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FOREWARD 
 
For each seminar series we at the David Hume Institute face difficult 
decisions regarding the selection of speakers and topics. However, 
the most difficult decision each year is with regard to the Annual 
Hume Lecture. This is a key date in the calendar of the Institute and 
we always seek a high profile speaker who is expert in a topic that 
really matters to our members and friends. 
 
For the 2008 Hume Lecture I was thrilled when Brian Taylor, 
Political Editor for BBC Scotland, accepted our invitation to speak 
about the unfinished agenda that is devolution for Scotland. As Brian 
notes in his introductory remarks there was a slight frisson of tension 
when he received the request, as in another life I am the BBC 
National Trustee for Scotland and also chair of the Trustees of his 
pension fund. Fortunately he managed to put this (in this context 
irrelevant) information to the back of his mind and to accept the 
invitation to speak from the Director of the David Hume Institute. 
 
There can be few folk in Scotland who do not know of Brian’s work 
– and admire both the depth of his knowledge and understanding and 
his ability to analyse complex events and present them clearly to a 
broad-based audience. We all listen intently to him on radio and TV 
– and many now read his fascinating and insightful blog on the BBC 
web site. I had the good fortune to hear Brian deliver a lecture to an 
academic audience a couple of years back. From that experience it 
was clear that his communication skills were transferable from TV 
punditry to a longer and more detailed presentation. 
 
The topic was clearly one that matters now within Scotland. As 
Brian points out, all the key political parties accept that extension of 
the present devolution settlement merits close and considered 
attention. The SNP administration has launched its national 
conversation and Labour, LibDems and the Conservatives have 
combined forces to undertake a review – albeit one for which 
independence is not on the agenda and where it is still not entirely 
clear whether the centre of gravity lies in Holyrood or Westminster. 
 



On the evening we had an excellent turnout. It was good to see a 
number of the most senior civil servants from the Scottish 
Government in attendance. Our excellent chair for the evening was 
Andrew McLaughlin, now Director of Group Communications at the 
Royal Bank of Scotland. RBS were once more our generous 
sponsors for the Hume Lecture. 
 
Brian’s lecture lived up to – or rather exceeded - all expectations. He 
identified three key factors – England, Europe and the money – and 
helped us all to a far better understanding of the key issues needing 
full and detailed debate in the months ahead. As an economist my 
main interest was in the money, what could be devolved and how so 
far as the finances are concerned, but the other two components of 
his talk are of equal importance.  
 
I am sure that this paper will be widely read and his arguments 
further debated. The printed report provides a readily accessible 
insider’s guide to a subject that will dominate discussion in Scotland 
in the months ahead. We shall make sure that the paper is made 
available to all MSPs and others who were not able to join us on the 
night. At the David Hume Institute we anticipate undertaking 
additional research on the economics of the progression to further 
devolution or independence. Meantime this publication should be of 
interest and value to many. 
 
In closing I must remind all readers that the David Hume Institute is 
a wholly independent organisation that, as a charity, holds no 
collective view on the subject matter of this paper or the policy 
implications. However, we are delighted to help stimulate and 
inform debate on this vital topic. 
 
Jeremy A Peat 
Director 
The David Hume Institute 
March 2008 
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Hume Lecture 4 March 2008 
 
Let me start by explaining how I come to be here.  The Institute’s 
director, the redoubtable Jeremy Peat, got in touch.  Forget, he said, 
that I am a senior member of the Trust which supervises the BBC.  
Forget indeed that I am the BBC Trustee for Scotland.  Forget that I 
chair the trustees for your BBC pension.  Put these things from your 
mind.  Now, that done, how would you like to deliver the David 
Hume lecture?   
 
I must confess it was a little challenging to excise Jeremy’s 
prominent role with my employers from my consciousness.  
However, a little Humean rational scepticism and I got there.  More 
to the point, I would definitely have said yes, regardless of Jeremy’s 
eminence.  For I am genuinely delighted to be here tonight.  Firstly, 
because I think it is vital that we consider, collectively and seriously, 
the condition of contemporary Scotland.  Secondly, because I am an 
admirer of David Hume’s work.  Indeed, I will let you in on a secret.  
While awaiting the result in the Dunfermline by-election, I whiled 
away the moments by rereading Hume’s Enquiry concerning Human 
Understanding.  It was a breath of calm reason – while all around me 
sounded the shrill bickering of irrational politics.   
 
In his Essays, Hume had much to say on the political world.  And 
many of his comments remain germane today. It was Hume, of 
course, who cautioned us that “when men act in a faction, they are 
apt, without shame or remorse, to neglect all the ties of honour and 
morality, in order to serve their party.”  It was Hume who remarked 
that “in all governments there is a perpetual intestine struggle, open 
or secret, between authority and liberty”.   
 
