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Prologue


Three hundred years ago Scotland struck an extraordinary bargain with its English neighbour and historic rival. The deal involved sharing sovereignty in a political union in exchange for the economic opportunities offered by being part of a larger country. But crucially the Union of 1707 also retained local control of the essential institutions that defined the Scottish nation. Like all the best deals, the Union involved giving away something that didn’t really exist – sovereignty in international affairs – in exchange for material benefits. In fact, by joining a larger political entity and getting a say in its decision-making, Scotland actually gained practical sovereignty over matters that it previously had little control over before, such as global trade and diplomacy. So the immaterial tokens of nationhood were merged with England in exchange for tangible economic and political gains, while the substance of Scottishness was retained. The bargain of 1707 was also a thoroughly modern affair. Unlike most political mergers of the time – which generally involved one state taking over a weaker one on its own terms – the Union benefitted both sides. Indeed, proportionally, Scotland probably did better out of it than England. It was a triumph of negotiation on the part of the Scots.


This book explains that the grand bargain of 1707 is still intact. The original hard-nosed calculation that the Union offers Scotland major material benefits while retaining domestic freedom of action still adds up. In fact it is more beneficial than ever, not just to Scotland but the rest of the UK too. The three main elements of the deal – economic, political and cultural – have changed and been updated over the years but retain the essential objectives and outcomes of the original. For a great and historic nation like Scotland, such a bargain must be based primarily on enlightened self-interest. On top of that, though, the nations of the UK have forged an affinity with each other born of shared experience that did not exist before. So the practical, ‘transactional’ benefits that were negotiated all those years ago have been strengthened by emotional bonds.


However, there is another feature of the Anglo-Scottish union that has also endured over the centuries. While leading Scottish figures have argued in favour of union with England from an early stage1, there has always been a segment of the Scottish population that has disliked it. The bargain was particularly unpopular at the time it was struck. Today too there is a vigorous debate in Scotland about whether Scotland should break up the Union and go it alone once more. Nationalists – sometimes with the best intentions – have persuaded themselves and others that the grand bargain of 1707 is no longer in Scotland’s interests and no longer needed. As a result, the very future of the UK is in doubt.


It would be an enormous mistake to tear the deal up. Worse, to break up after all we have achieved together would be a tragedy. The debate on Scottish independence has dominated Scottish public life for many years now. While some of the protagonists on either side have made their case in good faith there is no doubt that the contest has been bitter and divisive. Indeed, there is now a rather sinister edge to the nationalists’ campaign. At the same time the debate has distracted political energy away from the pressing social and economic problems that Scotland should be dealing with. The logic of the constitutional divide encourages political and civic leaders to avoid tackling difficult domestic issues. So, this book aims to re-state the argument in favour of the historic and current grand bargain of Scotland’s place in the UK while warning that the endless constitutional squabbling is damaging the country. Some of the arguments are familiar, but much will be new to readers. Not least is the curious fact that senior nationalists themselves actually agree with most of the reasons why the Union is such a good deal for Scotland – a recurring theme throughout. Above all, this book considers the question from a fresh perspective: why did Scotland join the Union in the first place, and are the reasons for doing so still valid?


Concern for the state of the Union motivated my writing, but it does not really make a ‘unionist’ argument. Instead, it is a patriotic one that all Scots of good will should be able to unite around, whatever their political views, in a reunited Scotland that puts the division of constitutional argument behind it and renews the grand bargain with England, Wales and Northern Ireland for the future.


This work is in three main sections, one for each of the three pillars of the bargain: economic, political and cultural. They are in order of simplicity in that it is much easier to argue a point one way or the other in economics (where there is plenty of firm statistical data) than in politics, and easier still in politics than in questions of culture and national identity which are inevitably rather subjective and hard to define. So the first section of this book deals with the economic and financial arguments around Scottish independence. It is called ‘evidence’, because the evidence shows conclusively how beneficial being part of the UK is in material terms. In other words most Scots would be hit in the pocket, severely, by independence. It is true that, for all the numbers that infest the ‘dismal science’ of economics, the discipline is not really a science at all but a branch of philosophy. But in this case the facts are as clear as they can be, and almost everyone who looks at the evidence agrees that breaking up the UK would be expensive. This includes respectable nationalists although, not surprisingly given that financial factors are decisive for many voters, they downplay the evidence or argue that in the long run Scotland would be better off regardless. The evidence is set out in Part One and, to emphasise its objectivity, almost all of it is based on the nationalist Scottish National Party’s or Scottish Government’s own data. The section also looks at claims that Scotland would recover and do better in the long term outside the UK.


