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SCOTTISH CAPITAL : STILL IN CONTROL IN 

THE 21ST 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 care.1 

1. INTRODUCTION : EXTERNALISED CONTROL ? 

This article has a dual focus. In part it addresses a puzzle: the relatively sudden 
conversion of Scotland’s governing elite to neo-liberalism. Partly it seeks to 
explore the changing material base of those who currently exercise power over 
the Scottish economy. It does not suggest that the answer to the first can be 
fully supplied by the second, but it does argue that major changes have 
occurred and that they are likely to have fairly profound implications for the 
way economic agendas are set. 

In the decade before devolution there was broad agreement that there was 
something special and distinctive about Scottish attitudes to the economic and 
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social role of the state2. Far more than England, Scotland was seen to be 
dominated by a collectivist and pro-welfare state consensus that encompassed 
political parties, professional strata and civil society. David McCrone saw 
changes in the composition of Scotland’s economic structure over the twentieth 
century as having ‘weakened the social interests attached to ideology of neo-
liberalism and strengthened social strata sympathetic to collectivist and 
“organic” principles’. He described Scotland’s service class as ‘likely to be 
supportive of a proto-corporatist, interventionist political economy’.3 Similarly 
Lindsay Paterson traced the development of a technocratic welfarist vision 
through the twentieth century. The welfare state had been distinctively 
implemented in Scotland, was embedded in the routines of its civil society and 
had produced a ‘national’ welfarist consensus that was inherently hostile to the 
neo-liberal marketisation promulgated by Margaret Thatcher’s government. It 
was, he argued, the degree to which Conservative legislation was, in 
consequence, seen to be an attack on ‘Scottish’ values that had by the mid 
1990s produced a political consensus in favour of the Labour Party.4 

Yet paradoxically the arrival of a devolved Scottish government led by the 
Labour Party has produced quite contrary results. Policies, with one or two 
exceptions, have been decidedly neo-liberal. As measured by the amount of 
PFI expenditure per head in health, education and social services and by the 
transfers of public sector housing, Scotland’s record on privatisation under 
Labour has been even more pro-market than that south of the border.5 
Economic policy documents continue to show virtually untrammelled 
confidence in market forces despite the continuing deterioration in Scotland’s 
economic performance.6 The 2004 edition of Smart Successful Scotland gives 
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particular weight to the backing of corporate winners.7 Even the main 
opposition party in Holyrood, the Scottish National Party, has gone down the 
same neo-liberal path by modelling its economic policy on that of Ireland and 
proposing a growth formula based on a lowering of corporation tax to attract 
external investment.  

Remarkably this new orientation has caused very little discussion within 
Scotland’s professional strata and the media. Proposals for a more 
interventionist political economy coming from the trade union movement have, 
in the main, failed to register and there has been little public debate on the 
merits of the dominant neo-liberal policies. The long tradition of corporatist 
state intervention associated with James Lithgow and Walter Elliott and later 
with Thomas Johnston and successive Labour Scottish Secretaries has become 
suddenly silent.  

It is this puzzle, the rapid and apparently seamless shift from statist 
intervention to neo-liberal laissez faire, which provides the rationale for this 
article. It approaches the question from one quite specific and limited direction: 
the reconstruction of the contemporary characteristics of what Scott and 
Hughes used to call ‘Scottish Capital’.8 As noted earlier, there is no intention to 
suggest that changing policy assumptions can somehow be read off economic 
structures – simply that, as McCrone noted for the twentieth century, no serious 
analysis can be made in ignorance of these structures.  

Our findings for 2004 indicate major changes. For 1974 Scott and Hughes 
identified a specifically Scottish business network. It linked an array of 
Scottish-owned companies and financial institutions, had acknowledged 
leaders and was directly represented within the leadership of the Scottish 
Conservative Party. Nothing of this kind exists today. Director level links 
between Scottish-registered companies are much weaker. While some network 
groupings of multiple directors do exist, they are fragmented and politically 
inconsequential. Major Scottish companies and financial institutions are now 
largely dominated by external institutional investors and their lines of 
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accountability run principally outside Scotland. This is combined with two 
other structural changes: the increased size and centrality of the Scottish 
financial sector and, at the same time, its much closer integration with the City 
of London.  

In our concluding discussion we argue that the current dominance of neo-
liberal policy themes has to be set within this context. The neo-liberal 
assumptions of the Scottish Executive may need little explanation. New Labour 
governs in Holyrood as well as Westminster, and, even if this were not the 
case, economic development policies in Scotland would tend to move in step 
with those set at Westminster. Yet this would not explain the wider change in 
assumptions and debate. Here structure would seem to be important. In contrast 
to 1974, there no longer exists a coherent Scottish business network concerned 
with developing the infrastructural and institutional framework required by 
companies that see their investment and production as being regionally based 
in Scotland. On the contrary, the great bulk of investment by the remaining 
Scottish companies is now, like their ownership, located outside Scotland. 
While acknowledged spokespersons for business do exist, their perspectives 
tend to be framed within the assumptions of the big institutional investors in 
London and New York – assumptions strengthened by the centrality of fund 
management within the Scottish financial sector. These perspectives assume 
global investment horizons. They are relatively short-term. And they seek to 
safeguard management freedom to maximise value for dominant shareholders 
regardless of regional considerations. In this respect Scotland is now subject to 
a particularly strong form of what has been described as the Anglo-American 
model of company ownership, one largely mediated through short term stock 
market valuation. 

This somewhat exceptional form of corporate control is contrasted with that on 
the continent. In Germany, France and Italy relatively dynamic regional 
economies continue to exist and provide the main motors for national growth. 
These local economies are based on regionally-anchored networks of 
ownership and are sustained by long-term strategic synergies in manufacturing 
and services. Sometimes these networks are based on traditional dynastic and 
banking capital. More often they derive from a corporatist coalition of dynastic 
capital and public bodies, banks and cooperatives established in the post-1945 
period. In this respect there are some parallels with the previous situation in 
Scotland – except that these regional economies are still growing quite 
effectively in the environment of the twenty-first century. 
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2. 1974 – AND SINCE  

Scott and Hughes examined the ownership and control of Scottish capital for a 
series of benchmark dates across the twentieth century: 1904, 1934, 1954 and 
1974. They sought in particular to identify clusters of ownership and influence 
on the basis of interlocking shareholdings and directorships. They found 
throughout a relatively high and concentrated level of interlinkage between the 
industrial sector and the financial, particularly through investment trusts. They 
also found considerable overlap between these family dynasties in business and 
the leadership of the then dominant Scottish Conservative and Unionist Party. 
By 1974 the industrial base for such ‘Scottish capital’ had shrunk somewhat 
and the centre of gravity had shifted quite sharply towards banking and 
insurance. But an industrial and manufacturing base was still present and the 
linkages with banking and insurance appeared likely to give these interests the 
possibility of entering the emerging oil economy both directly in terms of 
exploration and through engineering services and support. Subsequent research 
by Scott confirmed that these linkages in Scotland did amount to a far more 
coherent network than anything remaining at regional level in England.9 

Comparatively little research has been conducted on what has happened since. 
David Miller has recently documented some of the lobbying structures existing 
between business interests in Scotland and the new Scottish Executive and in 
particular the exchange of secondees between business and the Scottish civil 
service.10 Companies involved include Scottish and Newcastle, Scottish Power, 
Stagecoach, PriceWaterhouseCoopers, Ernst and Young, Lloyds TSB 
Foundation and the corporate law firm McGrigor Donald. But Miller does not 
relate these companies to any mapping of corporate structures within Scotland 
in terms of ownership and control. Richard Parry, in his examination of the 
‘Scottish governing classes’, speaks of ‘interstitial’ figures animating the 
system: ‘especially those who have the capacity to take on portfolios of board 
memberships – prototypically merchant banker Sir Angus Grossart’. He 
continues: ‘the financial orientation of the Scottish business world, with its 