We do well to bear these factors in mind when weighing political 
actions, both historically and contemporaneously.  However, 
consider some of his other observations.  He calculated that “nothing 
carries a man through the world like a true genuine natural 
impudence.”  Why, it is as if he knew our own First Minister!    
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For the avoidance of doubt, I regard impudence and even a slight 
roguishness as being considerable assets.  On balance, I am pro 
rogue.  I am on the side of the rascals.  In all parties.   
 
But to our tale.  My purpose tonight is to examine the stresses and 
strains present within the UK constitution, with particular reference 
to Scotland.  I also hope to dissect the various proposed solutions 
being advanced by the parties.   
 
John Smith famously described devolution as the “settled will” of 
the Scottish people.  It would appear, however, that it is not the final 
will:  at least not in its present form.  Every major political party is 
now proposing to change Scotland’s constitutional set up.  The 
Scottish National Party, in power at Holyrood, advocates 
independence for Scotland and hopes that it will be able to call a 
referendum on that proposition in two years time, that is in 2010.  
Labour has joined forces with the Tories and the Liberal Democrats 
to examine potential reforms to the devolved structure.  This could 
lead to changes in the allocation of powers;  between those reserved 
to Westminster and those devolved to Holyrood.  More significantly 
still, it could lead to a new financial settlement under which 
Holyrood gains a substantial degree of fiscal autonomy.  I intend to 
examine each of these elements tonight.   
 
What is driving this search for reform?  Most obviously, the passage 
of time.  It is thought reasonable by many that there should be a 
review of devolution, a decade on from the Scotland Act.  
 
However, there are more fundamental motivations.  Firstly, the 
election of an SNP minority government at Holyrood has prompted a 
re-examination of independence.  Secondly, that SNP victory has 
concentrated minds among those who support the Union.  Labour 
politicians, in particular, believe they can no longer adhere to an 
attitude of simply defending the devolved status quo.  They must be 
seen to be responding with new ideas to the new political situation in 
Scotland.   
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Individual politicians have been making this case for some time.  It 
is now adopted more widely within the Labour Party, although very 
far from universally. Thirdly, there is pressure to address emerging 
English concern about perceived unfairness over issues such as 
funding and the voting rights of Scots MPs at Westminster.  For let 
us be clear.  From a UK standpoint, this process of review is not by 
any means solely about Scotland.  It is about rebalancing the Union.   
 
New studies1 published by the Institute for Public Policy Research 
suggest that talk of an English backlash to devolution may be over-
stated somewhat.  There is evidence of popular concern but it is 
frequently diverse and imprecise.  We need to be cautious here.  
Scotland is not in constitutional crisis.  Devolution is not about to 
implode.  SNP Ministers argue that independence would serve 
Scotland better but make plain that they can govern within the 
present set-up.  Indeed, giving evidence2 to Westminster’s Justice 
Committee last week, both Nicola Sturgeon and Bruce Crawford 
took pains to argue that they wanted to avoid engendering artificial 
conflict between Edinburgh and London.   
 
Now, there are those who complain that the reality diverges from 
that stated intent.  However, I believe that SNP Ministers have 
mostly adhered to their strategy of seeking to govern sensibly within 
devolution – and thus inviting the people of Scotland to trust them 
with greater powers.  We need to distinguish, therefore, between 
transient controversies which stir the partisan blood and tensions 
within the underlying constitutional structure.   
 
I believe that it is possible to discern three key flaws in the 
mechanics of devolution.  Each of these will, ultimately, require 
examination and possible remedy.  These flaws are:  the governance 
of England, relations with the European Union and finance. These 
flaws, I believe, are intrinsic to the system of asymmetrical 
devolution.   
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They have been there since the outset.  I believe, however, that they 
are likely to be exacerbated by two factors to which I have already 
referred:  the election of an SNP government at Holyrood and that 
growing, if imprecise, sense of unfairness in England.  I believe the 
recent pronouncements from the Prime Minister on his willingness 
to countenance reform, including fiscal reform, reflect these factors.  
If you will permit me a brief plug, Gordon Brown delivered these 
pronouncements3 in an interview with me for BBC Scotland’s 
Politics Show.      
 
However, back to the three flaws themselves:  England, Europe, 
money.  Let us consider these flaws in turn.  Firstly, England and the 
West Lothian question, posed by Tam Dalyell in the 1970s.  In 
passing, I might note that I am a great admirer of Tam’s style of 
political inquisition.  I recall watching him in the Commons from the 
press gallery.  A Minister would give a stock, tedious reply then 
slump back on to the Treasury bench hoping for a lengthy 
supplementary in order to gain time to gather thoughts.  Up would 
bounce Tam.  “Why”, he would boom, or “how much?”   Succinct 
interrogation which left the poor Minister scrabbling frantically 
through the civil service brief.   
 