Another reason to start with economics is that many Scots are on the fence, or ambivalent, or simply not interested in a debate about the politics of an independent Scotland or its cultural place in the Union, or else think that financial reality is more important than such abstract concepts. This group is the decisive section of the electorate, which is why the debate about independence is usually so focussed on finance and economics. Both sides know that if they can win the argument on pounds and pence (or, more realistically for the nationalists, neutralise it) they can win. Imagine, then, that Scottish voters are split roughly into thirds – committed nationalists, those who believe strongly that we should stick with the rest of the UK and people who don’t mind much either way (or are torn). It makes sense for both sides to concentrate on persuading the last group. At the 2014 referendum on independence most of this group concluded that their financial bread was buttered on the UK side, for very good reasons explained here. That is why we start with economics. If you are someone for whom your family’s finances, the funding of public services and the prosperity of the country generally is the decisive issue in the debate, then you need only read Part One.


So, the argument around economics is the essential starting point of this debate. Parts of it are very familiar to those who have followed Scottish politics over the years, but it’s important to put these in a context that shows not just the magnitude of what is at stake but why Scotland entered into the bargain in the first place and what it sought – and should still be seeking – to achieve from the UK. Nonetheless, it is true that many Scots would vote to stay in the Union even if it were clear that Scotland would be richer outside the UK. That’s because of the points set out in Parts Two and Three. Similarly, economics doesn’t cut it for committed nationalists. They want Scotland to leave the UK even though it will make the country poorer. This in an honourable point of view, so long as it is honestly explained. They think that politics (Part Two) or questions of culture and identity (Part Three) trump economics.


For many years nationalists have claimed that the UK gives Scotland a bad deal politically. This goes beyond the day-to-day contest of political discourse, and beyond even the almost yearly elections endured by Scots. Instead, this is about the way in which Scotland is governed and how democracy operates, as well as how Scotland’s place in the world is best sustained and how government generally can best represent Scotland’s interests. Many nationalists claim that independence is politically just, and that Scotland needs self-determination to reflect its aspirations and achieve its goals. But closer examination of the Union Bargain reveals how clever it was and still is in this respect. The political sacrifices made in the original Union – primarily over foreign policy and the rules governing trade – were not really a sacrifice at all because Scotland’s independent room for manoeuvre in these areas was and is so limited anyway. Meanwhile, control of domestic policy – the essence of the country’s national identity – was and is retained. Since 1707 the powers of government in domestic social and economic matters have vastly increased, and the modern Union reflects that. In fact the powers held in Scotland over the economy and the welfare state are much greater than are usually recognised. The potential for radical, reforming action is far wider than current political debate in Scotland would suggest. This is the subject of Part Two, ‘Logic’.


Part Three, ‘Argument’, deals with the vital but nebulous concepts of national identity and culture. It is called ‘Argument’ because no proof is possible on matters of identity which are inherently subjective, but the case is strong that Scotland enjoys a highly satisfactory ‘dual identity’ that combines a unique national character with the shared historical, social and cultural bonds that are held jointly with England, Wales and Northern Ireland. Scots are both Scottish and British, and can be either or both as it suits them. To throw that away would be needlessly tragic.


Expounding the benefits of the Union to Scotland is central to a successful strategy of preserving and enhancing the Union. But this naturally invites the question, ‘if it’s such a good deal, why is there a crisis now in which so many Scots wish to cast that bargain aside?’ After all, we are presently in a situation where an unpopular UK government faces not just defeat at the next election but the possibility of the country itself being destroyed. An adverse swing in the polls is not just towards the opposition, but to national oblivion. So this book, in a series of postscripts, addresses some of the current issues that are shaping this debate. First it considers the issue of Brexit and how leaving the EU affects our own Union (surprisingly little). Then it considers what the bargain means for the other nations of the UK and why Scotland’s place in the Union is so important emotionally and practically for England, Wales and Northern Ireland. It goes on to examine the rise of Scottish nationalism in recent years and argues that it is primarily a function of wider populist trends in Western democracy, exploited skilfully by local politicians in a Scottish context. It suggests that the secret to defeating them politically lies in the nature of the nationalist approach itself. It also offers ideas for how we could update and strengthen the Union settlement, including by setting out clear rules for seceding from it. It concludes with a plea for a new approach to politics in Scotland and even proposes an alternative prospectus for nationalists themselves, based on honesty.