                                                           
9 Scott, J. and Griff, C (1984), Directors of Industry: the British Corporate network 
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P, Dinan, W. and Miller, D. (2002) ‘A Closed Scotland? Lobbying at Holyrood’, in 
Hassan G. and Warhurst, C. (eds) Anatomy of the New Scotland, Edinburgh: 
Mainstream. 
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cross directorships and cross shareholdings, has been of prime importance in 
reinforcing the leadership elite.’ Parry noted the continued existence of a ‘West 
of Scotland engineering-based business leadership elite, lately typified by the 
career of Sir Ian Robinson who has moved from chair of Scottish Power to that 
of Scottish Enterprise’ but comments that ‘it has lost weight to the Scottish 
financial institutions. The position of the Scottish clearing banks is central.’ 11  

The well-informed media commentator and economist, Alf Young, also writing 
in 2002, confirms this financial orientation but argues that takeovers and 
mergers, particularly in the banking and insurance sectors, have resulted in the 
‘eclipse of the old Scottish business elite’.12 What were previously Scottish-
controlled financial institutions have found it necessary to extend their 
ownership base and sphere of operations outside Scotland in order to survive. 
One of the consequences, he argues, is that ‘the Scottish business elite has 
become more fragmented than in the past, its attention is much less focused on 
specific concerns about Scotland and its future’. He stresses loss of coherence: 
‘over the next ten years expect more fission’ within a Scottish elite ‘already in 
the process of fragmentation’. However neither Parry nor Young appear to go 
beyond informed commentary. The only recent quantitative survey of Scottish 
business would seem to be the Royal Bank’s 2004 Wealth Creation in 
Scotland: a Study of Scotland’s Top 100 Companies.13 This provides a 
valuable beginning but it is methodologically flawed and does not examine 
share-ownership or directorships.14 

Our own research sought to replicate as far as possible that undertaken by Scott 
and Hughes for a further benchmark year thirty years on. It is a snapshot for 
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Hassan and Chris Warhurst, London: Lawrence and Wishart: London, 2002. pp. 162-
163 and 166. 
13 Royal Bank of Scotland (2004). Wealth Creation in Scotland: a Study of Scotland’s 
Top 100 Companies, Edinburgh: Royal Bank of Scotland 
14 A critique is provided by Brian Ashcroft (2004), Outlook and Appraisal, Quarterly 
Economic Commentary, Glasgow: Fraser of Allander Institute August 2004, pp.4-11 
and by Baird, S. Foster, J. and Leonard, R (2004). Ownership of Companies in 
Scotland. Quarterly Economic Commentary, November 2004. 
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2004 and involved examining the directorships and share ownership of the 120 
largest Scottish-registered companies using the same general selection criteria. 
Our list comprised the biggest 62 non-financial companies in terms of turnover 
and the biggest 58 financial companies in terms of assets: 42 investment trusts, 
two fund managers, one property company, four banks and nine insurance and 
finance companies. Because these are the biggest Scottish-registered firms, 
they should include among them the locally owned and controlled core of the 
Scottish economy and hence enable us to identify how far similar networks 
existed to those identified by Scott and Hughes. Using the same sample 
structure as Scott and Hughes may have the disadvantage of not fully reflecting 
the new areas of concentration within the Scottish economy. But the strength of 
Scott and Hughes’ use of the same sample structure across five benchmark 
years from 1904 to 1974 was to highlight the relative movements between and 
within sectors. This remains important. 

Changes in economic structure in Scotland since the 1970s generally mirror 
those at British level.15 Manufacturing has contracted massively but been more 
than offset by the growth in services. Within manufacturing the main surviving 
areas are food and drink, metal manufacturing and, somewhat less successfully, 
electronics: traditional staples like shipbuilding, textiles and engine building 
have been reduced to a handful of workplaces. Within services the expansion 
has been in health and social services, general business and most markedly in 
finance.16 The growth in finance, principally banking, insurance and investment 
services, has been disproportionate. It now contributes 7 per cent to Scotland’s 
GDP and makes Scotland the sixth biggest regional centre for fund 
management in Europe.17 Oil production and oil field services remain 
significant employers with around 20,000 while coalmining has virtually 
disappeared.  

                                                           
15 We have examined these structural changes across the economy as a whole in Baird, 
S., Foster, J and Leonard, R. (2005) Ownership and Control in the Scottish Economy, 
The Red Paper on Scotland, ed. V. Mills, Glasgow: Research Collections@Glasgow 
Caledonian University, pp. 84-104.  
16 This commentary is based on Scottish Economic Statistics 2004, p.111. 
17 Perman, R. (2001). Living in the Past: Why is Scotland’s Financial Services Sector 
Ignored ?, Scottish Economic Report June  
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In terms of ownership in manufacturing there has been a big shift towards 
overseas-owned companies18. These now comprise 37 per cent of employment 
in large enterprises against 22 per cent in 1977. The proportion of employment 
in British-owned enterprises has fallen from 54 per cent to 30 per cent while 
that in Scottish-registered companies has risen 24 to 32 per cent. Outside 
manufacturing British-owned firms are dominant in retail (71 per cent of 
employment), transport (52 per cent), hotels and restaurants (52 per cent) and 
construction (44 per cent). However, in terms our own exercise, we are 
concerned solely with Scottish-registered firms. It will be here, if anywhere, 
that we will identify the network of specifically Scottish interests.  

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

Table 1 uses the same conventions as Scott and Hughes to compare the types 
of share ownership for the largest 62 non-financial Scottish-registered 
companies in 1974 and 2004.19 ‘Wholly owned’ refers to Scottish registered 
firms that are wholly owned subsidiaries of external holding companies. 
‘Exclusive majority’ is where one individual or family own more than half the 
voting shares – as with Alfred Dunhill’s 71 per cent holding in Grampian 
Country Foods. ‘Shared majority’ is where ownership of more than 50 per 
cent of the voting shares are held by two or more major shareholders – as with 
the oil company Paladin Resources where more than 70 per cent of the shares 
are held by the Cayzer family, Caledonian Investments and Aberforth Partners. 
‘Exclusive minority’ is where one individual or family holds a dominating 
shareholding of less than 50 per cent – as with the Wood family 42 per cent 
holding in John Wood oilfield services. ‘Shared minority’ is where a limited 
number of major investors share 10-50 per cent of the voting shares. This tends 
to be the pattern for the new privatized utility companies and most of the larger 
Scottish public companies. The biggest of the privatized utilities, Scottish 

                                                           
18 Based on Cross, M. (1981), New Firm Formation and Regional Development. 
Farnborough: Gower, p.21. and Scottish Executive (2005). Scottish Corporate 
Statistics Table 2b (for November 2004). 
19 Scott, J. and Hughes, M. (1980), pp. 266-270. Our sources were the Waterlow Stock 
Exchange Year Book, London: Waterlow, Directory of Directors 2005. 
London:Hemscott Press, the FAME database maintained by Bureau Van Dyk and 
company annual reports. 
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Power, has 15 per cent of its voting shares owned by three institutional 
investors: the US firms Putnam and Capital and Research and the UK 
Prudential. British Energy, which took over nuclear electricity generation, had 
in 2004 19 per cent of its shares owned by two US life companies, Amescap 
and Brandes. One of the very few surviving Scottish heavy engineering firms, 
Weir, has 23 per cent of its voting shares owned by three UK institutional 
investors, Schroder, Prudential and Legal and General and one French 
institutional investor, Axa. ‘Limited minority’ is where such institutional 
investors own less than 10 per cent but more than five. A ‘constellation’ is 
where less than twenty interests in total own more than 10 per cent of shares.  