Anyway, Tam got to the nub of the problem as he saw it with 
devolution.  How could it be right that, after power was devolved, he 
could vote on education in Blackburn, Lancashire, but not in 
Blackburn in his own constituency of West Lothian?  For years, 
decades indeed, Labour’s response to the West Lothian question has 
been:  “Would you please stop asking such an irritating question?”   
Labour dealt with West Lothian by ignoring it – or by suggesting 
that it was tolerable because it was an anomaly deliberately created 
by the sovereign UK Parliament.   
 
An intriguing argument, that.  In essence, it says that devolution 
features some idiotic consequences.  But it’s OK because these 
consequences were foreseen by intelligent, sentient politicians.    
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This response of neglecting West Lothian was always somewhat 
feeble.  It will no longer do.  And so the present Prime Minister has 
included West Lothian or, more accurately, the governance of 
England among the items to be considered within a review of 
devolution.   
 
Let us ask Tam Dalyell’s question in its fundamental form.  Is it fair 
that decisions on purely English matters can be influenced, perhaps 
determined, by the votes of MPs from Scottish constituencies?  
Quite simply, no.  It is not.  It is increasingly seen in England as 
unfair – stirred in part by newspaper comments on the issue which 
range from lucid to ignorant to hysterical.   
 
The debate remains inchoate, shapeless.  However, I believe it is 
gathering force.  Remember that in the 2005 UK General Election, 
more people in England voted Tory than voted Labour.  Owing to 
the voting system, that was not reflected in seats.  What would 
happen if England were to vote Conservative in terms of seats – and 
yet receive another Labour government once the Scottish seats are 
included?  I suspect the shapeless debate would rapidly gain a more 
precise form.   
 
That really is the question.  That is West Lothian Max.  Would the 
people of England tolerate a UK government from a party which had 
failed to win their support in both votes and seats?  Especially when 
England’s entire national governance resides in Westminster while 
the domestic governance of Scotland is largely devolved to 
Holyrood.  
    
At this point, the caveats.  Scotland has experienced West Lothian 
Max far more frequently than England.  For light reading, I trawled 
through election statistics back to the reform act of 1832.  I was 
looking for occasions when the voters had been thwarted in either 
Scotland or England, in either of the signatories of the Treaty of 
Union.  I was looking for occasions when the verdict in terms of 
seats in either nation had differed from the party ending up in power 
in Downing Street.   
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When England voted Conservative, for example, and received a 
Labour government.  Or Scotland voted Liberal or Labour and ended 
up governed by the Tories.   
 
The result?  In these terms, England has been thwarted six times 
since 1832.  Scotland has been thwarted fourteen times – including, 
most recently, under Prime Ministers Thatcher and Major.  It may be 
simple neglect on my part but I don’t recall too many anguished 
leaders in The Guardian when the poll tax was implemented a year 
early in Scotland by a government which fell far short of winning a 
majority of Scottish seats.   
 
Further, what has actually happened since devolution?  The good 
and sensible people of England were apparently content to be 
governed by the Union Parliament before devolution.  What has 
changed?  Nothing – except that the number of Scottish 
constituencies at Westminster has been cut from 72 to 59.  To be 
clear, that reduces the prospect of West Lothian Max, it reduces the 
prospect of English popular opinion being thwarted.  As a direct 
consequence of devolution, England’s dominance of Westminster in 
terms of seats has been strengthened.  That is the reality.    
 
I believe, however, that such caveats would swiftly be forgotten if 
and when the people of England receive a government for which 
they, demonstrably, have not voted.  To repeat, such a scenario has 
happened in the past.  To repeat, it has happened more frequently – 
and more recently – to Scotland rather than England.   
 
Nothing in practice may have changed.  England is still governed as 
she always was by the Westminster Parliament:  by a House of 
Commons which now has fewer MPs from Scotland.  However, I 
believe popular perception in England has changed since devolution 
and may change still further.   
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For example, I do not believe that the electorate in England would 
easily and universally accept a situation where Gordon Brown re-
enters Downing Street if and when England has palpably and 
demonstrably voted for David Cameron.   That, I believe, is one 
major factor underlying the reviews of devolution, most particularly 
from a UK standpoint.   It is one key reason for those who support 
the Union to scrutinise the constitution.  They are attempting to 
answer or at least mitigate West Lothian before its maximum version 
becomes reality.     
 
So what to do?  Well, of course, Nationalists here tonight have a 
ready reply.  Indeed, Alex Salmond – with that droll impudence I 
noted earlier – has argued that he believes the people of England, 
given time, are more than capable of governing themselves.  End the 
Union, he says, and end the problem.  But what about those who 
defend the Union?  They are already examining - or may end up 
examining - alternative answers.  These include regionalism, 
federalism, Commons reform and further reductions in the numbers 
of Scottish MPs. 
 