Part One
Evidence: the material benefits of Union






Introduction: Evidence


Economic arguments are central to the modern debate on independence. Politicians calculate that many wavering voters who are uninterested in the political or cultural case for the UK will be swayed by the impact on their wallets and the material welfare of their fellow citizens. These swing voters would decide a referendum. Although economics is not a precise science, there is so much reliable evidence on this matter that it is easy for anyone to arrive at a well-informed and more or less factual conclusion about it. What is more, most of the evidence has been gathered and published by the Scottish Government or other reputable institutions and is accepted by mainstream nationalists as well as unionists.1 The main difference between the nationalist interpretation of the economic situation and what is set out in this book is not factual, therefore, but presentational.


There are four main ways in which Scotland benefits from the Union economically. The evidence on each is so clear that most nationalists agree with each point individually, though of course they still deny that, in aggregate, Scotland would be worse off leaving the UK. First, being part of the UK gives Scotland entirely free access to the largest market for its goods and services. Scotland trades much more with the rest of the UK than the rest of the world put together, just as it always has. Breaking up the UK would inevitably put up barriers to trade, which would cost the country dear whatever the subsequent relationship with other countries. Access to English markets was central to Scottish calculations at the time of the Union in 1707, and it is a central part of the calculation today. Second, the peculiar nature of public spending in the UK means that Scotland always benefits from much higher public spending than England. In practice, then, Scotland receives a transfer from England worth billions of pounds every year (as do Wales and Northern Ireland). Although the development of North Sea oil has meant that in some years revenue from this source has outweighed the spending premium Scotland enjoys, on balance there is a major financial benefit to being part of the UK – and one which is set to increase. Third, sharing a currency with the rest of the UK offers several distinct benefits to Scotland. This argument was prominent in the referendum debate in 2014. Sterling offers monetary stability, security of pensions, lower interest rates and inflation, and underpins Scotland’s valuable financial industry. Fourth, being part of a larger country offers significant economies of scale from which Scotland benefits disproportionately, not least because of its sparse population. For example, the costs of running networks in utilities and rail are shared, and Scotland does not need separate government departments, embassies and armed forces. There are other economic benefits (and some minor costs) to the Union, but these four are the big ones and they count for a lot in Scotland.


It is remarkable the extent to which these material benefits have endured since the original bargain was struck. The Scottish leadership at the dawn of the eighteenth century used their political leverage over England to extract the economic advantages of Union.2 While monetary and fiscal policy was less important in the eighteenth century than trade, all of these factors weighed with the founding fathers of the Union of 1707. The fundamental premise of the bargain that Scotland struck all those years ago was that the country stood to make major gains economically from joining England.3 Since then the growing importance of government action in the economy – through fiscal transfers, central banking, tax and borrowing – has reinforced the importance of the Union to Scotland. All of these points have separately been accepted by nationalists. If Scotland cast these benefits away, it would undoubtedly cause a prolonged and profound economic depression. In the end, of course, Scotland would probably recover – there is no long-term reason why a small north European country cannot prosper. But the adjustment would be very painful and (as we shall see later) entirely unnecessary. There is no other international collaboration that can offer comparable benefits. While the Brexit crisis offered plenty of political opportunities for the nationalists to score points, their essential pitch – leaving the UK for the EU – is deeply misleading, as any comparison of the four main advantages of the UK with EU alternatives shows beyond doubt.


