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ScoTTISH CAPITAL : STILL IN CONTROL IN
THE 21°" CENTURY ?

Sandy Baird, John Foster and Richard Leonard

We are the men

Who own your glen

Though you won't find us there
In Edinburgh clubs

And Guildford pubs

We insist how much we cafe.

1.INTRODUCTION : EXTERNALISED CONTROL ?

This article has a dual focus. In part it addresspazzle: the relatively sudden
conversion of Scotland’s governing elite to ne@itddism. Partly it seeks to
explore the changing material base of those whrently exercise power over
the Scottish economy. It does not suggest thatttsver to the first can be
fully supplied by the second, but it does arguet timajor changes have
occurred and that they are likely to have fairlpfpund implications for the

way economic agendas are set.

In the decade before devolution there was broaéeagent that there was
something special and distinctive about Scottisitudes to the economic and
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social role of the state Far more than England, Scotland was seen to be
dominated by a collectivist and pro-welfare statasensus that encompassed
political parties, professional strata and civikisty. David McCrone saw
changes in the composition of Scotland’s economniciire over the twentieth
century as having ‘weakened the social interesélaed to ideology of neo-
liberalism and strengthened social strata sympathit collectivist and
“organic” principles’. He described Scotland’s seevclass as ‘likely to be
supportive of a proto-corporatist, interventiorpstitical economy® Similarly
Lindsay Paterson traced the development of a terhtio welfarist vision
through the twentieth century. The welfare statel Hmeen distinctively
implemented in Scotland, was embedded in the resitof its civil society and
had produced a ‘national’ welfarist consensus e inherently hostile to the
neo-liberal marketisation promulgated by Margarkat€her’'s government. It
was, he argued, the degree to which Conservatigisldéion was, in
consequence, seen to be an attack on ‘Scottisbiesathat had by the mid
1990s produced a political consensus in favouhef.abour Part.

Yet paradoxically the arrival of a devolved Scdttigovernment led by the
Labour Party has produced quite contrary resultdiciés, with one or two
exceptions, have been decidedly neo-liberal. Assomea by the amount of
PFI expenditure per head in health, education acthlsservices and by the
transfers of public sector housing, Scotland’s récon privatisation under
Labour has been even more pro-market than thathsofitthe border.
Economic policy documents continue to show virpalintrammelled
confidence in market forces despite the contindatgrioration in Scotland’s
economic performanceThe 2004 edition cBmart Successful Scotlangjives

2 Miller, William L.(1981).The End of British Politics: Scots and English Pdital
Behaviour in the SeventieOxford. Oxford University Press; McCrone, D (1992
Understanding ScotlandLondon: Routledge; Paterson, L (199Fhe Anatomy of
Modern Scotland Edinburgh: Edinburgh University Press; Harvie (2001),
‘Scotland after 1978: from Referendum to Millenniullew Penguin History of
Scotland ed. Houston R. and Know W., pp. 494-531,

% McCrone, D (1992). pp. 143-5 and 172
4 Paterson, L (1994). pp. 130, 176 and 180

® Musson, S. (2005). The Geography of the Privatafie Initiative Regions,No.
258, August 2005, pp. 10-13.

® Scotland’s gross value added per head as a peagenf the UK has dropped from
8.8 per cent in 1996 to 8.1 per cent in 20B2dional Trends 2004.ondon: HMSO,
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particular weight to the backing of corporate wirsle Even the main

opposition party in Holyrood, the Scottish NatioRalrty, has gone down the
same neo-liberal path by modelling its economidggyabn that of Ireland and

proposing a growth formula based on a loweringaporation tax to attract
external investment.

Remarkably this new orientation has caused vete liliscussion within
Scotland’s professional strata and the media. Papo for a more
interventionist political economy coming from thrade union movement have,
in the main, failed to register and there has bd#ea public debate on the
merits of the dominant neo-liberal policies. Thaddradition of corporatist
state intervention associated with James Lithgod/ \Afalter Elliott and later
with Thomas Johnston and successive Labour Sc@gshetaries has become
suddenly silent.

It is this puzzle, the rapid and apparently seasnlehift from statist
intervention to neo-liberal laissez faire, whictoyides the rationale for this
article. It approaches the question from one cgptecific and limited direction:
the reconstruction of the contemporary charactesisof what Scott and
Hughes used to call ‘Scottish CapithAs noted earlier, there is no intention to
suggest that changing policy assumptions can soméeoread off economic
structures — simply that, as McCrone noted forttventieth century, no serious
analysis can be made in ignorance of these stegtur

Our findings for 2004 indicate major changes. FB74 Scott and Hughes
identified a specifically Scottish business network linked an array of
Scottish-owned companies and financial institutiomsd acknowledged
leaders and was directly represented within theldeship of the Scottish
Conservative Party. Nothing of this kind exists apdDirector level links
betweenScottishregistered companies are much weaker. While satveonk

groupings of multiple directors do exist, they &r@gmented and politically
inconsequential. Major Scottish companies and firdrinstitutions are now
largely dominated by external institutional investoand their lines of

Table 12.1). Manufacturing employment has als@fatlisproportionately to the rest
of the UK Scottish Economic Statistics 200&dinburgh: HMSO. Table 1.2.

7 Scottish Executive (20043, Smart, Successful Scotland: strategic directianthe
enterprise network and an enterprise strategy fao8and. Edinburgh:HMSO:
Edinburgh,

8 Scott, J. and Hughes, M, 198thatomy of Scottish Capital. ondon:Croom Helm.
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accountability run principally outside Scotland.iStis combined with two
other structural changes: the increased size amtratiey of the Scottish
financial sector and, at the same time, its muokegl integration with the City
of London.

In our concluding discussion we argue that the enirdominance of neo-
liberal policy themes has to be set within this teah The neo-liberal
assumptions of the Scottish Executive may nedd &ttplanation. New Labour
governs in Holyrood as well as Westminster, andnei this were not the
case, economic development policies in Scotlandidvtand to move in step
with those set at Westminster. Yet this would nqgilan the wider change in
assumptions and debate. Here structure would seée important. In contrast
to 1974, there no longer exists a coherent Scdtisiness network concerned
with developing the infrastructural and institugrframework required by
companies that see their investment and produetiobeingregionally based
in Scotland. On the contrary, the great bulk ofestment by the remaining
Scottish companies is now, like their ownershigated outside Scotland.
While acknowledged spokespersons for business @, elxeir perspectives
tend to be framed within the assumptions of theibggitutional investors in
London and New York — assumptions strengthenedhbycentrality of fund
management within the Scottish financial sectoresehperspectives assume
global investment horizons. They are relativelyrsberm. And they seek to
safeguard management freedom to maximise valuddorinant shareholders
regardless of regional considerations. In thiseesfcotland is now subject to
a particularly strong form of what has been desttibs the Anglo-American
model of company ownership, one largely mediatedutih short term stock
market valuation.

This somewhat exceptional form of corporate con@ontrasted with that on
the continent. In Germany, France and Italy reddyivdynamic regional
economies continue to exist and provide the maitorador national growth.
These local economies are based on regionally-aedhametworks of
ownership and are sustained by long-term stratggiergies in manufacturing
and services. Sometimes these networks are basedditional dynastic and
banking capital. More often they derive from a avgtist coalition of dynastic
capital and public bodies, banks and cooperatigsegbéshed in the post-1945
period. In this respect there are some paralletb thie previous situation in
Scotland — except that these regional economiesstlle growing quite
effectively in the environment of the twenty-ficsntury.
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2.1974— AND SINCE

Scott and Hughes examined the ownership and cooiti®tottish capital for a
series of benchmark dates across the twentietlurgerit904, 1934, 1954 and
1974. They sought in particular to identify clustef ownership and influence
on the basis of interlocking shareholdings and aflinships. They found
throughout a relatively high and concentrated I®@fgéhterlinkage between the
industrial sector and the financial, particulatlydugh investment trusts. They
also found considerable overlap between these yaiyitasties in business and
the leadership of the then dominant Scottish Ceasie and Unionist Party.
By 1974 the industrial base for such ‘Scottish tdphad shrunk somewhat
and the centre of gravity had shifted quite shargwards banking and
insurance. But an industrial and manufacturing baae still present and the
linkages with banking and insurance appeared lil@lgive these interests the
possibility of entering the emerging oil economyttbdalirectly in terms of
exploration and through engineering services appaud. Subsequent research
by Scott confirmed that these linkages in Scotlditdamount to a far more
coherent network than anything remaining at reditmeel in England.