Regionalism, I believe, we may largely dismiss – although it features 
in the list of issues to be reviewed by the UK Government.  It may or 
may not be helpful in itself to decentralise administrative or political 
power within England.  But there is little sign of consistent popular 
support for this.  And, in any event, it does not begin to answer West 
Lothian.  The attempt to set up a regional assembly in the North East 
of England ended in abject failure at a referendum.  Further, you 
could set up a dozen Assemblies across the map of England.  Unless 
they have the power to make the law, it makes not a whit of 
difference in the Commons.  The law as it affects England, the 
whole of England, would still be determined by MPs – including 
MPs from devolved Scotland.  The law would not be made in Bristol 
or Birmingham – but in the House of Commons.   
 
So could we try federalism, as the Liberal Democrats sporadically 
advocate?  I believe there are considerable practical problems with 
this.  What do we federate?  Do we, for example, give full federal 
powers to the regions of England?  Scarcely.   
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There is minimal evidence of popular support for regionalism in 
England, far less full scale federalism.  It might be intellectually 
consistent but it would not, I believe, be sustainable in practice.  So 
might we federate the nations:  England, Scotland, Wales and 
Northern Ireland?  There is a real problem of imbalance here.  Not 
just the existing variations in powers and support for self-
government across the devolved territories.  But the issue of 
population.   
 
For example, federating England and Scotland would be tantamount 
to forming a US federation comprised of California and Rhode 
Island.  Scarcely stable, I would suggest.  What would happen to the 
UK and English Parliaments?  Would they take turns in 
Westminster?  Would the English Parliament move to York?  More 
seriously, wouldn’t the creation of a federal English Parliament, 
representing the vast majority of the UK population, rather 
undermine the status of Westminster?  And isn’t preserving the 
status of Westminster the point of the exercise for those who are 
now prepared to examine limited reform within the Union?   
 
I am aware there is an intellectual case for federalism – while noting 
in passing that that intellectual case is seldom pursued with vigour or 
consistency even by those who purport to support it.  It may be the 
case that federalism gains support and salience with the passage of 
time.  However, right now, I do not envisage federalism forming a 
large part of the new debate over the constitution of the UK.  That 
may disappoint the constitutional purist but I believe it reflects 
practical party politics and public opinion.   
 
Which leaves reform of the Commons.  We have, of course, been 
here before.  Forget West Lothian for a moment.  Think Midlothian.  
Specifically, William Ewart Gladstone, sometime MP for 
Midlothian.   
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Gladstone wrestled with the Irish Question.  It is a wicked caricature 
to suggest that every time he came close to discovering the answer, 
the Irish changed the question.  However, Gladstone did find the 
issue particularly intractable.  As with politicians today, he was 
attempting to balance the issue of devolved self-government in one 
part of the Kingdom with the residual impact upon the Commons 
and, in particular, the governance of England.   
 
Gladstone first suggested that, post Home Rule, Ireland would be 
denied representation in the Commons.  Then he proposed a solution 
known as “in and out”.  Irish MPs would be allowed to vote on what 
were gloriously titled “Imperial issues” but would be prevented from 
voting on British domestic questions. Broadly, this is the framework 
canvassed today by Conservatives who favour what they call 
“English votes on English issues”.  Scottish MPs would vote on the 
modern equivalent of Imperial matters – such as defence.  But they 
would be prevented from voting on English domestic matters.   
 
For the Tories, the former Chancellor Ken Clarke has been tasked 
with finding answers to West Lothian.  He has indicated that he is 
not particularly keen on an English Grand Committee to consider 
English matters, as advocated by Sir Malcolm Rifkind.  Mr Clarke 
appears to prefer the notion that the Speaker would certify a 
particular measure as pertaining purely to England, thereby requiring 
that MPs from north of Hadrian’s Wall should abstain.  
 
In essence, though, both solutions sound to me like variations of 
Gladstone’s “in and out”.  Both suggest distinctive treatment for 
English matters within the Union Parliament. Both attempt to 
circumscribe the role of MPs from Scotland.  And both have 
problems.  It is perfectly understandable that the Conservative and 
Unionist Party should seek solutions to West Lothian by modifying 
the arrangements of the Union Parliament.  It would be perfectly 
feasible, in principle, for general debates on English matters to be 
confined to MPs from England, either through a formal Grand 
Committee or through simply barring MPs from Scotland from 
taking part.   
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Prior to devolution, there was a Scottish Grand Committee which 
considered the principle of issues pertaining to Scotland.  Under 
Tory reforms, the Grand was even taken on tour around Scotland to 
the general amusement of the citizenry.  Within limits, that 
experiment was in itself relatively successful.  
 
But those limits present problems.  As then, so now.  Problems do 
not arise in holding general debates on general topics.  They arise 
when MPs come to vote for legislation in detail, when they have to 
determine the law of the land.  Firstly, it may be difficult – although 
not impossible – to certify legislation as purely English.  Many 
present measures primarily affecting England also contain trace 
elements of Scottish content.   
 