If mainstream nationalists privately acknowledge the consequences of breaking up the UK, they still dispute the overall economic impact of independence. Why is this? The obvious answer is that many think the pain is worth it for political and cultural reasons. This is potentially a respectable point of view. Man does not live by bread alone, after all, though he should be prepared to explain why he is willing to give up bread for his principles. But there are also schools of thought – on the left and right of the political spectrum – that reckon Scotland would perform better economically as an independent country in the long term, even with the undoubted short-term hit. On examination, though, there is no real evidence to support either case, as we shall see. The economic arguments around Scotland’s place in the UK are remarkably similar to those in 1707. Scotland’s early experience of competing in the emerging global economy – including the ill-fated attempt to establish a colony at Darien in Central America – persuaded many that the Union was an economic necessity. But it is a misleading cliché that Scotland was ‘bought and sold for English gold’.4 In fact, there were deeper and more fundamental reasons for the grand bargain that met Scotland’s political and cultural aspirations too – just as they do today. Nonetheless there can be no doubt that the four ways in which Scotland benefits economically from being part of the UK together add up to a valuable bonus that benefits all Scots. The evidence shows conclusively that throwing them away by breaking up the Union would cost a lot of money. This would affect everyone, but the blow would be felt hardest by the poorest, not least via cuts to welfare and public services like the NHS.


A reader may think this introduction is unduly certain and one sided. But this section is called ‘evidence’ for good reason. As close as can be in economics and public policy, it is a certainty that Scotland would take a big hit from independence. The fact that nationalists themselves accept all four main economic factors in the independence debate (if not publicly or all at the same time) shows that the evidence is impossible to avoid. Many countries exist quite happily without completely free trade with their largest markets, without big fiscal transfers and without sharing a currency. In the end an independent Scotland would survive too. But there is no doubt that losing all of these benefits at once would bring about severe economic and financial problems. Exactly how this would impact on Scotland is impossible to say in detail, because that would depend on the newly independent government that inherited the mess. But certainly, public spending would be cut, taxes would have to rise, savings would be hit and many, many jobs would be lost. The onus is therefore on those who advocate independence to explain why such damage needs to be inflicted on the country. There have to be very strong political and cultural reasons to cast aside the economic benefits of the Union.





1
Trade


The first big economic advantage that Scotland has from the United Kingdom is free access to its market. The rest of the UK is easily Scotland’s largest trading partner. This consideration was the prime motivation behind the bargain struck by Scotland 300 years ago, and it still is central to the economic case for the Union today. Until 1707, although Scotland and England shared a monarch, the two countries remained separate in terms of trade policy. Scots business did not have free access to English markets and had no support from English military or diplomatic services in its foreign trade. The Scottish attempt to establish its own trading empire in the form of a colony at Darien in Panama failed for these reasons. An independent Scotland today would be in an analogous position, reliant on the general rules and conditions of trade around the world (or at best a specific trade agreement) with no surety of access to its largest market.


Today about two-thirds of Scottish exports – everything from manufactured goods to financial and business services, food and drink, and raw materials – are sold in the rest of the UK. The remainder is divided more or less equally between the EU and the rest of the world, with the US being the single largest national foreign market.1 Similarly, most of what Scots import comes from the UK too. More than half a million Scots – about a fifth of the total workforce – are employed in business related to trade with the rest of the UK. It is an enormous benefit to Scotland that there are no barriers to this trade. Any costs that are imposed on trade in goods and services damage the economy by reducing the income of exporters and increasing the costs of imports for consumers. The most obvious costs are tariffs – taxes imposed when goods or services cross borders. Within the UK there are no tariff barriers, so no costs to Scots exporters or consumers. In addition to tariffs, there can be ‘non-tariff barriers’ to trade, usually from regulatory differences between jurisdictions. If there are differences in, say, how safety standards in fresh meat are regulated from one country to the next, then it becomes more costly for a meat producer in one country to export to the other. The business has to subscribe to two separate sets of standards. If it cannot quickly verify the standard of its produce (as is sometimes the case with fresh food for example) this can prevent trade altogether.


All countries have differences in the way they regulate goods and services as well as other aspects of commercial life such as employment. For example, it is complicated and costly to open an office in a foreign country if that means incurring the legal, IT and administrative costs of setting up a whole new system of pay, tax, social insurance and so on. Anyone who has lived and worked abroad can attest to how irksome it can be to sort out all the details of administrative life afresh, from opening new bank accounts, registering with the local social insurance system and dealing with the different tax regimes. All of this inhibits trade and the free flow of investment and labour across borders. Scots businesses, workers and investors face almost no such barriers in the UK, except dealing with the slight (if growing) differences in the tax regimes north and south of the border, and the historic legal differences that make certain aspects of commercial activity slightly different.