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

 1974 2004 

Wholly owned subsidiary 7 26 

Exclusive majority: one interest owns 
over 50% 

11 11 

Shared majority: more than one 
interest with over 50% combined 

2 2 

Exclusive minority: one interest 
owns between 10% and 50% 

19 3 

Shared Minority: more than one 
interest owning between 10 and 50% 

12 18 

Limited minority: more than one 
interest owning between 5 and 10% 

4 2 

Constellation: less than 20 interests 
owning more than 10% 

7 0 

 

Two major shifts are immediately visible from the table. A much bigger 
proportion of the biggest Scottish-registered companies is now wholly owned 
by external companies. Twelve of the parent companies are located in the US, 
eight in the UK and one each in Australia, Denmark, Finland, France, Germany 
and Ireland. Together they make up over 40 per cent of the biggest non-
financials. The second big shift is the much more central and dominating role 
of institutional investors. Typically, institutional investments are 
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proportionately much bigger than they were in 1974, particularly from US 
firms, and ‘family’ investments are, correspondingly, less significant. This is 
reflected in the absence of any firms in the ‘constellation’ category. ‘Shared 
minority’, on the other hand, has grown to 18. Exclusive minority, which in 
1974 was largely populated by traditional Scottish firms with dominant family 
shareholdings, is reduced to three (and the dominant shareholdings in two of 
these firms now come from institutional shareholders). ‘Exclusive majority’ 
remains at eleven and it is here that the majority of family owned firms are still 
to be found – although these tend to be towards the bottom of the list in terms 
of size. As well as Grampian Country Foods, there are Arnold Clark 
Automobiles, William Grant Distillers, the drinks firm Edrington (Robertson 
family trust), City Refrigeration (Haughey family), DC Thomson (Thomson 
family) and the family-owned Turner and Co motor rentals, MacDonald Hotels 
and Mackay Stores. Even in this category two companies are controlled by 
institutional investors: the ex-bankrupt heavy engineering firm Motherwell 
Bridge (Bank of Scotland) and the failing oil supply company ASCO (3i).  

The scale of the discontinuity is best grasped by looking at the list of Scottish 
non-financials used by Scott and Hughes. Of the 62 only 11 survived as 
Scottish-registered firms. The firms that have vanished from the list include 
Distillers, Coats Patons, United Biscuits, Wm Baird, Metal Industries, 
Stenhouse Holdings, Uniroyal, Scottish and Universal Investments, 
Lindustries, Anderson Mavor, William Collins, Howden group, Glenfield and 
Kennedy, Brown and Tawse, Lyle Shipping and Culter Guard Bridge paper 
makers. Burmah Oil survives but no longer as a Scottish firm. Even the 
Scottish survivors are often only nominally so. Hewden Stewart is now a US 
subsdiary. The plastics firm Low and Bonar is now 24 per cent owned by 
Schroders and its directors are all English-based. House of Fraser in 2004 had 
37 per cent of its shares owned by six investors. Five are external institutional 
investors and the sixth is the self-made Scottish entrepreneur, Tom Hunter. 
There are only three surviving firms that still have substantial Scottish 
shareholdings and Scottish directors which remain on our 2004 list. They are: 
Scottish and Newcastle, Weir and John Menzies. Even these now also have 
substantial external institutional shareholdings.  
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4. SHARE-OWNERSHIP AMONG SCOTTISH FINANCIAL 
COMPANIES  

When we turn to the top 58 Scottish-registered financial companies we find a 
considerably stronger survival of Scottish interests. The two big banks, RBS 
and HBoS, still have Scottish headquarters and a significant number of Scottish 
directors although the Clydesdale and LloydsTSB are both subsidiaries. None 
of the three property companies from the 1974 sample survive. The biggest 
Scottish-registered company involved in property is the family controlled 
Miller Group which is also a major player in house construction. Among the 
insurance companies only the largest, Standard Life, remains Scottish-based. 
Scottish Widows, General Accident, Scottish Amicable and Scottish Provident 
have all been taken over and operate as subsidiaries of either British or Dutch 
companies. This in turn has implications for fund management as the bulk of 
such funds are managed by insurance companies. In 2004 they handled £250 
billion out of the £320 billion invested from Scotland. The other £70 billion is 
invested through investment trusts and specialist fund managers. Among these 
firms a core of Scottish companies remains, Baillie Gifford, Martin Currie and 
Aberdeen Asset Management being the biggest. But a number of previously 
key Scottish firms are now subsidiaries, Ivory and Sime (ISIS) of the City of 
London F&C Asset Management and Artemis of the Dutch ABN AMRO. The 
two biggest in terms of assets managed, AAM and ISIS/F&C, are included in 
our sample. It is when we come to the investment trusts themselves that we find 
the greatest continuity. These trusts have independent boards of directors who 
hold the monies of investors in trust. Sometimes they manage the funds in-
house but more usually contract out the detailed management of the funds to 
specialist fund management firms. In 2004 there were forty-two Scottish-
registered investment trusts with assets of more than £39 million – the biggest 
being the British Assets Trust with £5 billion and the two Dundee-based 
Alliance Trusts with £3.3 billion between them. 

Looking at share-ownership and modes of control, the two non-subsidiary 
banks, the Royal and the Halifax Bank of Scotland, both reveal significant 
institutional shareholdings. Four institutional investors owned 12.9 per cent of 
the Royal Bank’s ordinary shares in 2004: three the UK based (Abbey Group, 
Legal and General and Barclays) and one US (Capital Group) – although the 
large shareholding previously held directly by the Spanish Santander Bank had 
by then been sold. Shareholdings in HBOS were more dispersed but two 
institutional investors (Barclays and Capital Group) between them owned 7.6 
per cent.  
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Table 2 
Mode of control in top 58 Scottish-registered financial companies 2004 

 Insurance and 
finance companies 

Banks Property Fund 
Managers 

Investment 
Trusts 

Wholly owned subsidiary 2 8 0 1 0 

Exclusive majority: one 
interest owns over 50% 

0 0 0 0 4 

Shared majority: more than 
one interest with over 50% 
combined 

0 0 0 0 9 

Exclusive minority: one 
interest owns between 10% 
and 50% 

0 0 1 0 1 

Shared Minority: more than 
one interest owning 
between 10 and 50% 

1 0 0 1 23 

Limited minority: more than 
one interest owning 
between 5 and 10% 

1 0 0 0 1 

Constellation: less than 20 
interests owning more than 
10% 

0 0 0 0 3 

Constellation with less than 
10% 

0 1 0 0 1 

Sum 4 9 1 2 42 

 

As we have seen, the one property company, the Miller Group, has family 
shareholdings in excess of 33 per cent, and the only non-subsidiary among the 
insurance and finance companies is the mutually-owned Standard Life. The two 
fund managers Aberdeen Asset Management had a 16 per cent shareholding by 
the US life assurance firm Phoenix and another 23 per cent held by four UK 
institutions (Hermes, Legal and General, Life Assurance Holding Company 
and Schroder). The other firm, ISIS/F&C Asset Management, is owned 51 per 
cent by Friends Provident and 23 per cent by the Dutch firm Eureko.  
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This pattern of heavy institutional ownership from outside Scotland is also 
found when we look at the investment trusts – although here a number of 
Scottish companies also show up fairly consistently, particularly Standard Life 
and the Dundee-based and family owned publishing firm, DC Thomson. 
Taking the top six we find 25 per cent of the shares in the biggest, British 
Assets Trust, held by two UK institutions (Friends Provident and Legal and 
General) and by the French-owned assurance company Axa. Around a third of 
the shares in the two Alliance Trusts are held by Scottish-based companies 
(Standard Life, DC Thomson, Alliance Trust Savings) while there is also a 3 
per cent holding from Legal and General. Scottish Mortgage has 11 per cent of 
its shares held by three UK companies (Barclays, Prudential and L&G) and 
another 5.5 per cent by DC Thomson. The Edinburgh Investment Trust has 6.8 
per cent held by Standard Life and another 13 per cent by UK companies 
(Scottish Widows/LloydsTSB, Prudential and Legal and General). The Scottish 
Investment Trust has 10 per cent held by UK companies (Britel and Legal and 
General), 9 per cent by Axa and 3 per cent by DC Thomson. The sixth biggest 
is perhaps the most authentically Scottish. This is the Murray International 
Trust – part of the assets taken over by Aberdeen Asset Management when it 
bought up the oldest Scottish fund manager, Murray Johnstone, in 2000. JNB 
Baillie Hamilton owns 15 per cent, DC Thomson companies 7.5 and Legal and 
General 3 per cent. The directors include Sir Raymond Johnstone, the former 
managing director of Murray Johnstone, John Trott, previous chair of Standard 
Life, Janet Morgan (Lady Balfour of Burleigh, multiple director and ex-
Cabinet Office) and David Benson, senior advisor to Fleming Family Partners, 
the City of London investment arm of the Fleming financial interests, originally 
deriving from Dundee.  