Comparatively little research has been conductedimat has happened since.
David Miller has recently documented some of tHebiong structures existing
between business interests in Scotland and theSwettish Executive and in
particular the exchange of secondees between lsgsamel the Scottish civil
service'® Companies involved include Scottish and NewcaSwettish Power,
Stagecoach, PriceWaterhouseCoopers, Ernst and Youlmyds TSB
Foundation and the corporate law firm McGrigor Didn&ut Miller does not
relate these companies to any mapping of corpatatetures within Scotland
in terms of ownership and control. Richard Parnyhis examination of the
‘Scottish governing classes’, speaks of ‘intemfitifigures animating the
system: ‘especially those who have the capacitake on portfolios of board
memberships — prototypically merchant banker Sirgusn Grossart’. He
continues: ‘the financial orientation of the Scslitibusiness world, with its

% Scott, J. and Griff, C (1984Rirectors of Industry: the British Corporate netwir
1904-76 Cambridge: Polity Press.

10 Miller, D. Taking the Risk out of DevolutidgB¢coop,6 September 2004; Schlesinger,
P, Dinan, W. and Miller, D. (2002) ‘A Closed Scaoif? Lobbying at Holyrood’, in
Hassan G. and Warhurst, C. (eds)atomy of the New Scotlanddinburgh:
Mainstream.
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cross directorships and cross shareholdings, hais beprime importance in
reinforcing the leadership elite.” Parry noted tloatinued existence of a ‘West
of Scotland engineering-based business leaderditép lately typified by the
career of Sir lan Robinson who has moved from abla8cottish Power to that
of Scottish Enterprise’ but comments that ‘it hastlweight to the Scottish
financial institutions. The position of the Scdttislearing banks is centrat”

The well-informed media commentator and econority oung, also writing

in 2002, confirms this financial orientation butgaes that takeovers and
mergers, particularly in the banking and insuraseetors, have resulted in the
‘eclipse of the old Scottish business elifeWhat were previously Scottish-
controlled financial institutions have found it essary to extend their
ownership base and sphere of operations outsidgaBSddn order to survive.
One of the consequences, he argues, is that ‘tbeis$cbusiness elite has
become more fragmented than in the past, its aterg much less focused on
specific concerns about Scotland and its future.sttesses loss of coherence:
‘over the next ten years expect more fission’ withi Scottish elite ‘already in
the process of fragmentation’. However neither yYaor Young appear to go
beyond informed commentary. The only recent quatnté survey of Scottish
business would seem to be the Royal Bank's 2Walth Creation in
Scotland: a Study of Scotland’s Top 100 Compani€d This provides a
valuable beginning but it is methodologically flalvand does not examine
share-ownership or directorshiffs.

Our own research sought to replicate as far asigesbat undertaken by Scott
and Hughes for a further benchmark year thirty year. It is a snapshot for

1 pParry, R. (2002). Leadership and the Scottish @uing ClassesTomorrow’s
Scotland eds. Gerry Hassan and Chris Warhurst, London: lesage and Wishart:
London, 2002, p 144.

2Young, A. (2002). The Scottish EstablishmEnmorrow’'s Scotlandeds. Gerry
Hassan and Chris Warhurst, London: Lawrence andh¥éfis London, 2002. pp. 162-
163 and 166.

13 Royal Bank of Scotland (2004)ealth Creation in Scotland: a Study of Scotland's
Top 100 Companie£dinburgh: Royal Bank of Scotland

4 A critique is provided by Brian Ashcroft (2004)tdok and AppraisalQuarterly
Economic CommentaryGlasgow: Fraser of Allander Institute August 200p,4-11
and by Baird, S. Foster, J. and Leonard, R (20@ynership of Companies in
Scotland Quarterly Economic CommentaryNovember 2004.
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2004 and involved examining the directorships dmate ownership of the 120
largest Scottish-registered companies using the ggameral selection criteria.
Our list comprised the biggest 62 non-financial pamies in terms of turnover
and the biggest 58 financial companies in termassséts: 42 investment trusts,
two fund managers, one property company, four bankknine insurance and
finance companies. Because these are the bigdmsttish-registeredirms,
they should include among them the locally owned eontrolled core of the
Scottish economy and hence enable us to identify faw similar networks
existed to those identified by Scott and HughesingJghe same sample
structure as Scott and Hughes may have the disty@of not fully reflecting
the new areas of concentration within the Scottistnomy. But the strength of
Scott and Hughes’ use of the same sample strueitness five benchmark
years from 1904 to 1974 was to highlight the re&@athovements between and
within sectors. This remains important.

Changes in economic structure in Scotland sincel@#0s generally mirror
those at British level® Manufacturing has contracted massively but beeremo
than offset by the growth in services. Within mamtifiring the main surviving
areas are food and drink, metal manufacturing sohewhat less successfully,
electronics: traditional staples like shipbuildirtigxtiles and engine building
have been reduced to a handful of workplaces. Whkrvices the expansion
has been in health and social services, generaidassand most markedly in
finance® The growth in finance, principally banking, insoca and investment
services, has been disproportionate. It now cautieb 7 per cent to Scotland’s
GDP and makes Scotland the sixth biggest regioraitre for fund
management in Europé. Oil production and oil field services remain
significant employers with around 20,000 while coiming has virtually
disappeared.

15 We have examined these structural changes adnessconomy as a whole in Baird,
S., Foster, J and Leonard, R. (2005) Ownership@aditrol in the Scottish Economy,
The Red Paper on Scotlaned. V. Mills, Glasgow: Research Collections@ Gtagg
Caledonian University, pp. 84-104.

16 This commentary is based Suottish Economic Statistics 200g.111.

1 Perman, R. (2001). Living in the Past: Why is Beat's Financial Services Sector
Ignored ?,Scottish Economic Repottune
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In terms of ownership in manufacturing there hasnba big shift towards
overseas-owned comparfiesThese now comprise 37 per cent of employment
in large enterprises against 22 per cent in 19%@. groportion of employment

in British-owned enterprises has fallen from 54 pent to 30 per cent while
that in Scottish-registered companies has riserto282 per cent. Outside
manufacturing British-owned firms are dominant etail (71 per cent of
employment), transport (52 per cent), hotels asthrgants (52 per cent) and
construction (44 per cent). However, in terms ownoexercise, we are
concerned solely wittscottishregistered firms. It will be here, if anywhere,
that we will identify the network of specificallycSttish interests.

3. SHARE-OWNERSHIP AMONG NON-FINANCIAL SCOTTISH -
REGISTERED COMPANIES

Table 1 uses the same conventions as Scott andedughcompare the types
of share ownership for the largest 62 non-financidottish-registered
companies in 1974 and 204‘Wholly owned’ refers to Scottish registered
firms that are wholly owned subsidiaries of extérhalding companies.
‘Exclusive majority’is where one individual or family own more tharif lae
voting shares — as with Alfred Dunhill's 71 per tdmwlding in Grampian
Country Foods:Shared majority’ is where ownership of more than 50 per
cent of the voting shares are held by two or moagomshareholders — as with
the oil company Paladin Resources where more tBapmev¥ cent of the shares
are held by the Cayzer family, Caledonian Investsxand Aberforth Partners.
‘Exclusive minority’ is where one individual or family holds a dominati
shareholding of less than 50 per cent — as withWoed family 42 per cent
holding in John Wood oilfield servicesShared minority’is where a limited
number of major investors share 10-50 per centef/bting shares. This tends
to be the pattern for the new privatized utilityrqmanies and most of the larger
Scottish public companies. The biggest of the pided utilities, Scottish

18 Based on Cross, M. (198New Firm Formation and Regional Development.
Farnborough: Gower, p.21. and Scottish Executi@g). Scottish Corporate
StatisticsTable 2b (for November 2004).

