and. Islands if neoessary.  Within thim
ares there would be a 20 per cent Regiomal Developmgpt Grant
paid ss at present.in addition to_(ij ahove.
i1, Theré would be a Scottish Development Authority covering thewhol:
of S&o#land btut with instructiona to give partioular pricrffy to
West Central Scotland. Its budget would at leagt be on a scale
squivalent to the funds which previcusly went into REP and SIDO.
It would e em-;owared to give disoretionary gran‘cs and loana and woul<
be equlpped to prOV1de advice to companies. It would be regpons:
for working out a strategy for developzng Scotland's domestic
industry asg well as promoting forelgn investment. The HIDB wbulc
gontinue to operate with its own much wider remit in the Highlanc

iv.' Bteps would ‘be taken to strengthen the.shipbuilding industry by
" adopting ‘a scheme for insurance aganst inflationary risk as
operated in France and approved by BEC. 'The new SDA would be
- especially charged with the preparatlon of preoposals for the :
modernisation of the 1ndu$txy.

onstrvetion

The construction industry employs a substantial‘part'of the lavour force

and its fluctuations have been a major factor in unemployment. “In 1971 no
less than 25,000 of the 100,000 unemployed were registered as construction

: &orkcrs.‘ In timez of boom the shortege of skilled labour in the industry

becomes a serious bottleneck in the economy although ooupled w1th continuin
1arge numbers of unsk1lled unemploymant.

. The indusiry does noi play as large a part inthe Brifish economy as in mosi

-oﬂher'European countries ag the followingiable shows and this‘coupled with

the manifest n;ed for urban rebuilding and house feplaoement suggest that ,
with the proper poliecy, the industry could play & much larger pert in
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Construction

Percentage Share of

GIP

“"Percentage Shure of

Employment

‘for environmental recovery. This would probably require a special

the living oenditions of the Soottish people and to keep up the demend . on

.In this way demand "fér housing as & whole .oould be. onoouragdlywhi;e

prbviding'stéady employment for the Scottish labour fonce. Indeed, if the
Scoftish conatrugfioh indugtiry employed 10 per cent of the. labour force,
tha EZC aVerage, this would mean emuloyment for an addltxonal 4 0. thousand.

France: Germany Belgium HMolland Italy The gix UK Scotlan

Y

9.4 8.4 6.7 Te5 7.4 B4 | 2%

-

10.6 8.8 8.5 10,7 12.4  10.3 | 5.7 7.9

ﬁGDP at factor_cqat

- With North Sea oil revenues, public expenditure on construction projects

could be greatly stepped up and & major operation should be mounted to car:
on the rebuilding of Glasgow and do much more than has heen dore in the pas

Environmental Recovery Agency to asgist the local authorities rather in the
way that SSHA opefatés.

HBousing policy has'bean bedevilled in the past by the subsidisation of
cexrtvain typeé of housing. This has led to the colossal public housing -
pector in Scotland with the emphasis on quantity rather than quality... I¥
seems desi;dble to subsidi;e housing for many years to come both to:impgdg

the consitruetion indusiry. Instead of subsidising rents at one extpémqw
and at the other giving tax relief on mortgages which is greater the. )
the mortgage, it would seem.much more appropriate to'givb'the éssig

individuals regardless of the ‘type of hous¢ they oceupy or wheth.'
tenants or owners. This could probably be done under the neW' X
system and it would have the effect of provxdlnqazhouaing auba dy,or
negative tax to those thh low incomes and a houaing tax allouanca to otha s
avoidxng the distortion beiween differept typesugl‘houszng wﬁinh haa been S
such a feature of the pasto 1% would be likely that lbo&i autharxty housi

would then gradually deoline in 1mportance and houazng assoczatzons would
agsume greater promlnence. As c0mpetzt10n batween different forms of
housing inorpased, 80- the qual;ty of housing would improve.
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Se gxloe Industry

In the past serwica xndustry has received much less assistanca from Tegio:
.polxey th:n mhnu?acturinq. In part thzs is right because many eervice
activities pnmdical aervicea, education, accountants, distribution are

- governed simply ‘by local demand. But there are aarvioe acth1t1es, notabJ

ma jor offioes, which have a ohoice of losation and every effort should be

‘made to attract them to areas where 1abour is available.

Foilowing independence the incressed Government activity would largely
wipe out any spare labour resources iﬁ Edinbﬁzph, but major efforts would
be needed to promote commercial and offioe development in Glasgow. The
Scottish Davelopment Authority shonld be empowered to offer assistanoce,
somparable in geale to that avallable to manufacturing industry, to
encourags such developmenf in the Gl&sgow oonurbaxaon and the system of
property rating should be rev1s@d, if not abolished, to prevent hlgh rates
helng a brake on commercial developmem:&s_tbey have been in the past.