Overall, however, the investment trusts are dominated by large shareholdings 
from mainly UK based institutional investors. Of the 42 trusts 35 either have 
exclusive majority shareholdings, shared majority shareholdings or shared 
minority shareholdings. Large individual or family trust shareholdings, though 
still present, are no longer typical. 

5. DIRECTORSHIPS AND L INKAGES  

It is clear, therefore, that among both financial and non-financial companies 
large UK and overseas institutional investors have potentially much greater 
influence, in terms of voting shares, than they did in the 1970s. This does not 
necessarily mean, however, that this is used in any systematic way. Nor does it 
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necessarily mean that Scottish interests do not still exercise a directing 
influence even though their shareholding power has been diluted – or that 
significant Scottish networks do not exist across the financial and non-financial 
sectors as found by Scott and Hughes for the 1970s. The research by Franks, 
Mayer and Rossi on family firms in the UK found that even though there has 
been a decisive decline in family ownership of major firms over the twentieth 
century – in sharp contrast to the continent – family directorships and influence 
often continue for a considerable period after dominating shareholdings have 
been lost20.  

The first step is to look at company directorships and to establish how far – 
among this inner core of Scottish registered companies – linkages of multiple 
directorships still exist on the scale identified in 1973-4. Scott and Hughes 
found strong interlinkages among the financial companies and significant 
linkages, though less marked, between the financial companies and the non-
financial companies. If the new pattern of ownership is reflected on the boards 
of directors one would expect less linkage and more fragmentation.  

The first relevant statistic is the size of boards. We find that the average board 
size has fallen from 7.6 directors in 1974 to 6.5 directors in 2004. That decline 
in board size is not concentrated in just one or two sectors but occurs across all 
the sectors examined. The biggest single factor here would seem to be the 
increase in the number of wholly- owned subsidiaries among the top Scottish-
registered firms: from 11 out of 120 in 1973-4 to 37 in 2004. In these cases 
non-executive directors tend to disappear. In 1973-4 the big Scottish insurance 
companies, giant reservoirs of capital for potential local use, all had large 
arrays of Scottish businessmen on their boards. As subsidiaries of Abbey, 
LloydsTSB, Aegon or Aviva, this is now much less the case.  

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

                                                           
20 Franks, J. Mayer, C. and Rossi, S. (2003). Spending less time with the family: the 
decline of family ownership in the UK. History of Corporate Ownership. ed. R. Morck, 
Washington DC: National Bureau of Economic Research 
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century. In 1920-1 there were 118 multiple directors, in 1937-8 132 and in 
1955-6 119. This decline cannot be attributed to regulatory intervention as the 
Combined Code on Corporate Governance, which discourages multiple 
directorships, did not come into force until November 2003. It would seem to 
result from the much greater degree of institutional ownership from outside 
Scotland. 

Table 3 
Multiple Directors on Company Boards in 2004 

(1973-4 figures in brackets) 

Number of Multiple Directors Non-Financial Financial 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) 3 (9) 

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 greatest density of multiple 
directorships is finance. Financial companies provide, as in 1973-4, around 45 
per cent of all the directorships. Yet of the 55 multiple directors 85 per cent 
hold directorships in a financial company. Looking at the companies 
themselves (Table 6), almost three-quarters of the Scottish-registered non-
financials have no director linking them with another company in the top 120. 
In 1973-4 over half of the non-financials did have such links. On the other 
hand, the bulk of the financial companies – although very much concentrated in 
the investment trusts – share directors with other companies. Financial 
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companies with three or more multiple directors heavily outscore the non-
financial sector. Even here, though, the level of linkage is perceptibly less than 
in 1973-4. 

In total there are eight companies with four or more multiple directors and six 
of these companies are financial: Alliance Trust (5), Second Alliance Trust (5), 
Royal Bank (5), Scottish Investment Trust (4), Lloyds TSB (4), Miller Group 
(4). The two non-financial companies with four or more multiple directors are 
John Menzies (4) and SMG (4). Once again these figures are eclipsed by the 
statistics from the 1970s where five companies had nine multiple directors and 
45 had four or more.  

There is an equally marked decline in the strength of linkages between 
companies. Table 4 gives the number of companies linked by more than one 
shared director. In 1973-4 there were 45 companies linked by more than one 
shared director. In 2004 there were only three such linkages – one being 
between the First and Second Alliance Trusts in Dundee which share all their 
directors and almost all their shareholders and are effectively a joint company. 

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

Looking at specific director linkages among the 62 non-financial companies we 
find only one set of linkages extends beyond simple links between two 
companies. This groups six east coast companies – four of them based in 
Aberdeen. All are single director links. Figure 1 adds the financial companies. 
This produces a considerably denser pattern with a few double director links. It 
shows five clusters. One is of North-east companies around Aberdeen Asset 
Management. The three other clusters are Edinburgh-based: a small cluster of 
eight investment trusts mainly associated with Martin Currie, a larger one 
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around the Royal Bank including Scottish and Newcastle and two major 
vehicles for external oil investment, Premier Oil and Cairn Energy, and a third 
around Lloyds TSB (previously Scottish Widows) and Standard Life. There is 
a fifth cluster around the family-owned property firm Miller which is itself 
linked to the North East cluster. Four other family-owned firms also hold a 
relatively central position straddling clusters. These are the Wood Group, 
tagecoach and MacDonald Hotels linking the North east group and theStandard 
Life group and Menzies which links these and the Edinburgh Royal Bank 
cluster. It should be stressed that these linkages are within the top 120 alone. 
Each firm will have its own externally based institutional investors. In many 
cases these links may well be far more powerful than those existing across the 
120. The relatively central position of Miller Group, Wood Group, Menzies, 
Stagecoach and MacDonald Hotels is, however, interesting. All have very 
significant Scottish family ownership.  

Table 4 
Plural and Single Company Linkages 2004 

(1973-4 in brackets) 

Value of Line between 
companies 

Links between 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 very little linkage. Among the 36 
non-subsidiary non-financial companies there are only eight major holdings by 
Scottish companies: Scottish Widows in Shanks, DC Thomson in John 
Menzies, HBoS in Motherwell Bridge, Salvesen in Aggreko, Aberforth in 
Paladin and ISIS and Standard Life in Forth Ports. This is to be contrasted with 
the 68 major shareholdings by external institutional investors. The most 
prolific are Legal and General (holdings in eight companies), Prudential (7), 
the US investor Fidelity (7), Axa (3), Artemis (3), Barclays (3) and Deutsche, 
Invesco, Schroder and Zurich (two each). Among the investment trusts we find 
a greater penetration by a smaller number of Scottish companies: DC Thomson 
has ten holdings, Standard Life four, ISIS four, Scottish Widows three and 
Salvesen one. Strangely, though, DC Thomson, apparently the most central 
Scottish shareholder, has no directors on the boards of any of the other top 120 
Scottish registered companies. Again, however, as already noted, the great bulk 
of shareholdings in the investment trust sector are held by external institutional 
investors. 