19 Scott, J. and Hughes, M. (1980), pp. 266-270. $durces were the/aterlow Stock
Exchange Year BookLondon: WaterlowDirectory of Directors 2005
London:Hemscott Press, the FAME database maintaiyeBureau Van Dyk and
company annual reports.
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Power, has 15 per cent of its voting shares owngdhbee institutional
investors: the US firms Putnam and Capital and &ebe and the UK
Prudential. British Energy, which took over nucledectricity generation, had
in 2004 19 per cent of its shares owned by two fScompanies, Amescap
and Brandes. One of the very few surviving Scottisavy engineering firms,
Weir, has 23 per cent of its voting shares ownedhoge UK institutional

investors, Schroder, Prudential and Legal and Gé&nand one French
institutional investor, Axa. Limited minority’ is where such institutional
investors own less than 10 per cent but more tham A ‘constellation’ is

where less than twenty interests in total own ntlba@ 10 per cent of shares.

Table 1
Mode of control in the 62 largest Non-Financial Corpanies: 1973-4 and 2004

1974 2004
Wholly owned subsidiary 7 26
Exclusive majority: one interest owns 11 11
over 50%
Shared majority: more than one 2 2
interest with over 50% combined
Exclusive minority: one interest 19 3
owns between 10% and 50%
Shared Minority: more than one 12 18
interest owning between 10 and 50%
Limited minority: more than one 4 2
interest owning between 5 and 10%
Constellation: less than 20 interests 7 0

owning more than 10%

Two major shifts are immediately visible from thable. A much bigger
proportion of the biggest Scottish-registered comgmis now wholly owned
by external companies. Twelve of the parent congsaare located in the US,
eight in the UK and one each in Australia, Denm&ikland, France, Germany
and Ireland. Together they make up over 40 per oérthe biggest non-
financials. The second big shift is the much maeti@al and dominating role
of institutional investors. Typically, institutioha investments are
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proportionately much bigger than they were in 19@dsticularly from US
firms, and ‘family’ investments are, correspondindess significant. This is
reflected in the absence of any firms in the ‘celtation’ category. ‘Shared
minority’, on the other hand, has grown to 18. Hgale minority, which in
1974 was largely populated by traditional Scotfistns with dominant family
shareholdings, is reduced to three (and the dornstaareholdings in two of
these firms now come from institutional sharehddilefExclusive majority’
remains at eleven and it is here that the majofifiamily owned firms are still
to be found — although these tend to be towardddtimm of the list in terms
of size. As well as Grampian Country Foods, there Arnold Clark
Automobiles, William Grant Distillers, the drinkgrh Edrington (Robertson
family trust), City Refrigeration (Haughey familylpC Thomson (Thomson
family) and the family-owned Turner and Co motanteds, MacDonald Hotels
and Mackay Stores. Even in this category two congsaare controlled by
institutional investors: the ex-bankrupt heavy emgring firm Motherwell
Bridge (Bank of Scotland) and the failing oil suppbmpany ASCO (3i).

The scale of the discontinuity is best graspedookihg at the list of Scottish
non-financials used by Scott and Hughes. Of theof¥ 11 survived as

Scottish-registered firms. The firms that have shed from the list include
Distillers, Coats Patons, United Biscuits, Wm Baimlletal Industries,

Stenhouse Holdings, Uniroyal, Scottish and UniVerdavestments,

Lindustries, Anderson Mavor, William Collins, Howdgroup, Glenfield and

Kennedy, Brown and Tawse, Lyle Shipping and Cuerard Bridge paper
makers. Burmah Oil survives but no longer as a ti&tofirm. Even the

Scottish survivors are often only nominally so. lew Stewart is now a US
subsdiary. The plastics firm Low and Bonar is nodv #r cent owned by
Schroders and its directors are all English-babkkedise of Fraser in 2004 had
37 per cent of its shares owned by six investokge Bre external institutional
investors and the sixth is the self-made Scottistiepreneur, Tom Hunter.
There are only three surviving firms that still basubstantial Scottish
shareholdings and Scottish directors which remaimar 2004 list. They are:
Scottish and Newcastle, Weir and John Menzies. Eliese now also have
substantial external institutional shareholdings.

10
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4. SHARE-OWNERSHIP AMONG SCOTTISH FINANCIAL
COMPANIES

When we turn to the top 58 Scottish-registeredniord companies we find a
considerably stronger survival of Scottish intesedthe two big banks, RBS
and HBoS, still have Scottish headquarters andrafgiant number of Scottish
directors although the Clydesdale and LloydsTSBhath subsidiaries. None
of the three property companies from the 1974 sarsptvive. The biggest
Scottish-registered company involved in propertythie family controlled
Miller Group which is also a major player in housmnstruction. Among the
insurance companies only the largest, Standard téfimains Scottish-based.
Scottish Widows, General Accident, Scottish Amieaahd Scottish Provident
have all been taken over and operate as subsiliafieither British or Dutch
companies. This in turn has implications for fundnagement as the bulk of
such funds are managed by insurance companie04 they handled £250
billion out of the £320 billion invested from Scatid. The other £70 billion is
invested through investment trusts and specialist fnanagers. Among these
firms a core of Scottish companies remains, Bafliford, Martin Currie and
Aberdeen Asset Management being the biggest. Buinaber of previously
key Scottish firms are now subsidiaries, Ivory &ithe (I1SIS) of the City of
London F&C Asset Management and Artemis of the BBN AMRO. The
two biggest in terms of assets managed, AAM an&/FC, are included in
our sample. It is when we come to the investmerstsrthemselves that we find
the greatest continuity. These trusts have indeg@noards of directors who
hold the monies of investors in trust. Sometimesytmanage the funds in-
house but more usually contract out the detailedagament of the funds to
specialist fund management firms. In 2004 thereewfrty-two Scottish-
registered investment trusts with assets of maaa #89 million — the biggest
being the British Assets Trust with £5 billion atide two Dundee-based
Alliance Trusts with £3.3 billion between them.

Looking at share-ownership and modes of contrad, o non-subsidiary
banks, the Royal and the Halifax Bank of Scotlandth reveal significant
institutional shareholdings. Four institutional @stors owned 12.9 per cent of
the Royal Bank’s ordinary shares in 2004: threeUkebased (Abbey Group,
Legal and General and Barclays) and one US (Ca@italip) — although the
large shareholding previously held directly by Bganish Santander Bank had
by then been sold. Shareholdings in HBOS were naiispersed but two
institutional investors (Barclays and Capital Grpbptween them owned 7.6
per cent.

11
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Table 2
Mode of control in top 58 Scottish-registered finanial companies 2004
Insurance and Banks Property Fund Investment
finance companies Managers Trusts
Wholly owned subsidiary 2 8 0 1 0
Exclusive majority: one 0 0 0 0 4
interest owns over 50%
Shared majority: more than 0 0 0 0 9
one interest with over 50%
combined
Exclusive minority: one 0 0 1 0 1
interest owns between 10%
and 50%
Shared Minority: more than 1 0 0 1 23
one interest owning
between 10 and 50%
Limited minority: more than 1 0 0 0 1
one interest owning
between 5 and 10%
Constellation: less than 20 0 0 0 0 3
interests owning more than
10%
Constellation with less than 0 1 0 0 1
10%
Sum 4 9 1 2 42

As we have seen, the one property company, theeM@roup, has family
shareholdings in excess of 33 per cent, and therwomn-subsidiary among the
insurance and finance companies is the mutuallyesw8tandard Life. The two
fund managers Aberdeen Asset Management had ar&@ipieshareholding by
the US life assurance firm Phoenix and another &3cpnt held by four UK
institutions (Hermes, Legal and General, Life Assige Holding Company
and Schroder). The other firm, ISIS/F&C Asset Maragnt, is owned 51 per
cent by Friends Provident and 23 per cent by thelbfirm Eureko.