Free trade has other advantages aside from reducing the costs of exporting and importing. It increases competition by exposing local businesses to more challenges from elsewhere, thus encouraging them to improve their productivity by innovating, improving quality and lowering prices for local consumers. Economists also talk about the ‘knowledge transfer’ benefits of free trade. As part of a much larger UK ‘single market’, the free flow of goods and services makes it easier for new ideas and technologies from outside Scotland to be introduced. So, since Scotland trades far more with the rest of the UK than with the rest of the world put together, having no tariff barriers and virtually no regulatory barriers with its largest market is a major economic advantage.


At the time of the Scottish independence referendum in 2014 this question of free trade with the rest of the UK was not very prominent because the UK was in the EU and nationalists envisaged that an independent Scotland would retain (or swiftly regain) EU membership. So both countries would be inside the EU’s customs union (meaning no tariffs would be raised between them) and also inside the EU ‘single market’, which ensures many common regulatory standards in goods, and some in services, between member states. The arguments around trade therefore focussed on the question of whether or not Scotland really would be able to join the EU quickly. A significant intervention was made by the then Chairman of the European Commission Manuel Barroso, who said that Scotland would leave the EU on independence and have to apply afresh, a process which could take some years.2 There were political and cultural implications to this as well, but from an economic point of view the implication was that tariff and regulatory barriers could be raised between Scotland and its main market in the rest of the UK (not to speak of the rest of the EU).


Of course, as it turned out, it was the UK as a whole that later voted to leave the EU, which raised further political questions around Scottish independence that are considered later in this book. But from an economic point of view, Brexit increases the economic advantages to Scotland of staying part of the UK. Were Scotland to leave the UK and then join the EU, the barriers to trade that have arisen between the UK and the EU would then arise between Scotland and the rest of the UK. Since Scotland trades around four times as much with the rest of the UK as it does with the EU, clearly there would be a net cost to the Scottish economy from new barriers to trade. Again, this point has been conceded by nationalists,3 so it is easy to see from this why they are so perturbed by Brexit. It is not just the political and cultural implications of it but the fact that Britain leaving the EU makes the economic case for independence much worse than it already is.


Even if both Scotland and the rest of the UK had stayed within the EU (or its customs union and single market), barriers to trade would still have arisen from independence. The reason is that the EU single market is far from complete. For example, regulation of services has not been fully harmonised between member states which means that much of Scotland’s exports to the rest of the UK would be affected as soon as regulation in the newly independent country started to diverge from the UK. And of course further barriers to trade would start to arise from diverging social, welfare, employment, tax and legal systems.


None of these observations on trade are really controversial. As with the other main elements of the debate on economics, nationalists tacitly recognise and admit the benefits that Scotland gets from free trade with the rest of the UK. Government statisticians regularly estimate the value of Scottish exports to different parts of the UK and the rest of the world, and at the behest of the ruling Scottish National Party (SNP), the Scottish Government analysed the impact on the Scottish economy of the UK leaving the EU, which was centred on the costs of increased barriers to trade which can of course arise from leaving the UK too.4 So what are those costs, and is it possible to quantify the economic benefits of being part of the UK from a trade point of view? The answer is that it depends on the relationship between Scotland and the rest of the UK after independence. To what extent are tariffs likely? What non-tariff barriers would arise? Would both countries recognise each other’s regulatory regimes in goods, food and drink, for example? Or would Scotland simply have to follow the UK’s regime? Would Scottish firms still be able to sell insurance, accountancy, legal services and corporate finance advice in the rest of the UK? Would lorries transporting goods needs to be checked at the border? Would workers need to show a passport there? Would foreign tourists need two separate visas, one for Scotland and one for the rest of the UK?


