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Foreword
If there is a positive to come from the Covid-19 crisis, it might be that
governments are being forced in extremis to embrace reforms to public services
and economies that had previously been regarded as too difficult, or crept along
at a snail’s pace.
We have watched as the NHS has made leaps and bounds in its use of digital
technology in recent months, while the lockdown also looks like it will leave a
lasting legacy in the classroom.
Perhaps the greatest and most pressing challenge now is dealing with economic
recovery. As the various financial life-support schemes for the private sector
come to an end, business failures and unemployment are expected to rise and
tax revenues to fall. A return to economic growth, creating the conditions for
innovators and entrepreneurs to thrive, retraining workers - these are the
immediate tasks facing ministers, and they will require the taking of new and
courageous decisions.
In this paper, Andrew Wilson and Alan McFarlane argue for the creation of two
new institutions, ‘Scottish Government Investments' and ‘Equiscot’, that would
add drive, strategic focus and durability to the state's investments and
shareholdings. Many other countries have pursued this model successfully.
It is exactly the kind of ambitious thinking Scotland needs. We must hope
ministers show willing to turn such bold ideas into reality and crisis into
opportunity.

Chris Deerin
Director, Reform Scotland
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Executive Summary
 Scottish and UK governments should cooperate urgently on
substantially enhanced access to debt-funded capital for the Scottish
recovery and renewal strategy. Significant amounts of capital are
required – possibly tens of billions of pounds.
 Create ‘Scottish Government Investments’ as an active and expert
shareholder of publicly-held assets run commercially in the national
interest and a potential source of sustainable revenue for the Scottish
exchequer.
 Expand the investment remit and structure of the Scottish National
Investment Bank. Create sister investment / asset management
company ‘Equiscot’, investing for a commercial return and another
potential source of sustainable revenues.
 Reform the architecture of economic development with greater local
and sectoral focus married to streamlined national and international
strategy.
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Introduction
This paper is intended to encourage further creativity and ambition in the
Scottish Government’s response to the recent report of the Advisory Group on
Economic Recovery (AGER). The report provided an excellent platform from
which to prioritise actions and urgent interventions for short, medium and longterm effect.
The policy challenge is to act now to kick-start the economy while at the same
time ensuring the longer-term strategy is the right one. Both matter. The AGER
report’s considered analysis painted a stark picture, vividly described in its
opening sentence:
“If the monumental scale and nature of this economic shock is not a catalyst to
accelerate change and to find new bold, radical interventions that will transform
Scotland’s economy, then nothing ever will be.”
The report highlights the reality that the Scottish government owns equity stakes
in a number of organisations and that the management of these should be
improved. This paper urges the Scottish Government to go much further in its
response at the end of July with specific and ambitious plans to do more in this
direction and to greater effect. Otherwise, opportunities will be lost at a material
cost to economic performance and sustainable public finances.
It is our view that urgent intervention is required to build the capability of the
Scottish Government to implement the strategy and get things done. At the
same time, we believe a significant upscaling of ambition and approach could
emulate a mix of the best models found around the world.
We also recommend that the Scottish and UK Governments work urgently and
constructively to ensure the capability of the Scottish government is
significantly enhanced and in a position to coordinate, tailor and refine UK
Government initiatives in the spirit of the devolution settlement.
It is unlikely that the Scottish Government can attract the expertise and talent
needed as an extension of existing central departments or structures. We also do
not believe that investment will be attracted to businesses or organisations that
are run as they are now by current officials in the existing government structure.
This is not the time for iterative tinkering.
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Background
The pressure on revenues for the Scottish exchequer was intensifying due to
demographic factors common in many developed economies. This has
accelerated with the impact on the economy of Covid-19. At the same time,
sovereign borrowing costs are at historic lows. With the correct governance and
strategy, it is possible to ensure a very substantial investment programme to
underpin the entire recovery and renewal strategy.