Table 5 
Common Directorships 2004 

 Banks Insurance 

Companies 

Investment 

Trusts 

Investment 

Managers 

Property Non 

Financials 

Total 

companies in 

sector 

Banks 0 0 7 0 0 7 4 

Insurance 0 1 0 0 0 1 9 

Investment 

Trusts 

7 0 24 2 2 12 42 

Investment 

Managers 

0 0 2 0 0 2 2 

Property 0 0 2 0 0 3 1 

Non 

Financials 

7 1 12 2 3 10 62 

 

It is also instructive to compare the most central companies in 2004, as defined 
by the number of links, with the most central link companies in 1973-74. The 
two Alliance trusts head the list (somewhat misleadingly given their combined 
character) with nine links and there are nine other companies with six or more 
links. By contrast, in 1973-4 there were fifteen companies with twelve or more 
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connections. This seems to reveal a quite dramatic fall in the density of the 
central network. At both dates, however, the dominance of the financial sector 
is clear. 

In conclusion, we have found that every single comparison between the 
network of the 1970s and the network of today reveals a significant decline 
over time. The Scottish economy (at the highest level) is less inter-linked than 
in the 1970s and the links that do exist are also considerably weaker. A certain 
dominance of the financial sector remains but once again 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 
Trust 

6 

 

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

In 1973-4 Scott and Hughes identified eight men with five or more 
directorships in their top 120 Scottish companies. In 2004 there was only one 
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person in this category, Christopher Masters. If we go down a level to four 
directorships we find three men and one women.  

The top eight in 1973-4 comprised two industrialists (WD Coats and Sir John 
Muir, chairman of the Finlay tea empire) and six financiers and fund managers. 
These were all from traditional legal and fund managing families: James 
Lumsden, George Chiene, Sir Robert Erskine-Hill, JCR Inglis, 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 category. Masters is a Yorkshire-born 
graduate of Leeds University who began his career with Shell and became 
business development manager for the Salvesen Group in 1979 and remained 
with Salvesen till 1997. He has subsequently chaired the Salvesen-spinoff 
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Aggreko and the Scottish Media Group. Angus Grossart qualified as a 
chartered accountant and lawyer in 1962-3. He came to the fore in 1969 when, 
together with Iain Noble and Sir Hugh Fraser, he formed the merchant bank, 
Noble Grossart. In the 1970s the bank played boldly and at times quite 
dangerously in the turbulent waters of oil financing and property development. 
Both Fraser and Noble suffered financial grief in the following decade. 
Grossart and the bank survived. Martin Gilbert graduated from Aberdeen 
University, entered fund management as a junior and in 1983 led a 
management buyout to establish Aberdeen Development Capital. He then went 
to lead Aberdeen Asset Management. Janet Morgan, an English political 
scientist and historian, worked in the Cabinet Office in the late 1970s and then 
with City of London investment companies in the 1980s. She is married to 
Lord Balfour of Burleigh, whose family figured prominently among previous 
lists of Scottish multiple directors but no longer does so. Hamish Buchan, born 
of Scottish parents in Chile, started training as an actuary, switched to 
accountancy, and spent the great bulk of his career as an investment analyst 
specialising in oil with Wood McKenzie. As Wood Mackenzie passed into the 
ownership of the NatWest, Buchan took on responsibilities as director within a 
range of City institutions. He was elected chair of the London-based 
Association of Investment Trust Companies in 2005. 

If we go down a further level to those with just three top 120 directorships 
there are a further seven men. Only one comes near to being in the traditional 
mould. He is William Berry, Eton and St Andrews, partner in Edinburgh’s 
biggest corporate law firm Murray Beith Murray, chair of Inchcape 
Investments, director of two of the biggest Scottish investment trusts since the 
1970s, Senior Governor of St Andrews University and member of the Royal 
Company of Archers. Another lawyer is Calum Macleod, partner in the 
Aberdeen firm of Paul and Williamson from the 1960s, and a central figure in 
the east coast cluster alongside Martin Gilbert. There are two chartered 
accountants and an actuary. Ewan Brown, director of Noble Grossart since 
1969, is a long-standing lieutenant of Angus Grossart. J.M Gourlay served with 
Clyde Petroleum from 1973 until 1984, and is now director of the Liverpool-
based Bibby Line as well as Havelock Europe and the Cayzer-controlled 
Paladin Resources. The actuary is the Strathclyde maths graduate Kerr 
Luscombe who made his career in Scottish Mutual Assurance and is now a 
director of Abbey’s Scottish subsidiaries. Finally, there is the London-based 
banker, JPHS Scott of Lazards, and Donald Macdonald of Macdonald Hotels, 
previously of Stakis and director of two investment trusts.  
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Table 8 
Directors with 4 or more Directorships in the Top 120 companies 2004 

Directors Number of 
Directorships 

Directorships Primary 
Interest 

Christopher Masters 5 John Wood, SMG, Alliance 
Trust, Second Alliance Trust, 
British Assets Trust 

British 
Assets Trust 

Angus Grossart 4 RBS, Scottish & Newcastle, 
Edinburgh US Tracker Trust, 
Scottish Investment Trust 

Noble 
Grossart 

Martin Gilbert 4 FirstGroup, Grampian 
Country Foods, Aberdeen 
Asset Management, Aberdeen 
Development Capital 

Aberdeen 
Asset 
management 

Janet Morgan 4 Stagecoach, Scottish 
American Investment 
Company, Murray 
International Trust, Scottish 
Oriental Smaller Companies 
Trust 

Stagecoach 

Hamish Buchan 4 Scottish Investment Trust, 
Personal Assets, Aberforth 
Smaller Companies trust, 
Standard Life European 
Private Equity Trust 

Aberforth 
Split Level 
Capital 

 

In 1973-74 Scott and Hughes found evidence of a fairly cohesive network of 
top directors whose families had dominated Scottish business and finance over 
the previous three or four generations. There was little indication of this for 
2004. There were one or two associations: Angus Grossart and Euan Brown; 
probably Martin Gilbert, Calum McLeod and Donald Macdonald. But most of 
the top directors were individual corporate employees who had demonstrated 
their abilities and had the confidence of the institutional investors. A majority 
were by background themselves specialists in fund management.  

This impression of professional managers, mostly accountants, is continued 
when we look at the chairpersons of the top companies. Of the top ten non-
financial companies that are not subsidiaries we find two with chairpersons 
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who represent family interests: John Wood and Alfred Dunhill of Grampian 
Country Foods. Five are chartered accountants or ex-bankers: Charles Miller 
Smith of Scottish Power (CA, Unilever, Midland Bank/HSBC), Brian Stewart 
of Scottish and Newcastle (CA, joined the firm in 1971 becoming finance 
director in 1988), Adrian Montague of British Energy (partner of Kleinwort 
Benson from 1979), Robert Spears of Stagecoach (formerly finance director at 
the Royal Bank) and Sir Robert Smith of Weir (CA, 3i , National Commercial, 
RBS). David Fish of Salveson (where institutional investors removed both the 
chief executive and finance director in 2003) is also chair of Nabisco-owned 
United Biscuits and was European manager for Mars Inc. from 1984. Finally 
there are two engineers: Muir Lochhead of First Group (chair of GRT Bus 
Group from 1984) and Edwin Farmer of Scottish and Southern (Morgan 
Crucible, F&C Smaller Companies). The chairs of the two major banks are of 
the same general type. Sir George Mathewson of the Royal Bank worked for 
the investment firm ICFC (later 3i) in the 1970s, became Chief Executive of 
the Scottish Development Agency in the 1980s and joined the Royal as director 
of strategic planning in 1987. Lord Stevenson at HBOS represents the 
heavyweight City of London interests who dominated the Halifax (Lazards, on 
the board of Pearsons since 1986, BSkyB from 1994 and Rothschilds’ St James 
Capital from 1997). 