Tourizt development would obviously assume'major,importamn for an
independent Scotland and the financial réﬁourceé available to-the Tourist
foard could be increased. ' '

The Page of North Sea 0il Dévg;opment
On the face of it the pace of development of NorthASaa 0il appropriate for

Seotland would be very different from ¥hat,nowrﬁeing.demandgd by the UK.
Apart‘From the need to aveid piling up excessive surpluses, Scotland would
wish to extend her North Sea oil revenue over a much longer period than th
30 or so years which seems lixely at ‘presently planned rates of extraction
It iz also desirable to avoid the frengied peaks of act;v;ty which seem
lAkuly in Shetlard, the Moray Firth and Loch Carron on present plans. The:

‘will impoae 1mmense infrastructure demands, lead to a substantizl inflow

of population and 1eave in their wake problems of read justment and

7unemployment which it may take years of regzonal policy to overcome. In

addition the contribution of Scottish industry to oil developments, which
is g0 far disappointing, might be increased substantiaiiy if the whole
programme is not nequired to go at the maximum possible speed. -

J .
From & purely Scottish point of wview this nunvests that a production flow

"ol say, 50m tons 4 year might be ideal. -ERven this would he five times

Seotland's present consumption and yield an appual revenus of between L£700r
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and £1,500m. However one cannot look at tha,SQOtiish:poaition in

- isolation. - if, because of action in the Middlz: Fast, jhere iz a serious
energy shOrta"e in Europe, Scotland would: undoubtedly suffer severely fr«
‘tha resulting alump. It would.therafore be in Scotland's interests to
“ingrease her oil productlon Wall bayond what would otherwise seem desiral
‘If bowever there is no serxous shortawu in phJsical terms, merely & orisi
‘of price, then aotion by gcotlan& is ot go;ng to affect the internatlonz
price of cil, nor will it matter to the other countrles what the source ¢

‘their 0il is. - - o -

. es Inflotion, Incomes Poliey and_ Training;

The strength of ﬁhe Scottish exchange rate and the low interest rates whi
would result from the budgetary and balanca of payments poaition would do
much to reduce inflation&ry p"essure. A magor part of ihe Br1tlsh infla%
haa resulted from the downward. drlft of the currency and the consequent r
in 1mport prices. The absenoe of this, relaxatxons in taxation and subsit

for housing woulinn doubt help to reduce the pressure of wage increases,
Nevertheless as. Scotland moved nearer full employment serious shortages of
oertaxn types of skllled 1abour would cocour. and this would tend to produoe
acute 1nflaticnary pressure, Some form of inoomes policy is clearly goi 'E
t0 be & oontinuing feature of azdvanced economies. and would be emmential in i
Scotland if the goonomy Was not to prxce itself out of international marke '
It ia 1mportant to recognlse, however, ihat the labour shortages which giv
rise o the presaura could be avoided to a considerable degree if training
schemes ware more flexible and’ if a substantzal inoreased effor: was put
1nto retraining.affullnscale examination of traxning is clearly an early
priority. ) ' ‘ '

The, Europesn Community ' o { . ,
Memberghip ¢f the EEC affects the econom;cs of Scottish 1ndependenee in aeveral

important respeots. I3 guarantses aooesa to Englieh ang, Gontlnental mankets in a
way which would not be. poss;ble otherwise« Hithout BEC Soctland would alwaya run
the risk thet England might find it expedment to impose an’import surcharga, 2
quentitative ocontrol or even a tariff on goods oomlng from Scotland. It was largely
to eliminate this that Scotland acoepted the Union of 1707. Now EEG rules would have
the asme eff6ct and for all nine member states. In the unlikely avent of England
leaving the EEC, Séottish access. to the other countries could in time largely
compensate.fur any.resirictions thal might arise on English tradef
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Aocess to EEC should also help to provide a major atimulus to Scottish indusirial

. investment. The ERC ig not only.a bigger market than the UR but its economy has
been: much more buoyant than that of Britwin. There is no doubt. that the axolus;on
of the Uhibed Xingdom had a damaging effect on, investment and that foraign firme in
partioular preferred developm@nt within EZC. To gain the full advanuage of this
atimuius from membership'it will, of courée, be necessary to have a stable domestzc
economy. High rates of inf lat;o" and a declining ourrency guch as the UK has had
recéntly.would do much to discourage foreism companies from coming to Scotland.
North Sea_oil could heve far-reaching conmequences for Scottish membership of EEC
beosuse ofbthe ffemendously inereased political power it would confer. Without oil
other members mlght pay litile enough ragard $o Scotland; her voting powex would ne
be larze and it might indeed be argued that she could exert more 1sverage on the

. Community as part of the United Kingdom. 4s the.magor producer of o0il in Western
Europé, however, Scotland would be in a key poaifion and other countries would bs
extremely foolish if they'did not eseek to do all they could to accommpdate Scottish
intereats.,'For Scotlénd the net cost of Common Agrioculiural Policy, which features
so large in British discussions would be at most some £40m. a year, a small sum
dompared with the balance of paymenis gain from North Sea oil. The more common
policies come to bhe decided in'Brusaels‘in the years Qhead, the mbre Scotland would
benefit from having her own Commissioner in the EEC as of right and her own voioce
in the Counoil of Ministers instead of relying on thévindireot, and so far -hardly
‘satisfactory, form of vicariou§ fepresentatibn through UK departments,

Qopglusion’

This paper has shown that the advent of North Sea 0l has completely overturned the
traditional economic arguments used against Scottish nationalism, An indsyenden
Scotland could now expeot to have massive surpluses both on its bndgat ond on its
balance of payments and with the proper husbanding of resources this situation eoul-
laat for & very long itime into the. future.