We urge the Scottish and UK Governments to cooperate urgently on the best
way to ensure that the Scottish Government can access low-cost capital funding
while sharing appropriate levels of risk. This could be within the existing UK
framework, as an agreed extension of the fiscal framework. Urgent dialogue and
agreement are required. The sum of capital required could extend to tens of
billions of pounds to provide the stimulus and restructuring that is necessary.
The opportunity is clear and may not last forever.
At present the Scottish Government is the sole or part equity shareholder in a
range of companies and organisations. We believe there is an opportunity to
strengthen its performance as a shareholder, learning from the experience of UK
Government Investments as well as related models internationally. With the
correct governance and expertise, the performance of all investments could be
improved and potentially create a sustainable new source of revenues for the
exchequer.
Similarly, there are examples internationally of government investment
companies investing domestically and internationally to secure returns,
investing in supply chains and innovation, investing in economic reform and
underpinning government and public pension liabilities. We see strong potential
in learning from the best of all of these.
The architecture of Scotland’s economic development interventions and
governance has evolved into an extremely complex and confusing structure for
a country of this size. There are lots of organisations, but it is far from clear how
they interact. In normal times the reform of existing institutions has proven
politically difficult. Reform may be welcomed now. We suggest this crisis
makes it necessary to ensure that a clear recovery and renewal strategy and plan
are implemented effectively, efficiently and with purpose.
International models
We have looked at a range of institutions internationally and believe there are
strong lessons to be drawn. Indeed, at a UK level, UK Government Investments
5

has evolved to perform an increasingly important role overseeing publicly-held
companies, advising government on corporate finance and restructuring and
managing corporate activity such as share sales. At the same time, policy
developments are expected to manage the potentially significant expansion of
UK Government equity investments as a result of the Covid-19 crisis response.
As this develops, we urge the Scottish and UK Governments to engage with
each other and for the devolution settlement to be flexible.
Elsewhere, we are impressed by a number of other models. Temasek in
Singapore was set up to manage the investments of the country’s government
across businesses, primarily to support employment. It is now invested widely
and of a very large scale and is a source of significant revenue support for the
government. It is managed independently of the government to ensure it is run
commercially and that its investments compete on a level playing field. Such
competence and commercialism are demonstrably in the long-term public
interest.
Unlike many sovereign wealth funds that are the result of ‘luck’, in the form of
bountiful natural resources, Temasek is an example of what can be achieved
with vision, ambition, competence, good governance and hard work. Temasek
issues its own debt instruments in support of its investment programme.
We have also looked at New Zealand, France, Norway, Sweden, Singapore,
Japan, Germany (including Lander) and Ireland. All engage in related activities
to varying degrees. These range from ventures in which the purpose of equity
ownership is to support policy objectives (a good example in Scotland would be
Caledonian MacBrayne, whose purpose is the provision of lifeline ferry
services, rather than a commercial return), to those in which the objective is to
secure the highest possible sustainable financial returns, often within the
structure of good governance and conduct objectives. While such policy is
transparent and clear it nonetheless would benefit all such companies to have an
informed and capable shareholder function.

The Scottish and UK context
The existing assets that could come under the shareholder auspices of a new
‘Scottish Government Investments’ vehicle include:
 Executive non-departmental public bodies, some of which could be
viewed as having commercial return potential, while others have a purely
policy focus.
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 Public corporations such as Scottish Water, David MacBrayne Ltd,
Prestwick Airport, The Crown Estate, Scottish Canals. Many of these
could perform a dual function of policy purpose and revenue generation,
from existing activity or from an expansion of their current remits in the
Scottish, UK and international markets
 Investments held by Scottish government bodies such as Scottish
Enterprise, Scottish Investment Bank, SNIB, Highlands and Islands
Enterprise, etc
 Industrial interventions, such as Ferguson Marine
 Infrastructure assets
 Impact investments such as social housing, third sector funding and other
interventions
 Other assets that are potential sources of revenue and policy purpose,
such as publicly-held data
The initial task of the project to create what we will call, for now, Scottish
Government Investments (or SGI) should be to identify those existing
investments that would be most appropriate in scope. The existing boards and
management of such organisations would not change, but the relationship they
have with their shareholder would.