12
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This pattern of heavy institutional ownership fratside Scotland is also
found when we look at the investment trusts — aigfiohere a number of
Scottish companies also show up fairly consisteipidyticularly Standard Life
and the Dundee-based and family owned publishing), iDC Thomson.
Taking the top six we find 25 per cent of the sharethe biggest, British
Assets Trust, held by two UK institutions (Friendsovident and Legal and
General) and by the French-owned assurance comjganyAround a third of
the shares in the two Alliance Trusts are held bgti&h-based companies
(Standard Life, DC Thomson, Alliance Trust Savingsile there is also a 3
per cent holding from Legal and General. Scottigrtyage has 11 per cent of
its shares held by three UK companies (Barclayadéhtial and L&G) and
another 5.5 per cent by DC Thomson. The Edinbungbdtment Trust has 6.8
per cent held by Standard Life and another 13 et by UK companies
(Scottish Widows/LloydsTSB, Prudential and Legad &eneral). The Scottish
Investment Trust has 10 per cent held by UK comgma(Britel and Legal and
General), 9 per cent by Axa and 3 per cent by D@nidon. The sixth biggest
is perhaps the most authentically Scottish. Thishes Murray International
Trust — part of the assets taken over by AberdessetAManagement when it
bought up the oldest Scottish fund manager, Mud@ynstone, in 2000. JNB
Baillie Hamilton owns 15 per cent, DC Thomson conipa 7.5 and Legal and
General 3 per cent. The directors include Sir Rayindohnstone, the former
managing director of Murray Johnstone, John Tm#yious chair of Standard
Life, Janet Morgan (Lady Balfour of Burleigh, mplg director and ex-
Cabinet Office) and David Benson, senior advisoFlaming Family Partners,
the City of London investment arm of the Fleminggficial interests, originally
deriving from Dundee.

Overall, however, the investment trusts are doraphdty large shareholdings
from mainly UK based institutional investors. O&th2 trusts 35 either have
exclusive majority shareholdings, shared majoribarsholdings or shared
minority shareholdings. Large individual or famityst shareholdings, though
still present, are no longer typical.

5. DIRECTORSHIPS AND L INKAGES

It is clear, therefore, that among both financiadl anon-financial companies
large UK and overseas institutional investors hpeeentially much greater
influence, in terms of voting shares, than theyidithe 1970s. This does not
necessarily mean, however, that this is used insggtematic way. Nor does it

13
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necessarily mean that Scottish interests do ndit estercise a directing

influence even though their shareholding power hesn diluted — or that
significant Scottish networks do not exist acrdgsftnancial and non-financial
sectors as found by Scott and Hughes for the 191@s.research by Franks,
Mayer and Rossi on family firms in the UK found ttleven though there has
been a decisive decline in family ownership of mdjons over the twentieth

century — in sharp contrast to the continent — ffadirectorships and influence
often continue for a considerable period after dwting shareholdings have
been los?.

The first step is to look at company directorshipsl to establish how far —
among this inner core of Scottish registered congsan linkages of multiple

directorships still exist on the scale identified 1973-4. Scott and Hughes
found strong interlinkages among the financial canmes and significant

linkages, though less marked, between the finar@aipanies and the non-
financial companies. If the new pattern of owngrshireflected on the boards
of directors one would expect less linkage and mragmentation.

The first relevant statistic is the size of boaM® find that the average board
size has fallen from 7.6 directors in 1974 to Gréctors in 2004. That decline
in board size is not concentrated in just one ar $ectors but occurs across all
the sectors examined. The biggest single factoe ma@uld seem to be the
increase in the number of wholly- owned subsidg@denong the top Scottish-
registered firms: from 11 out of 120 in 1973-4 0 iB 2004. In these cases
non-executive directors tend to disappear. In 1978e big Scottish insurance
companies, giant reservoirs of capital for poténibgal use, all had large
arrays of Scottish businessmen on their boardssuissidiaries of Abbey,
LloydsTSB, Aegon or Aviva, this is now much less tase.

If the total number of directors has declined, ¢hisran even sharper decline in
the number of multiple directors. Of the 709 dioestin 2004 55 held a
directorship with at least one other company inSkettish top 120. Together
these 55 multiple directors held 16 per cent ofdakctorships in the list. By
contrast, in 1974 a total of 101 multiple directdrsld 32 per cent of all
directorships. The precipitate fall from 101 toiS5lso in marked contrast to
the relative stability in the number of multipleetitors over the previous half

20 Franks, J. Mayer, C. and Rossi, S. (2003). Spenldiss time with the family: the
decline of family ownership in the UKistory of Corporate Ownershiped. R. Morck,
Washington DC: National Bureau of Economic Research

14
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century. In 1920-1 there were 118 multiple diregtan 1937-8 132 and in
1955-6 119. This decline cannot be attributed tulagory intervention as the
Combined Code on Corporate Governance, which disgaes multiple
directorships, did not come into force until Novemi2003. It would seem to
result from the much greater degree of institutiomanership from outside
Scotland.

Table 3
Multiple Directors on Company Boards in 2004
(1973-4 figures in brackets)

Number of Multiple Directors Non-Financial Finaricia Total
0 40 (30) 14 (5) 54 (35)
1 12 (17) 20 (2) 32 (19)
2 7(7) 9(12) 16 (19)
3 1(3) 9 (6) 10 (9)
4 2(1) 3(13) 5 (14)
5 0 (0) 3(9) 309
6 0(1) 0 (6) 0(7)
7 0 (0) 0(2) 0(2)
8 0(1) 0 (0) 0(1)
9 0(2) 0(3) 0(5)

Total 62 (62) 58 (58) 120 (120)

As before, however, the sector retaining the getatensity of multiple

directorships is finance. Financial companies gteyas in 1973-4, around 45
per cent of all the directorships. Yet of the 55ltiple directors 85 per cent
hold directorships in a financial company. Lookiraj the companies
themselves (Table 6), almost three-quarters of Shettish-registered non-
financials haveno director linking them with another company in to@ 120.

In 1973-4 over half of the non-financials did hasch links. On the other
hand, the bulk of the financial companies — althougry much concentrated in
the investment trusts — share directors with otbhempanies. Financial
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companies with three or more multiple directorsuilgaoutscore the non-
financial sector. Even here, though, the leveirddge is perceptibly less than
in 1973-4.

In total there are eight companies with four or enowltiple directors and six
of these companies are financial: Alliance Tru3t §&econd Alliance Trust (5),
Royal Bank (5), Scottish Investment Trust (4), ldeyT SB (4), Miller Group
(4). The two non-financial companies with four oone multiple directors are
John Menzies (4) and SMG (4). Once again thesedare eclipsed by the
statistics from the 1970s where five companiesriad multiple directors and
45 had four or more.

There is an equally marked decline in thength of linkages between
companies. Table 4 gives the number of companikedi by more than one
shared director. In 1973-4 there were 45 compai&ed by more than one
shared director. In 2004 there were only three dirdtages — one being
between the First and Second Alliance Trusts ind@enwhich share all their
directors and almost all their shareholders andeHeetively a joint company.

Table 5 gives common directorships across secitis.shows that the sectors
most tending to interlock are property (one compdayr interlocks), banks
(four companies, seven interlocks) and investnmests (42 companies and 47
interlocks). Least likely are non-financials (62mgmanies and 35 interlocks)
and, a big change from 1973-4 and reflecting thebsidiary status, insurance
companies (nine companies and one interlock).

Looking at specific director linkages among then®2-financial companies we
find only one set of linkages extends beyond simipiks between two

companies. This groups six east coast companiesurdf them based in
Aberdeen. All are single director links. Figuredda the financial companies.
This produces a considerably denser pattern wighvadouble director links. It

shows five clusters. One is of North-east compaaiesind Aberdeen Asset
Management. The three other clusters are Edinbbagkd: a small cluster of
eight investment trusts mainly associated with Ma@urrie, a larger one
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around the Royal Bank including Scottish and Neweaand two major
vehicles for external oil investment, Premier Q@itlaCairn Energy, and a third
around Lloyds TSB (previously Scottish Widows) étdndard Life. There is
a fifth cluster around the family-owned propertyrfi Miller which is itself
linked to the North East cluster. Four other farmlyned firms also hold a
relatively central position straddling clusters.efh are the Wood Group,
tagecoach and MacDonald Hotels linking the Nortt gaoup and theStandard
Life group and Menzies which links these and theénkargh Royal Bank
cluster. It should be stressed that these linkageswithin the top 120 alone.
Each firm will have its own externally based ingdibnal investors. In many
cases these links may well be far more powerfuh thase existing across the
120. The relatively central position of Miller GimuWood Group, Menzies,
Stagecoach and MacDonald Hotels is, however, istiage All have very
significant Scottish family ownership.