Notable for their absence are the current representatives of the old Scottish 
industrial and financial families who were still dominant in 1973-4. They have 
not entirely gone away but they no longer inhabit the commanding heights of 
the Scottish economy. Lord Weir’s principal interest is stated as a director of St 
James Capital in London which took over the Great Northern Investment Trust, 
of which he was chair, in the 1980s. Viscount Colville, of the ex-steel family, a 
QC and previous Conservative minister of state at the Home Office, is Director 
of the Securities and Futures Authority. Two of the younger Tennants are 
directors of JP Morgan Fleming and JP Morgan Trustees. The younger Yarrow 
is a CA and director of the Newcastle-based Northern Venture Managers. The 
only stated directorship for the Lithgows is of their residual shipyard in 
Campbelltown. A number of families continue to be represented at a lower 
rank in the Scottish hierarchy. Three members of the Ivory family have 
directorships in the Scottish 120, Brian Ivory as chair of SAINTS and a 
director of HBOS. John Lumsden is a director of the London-based ISIS 
Smaller Companies Trust and Adrian Coats is director of the Murray Income 
Trust. Ivor Guild remains a director of two investment trusts and his son is a 
partner in the second biggest Edinburgh corporate lawyer, Shepherd and 
Wedderburn. William Gammell is managing director of Cairn Energy, largely 
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owned by non-Scottish institutional investors. Others, the Earl of Airlie, the 
third Baron Maclay and J.D.B.Younger, no longer appear to have active 
business involvement.21  

Overall, therefore, three major changes seem to have taken place over the past 
thirty years. First, the families dominant for the previous century have lost their 
position. Second, they have been replaced by career managers who are 
accountable to largely external institutional investors – particularly in the case 
of the new generation of privatised companies. Thirdly, there is much less 
interconnection. The new generation of directors and company chairpersons 
are decisively less linked by shared directorships to other firms in the Scottish 
top 120 (though not necessarily to other firms based in the City of London or 
elsewhere). It is certainly the case that some of the City of London finance 
companies are partly directed by remaining representatives of the old Scottish 
financial elite. But any such links would seem to be incidental rather than 
structural. 

7. GOVERNMENT AND BUSINESS IN SCOTLAND  

In May 2005 Frank Blin, Scottish partner of PricewaterhouseCooper and 
Scottish Enterprise board member, told the Scottish Parliament’s Enquiry into 
Business Growth: ‘the more I travel the more I look at Scotland as a small 
nation with a small number of key stake holders and key influencers who can 
make a difference’. But, he noted, he had soon found that there was ‘no shared 
clarity of thought’.22 

In the early 1970s the relationship between government and business in 
Scotland might still be described as organic. The acknowledged leaders in 
business and finance were closely linked by family ties and business 
associations with the leading figures in the Scottish Conservative and Unionist 
Party. Often they were the same people and used their presence in parliament 
and government to defend Scottish business interests at British level. In the late 
1950s there were open divisions over steel production, the Toothill Report and 
the needs of the new wave of English and American branch plants. The 
modernisers in the Macmillan cabinet sought to face down the old guard of 

                                                           
21 Information from Directory of Directors, Who’s Who and Who’s Who In Scotland 
22 Scottish Parliament Enterprise and Culture Committee (2005). Official Report 31 
May 2005. c. 1945.  



Scottish Affairs 

26 

Scottish heavy industry entrenched in Colvilles, the Bank of Scotland and the 
engineering and shipbuilding firms on the Clyde. Similarly in the early 1970s 
the resurgent forces of Scottish business rallied round Lithgow and Colville to 
exploit their influence within the incoming Conservative government. The 
Scottish Council Development and Industry’s Oceanspan project sought to 
transform the heavy engineering infrastructure of central Scotland as a basis for 
regional regeneration.23  

It would be difficult to point to any similar alignments today. In 2004 some 
Conservative politicians could be found in the lower reaches of the multiple 
directors. Sir Malcolm Rifkind had two directorships in the top 120 (Aberdeen 
Asset Management and British Assets Trust) but his main business activities 
were as a consultant to the American-owned Ramco and F&C Energy Markets 
and director of Alliance Medical, Petrofac and BHP Billiton. Lord Lang of 
Monkton also had two directorships in the top 120 (Scottish Mortgage 
Investment Trust and Murray TMT) but his principal stated interest was in the 
Guernsey-based BSF US Special Opportunities Trust. The Conservative leader 
in the Lords, Lord Strathclyde, was appointed director of the Scottish 
Mortgage Investment Trust in 2004 but his principal business interests have 
been in the City of London, most notably as the chair of the hedge fund 
manager Trafalgar Capital Manager. Sir David Trippier, another former 
Conservative minister, was director of two Scottish investment trusts though 
his main interests are based in the City of London. No Labour Party politicians 
appeared among the directors of the top 120 companies. There was only one 
tenuous link with the Scottish Office/Executive through Eileen Mackay. 
Previously Principal Finance Office in the Scottish Office, she is married to Sir 
Muir Russell, first head of the post-1999 Scottish civil service, and was in 
2004 director of the Royal Bank and the Edinburgh Investment Trust. 

There are perhaps a couple of areas in which it is possible to see attempts to 
consolidate local or Scottish spheres of influence. The Noble Grossart Bank 
would be one. This has interests across a range of Scottish firms and industries 
which could prove mutually supportive. But the major institutional investors in 
these sectors have shown themselves less than enthusiastic and have made 

                                                           
23 Scott, J. and Hughes, M. (1980). Anatomy, pp.165-247; and Foster J. and Woolfson, 
C. (1986). The Politics of the UCS Work In: class alliances and the right to work. 
London: Lawrence and Wishart, London, pp. 21-131. 
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concerted efforts to marginalise both Angus Grossart and Ewan Brown.24 
Similarly Aberdeen Asset Management has been involved in a protracted turf 
war over the control of the Murray Venture Capital Trusts with the City of 
London Close Brothers. Sir David Trippier was among the majority of current 
directors who have backed continued management by Close Brothers.25 
However, neither instance would seem to indicate any coherent expression of a 
Scottish business interest. ‘Fragmentation’ and ‘fission’, to use Alf Young’s 
words, seem more appropriate descriptions. 

This still leaves the question: what is the relation between business and 
government in Scotland? Any answer has to start with the basic changes of the 
last three decades. Externally-owned firms now dominate the key sectors of the 
Scottish economy: manufacturing, oil and gas, business services, the entire 
retail trade and most leisure. In finance the biggest shift has been the loss of the 
insurance companies. If we look at the Scottish-registered firms, both financial 
and non-financial, external institutional investors are far more dominant and 
their priorities reflected by company chairpersons and chief executives. This is 
particularly so for the new generation of privatised service companies which 
generally required very high initial capitalisation. In terms of asset value the 
two big banks now dominate the Scottish economy. Of the two, the Halifax 
Bank of Scotland is most heavily reflective of City of London institutions. The 
Royal Bank is more tightly networked with Scottish multiple directors and 
Scottish-based investment trusts. Yet even here, as we have seen, these 
multiple directors are themselves largely asset fund managers – responsible for 
the month by month maximisation of shareholder value in portfolios mainly 
owned by external institutional investors. Anne Rodgers, chief investment 
officer for Aberdeen Asset Management, summed up the prevalent mentality 

                                                           
24 Sunday Herald 21 August 2005 reports that RREV, a joint venture between the UK 
National Association of Pension Funds and the US Institutional Shareholders Services, 
was recommending shareholders not to re-elect Ewan Brown as no longer 
‘independent’. The Souters issued a statement in support of Brown who had been on 
the board since 1988. Noble Grossart have been notable in seeking to rescue a number 
of bankrupt and near-bankrupt companies. One in 2003 was the Falkirk-based coach 
builder Alexanders. The new directors included Grossart, Souter and Gloag. In 
February 2006 Stagecoach placed a £50m order for buses with Alexanders (Herald 14 
February 2006). In 2004 institutional investors, in somewhat similar circumstances, 
insisted on the sacking of Salveson’s chief executive despite claimed support from the 
Salvesen family (Scotsman 24 May 2004) 
25 Sunday Herald 21 August 2005 and Herald 22 August 2005. 
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thus: ‘The Aberdeen culture is payment for results. As an independent house, 
what you do has a day to day affect on the share price’.26 Ms Rodgers has 
previously worked for Edinburgh Fund Managers and in London for Alliance 
Capital, Morgan Investments and Mercury. 