But, supposing we can surmount that, there are other problems.  If 
legislation is carried purely by the English component of the House, 
it may well have spending consequences which would fall to be met 
by the UK Government, of a different political complexion.   
 
You might argue that only English MPs should vote on the substance 
of English legislation.  But what about the money resolution attached 
to that Bill.  That has consequences for the whole of the UK.  
Shouldn’t that vote be open to all MPs?  If it is not, then you would 
have a UK government which could not control financial resolutions 
in the Commons, which could not, consequently, control an 
important element of its budget.  Would that be stable?  I would 
suggest not.  
 
The Conservative leader David Cameron is well aware of these 
potential pitfalls. Which is why in a speech4 in Edinburgh in 
December he deliberately sought to play down this issue to some 
extent.  He said then:  “Better an imperfect union than a broken 
one”.   
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Every Conservative leader since John Major – and there have been 
quite a few – has been tempted to play the English card, to seek 
votes from English disquiet.  Every Conservative leader since Major 
has come to realise that this is not a Unionist argument.  You can be 
a Unionist or an English nationalist.  Not both.   
 
Within the Union, there is another possible solution – which again 
owes its origins to Ireland.  You could further mitigate the impact of 
West Lothian by reducing the number of MPs from Scotland below 
the population entitlement.  This would, remember, only be 
mitigation, not solution.  Commenting on an earlier comparable 
effort with regard to Ireland, Sir William Harcourt MP said it was 
like a housemaid promising that her new-born child wouldn’t be a 
nuisance because it was “such a very little baby.”  However, I 
believe it is possible that such an option may be suggested in future 
with regard to Scotland, particularly if it is accompanied by the 
further devolution of tax powers to Holyrood.   
 
Let me turn next to the question of Europe.  I believe that the issue 
of relations with the European Union was quite deliberately fudged 
from the outset of devolution and that it continues to pose 
fundamental problems today.  Strictly speaking, relations with the 
EU are reserved to Westminster within the terms5 of the Scotland 
Act.  And yet.  The devolution White Paper6 said that the Scottish 
Parliament and Executive would have “an important role” in EU 
matters which impact upon devolution.  That was emphasised by the 
previous coalition Executive which declared somewhat sententiously 
in a 2004 policy statement7 that “Europe is of massive importance to 
Scotland.”   
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More to the point, it is Holyrood – not Westminster – which is 
obliged to enact European directives in devolved areas.  Further, key 
Scottish interests such as fishing and agriculture are directly affected 
by European decisions. In that sense, one might view relations with 
the EU as, to some degree, a function of domestic politics rather than 
purely falling within the category of foreign affairs.   Little wonder, 
then, that Holyrood seeks a voice in formulating those EU decisions.  
MSPs want to be in at the “soft pencil” stage, before decisions are 
finalised.   
 
The White Paper on devolution recognised that Holyrood would play 
a part in determining the UK position in EU negotiations.  It was 
argued further in the White Paper that Scotland would benefit from 
the influence which the UK has as a large member state.  That has 
come to be known as the “big stick” argument.  There is evidence, 
however, to the contrary.  In a leaked memo8, Michael Aron, the 
Scottish Government’s main man in Brussels, acknowledged the 
potency of the big stick argument.  But he suggested that, in practice, 
Whitehall paid insufficient attention to Holyrood.  He talked of 
occasions when Holyrood was ignored – either as a deliberate act of 
exclusion or, more commonly, because Whitehall’s mindset was that 
devolved opinion didn’t matter.   
 
As you might imagine, the new SNP administration is pursuing this 
issue with vigour.  Ministers speak privately of being sidelined at 
meetings of the Joint Ministerial Committee on Europe which is 
supposed to discuss and formulate the common UK position.  In 
passing, one might note that the JMC on Europe is the only such 
committee to survive of what was meant to be a much wider ranging 
structure.  The others have fallen into abeyance although the UK 
Government has today9 announced plans to revive the wider JMC.   
Reverting to Europe, though.   
 
I believe there is a more fundamental problem than whether the 
mechanics of consultation are working.  What is the purpose of this 
consultation in the first place?  In his memo, Michael Aron describes 
Whitehall officials as eager to listen – when Scotland is prepared to 
advance the Whitehall line.   
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There, I believe, lies the problem.  Are the interests of Scotland and 
London always coterminous?  If they are, then the big stick works.  
It is wielded by London but wielded simultaneously in Scotland’s 
interest.  Result:  happiness all round. However, what if the interests 
of Scotland and the UK Government are different?  What if, for 
example, the Scottish fishing fleet wants one outcome to EU 
fisheries talks while the UK Government favours an alternative 
solution advanced by the fleet in, say, the south-west of England?  
What use is the big stick then?   
 
Further, it is a question of relative priorities.  Even if the UK 
Government is prepared to argue the case for the Scottish fishing 
fleet, it may lose interest and move on to other matters of greater 
import to the wider UK.  It may give ground sooner than suits 
Scotland’s interests.   
 