Table 4
Plural and Single Company Linkages 2004
(1973-4 in brackets)

Value of Line between Links between companies
companies

1 shared director 91 (235)
2 2(32)

3 0(3)

4 0(4)

5 1(1)

6 0(2)

7 0 (0)

8 0(2)

9 0(1)
Total 94 (280)
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If we look at major shareholdings we find veryldittinkage. Among the 36
non-subsidiary non-financial companies there atg eight major holdings by
Scottish companies: Scottish Widows in Shanks, Diamnison in John
Menzies, HBoS in Motherwell Bridge, Salvesen in Agj@, Aberforth in
Paladin and ISIS and Standard Life in Forth Pdrss is to be contrasted with
the 68 major shareholdings by external institutiomvestors. The most
prolific are Legal and General (holdings in eigbimpanies), Prudential (7),
the US investor Fidelity (7), Axa (3), Artemis (Barclays (3) and Deutsche,
Invesco, Schroder and Zurich (two each). Amongrkiestment trusts we find
a greater penetration by a smaller number of Stottompanies: DC Thomson
has ten holdings, Standard Life four, ISIS fourpt8sh Widows three and
Salvesen one. Strangely, though, DC Thomson, apiharthe most central
Scottish shareholder, has no directors on the saafrdny of the other top 120
Scottish registered companies. Again, however|raady noted, the great bulk
of shareholdings in the investment trust sectorhatd by external institutional
investors.

Table 5
Common Directorships 2004
Banks Insurance Investment Investment Property Non Total
Companies Trusts Managers Financials companies in
sector

Banks 0 0 7 0 0 7 4
Insurance 0 1 0 0 0 1 9
Investment 7 0 24 2 2 12 42
Trusts
Investment 0 o] 2 0 0 2 2
Managers
Property 0 0 2 0 0 3 1
Non 7 1 12 2 3 10 62

Financials

It is also instructive to compare the most centaahpanies in 2004, as defined
by the number of links, with the most central licdémpanies in 1973-74. The
two Alliance trusts head the list (somewhat misieglg given their combined

character) with nine links and there are nine otmenpanies with six or more
links. By contrast, in 1973-4 there were fifteemganies with twelve or more
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connections. This seems to reveal a quite dranfallian the density of the
central network. At both dates, however, the domieaof the financial sector
is clear.

In conclusion, we have found that every single carson between the
network of the 1970s and the network of today risveasignificant decline

over time. The Scottish economy (at the highestl)eig less inter-linked than
in the 1970s and the links that do exist are atswiclerably weaker. A certain
dominance of the financial sector remains but aagain that dominance is not
as widespread nor as strong.

Table 6

Most Central Companies among the Top 120, 2004
Company Number of Connections
Alliance Trust 9
Second Alliance Trust 9
SMG 8
Scottish Investment Trust 8
Royal Bank of Scotland 7
Stagecoach 6
Wood Group 6
Lloyds TSB 6
British Assets Trust 6
Scottish Investment Company 6
Standard Life European Private Equity 6
Trust

6. WHO ARE THE MOST CENTRAL DIRECTORS AND WHAT DO
THEY DO ?

In 1973-4 Scott and Hughes identified eight menhwfive or more
directorships in their top 120 Scottish companies2004 there was only one
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person in this category, Christopher Masters. Ifggedown a level to four
directorships we find three men and one women.

The top eight in 1973-4 comprised two industriali@VD Coats and Sir John
Muir, chairman of the Finlay tea empire) and shaficiers and fund managers.
These were all from traditional legal and fund ngang families: James

Lumsden, George Chiene, Sir Robert Erskine-HillRJ@glis, J. R Johnstone
and A.L McClure.

Table 7
Most Central Companies among the Top 120, 1973-4

Company Number of Connections
Bank of Scotland 22
Clydesdale Bank 22
Royal Bank 22
Burmah 15
Scottish Provident 15
Scottish Western 15
Caledonian Trust 14
Pentland Investment 14
Second Great Northern 14
Glendevon 13
Scottish Widows Fund 13
Weir Group 13
Clydesdale Investment 12
Glenmurray 12
Scottish Eastern 12

None of our 2004 directors were in this categorashdrs is a Yorkshire-born
graduate of Leeds University who began his careén &hell and became
business development manager for the Salvesen GnoLp79 and remained
with Salvesen till 1997. He has subsequently cHailee Salvesen-spinoff
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Aggreko and the Scottish Media Group. Angus Grassprlified as a
chartered accountant and lawyer in 1962-3. He dantiee fore in 1969 when,
together with lain Noble and Sir Hugh Fraser, henfed the merchant bank,
Noble Grossart. In the 1970s the bank played bolttg at times quite
dangerously in the turbulent waters of oil finagcand property development.
Both Fraser and Noble suffered financial grief he tfollowing decade.
Grossart and the bank survived. Martin Gilbert getdd from Aberdeen
University, entered fund management as a junior &md1983 led a
management buyout to establish Aberdeen Develop@apital. He then went
to lead Aberdeen Asset Management. Janet Morgankraglish political
scientist and historian, worked in the Cabinet €&ffin the late 1970s and then
with City of London investment companies in the A88She is married to
Lord Balfour of Burleigh, whose family figured pramently among previous
lists of Scottish multiple directors but no longkres so. Hamish Buchan, born
of Scottish parents in Chile, started training as actuary, switched to
accountancy, and spent the great bulk of his caaean investment analyst
specialising in oil with Wood McKenzie. As Wood Ma&mnzie passed into the
ownership of the NatWest, Buchan took on respolits#isi as director within a
range of City institutions. He was elected chair tbhe London-based
Association of Investment Trust Companies in 2005.

If we go down a further level to those with justeh top 120 directorships
there are a further seven men. Only one comestadaing in the traditional
mould. He is William Berry, Eton and St Andrews,rtpar in Edinburgh’s
biggest corporate law firm Murray Beith Murray, @haof Inchcape
Investments, director of two of the biggest Schttisvestment trusts since the
1970s, Senior Governor of St Andrews University amgimber of the Royal
Company of Archers. Another lawyer is Calum Maclegdrtner in the
Aberdeen firm of Paul and Williamson from the 196&sd a central figure in
the east coast cluster alongside Martin Gilberter€hare two chartered
accountants and an actuary. Ewan Brown, directoNalfle Grossart since
1969, is a long-standing lieutenant of Angus GndsdaM Gourlay served with
Clyde Petroleum from 1973 until 1984, and is novectior of the Liverpool-
based Bibby Line as well as Havelock Europe and Glagzer-controlled
Paladin Resources. The actuary is the Strathcly@¢hsngraduate Kerr
Luscombe who made his career in Scottish Mutuaursxe and is now a
director of Abbey’s Scottish subsidiaries. Finallgere is the London-based
banker, JPHS Scott of Lazards, and Donald MacdooialMacdonald Hotels,
previously of Stakis and director of two investmensts.
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Table 8

Directors with 4 or more Directorships in the Top 20 companies 2004

Directors Number of
Directorships

Christopher Masters 5

Angus Grossart 4
Martin Gilbert 4

Janet Morgan 4
Hamish Buchan 4

Directorships Primary
Interest

John Wood, SMG, Alliance British
Trust, Second Alliance Trust, Assets Trust
British Assets Trust

RBS, Scottish & Newcastle, Noble
Edinburgh US Tracker Trust, Grossart
Scottish Investment Trust

FirstGroup, Grampian Aberdeen
Country Foods, Aberdeen Asset
Asset Management, Aberdeenmanagement
Development Capital

Stagecoach, Scottish Stagecoach
American Investment
Company, Murray
International Trust, Scottish
Oriental Smaller Companies
Trust

Scottish Investment Trust, Aberforth
Personal Assets, Aberforth  Split Level
Smaller Companies trust, Capital
Standard Life European
Private Equity Trust

In 1973-74 Scott and Hughes found evidence of ’yfabhesivenetwork of
top directors whose families had dominated Scotiissiness and finance over
the previous three or four generations. There He Indication of this for
2004. There were one or two associations: Angus$am and Euan Brown;
probably Martin Gilbert, Calum McLeod and Donald ddanald. But most of
the top directors were individual corporate empésyevho had demonstrated
their abilities and had the confidence of the tatitnal investors. A majority
were by background themselves specialists in fuadagement.