It is at this point that we begin to get an answer to our initial riddle: the 
apparent sea change in attitudes among top policy makers to an 
unchallengeable acceptance that Scotland must go with global market forces.  

A case in point would be the Royal Bank’s 2004 study Wealth Creation in 
Scotland. This gave a very upbeat assessment of the Scottish economy. It 
focused on the biggest 100 Scottish-registered or based companies and claimed 
that, compared with other smaller European economies such as Ireland, 
Denmark, Finland or Belgium, Scotland possessed more companies of global 
weight and competitiveness. These top companies, it claimed, were ‘creating 
wealth faster’ than companies elsewhere in Europe and the added valued 
produced was equivalent to 56 per cent of Scotland’s GDP. It also noted that of 
the top twenty firms no less than seven had come into being relatively recently 
as a result of the privatisation of public sector assets: Scottish Power, BP 
Exploration, First Group, British Energy, Stagecoach, Scottish and Southern 
and Britoil. 

As far as institutional investors are concerned, these claims are well-founded. 
The growth in asset value and turn-over has been very rapid and principally the 
result of external acquisition. Over 80 per cent of employment within these 
companies is now outside Scotland. This is particularly true of the privatised 
utilities which were previously entirely Scottish-based. In little more than a 
decade and a half they have shifted 80 per cent of their operations outside 
Scotland. Privatisation is credited with releasing highly valuable assets – often 
carrying continuing revenue streams from government – which were then able 
to draw in even more investment from outside. The study’s policy 
recommendations for further growth follow directly from this analysis. They 
are threefold: continued external expansion, the development of more 
companies to a level where they could also expand externally and further 
privatisation to sustain a new generation of companies based in health, social 
services and education. On its own terms the stress on external expansion 
makes very good sense. Most large Scottish companies are now in financial 

                                                           
26 Financial Times: Fund Management Supplement 8 August 2005. 
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services or privatised utilities and for such companies lateral expansion into 
other economies is the quickest way of growing shareholder value.  

Yet, as Brian Ashcroft has pointed out, the claim of 56 per cent in terms of 
Scottish GDP is seriously misleading. With over 80 per cent of both 
employment income and profit income going elsewhere, the actual benefit to 
the Scottish economy is only a fraction of this. Nor does the stress on external 
investment bear much relation to the actual needs of the Scottish economy. 
Peters and Harrison, in their 2005 report for Scottish Enterprise, note that no 
major new Scottish company has emerged in the last decade. They situate this 
failure in a wider environment of very low research and development spending, 
itself skewed to a small minority of industrial sectors (and over half in US 
subsidiaries), net migration of key graduates, persistently low firm foundation 
and a record of GDP growth per capita which puts Scotland down in the third 
quartile of OECD countries. Only 1.5 per cent of gross value added by 
Scotland’s top 100 companies comes, they report, from firms in technology-
based sectors. Even those hi-tech businesses that succeed are ‘more often than 
not acquired before they have achieved significant scale and have the chance to 
become well embedded in the local economy.’27  

However, despite this, the solutions proposed by the Scottish Executive in the 
2004 edition of Smart Successful Scotland are not markedly different from 
those of the Royal Bank. The three broad organising themes are Learning and 
Skills, Global Connections including actively seeking ‘to encourage Scottish 
businesses to undertake direct investment overseas’ and Growing Businesses, 
that is, helping Scotland’s bigger firms grow bigger. That a key pillar of the 
Scottish executive’s policy is promoting the export of capital signals just how 
deeply the neo-liberal agenda has permeated. 

As we have noted, New Labour ideology would certainly be a factor in any 
explanation. But it hardly seems enough given the strong traditions of 
corporatist intervention still present a decade ago, the expectations placed on 
the Scottish Parliament and a Scottish public opinion that strongly favours 

                                                           
27 Harrison, R. and Peters, R. The Strategic Investment Fund: Strategic Context, 
Rationale and Funding Role. Edinburgh: Scottish Enterprise, 2005, p. 3; in 
September 2005 the Scottish Executive released figures showing that Scottish business 
research and development for 2003-04 stood at 3.8 per cent of the UK figure: Herald, 
30 September 2005. 
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public intervention. Simple political gamesmanship would predict at least a 
rhetorical challenge. 

So are the changes in ownership structure also a factor ? If so, it is probably 
more because of what is not there than what is. In 1969-72 the Scottish Council 
D&I’s Oceanspan project, even if unrealistic politically, did demonstrate a 
determination to renew the productive infrastructure in Scotland. As such, it 
reflected the interests of a coherent business network centred on industrial 
companies whose prime base was in Scotland. No such axis exists today. The 
firms involved in the 2003 Business in Parliament exercise were two UK 
accountancy firms, one Glasgow law firm mainly dealing with investment 
trusts, one externally-owned bank and three companies in our top 120. Two of 
these have very significant ownership by external institutions and all had more 
than 80 per cent of their employees and capital outside Scotland. This grouping 
was indeed reflective of the realities of corporate structure in Scotland. But it 
was unlikely, as Frank Blin noted, to produce any decisive clarity of thought. 
Nor was such clarity likely to come from peak bodies such as CBI Scotland 
(headed in 2004 by the UK chief executive of IBM). By default, therefore, 
attitudes to policy will tend to reflect a diffuse acceptance of the neo-liberal 
perspectives of UK corporate investors. In so far as more precise policy 
perspectives emerge, these will generally come from the two big banks and 
again reinforce neo-liberal assumptions. Any coherent response from elsewhere 
in Scottish business is unlikely.28 

8. CONCLUDING DISCUSSION 

Accordingly, the answer to our original puzzle would be that the structural 
context of economic decision-making in Scotland has indeed been transformed 
and this in part explains the dominance of neo-liberal attitudes in political 
debate. However, this answer must remain provisional until one important 
objection has been addressed. This is that our puzzle is based on a false 
assumption: that there do indeed exist feasible alternatives to neo-liberalism. 

                                                           
28 The Scottish Council Development and Industry is the one potential source but it is 
now a much weaker body than it was. In September 2005 its chief executive Alan 
Wilson called for ‘more public sector support to stimulate the levels of research and 
development by Scottish business’, Herald 30 September 2005. 
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It would be argued from this point of view that deregulated capital and 
globalised markets now make statist attempts at economic intervention 
counterproductive. Scotland has a highly developed capital market. If there 
were opportunities for profitable investment they would have been taken. 
Additional investment through the public sector would further crowd out 
private investment and in consequence the types of policy recommended by the 
Royal Bank are the only possible ones. External acquisition and investment by 
Scottish firms represent their best chance of survival and of protecting their 
status as Scottish headquartered companies – itself an issue of critical 
importance to the Scottish economy.  

The firmness with which these views are held is, we would argue, itself a 
puzzle – as much a puzzle as the dominance of similar doctrines in the 1930s. 
Three brief comments are called for. First, on globalisation there is manifold 
evidence that the current deregulation of capital markets was driven by politics 
and not some immutable natural process and is certainly not irreversible.29 
Capital and commodity markets were no less open in 1913 and 1929 and on 
each occasion political events resulted in sharp reversals. The term 
‘globalisation’ has itself to be understood as a product of this politicized 
agenda. Second, despite deregulation, there has been a diversity of policy 
responses in Europe and elsewhere. Many involve a high level of state 
intervention and there is some evidence that as result differences in economic 
structure have increased rather than decreased over the recent period.  