I chaired a recent debate10 on Europe, here in Edinburgh.  David 
Martin MEP, an intelligent and thoughtful analyst on these matters, 
was advancing the big stick argument.  He went as far as to suggest 
that Ireland found it helpful to seek support from London in EU 
negotiations.  Rather wickedly, I said that the logic of his position 
was that Ireland would be better represented in the EU by London, 
that Austria would be better represented by Berlin.  I pointed out that 
there was scarcely a rush of small EU states to sign up to such a 
proposition.  A delegate from Ireland noted, somewhat acerbically, 
that Ireland built support across the EU, not just with London.   
 
Let me be clear.  I am not by any means suggesting that the big stick 
argument is entirely without substance.  Indeed, in an enlarged 
community with far greater use of qualified majority voting and far 
fewer chances to veto, it is arguably more important than ever to 
secure support from powerful member states. However, I believe it 
is an intellectually weak argument to insist that Scotland’s interests 
are always and necessarily best served by the present arrangements. 
It is at least arguable that small states in the EU can form alliances 
and can secure concessions from the more powerful when they 
believe their key interests are at stake.   
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Let me be clear, further.  I am not suggesting that this is in itself an 
unassailable case for independence.  There are many, many other 
factors to take into account.  Further, I believe there is a potential 
contradiction at the core of the SNP’s present attitude towards 
European membership.  The SNP is utterly hostile to the Common 
Fisheries Policy (CFP) to the extent of opposing the new constitution 
or treaty reshaping the EU on the grounds that it makes fishing an 
exclusive European competence.  They pursued that position in a 
Commons debate last week but were unable to secure sufficient 
support for attempting to return fisheries in the first instance to 
member state control.     
 
At that same European conference, here in Edinburgh, Alyn Smith 
MEP was advancing the wider Nationalist case with wit and insight.  
I asked him how he would react if, in the event, Scotland had to join 
the EU – with the current fisheries arrangements intact because other 
member states wouldn’t budge.  I do not recall that particular answer 
as being either witty or insightful.   
 
It remains, however, a potent question.  Assume the CFP remains in 
place.  Assume that fisheries, to the exasperation of the SNP, has 
become an exclusive EU competence.  Would the SNP in an 
independent Scotland sign up to the EU on those terms?   
 
There is a further issue.  Would an independent Scotland be granted 
automatic membership of the EU?  In practice, I believe this would 
be a political as well as a legal decision.   
 
I believe that most existing member states would endorse continuing 
Scottish membership.  I believe, however, that there would be states 
such as Spain who might fear setting a precedent for their own rather 
restless regions.  But, if there is a question mark over Scotland post 
independence, should there also be a question mark over the EU 
status of the remainder of the UK?  I believe this issue to be capable 
of resolution, given good will.  Nationalists dismiss any doubts 
whatsoever.  Opponents of Nationalism say the choice will not arise.   
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However, I believe there are stresses and strains afflicting Scotland’s 
present relations with the EU.  I believe there will have to be 
reforms. Firstly, I would expect the present Scottish Government to 
press for reform of the JMC on Europe, reinstating it to something 
closer to the original intended role as a forum for formulating a 
common UK position.  I understand that the devolved 
administrations in Scotland, Wales and Northern Ireland are each 
objecting, formally, to the current arrangements.  Secondly, I expect 
that the European Committee at Holyrood will seek earlier 
consultation on upcoming EU directives – plus, possibly, greater use 
of powers to vary the implementation of such directives, perhaps 
tailoring Scottish implementation to Scottish circumstances.  
Thirdly, I believe that the present Scottish Government and its 
successors, of whatever party, will wish to build upon existing direct 
relations with the Commission and other bodies within the EU, 
together with member states.  In practice, these are already 
reasonably extensive and Ministers, past and present, are inclined to 
praise the efforts of UKREP, the UK’s voice in Europe, together 
with Scotland House, in advancing Scotland’s case.   
 
There may be other issues which arise.  For example, there may be a 
revival of the argument that devolved governments could be 
permitted to instigate proceedings in the European Court of Justice.  
Such arguments have been lodged in the past, with minimal success.  
  
I believe, in summary, that this will remain a fundamental element to 
consider in calculating whether the present constitutional 
arrangements work in Scotland’s interests.   
 
Let me turn now to what I believe is likely to prove the most 
immediate source of controversy within our constitutional structure.  
Money.  Public money.  How is it spent?  More to our present 
purpose, how is it raised?   
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Both the present Scottish Government and its predecessors placed 
economic growth at the top of their priority list.  They declared they 
would always follow policies which would give primacy to that aim 
ahead of other competing demands.  In a speech11 last month in 
Dublin, the First Minister Alex Salmond said that “political 
independence of itself does not guarantee success.  It is what you do 
with that independence that matters.”  His administration has set a 
target of matching the UK’s growth rate within the term of the 
present Parliament.  In other words, deploying devolved powers to 
that end.  
  