SGI will carry this out on behalf of Scottish Ministers and to a long-term
purpose created by the Scottish Government and approved by the Scottish
Parliament. The strategy and approach could vary depending on the specific
category of organisation. The portfolio of SGI should be segmented in this way
and a taxonomy agreed for the shareholder objectives for each such as policy,
long-term value, sustainable revenue, hybrid, expanded commercialisation and
so on.
Scottish Government Investments
This organisation will need to be led and staffed by high-quality corporate
finance, asset management, industrial and governance experts together with
senior civil servants with specific sector specialisms in areas such as tourism,
technology, renewables and other priority areas. Its remit should be clear, and it
should operate to achieve its remit independently while reporting to ministers
who are then accountable to parliament.
Distressed assets – such as Ferguson Marine – require specific attention. These
should be positioned within the Scottish National Investment Bank (SNIB) with
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a clear mandate to restore value, or else managed transparently by the relevant
policy arm of government.
As this crisis continues, a specific remit for the support of newly-distressed
companies that could become future assets and the role of the Scottish and UK
Governments requires attention. A specialist team at SNIB should be
established to analyse these on a case-by-case basis and transparently report
options that variously (i) support as viable in the future so value can be restored;
(ii) support as strategically important to the renewal strategy; or (iii) support to
protect employment, skills and inclusion. The third category should not be
overseen by SNIB or SGI at this stage but rather by the relevant policy
department or agency.
Scottish National Investment Bank
As the institution is to be launched imminently, we believe its funding and role
should be significantly expanded to reflect the gravity of the crisis and scale of
interventions required. Its relationship with existing (British Business Bank) and
new (potential ‘Bad Bank’, new 3i etc) UK institutions should be stewarded
carefully for mutual benefit and within the spirit of the devolution settlement as
it develops.
Equiscot
Consideration should be given to an expansion of functions and a structure to
secure modular resilience. For example, there could be a potential role here for
a related investment company or companies focused on different specialisms.
We think consideration should be given to a publicly-held company on the
Temasek model – ‘Equiscot’ – that is free to invest for value and returns
anywhere, but in ways that could also enhance existing capabilities, for
example, supply-chain security, trading relationships and so on. This could be
an effective asset management arm of the SNIB.
Once established this investment company should seek to grow, delivering
returns, dividends and capital for Scotland’s public finances. In their book
‘Angrynomics’ Eric Lonergan and Mark Blyth argue that creating funds such as
this would be a way of rebalancing the distribution of society’s resources.
Borrowing money at cheap rates could, if invested well, pay for returns to the
less well-off and give poorer households more of a stake in economic success.
It also has the potential to provide a unified management home for the various
local authority pension schemes should their trustees agree there is benefit in
doing so.
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An equivalent move in the rest of the UK has encountered difficulties to be
learned from but is reducing costs. It should be noted that the Scottish
Government is the backstop for any future deficits as demographic pressures
tighten.
Within a remit of value creation and sustainable returns, it will also be possible
for this fund to invest in strategically important domestic investments. Some
funds have already done so within prudent risk-control guidelines. Indeed, such
a focus could be funded purely out of the initial reduction in investment
expenses. Investment expenses reduce as scale increases. Assuming present
assets across the system of £40bn, savings of £30m should be targeted.
Governance and architecture review
Clearly such new and evolving institutions add to an architecture of economic
development that is already cluttered and costly. De-cluttering has proven
politically difficult in normal times, but is now an urgent task. Each pound spent
on governance and administrative duplication is lost to investment in the future
performance of the Scottish economy. Capability exists across many
organisations but, unfortunately, so does duplication and waste. It is time to act
to create a simple, clear and responsible structure.
Any new institutions or change such as we have recommended here will require
the investment of costs. However, the financial plan should be structured such
that they return that investment many times over for the Scottish exchequer and
within a relatively short time frame.
We urge Scottish ministers to significantly expand the scope of their response in
July. The gravity of the situation could not be clearer, but the potential
opportunity to make interventions securing an enduring benefit for Scotland are
real and should be taken urgently.
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