This impression of professional managers, mostlyoaetants, is continued
when we look at the chairpersons of the top congsarDf the top ten non-
financial companies that are not subsidiaries we fwo with chairpersons
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who represent family interests: John Wood and AlfEaunhill of Grampian
Country Foods. Five are chartered accountants draekers: Charles Miller
Smith of Scottish Power (CA, Unilever, Midland BAAEBC), Brian Stewart
of Scottish and Newcastle (CA, joined the firm i871 becoming finance
director in 1988), Adrian Montague of British Engrgpartner of Kleinwort
Benson from 1979), Robert Spears of Stagecoacméidy finance director at
the Royal Bank) and Sir Robert Smith of Weir (CA, Blational Commercial,
RBS). David Fish of Salveson (where institutiomatdstors removed both the
chief executive and finance director in 2003) isoathair of Nabisco-owned
United Biscuits and was European manager for Macs from 1984. Finally
there are two engineers: Muir Lochhead of First uprgchair of GRT Bus
Group from 1984) and Edwin Farmer of Scottish armmit®ern (Morgan
Crucible, F&C Smaller Companies). The chairs oftihe major banks are of
the same general type. Sir George Mathewson oRth@l Bank worked for
the investment firm ICFC (later 3i) in the 1970gchme Chief Executive of
the Scottish Development Agency in the 1980s aimk{bthe Royal as director
of strategic planning in 1987. Lord Stevenson atQdBrepresents the
heavyweight City of London interests who dominatteel Halifax (Lazards, on
the board of Pearsons since 1986, BSkyB from 19@4Rothschilds’ St James
Capital from 1997).

Notable for their absence are the current repratieaes of the old Scottish
industrial and financial families who were stillmmant in 1973-4. They have
not entirely gone away but they no longer inhahé& tommanding heights of
the Scottish economy. Lord Weir’s principal intdrissstated as a director of St
James Capital in London which took over the Greatiern Investment Trust,
of which he was chair, in the 1980s. Viscount Qldyiof the ex-steel family, a
QC and previous Conservative minister of statbi@ttome Office, is Director
of the Securities and Futures Authority. Two of §@unger Tennants are
directors of JP Morgan Fleming and JP Morgan Tasst&he younger Yarrow
is a CA and director of the Newcastle-based Nonthé&nture Managers. The
only stated directorship for the Lithgows is of itheesidual shipyard in
Campbelltown. A number of families continue to lepresented at a lower
rank in the Scottish hierarchy. Three members & tory family have
directorships in the Scottish 120, Brian Ivory dwmic of SAINTS and a
director of HBOS. John Lumsden is a director of thendon-based ISIS
Smaller Companies Trust and Adrian Coats is direstdhe Murray Income
Trust. Ivor Guild remains a director of two invesimh trusts and his son is a
partner in the second biggest Edinburgh corporateydr, Shepherd and
Wedderburn. William Gammell is managing directorG#irn Energy, largely
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owned by non-Scottish institutional investors. @shehe Earl of Airlie, the
third Baron Maclay and J.D.B.Younger, no longer egpto have active
business involvement.

Overall, therefore, three major changes seem te kalken place over the past
thirty years. First, the families dominant for {@vious century have lost their
position. Second, they have been replaced by camseragers who are
accountable to largely external institutional irtees — particularly in the case
of the new generation of privatised companies. dijrthere is much less
interconnection. The new generation of directord aompany chairpersons
are decisively less linked by shared directorshipsther firms in the Scottish
top 120 (though not necessarily to other firms tasethe City of London or
elsewhere). It is certainly the case that somehefQity of London finance
companies are partly directed by remaining reptesers of the old Scottish
financial elite. But any such links would seem t® ibpcidental rather than
structural.

7. GOVERNMENT AND BUSINESS INSCOTLAND

In May 2005 Frank Blin, Scottish partner of PricésvhouseCooper and
Scottish Enterprise board member, told the ScoRiaHiament’s Enquiry into

Business Growth: ‘the more | travel the more | |lcatkScotland as a small
nation with a small number of key stake holders ey influencers who can
make a difference’. But, he noted, he had soonddhat there was ‘no shared
clarity of thought'?

In the early 1970s the relationship between govenimand business in
Scotland might still be described as organic. Thknawledged leaders in
business and finance were closely linked by fantigs and business
associations with the leading figures in the SsbtConservative and Unionist
Party. Often they were the same people and usédpitesence in parliament
and government to defend Scottish business intea¢&ritish level. In the late
1950s there were open divisions over steel prodogcthe Toothill Report and
the needs of the new wave of English and Americeandh plants. The
modernisers in the Macmillan cabinet sought to fdoan the old guard of

2! Information fromDirectory of Directors Who's WhoandWho's Who In Scotland

22 5cottish Parliament Enterprise and Culture Comeeitt2005)Official Report 31
May 2005. c. 1945.
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Scottish heavy industry entrenched in Colvilleg Bank of Scotland and the
engineering and shipbuilding firms on the Clydeni&rly in the early 1970s
the resurgent forces of Scottish business ralleohd Lithgow and Colville to
exploit their influence within the incoming Consative government. The
Scottish Council Development and Industry’s Oceansproject sought to
transform the heavy engineering infrastructureesft@l Scotland as a basis for
regional regeneratiof.

It would be difficult to point to any similar aligments today. In 2004 some
Conservative politicians could be found in the loweaches of the multiple
directors. Sir Malcolm Rifkind had two directorskim the top 120 (Aberdeen
Asset Management and British Assets Trust) butntaén business activities
were as a consultant to the American-owned Ramdd~&C Energy Markets
and director of Alliance Medical, Petrofac and BB#liton. Lord Lang of
Monkton also had two directorships in the top 1Zaftish Mortgage
Investment Trust and Murray TMT) but his princigtdted interest was in the
Guernsey-based BSF US Special Opportunities TTir.Conservative leader
in the Lords, Lord Strathclyde, was appointed doecof the Scottish
Mortgage Investment Trust in 2004 but his principakiness interests have
been in the City of London, most notably as theircb& the hedge fund
manager Trafalgar Capital Manager. Sir David Tippianother former
Conservative minister, was director of two Scottighestment trusts though
his main interests are based in the City of LondémLabour Party politicians
appeared among the directors of the top 120 corapaiiihere was only one
tenuous link with the Scottish Office/Executive dhgh Eileen Mackay.
Previously Principal Finance Office in the Scott3fiice, she is married to Sir
Muir Russell, first head of the post-1999 Scottetil service, and was in
2004 director of the Royal Bank and the Edinbumgrestment Trust.

There are perhaps a couple of areas in whichpbssible to see attempts to
consolidate local or Scottish spheres of influeridee Noble Grossart Bank
would be one. This has interests across a ran§eadatfish firms and industries
which could prove mutually supportive. But the migjestitutional investors in

these sectors have shown themselves less thansestit and have made

Z gcott, J. and Hughes, M. (198Bnhatomy,pp.165-247; and Foster J. and Woolfson,
C. (1986).The Politics of the UCS Work In: class alliances drthe right to work.
London: Lawrence and Wishart, London, pp. 21-131.
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concerted efforts to marginalise both Angus Grdassad Ewan BrowA:
Similarly Aberdeen Asset Management has been ieebla a protracted turf
war over the control of the Murray Venture Capifaists with the City of
London Close Brothers. Sir David Trippier was amdmg majority of current
directors who have backed continued management lmgeCBrother$?
However, neither instance would seem to indicatecamerent expression of a
Scottish business interest. ‘Fragmentation’ anskifin’, to use Alf Young's
words, seem more appropriate descriptions.