Let us deliberately focus upon that aspect tonight.  Let us set to one 
side the debate about whether Scotland would thrive or wither under 
independence.  It is a valid and vital debate.  But tonight, by choice, 
I intend to deal with a different question which is also under close 
immediate scrutiny.  Should Holyrood, devolved Holyrood, have 
more discretion over revenue raising – as well as expenditure?  
Further, could such reforms enhance the capacity of the Scottish 
Government to benefit directly from economic growth and hence the 
incentive to pursue such growth?   
 
To recap very briefly, Holyrood is presently funded by a block grant 
from the Treasury, varied annually by the Barnett Formula.  The 
Treasury calculates the extra spending made available to an English 
department, such as health.  It then works out the comparability 
factor:  the extent to which devolved Scotland carries out work 
which matches that of the English department.  It then further 
applies the Barnett percentage, currently 10.08.  The same 
calculation is done for each comparable department to produce the 
total available to Scotland. 
 
However, it is entirely up to the Scottish Government and Parliament 
to determine how that money is allocated.  They can spend it on 
health.  They can spend it on education.  They can spend it on ferret 
taming.  Their choice. This arrangement has been described as 
“internationally unique” in a paper12 co-written by Jim Gallagher.   
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A senior Scottish Government civil servant, he has spent a spell on 
secondment to Glasgow University thinking great thoughts.  More to 
our purpose, he has now been tasked with putting some of those 
thoughts into practice as the lead official in the Prime Minister’s 
review of devolution.   
 
Incidentally, I use that description of the exercise deliberately.  This 
initiative began as a Commission proposed by Wendy Alexander, 
Labour’s leader in the Scottish Parliament.  It gained momentum 
when the idea was supported in a Holyrood vote by the 
Conservatives and the Liberal Democrats.  Both those parties will 
play a role, an important role, in considering whether Holyrood’s 
powers, including fiscal powers, should be changed.   
 
However, let me quote from a leaked Downing Street memo.13  The 
Prime Minister, we are told, welcomed the terms of reference put to 
the Scottish Parliament.  However, he felt the word “Commission” 
gave an inaccurate impression of the body’s status.  He preferred 
“Review” or “Working party”.  For the avoidance of doubt, the 
memo notes that the Government – that is, the UK Government – 
should “take the lead” in setting up such a body.   
 
Let me stress.  This is not a complete take-over.  Labour in Scotland 
plus the Opposition parties will play a significant role as will 
external opinion.  I believe, however, that Downing Street is now 
ineluctably in the lead.  This was Wendy’s Commission.  It is now 
Gordon’s Review.   
   
So where might Gordon’s Review lead?  To a reconfiguration of the 
division of powers between Holyrood and Westminster.  And to the 
establishment of a new funding system for the Scottish Parliament.  
 
For the Prime Minister, this is a very substantial step.  Gordon 
Brown is intuitively cautious.  By contrast with the occasional gut 
instinct approach of his predecessor, he likes to grasp the intellectual 
justification for policy changes, he likes to discern the full 
consequences.  One close observer described him to me as 
resembling a chess player, keen to see several moves ahead.   
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This, then, is Gordon Brown’s gambit.  It is also his Sicilian Defence 
of the Union.  For let us be clear.  This is a reform of Scotland firmly 
in a UK context. 
 
The Downing Street memo which I mentioned earlier also records 
Jack Straw, the Secretary of State for Justice, reminding colleagues 
of disquiet in English constituencies about the fairness or otherwise 
of the current funding system. This is the same Jack Straw who, as 
Home Secretary, was a notably sceptical member of DSWR, 
Devolution to Scotland, Wales and the Regions.  That was the 
Cabinet committee which scrutinised and signed off the policy 
package which ultimately became the Scottish Parliament.  
  
This does not mean we should regard the latest initiative as 
intrinsically hostile to Scottish interests.  It is not.  We should, 
however, always bear in mind the UK dimension.  This is a review 
designed to placate opinion in England as much as – if not more than 
– in Scotland.   
 
Hence, partly, Gordon Brown’s reminder in the interview with me 
that reshaping powers is a two-way street.  Certain additional powers 
might accrue to Holyrood.  Certain powers might revert to 
Westminster.  To be clear, such a prospect was foreshadowed by 
Wendy Alexander in her St Andrew’s Day speech14 setting out plans 
for a Commission.  To cite a phrase from a senior Labour source, 
this will not be allowed to become purely a “land grab” by Scotland.  
  
It is relevant to note that others, such as the Liberal Democrats, 
dissent strongly from the prospect of powers returning to 
Westminster.  It is also relevant to note that amendments to the 
Scotland Act would, in practice, be controlled by the UK 
Government at Westminster.   
 