There are countless ways in which trade could be inhibited between the two countries, and negotiations to limit them would be long and complex. The negotiations between the UK and the EU over Brexit give some indication of the difficulties involved in ensuring free trade while allowing independence of action. The equivalent for Scotland leaving the UK would be several degrees more complex because the UK is so much more integrated than the EU, with internal trade and the movement of individuals and investment flows proportionately much more significant. However, there is some evidence to consider. The Scottish Government study on the impacts of Brexit analysed various scenarios for the future trading relationship between the UK and the EU, and looked at different types of barriers to trade, including costs that might arise from less competition (and therefore productivity), less knowledge transfer and so on. The conclusion was that, in a worst-case scenario, Scotland would take a hit of 8 per cent of GDP over 12 years from Brexit. In this scenario the UK would have no special trade deal with the EU, no shared customs union or single market regime and would simply trade under World Trade Organization rules, which also implies some tariffs (tariffs average about 4 per cent between WTO members across the range of traded goods).


Since Scotland trades four times more with the rest of the UK than with the EU, if Scotland left the UK and joined the EU, as nationalists postulate, then the trade costs of doing so would be at least three times those of Brexit.5 So on the Scottish Government’s own analysis of a ‘hard Brexit’, independence would have cost Scotland up to 24 per cent of GDP in trade costs alone over 12 years. Remember that this does not even take into account the other benefits of UK membership. It may seem startling that, based on serious analysis, leaving the UK would cost Scotland a quarter of its GDP in trade costs alone, but this is the implication of the assessment made by the Scottish Government at the SNP’s behest. It is perhaps natural to conclude from this that the Scottish Government’s analysis of the economics of Brexit was exaggerated. The work was, after all, based on existing research by the UK Treasury, and the interests of both arms of government in warning of the downsides of Brexit perhaps influenced the objectivity of this work.


Nonetheless, looking just at the most concrete part of the research – assessing the impact of tariffs, other trade barriers and lower investment – the research estimates a 2 per cent cost to Scotland of Brexit. Using the same methodology, in a scenario where Scotland left the UK but remained in the EU an equivalent analysis would result in a cost to Scotland of between 5 and 6 per cent of output.


In the event, the UK left the EU with a Free Trade Agreement made in late 2021 that eliminated tariffs and quotas on trade in goods while removing Great Britain (but not Northern Ireland) from the single market and customs union. In other words, certain ‘non-tariff barriers’ to trade will remain, not least in services and products such as fresh food, where single market rules are particularly stringent. We cannot tell how this agreement would affect trade between an independent Scotland and a rump UK in the future, because we do not know whether Scotland would be able to rejoin the EU, whether it would try to retain closer relations with the UK or whether it would have to rely on general World Trade Organization terms.


The SNP contend that Scotland would rejoin the EU almost immediately, but even if we accept this it doesn’t really help the nationalist case: either the remaining trade barriers are insignificant, in which case Brexit is not a serious problem, or they are, in which case the problem is magnified by independence. The initial nationalist response to the final Brexit deal took the latter approach – the SNP claimed it would cost Scotland £9 billion or 6.1 per cent of GDP by 2030.6 The implication of this is a cost of independence three times that amount – 18 per cent in trade costs alone. A study produced by the London School of Economics, published shortly after the Brexit deal was concluded, and using many of the same assumptions used by the Treasury and the Scottish Government, found that the trade costs of independence would be between £2,000 and £2,800 per person per year in Scotland.7 Exaggerated or not, thus is the SNP’s case undermined by its own arguments.


Whichever way you look at it, the risk to Scotland of leaving the UK single market is significant. Scotland would lose frictionless access to most of its customers. Barriers to trade and commerce would be established and – over time – would become more burdensome as each iteration of the political cycle introduced more differences in the legal conditions under which business operates. Worse, as each government reacted to local pressure for this or that new regulation on this or that product or service, it would make it incrementally harder for businesses the ‘wrong’ side of the border to export or import from the other side. Anybody producing goods or services that they wanted to sell the other side of the border would have to operate under two different regulatory regimes. Making jam with two different levels of sugar, two different minimums of fruit, two different types of jar and with two different sets of information on the label. All sections of the economy would be affected by leaving the UK single market. But a special mention should be made of Scotland’s vibrant financial services industry which benefits greatly from the supervision and underpinning of the UK’s financial and monetary regime. This ties in with the particular problems posed by the currency conundrum faced by a Scotland wishing to leave the UK. This issue is addressed in the third chapter of this section.
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