This still leaves the question: what is the relatibetween business and
government in Scotland? Any answer has to stalt thi¢ basic changes of the
last three decades. Externally-owned firms now dewei the key sectors of the
Scottish economy: manufacturing, oil and gas, lassinservices, the entire
retail trade and most leisure. In finance the bstygaift has been the loss of the
insurance companies. If we look at the Scottishisteged firms, both financial
and non-financial, external institutional investen® far more dominant and
their priorities reflected by company chairpersand chief executives. This is
particularly so for the new generation of privatisgervice companies which
generally required very high initial capitalisatidn terms of asset value the
two big banks now dominate the Scottish economyth@ftwo, the Halifax
Bank of Scotland is most heavily reflective of GitiyLondon institutions. The
Royal Bank is more tightly networked with Scottistultiple directors and
Scottish-based investment trusts. Yet even herewashave seen, these
multiple directors are themselves largely assed fmanagers — responsible for
the month by month maximisation of shareholder &dhu portfolios mainly
owned by external institutional investors. Anne Berxs$, chief investment
officer for Aberdeen Asset Management, summed @gppifevalent mentality

24 Sunday Herald21 August 2005 reports that RREV, a joint venhe®veen the UK
National Association of Pension Funds and the Wsitlitional Shareholders Services,
was recommending shareholders not to re-elect EBrawn as no longer
‘independent’. The Souters issued a statementgpat of Brown who had been on
the board since 1988. Noble Grossart have beenbf®ia seeking to rescue a number
of bankrupt and near-bankrupt companies. One in3208s the Falkirk-based coach
builder Alexanders. The new directors included Gess Souter and Gloag. In
February 2006 Stagecoach placed a £50m order feebwvith Alexander$ierald 14
February 2006). In 2004 institutional investors somewhat similar circumstances,
insisted on the sacking of Salveson’s chief exezdlspite claimed support from the
Salvesen familyScotsmar24 May 2004)

2 sunday Herald21 August 2005 aniderald 22 August 2005.
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thus: ‘The Aberdeen culture is payment for resuls.an independent house,
what you do has a day to day affect on the share’gf Ms Rodgers has
previously worked for Edinburgh Fund Managers amdlandon for Alliance
Capital, Morgan Investments and Mercury.

It is at this point that we begin to get an answeerour initial riddle: the
apparent sea change in attitudes among top poligkerm to an
unchallengeable acceptance that Scotland mustthayieibal market forces.

A case in point would be the Royal Bank’s 2004 gtWdealth Creation in
Scotland This gave a very upbeat assessment of the Statienomy. It
focused on the biggest 100 Scottish-registerechseth companies and claimed
that, compared with other smaller European ecommnsiech as Ireland,
Denmark, Finland or Belgium, Scotland possessectmompanies of global
weight and competitiveness. These top companiadaiined, were ‘creating
wealth faster’ than companies elsewhere in Europe the added valued
produced was equivalent to 56 per cent of Scotla@DP. It also noted that of
the top twenty firms no less than seven had cotieeliaing relatively recently
as a result of the privatisation of public secteseds: Scottish Power, BP
Exploration, First Group, British Energy, StagednaScottish and Southern
and Britoil.

As far as institutional investors are concerneds¢hclaims are well-founded.
The growth in asset value and turn-over has begnrapid and principally the
result of external acquisition. Over 80 per centeafployment within these
companies is now outside Scotland. This is pasdityltrue of the privatised
utilities which were previously entirely Scottishded. In litle more than a
decade and a half they have shifted 80 per cethaif operations outside
Scotland. Privatisation is credited with releadmghly valuable assets — often
carrying continuing revenue streams from governmewhich were then able
to draw in even more investment from outside. Thadyss policy

recommendations for further growth follow directfhpm this analysis. They
are threefold: continued external expansion, theeld@ment of more

companies to a level where they could also expatidrrally and further

privatisation to sustain a new generation of coriggbased in health, social
services and education. On its own terms the swesgxternal expansion
makes very good sense. Most large Scottish compani now in financial

26 Financial Times: Fund Management SupplemestAugust 2005.
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services or privatised utilities and for such comipa lateral expansion into
other economies is the quickest way of growing ethalder value.

Yet, as Brian Ashcroft has pointed out, the claifitb6 per cent in terms of
Scottish GDP is seriously misleading. With over Bér cent of both
employment income and profit income going elsewh#re actual benefit to
the Scottish economy is only a fraction of thisrMoes the stress on external
investment bear much relation to the actual neddke Scottish economy.
Peters and Harrison, in their 2005 report for SslotEnterprise, note that no
major new Scottish company has emerged in thediestde. They situate this
failure in a wider environment of very low reseaestd development spending,
itself skewed to a small minority of industrial s&s (and over half in US
subsidiaries), net migration of key graduates, iptnstly low firm foundation
and a record of GDP growth per capita which putsti8od down in the third
quartile of OECD countries. Only 1.5 per cent obgy value added by
Scotland’s top 100 companies comes, they reparin fiirms in technology-
based sectors. Even those hi-tech businessesuttiaes] are ‘more often than
not acquired before they have achieved si%r.wiﬁsaate and have the chance to
become well embedded in the local economy.’

However, despite this, the solutions proposed by3bottish Executive in the
2004 edition ofSmart Successful Scotlandare not markedly different from
those of the Royal Bank. The three broad organigiegies are Learning and
Skills, Global Connections including actively se®ki'to encourage Scottish
businesses to undertake direct investment overseasGrowing Businesses,
that is, helping Scotland’s bigger firms grow bigg€hat a key pillar of the

Scottish executive’s policy is promoting the expofrtcapital signals just how
deeply the neo-liberal agenda has permeated.

As we have noted, New Labour ideology would celyabe a factor in any
explanation. But it hardly seems enough given tlmeng traditions of
corporatist intervention still present a decade, dlge expectations placed on
the Scottish Parliament and a Scottish public gpirthat strongly favours

2" Harrison, R. and Peters, Rhe Strategic Investment Fund: Strategic Context,
Rationale and Funding RoleEdinburgh: Scottish Enterprise, 2005, p. 3; in
September 2005 the Scottish Executive releasedkfigihowing that Scottish business
research and development for 2003-04 stood at 8t&ent of the UK figureerald,

30 September 2005.
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public intervention. Simple political gamesmanshipuld predict at least a
rhetorical challenge.

So are the changes in ownership structure alsatarf& If so, it is probably
more because of whati®tthere than what is. In 1969-72 the Scottish Council
D&I's Oceanspan project, even if unrealistic pobily, did demonstrate a
determination to renew the productive infrastruetur Scotland. As such, it
reflected the interests of a coherent business anktwentred on industrial
companies whose prime base was in Scotland. No a&tishexists today. The
firms involved in the 2003 Business in Parliameréreise were two UK
accountancy firms, one Glasgow law firm mainly dealwith investment
trusts, one externally-owned bank and three conegainiour top 120. Two of
these have very significant ownership by externstitutions and all had more
than 80 per cent of their employees and capitaidatScotland. This grouping
was indeed reflective of the realities of corporstreicture in Scotland. But it
was unlikely, as Frank Blin noted, to produce amgisive clarity of thought.
Nor was such clarity likely to come from peak bedsich as CBI Scotland
(headed in 2004 by the UK chief executive of IBMy default, therefore,
attitudes to policy will tend to reflect a diffuseceptance of the neo-liberal
perspectives of UK corporate investors. In so farnaore precise policy
perspectives emerge, these will generally come ftoentwo big banks and
again reinforce neo-liberal assumptions. Any cotieresponse from elsewhere
in Scottish business is unlikef.

8. CONCLUDING DiscussION

Accordingly, the answer to our original puzzle wbide that the structural
context of economic decision-making in Scotland indged been transformed
and this in part explains the dominance of neortibattitudes in political

debate. However, this answer must remain provisiomél one important

objection has been addressed. This is that ourl@ugzbased on a false
assumption: that there do indeed exist feasibéradtives to neo-liberalism.

28 The Scottish Council Development and Industriiésane potential source but it is
now a much weaker body than it was. In Septemhb@s &6 chief executive Alan
Wilson called for ‘more public sector support tovailate the levels of research and
development by Scottish businestrald 30 September 2005.
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It would be argued from this point of view that egulated capital and
globalised markets now make statist attempts at@o@ intervention
counterproductive. Scotland has a highly developayital market. If there
were opportunities for profitable investment thepud have been taken.
Additional investment through the public sector Wbdurther crowd out
private investment and in consequence the typeslafy recommended by the
Royal Bank are the only possible ones. Externalisdegpn and investment by
Scottish firms represent their best chance of sahand of protecting their
status as Scottish headquartered companies — igelissue of critical
importance to the Scottish economy.