Third, and most immediately to the point, Britain’s very dispersed, fluid and 
externalized form of institutional company ownership is itself not typical. It is 
largely restricted to this country and the USA. Research by John Scott and 
more recently by Barca and Becht has shown that in both continental Europe 
and across Asia there are quite different and generally more stable forms of 
corporate ownership.30 Barca and Becht have demonstrated that in more than 
80 per cent of the largest companies listed in France and Germany there is a 
single shareholder owning more than 25 per cent of the shares. This may take 

                                                           
29 Hirst, P. and Thompson, G (1999). Globalisation in Question. Oxford: Polity, 
second edition; Krugman, P. (1998). The Accidental Theorist, New York:Norton; 
Stiglitz, J. (2002). Globalisation and its Discontents. London: Penguin; Weiss, L. 
(2003), States in the Global Economy. Cambridge: Cambridge University Press. 
30 Scott, J. (1997), Corporate Business and Capitalist Classes. Oxford: Oxford 
University Press, 1997; Barca, F and Becht, M (2001). Control of Corporate Europe. 
Oxford: Oxford University Press 
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the form of a stake held by the state, but more often it reflects a high 
concentration of family ownership. By contrast, only 16 per cent of comparable 
UK companies are family-owned. In Scotland the proportion is as low as 8 per 
cent.  

This has important implications for both the public and the private sphere. Hall 
and Soskice have recently investigated the ways in which the institutional 
arrangements of a nation’s political economy determine corporate strategy: 
including strategies for dealing with the dynamic associated with 
globalisation.31 In particular, they identify the comparative institutional 
advantages derived by the coordinated market economies, as they describe 
them, of Germany, France, Sweden and Finland.32  

Across a broad range of industrial sectors, civil, process and electrical 
engineering, capital goods, transport equipment, basic chemicals, thermal 
processes, polymers, energy, environmental efficiency and pharmaceuticals, 
they find these economies possessing significant comparative advantages. 
These advantages are, they argue, the product of institutional factors that 
sustain steady, incremental growth and investment, a stable and highly trained 
workforce and regional synergies between firms. In other sectors such as 
information technology, telecommunications and a range of consumer goods it 
finds institutional advantage to lie with liberal market economies, particularly 
the United States. These industrial sectors typically require rapid changes of 
direction, corporate discontinuity, and non-stable workforces, and appear to 
benefit from strong institutional pressure for short-term profit maximisation.  

This comparative research also stresses the degree to which these different 
models have themselves been susceptible to change and reflect relatively recent 
political and institutional arrangements33. Hall and Soskice argue that across 

                                                           
31 Hall, P and Soskice, D. (2001). Varieties of Capitalism: the institutional 
foundations of comparative advantage. Oxford: Oxford University Press 
32 Their analysis has recently been confirmed by that of Bruno Amable’s comparative 
study of institutional frameworks for innovation: Amable, B, (2003), The Diversity of 
Modern Capitalism. Oxford: Oxford University Press. 
33 Wojcik, D. (2003). Change in the German Model of Corporate Governance: 
evidence from blockholdings 1997-2001’, Environment and Planning A, vol. 35/8, 
pp.1431-1458; Heinze, T (2004). Dynamics in the German System of Corporate 
Governance: empirical findings regarding interlocking directorships. Economy and 
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much of continental Europe the move to public ownership resulting from the 
post-war political balance was both incorporated into existing ownership 
structures and significantly modified them. It resulted in a large state-owned 
presence in the productive economy, high levels of employee protection and, 
particularly in Germany, an active role in regional corporate management for 
Länder governments and employee representatives.34 Corporate viability was 
increasingly seen to depend on state-sustained investment in both technology 
and workforce skills. Interestingly, Hall and Soskice also note that in some 
respects the wider deregulation of capital markets over the past twenty years 
has increased the differentiation between the two models.35 For the liberal 
market economies it has been associated with a decisive reduction in employee 
unionisation. In the coordinated market economies the same period has seen 
unionisation increase – and with it further political pressures for regulation and 
intervention.  

Against this background it is interesting to note that Scotland’s profile through 
most of the last century would seem to have at least something in common with 
the continental pattern. In terms of corporate ownership it had a much higher 
level of regional interconnectivity than other regional centres in Britain – with 
Scottish financial institutions underpinning family control within major firms. 
The areas of comparative advantage tended to mirror those found by Soskice 
and Hall in the coordinated market economies and to be principally located in 
capital goods and process industries. At least for the post war period there was 
also a degree of corporate synergy with the state-owned sector – in terms of the 
markets for transport equipment, aerospace, heavy and electrical engineering 
and mining equipment. To this extent the specifically Scottish ‘corporatist’ bias 
identified by McCrone and Paterson might be said to reflect the particular 
configuration of Scotland’s political economy. 

The logic of this argument is not to propose a rehabilitation of the Lithgows 
and Colvilles. It is, however, to emphasise the key potential role, as elsewhere 
in Europe, of the public sector and of democratically-accountable bodies to 

                                                                                                                               
Society, vol.33, 2, pp. 218-238 note the continuing robustness of these structures in 
Germany. 
34 This is also developed further by Wojcik. Wojcik, D. (2002).Lander are the Building 
Blocks of the German Capital Market. Regional Studies vol. 36, p. 877 
35 Ibid, pp. 56-58. 
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both develop perspectives for economic regeneration and to implement them36. 
The argument against this, the claim that Scotland’s internal economy is 
already saturated with investment, is exactly the same as that used in the 1930s 
and equally flawed. If comparable small economies such as Norway and 
Finland have been able to create conditions for intensive internal investment, it 
has been as a result of state investment in their productive infrastructures and 
the existence of a core of state companies37. It was this that transformed the 
conditions for sustainable investment. The folly of relying on external 
expansion to sustain Scottish headquartered companies has been recently 
highlighted by the attempted takeover of Scotland’s biggest non-financial 
company, Scottish Power, by the German power utility, E.ON, itself partly 
state-owned. At the time of privatisation Scottish Power had no investments 
outside Scotland. By 2004 over three quarters of its employment and 
investment was outside Scotland, a third of it in the US, and its ownership was 
similarly externalised. In 2005 these institutional shareholders would have had 
no hesitation in seeking to realise the cash value of their investments if a 
satisfactory offer price was forthcoming. Other major companies, particularly 
the privatised utilities, could come under attack equally quickly. 

In his report to the Scottish Parliament’s Business Growth inquiry in 2005, 
John Firn once more raised the issue of ‘the location and nature of ownership’ 
and suggested that it may indeed have an ‘impact on an area’s economic 
sustainability’.38 We have argued here that the transformation of ownership 
since 1974 has affected not just structures of accountability but the wider 
framework of policy assumptions. As a result, political devolution has gone 
hand in hand with a sharply reduced ability to influence the economic basis of 
Scottish society. If there is to be a rounded debate on power in Scotland, this 

                                                           
36 Scottish Parliament Enterprise and Culture Committee (2006). Business Growth - 
the next 10 years. SP Paper 520, paras 10-23 makes a welcome proposal for a 
National Economic Forum to develop such a consensus. However, its plans for making 
up Scotland’s annual shortfall in investment seem unrealistically reliant on private 
sector cooperation.  
37 Stephen Broadberry and Mary O’Mahony, ‘Britain’s Productivity Gap’, National 
Institute Economic Review, July 2004; Gerhart Mors (2002), Business Enterprise 
Research and Development in Scotland, Edinburgh: Scottish Executive.  
38 Firn Chrichton Roberts Ltd (2005). Benchmarking UK and International Enterprise 
Agencies., Scottish Parliament Enterprise and Culture Committee. Official Report. 
March 2005, para. 12.1 
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needs to be part of the agenda. Where economic power is held remains critical 
and our initial puzzle cannot be resolved without it. 
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