Wéalth'doeé not automatioaliy'mean full employment and the end of net emigration.
But provided zensible policies are pursued, it is possible to sea how this sitnatios
sould be used to re~equip Scottish industry and renew outworn moeial capital thereb:
providing the expansion necessary to absorb Scotland's excess labour and the inorea:
in produciivity required to raige incomes, Thus, for the first time gince the Act
of Union wae pasded, it can now be:credibly arguedithat Scotland's eocopomig
advantage lies in its repeal. When this gituation comaaAtp be fully appreciated in
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the years ahead, it is likely to have a major impact on. Scott;qh nolitzcs, alnce
B is on social and polxtlca] ‘grouhds alone that tha case for retentwon of the wvnion

will in future have to be based.

Nationaliat policy as oullined in this parper can, of course, be regarded as

I‘ extremely selfish, Undoubtedly it is, butit can be'argued iﬁ'reply that so long‘
a8 Scottish GDP;sr head is only 70 per cent of the Buropean average, the
unemployment and emigration rates amons the hirbest and the country regardel by
ithe BHC as,éne'bf its worst problem regions, then.Scotland is justified in using
her own resources to rectify these problems rather than relying on the generosity

of others at least until she has managed to cateh up.

Yot undoubttedly the greatest weakness in the natioﬁalist edbnomié case is that
Scotland, even withits oil, canndd ex pact to proarer iv isolation. Beonomic
gonditions .in Burope end above all in_anland. with whom Scotland will remsin
closely tied in trade; are of particuiar impcrignce. Even with grester
diversification of Scottish'trada'to Turope and to Norfh America, an impoverished
'England on:one'perpeiually su£§ering the rigours of démand restraint would have
most serious consequences for the Scottish economy. Britain is now cownting so
heavily on‘North Sea 0il to redress ite bmlance of payménts that it is sagy to
imsgine England in dire straits without it. The oil prices since the Tom Kinpur
war pmake this a much more serious ﬁétﬁsr than could have been imagined before; and . -
it is now likely that transfer of Norih Sea oii to Scottish ownership would
oceasion mych bi¢+erness in England if not an attempt $0 forcibly prevent it.
Eng]and would, of oourse, be. no worse of f than most of the Continental EEC countrles
in this resvect; indeed, probablv there are better. chances of finding oil in the
Ce]tié Ses or the Bnglish Channel than are open i» most of them. If therefore the
other countries can adjust te¢ the new energy situation, England should be able té

as well.

Neverthélesé it is now clear, as perhaps never before, hat Burupe could:briﬁg'about
its econdmic ruin by'disunit?; If supnlies of oil hecome eerzoualy restricted or
the burden on the balance of payments of :mportinw countries p”ovos mora than the
international monetary system can cope w1th, a serious breakdown in the egonomic
system of Western. Europe could well result. This dan-gr impoces serious internation:
responalbtlltmes on those Eurcpean countrlns ‘which are likely to bYe: exporters of
energy, No"way @co»Tand it 1ndwpanﬂeut, and Ireland where oil is likeiy to ba

discovered, A spirit of Buropean co-oparation is not very evident yet either in
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discussions or plans for the development of enargy and the rather nafionalistio
attitude so -far followed by Britain would hardly be a good example to an independe
Scotland. Tet the situat;on of fers thevenérgy producers a real opportunity to
coutribute to the economic atréng%h of Turops and. in so doing to ehsupe thefﬁ own
prosperity; if instead they retreat into nerrow nationalism, developing their
ensrgy resources with regard to their own interests alone, they could undermine fhv
whole Eunopgaq gconomy and seal their own fate in the process.

Perhape the most important vonoclusion is that time 1s now extremely liﬁited.
British régional policy bas been in operation for forty years and the annual cost
of the measures applied to Scotland is noﬁ about £100m. a year. But, althcugh
there have undoubtedly been notibla acb;evemanta and the Srottlsb economny would
have been in a mush worse siate wlthOut such a polioy, there is still 1ittle
PTOSPSCt that it will solve ths problems of Wagt Central Scotland in the foressead
future. High hopes have been held out for Buropean regional policy but any impact
from this is likely to bo very small for a long time to come. In much the same way
agitation for a workable form of political devolution hes persisted amongst a
subgtantial part of fhe Scottish electorate for a considerable time but without
any practical result so far and it is atfll far from clear whether anytrlng will
stem from the consideration of the Kilbﬂandon Report.

Ify in five yéars' time North Sea oil is contiributing méseively to. the UK budget,
while the economic and aocial condition of West Central Scotland continues in the
poor state that 1t is today, it would be hard to imagzne conditions mors Pavouraola
to the growth of support for the nationalist movement. Very determined steps to
~urgently transform ecouomic conditions in Sootland will thersfore be nwoessary and
theBoottish people will have to be persuaded that their problems really bhave
ﬁecgiyed the attention and sxpenditure they deserve if this outcome iz to be aveija
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