The firmness with which these views are held is, wald argue, itself a
puzzle — as much a puzzle as the dominance ofssiihilctrines in the 1930s.
Three brief comments are called for. First, on gliation there is manifold
evidence that the current deregulation of capitalkets was driven by politics
and not some immutable natural process and isiclrtaot irreversible?®
Capital and commodity markets were no less opedit8 and 1929 and on
each occasion political events resulted in sharpersals. The term
‘globalisation’ has itself to be understood as adpict of this politicized
agenda. Second, despite deregulation, there has deadiversity of policy
responses in Europe and elsewhere. Many involveigh tevel of state
intervention and there is some evidence that adtrdsferences in economic
structure have increased rather than decreasedr®/ezcent period.

Third, and most immediately to the point, Britaivery dispersed, fluid and
externalized form of institutional company ownepsts itself not typical. It is
largely restricted to this country and the USA. &ash by John Scott and
more recently by Barca and Becht has shown thabth continental Europe
and across Asia there are quite different and gdlgemore stable forms of
corporate ownershifi. Barca and Becht have demonstrated that in more tha
80 per cent of the largest companies listed in ¢&aand Germany there is a
single shareholder owning more than 25 per ceh@fhares. This may take

29 Hirst, P. and Thompson, G (199%lobalisation in QuestionOxford: Polity,
second edition; Krugman, P. (1998he Accidental TheoristNew York:Norton;
Stiglitz, J. (2002)Globalisation and its Discontentd ondon: Penguin; Weiss, L.
(2003),States in the Global Economyambridge: Cambridge University Press.

30scott, J. (1997)Corporate Business and Capitalist Class&xford: Oxford
University Press, 1997; Barca, F and Becht, M (20@bntrol of Corporate Europe.
Oxford: Oxford University Press
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the form of a stake held by the state, but morenoft reflects a high

concentration of family ownership. By contrast,yohb per cent of comparable
UK companies are family-owned. In Scotland the prépn is as low as 8 per
cent.

This has important implications for both the pulaitd the private sphere. Hall
and Soskice have recently investigated the ways/hiich the institutional
arrangements of a nation’s political economy deieencorporate strategy:
including strategies for dealing with the dynamicssaciated with
globalisatior®™ In particular, they identify the comparative instional
advantages derived by the coordinated market eciesoras they describe
them, of Germany, France, Sweden and Finfand.

Across a broad range of industrial sectors, cipitpcess and electrical
engineering, capital goods, transport equipmensicbahemicals, thermal
processes, polymers, energy, environmental effigiesnd pharmaceuticals,
they find these economies possessing significamhpapative advantages.
These advantages are, they argue, the productstifutional factors that
sustain steady, incremental growth and investnestable and highly trained
workforce and regional synergies between firms.other sectors such as
information technology, telecommunications andrageaof consumer goods it
finds institutional advantage to lie with liberahrket economies, particularly
the United States. These industrial sectors tylyicalquire rapid changes of
direction, corporate discontinuity, and non-stawierkforces, and appear to
benefit from strong institutional pressure for gkfterm profit maximisation.

This comparative research also stresses the degredich these different
models have themselves been susceptible to chawgefiect relatively recent
political and institutional arrangemetitsHall and Soskice argue that across

81 Hall, P and Soskice, D. (200Marieties of Capitalism: the institutional
foundations of comparative advantag@xford: Oxford University Press

32 Their analysis has recently been confirmed by tfi@runo Amable’s comparative
study of institutional frameworks for innovatiormable, B, (2003)The Diversity of
Modern Capitalism Oxford: Oxford University Press

33 Wojcik, D. (2003). Change in the German Model ofp®rate Governance:
evidence from blockholdings 1997-20CEfvironment and Planning Ayol. 35/8,
pp.1431-1458; Heinze, T (2004). Dynamics in then@ar System of Corporate
Governance: empirical findings regarding interloegidirectorshipsEconomy and
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much of continental Europe the move to public owhgr resulting from the
post-war political balance was both incorporatetb iexisting ownership
structures and significantly modified them. It fésd in a large state-owned
presence in the productive economy, high levelsmployee protection and,
particularly in Germany, an active role in regiosarporate management for
Lander governments and employee representafiv@srporate viability was
increasingly seen to depend on state-sustainedtmest in both technology
and workforce skills. Interestingly, Hall and Saskialso note that in some
respects the wider deregulation of capital marketr the past twenty years
has increased the differentiation between the tvemleis>> For the liberal
market economies it has been associated with aidegieduction in employee
unionisation. In the coordinated market economies dame period has seen
unionisation increase — and with it further poéitipressures for regulation and
intervention.

Against this background it is interesting to ndtattScotland’s profile through
most of the last century would seem to have at E@®ething in common with
the continental pattern. In terms of corporate awlip it had a much higher
level of regional interconnectivity than other m@ghl centres in Britain — with
Scottish financial institutions underpinning famdgntrol within major firms.
The areas of comparative advantage tended to nithiome found by Soskice
and Hall in the coordinated market economies angetprincipally located in
capital goods and process industries. At leasthferpost war period there was
also a degree of corporate synergy with the stateed sector — in terms of the
markets for transport equipment, aerospace, heastyetectrical engineering
and mining equipment. To this extent the specifjcatottish ‘corporatist’ bias
identified by McCrone and Paterson might be saidettect the particular
configuration of Scotland’s political economy.

The logic of this argument is not to propose a bdhation of the Lithgows
and Colvilles. It is, however, to emphasise the jetential role, as elsewhere
in Europe, of the public sector and of democraieatcountable bodies to

Society vol.33, 2, pp. 218-238 note the continuing robass of these structures in
Germany.

34 This is also developed further by Wojcik. WojBik(2002).Lander are the Building
Blocks of the German Capital Mark&egional Studiewol. 36, p. 877

% |bid, pp. 56-58.
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both develop perspectives for economic regeneratimhto implement theth
The argument against this, the claim that Scotkridternal economy is
already saturated with investment, is exactly tmesas that used in the 1930s
and equally flawed. If comparable small economiashsas Norway and
Finland have been able to create conditions fenisive internal investment, it
has been as a result of state investment in thedygtive infrastructures and
the existence of a core of state compahids was this that transformed the
conditions for sustainable investment. The folly wlying on external
expansion to sustain Scottish headquartered coepamas been recently
highlighted by the attempted takeover of Scotlanbiggest non-financial
company, Scottish Power, by the German power wtilt.ON, itself partly
state-owned. At the time of privatisation ScottRBbwer had no investments
outside Scotland. By 2004 over three quarters ef @mployment and
investment was outside Scotland, a third of ith@ US, and its ownership was
similarly externalised. In 2005 these institutioshblreholders would have had
no hesitation in seeking to realise the cash valu¢heir investments if a
satisfactory offer price was forthcoming. Other anagompanies, particularly
the privatised utilities, could come under attagkadly quickly.

In his report to the Scottish Parliament’'s Busin€swth inquiry in 2005,
John Firn once more raised the issue of ‘the looagind nature of ownership’
and suggested that it may indeed have an ‘impactarorarea’s economic
sustainability’®® We have argued here that the transformation ofeostip
since 1974 has affected not just structures of wuedility but the wider
framework of policy assumptions. As a result, podit devolution has gone
hand in hand with a sharply reduced ability touafice the economic basis of

Scottish society. If there is to be a rounded deloait power in Scotland, this

36 Scottish Parliament Enterprise and Culture Comeeitt2006)Business Growth -
the next 10 yearsSP Paper 520, paras 10-23 makes a welcome propasal
National Economic Forum to develop such a conserndowever, its plans for making
up Scotland’s annual shortfall in investment seamgalistically reliant on private
sector cooperation.

37 Stephen Broadberry and Mary O'Mahony, ‘Britain’soBuctivity Gap’,National
Institute Economic ReviewJuly 2004; Gerhart Mors (2002Business Enterprise
Research and Development in Scotlariedinburgh: Scottish Executive.

38 Firn Chrichton Roberts Ltd (2005). Benchmarking Blikd International Enterprise
Agencies., Scottish Parliament Enterprise and GaltDommitteeOfficial Report.
March 2005, para. 12.1
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needs to be part of the agenWéhereeconomic power is held remains critical
and our initial puzzle cannot be resolved without i
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