But what might move in either direction?  I must confess I see the 
practical scope for change as being relatively limited.  Nationalists 
and maximal devolutionists could produce a long list of new powers 
for Holyrood:  social security, broadcasting and the rest.  
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I suspect however that those in charge at Westminster will produce a 
more modest proposal.  The Prime Minister has suggested there 
might a case for transferring full control of security to the UK 
Government.  Another target for return might be action on climate 
change.   
 
On extra powers for Holyrood, Mr Brown indicated a possible 
preference for transferring all control over animal welfare to 
Scotland.   
 
Which might remind MSPs to be careful what you wish for.  Animal 
welfare is already substantially devolved.  But where there are GB-
wide initiatives – say on disease outbreaks – then it is the UK 
Government which currently pays the bill for that action.  What 
Gordon Brown may be suggesting is that, in future, Holyrood would 
meet that cost.  In short, such a move would not be devolving the 
power.  Merely the invoice.   
 
However, that may be too cynical an interpretation on my part.  
Other substantive candidates for devolution might emerge, such as 
full control of transportation.   
 
In any event, I am far more interested at this stage in what seems to 
me to be the real substance of this review. The question of finance.   
 
It is now explicitly acknowledged by the Prime Minister that the 
block and formula system may require change.  He accepts the 
analysis advanced by Ms Alexander that, in future, certain tax 
revenues might be assigned directly to Scotland.  For example, what 
Scotland raises in income tax would go directly to Holyrood.   
 
Let us remind ourselves here of the UK background.  The Barnett 
formula also covers Wales and Northern Ireland.  There is some sign 
of disquiet with Barnett in Northern Ireland, particularly after the 
last spending round.  However, spending per head in Northern 
Ireland remains easily the highest in the UK.   
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In Wales, by contrast, Barnett is widely disliked.  It is believed that 
Wales has been dealt with harshly by contrast with increases in 
English expenditure. The Welsh Assembly Government has 
instigated a review15 of the formula as it affects the Principality.  
Actually, it is called a Commission.  But no matter.   
 
In England, those politicians who pursue the question of the Barnett 
Formula mostly regard it as a brutal con inflicted upon their 
constituents.  They are immune to the detail.  They are unconcerned 
by the fact that Barnett is designed to squeeze Scotland’s historic 
spending advantage – and is finally beginning to bite.  They think 
that Scotland is feather-bedded – and that Barnett is the cause.   
 
A United Kingdom Prime Minister has to assuage those concerns, to 
deal with that perception.  Hence the plan to publish a Treasury 
paper setting out the facts.  Hence, at least in part, the review of 
Holyrood funding. The Scotland Office Minister David Cairns was 
bold enough to describe the debate on devolved finance as being an 
issue “for the McChattering classes”.16  One week later, he 
discovered that his boss in Downing Street had enlisted in the Clan 
McChattering.17  Rather irksome for Mr Cairns.  Decidedly 
intriguing for the rest of us.    
 
So what is being proposed?  It is suggested that instead of an 
annually varied block grant, Scotland might in future be funded by a 
mixture of assigned taxation, devolved taxation and continuing 
grant.   
 
By assigned taxation, I mean taxes which accrue directly to Scotland 
but where there is no power for Scotland to vary the rate of the tax.  
For example, VAT levied in Scotland might go straight to Holyrood 
– but European rules probably prevent any variation of the rate.   
 
By contrast, income tax might be wholly devolved.  Tax raised on 
income in Scotland – at lower and upper rates – would go straight to 
Holyrood.  But, more than that, MSPs would have the power to vary 
the rates at which income tax is levied.   
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Holyrood, of course, already has the Tartan Tax.  That is the power 
to vary by a maximum of three per cent the basic rate of income tax.  
That power has not been used to date.  But, in any case, the new 
system for income tax would be different.   
 
Each year, it would be the responsibility of Holyrood’s Finance 
Secretary to propose the levels at which income tax would apply in 
Scotland.  Just as local authorities have to set a rate annually or 
name their level of council tax, it would be up to the Finance 
Secretary to set out the suggested rates of income tax in Scotland, 
both standard and upper.   
 
There could be other contenders for assignation or devolution, such 
as stamp duty.  Other levies – such as inheritance tax or corporation 
tax – might prove difficult to devolve owing to concerns about 
internal tax avoidance if the rates were lower in one part of the UK.  
There has been Treasury resistance, for example, to lowering 
corporation tax in Northern Ireland.  But assignation might - I stress 
might - be possible in limited circumstances.   
 
For the avoidance of doubt, I do not expect a suggestion to emerge 
from this review that North Sea oil revenue might be either devolved 
or assigned.  One argument advanced with reference to this is that 
the tax take remaining in the North Sea is now declining, offering 
too small and volatile a source of funding for Scotland.  By contrast, 
Alex Salmond argued in his Dublin lecture that North Sea oil could, 
with good management, offer a further thirty to forty years of 
significant revenue.  He noted, however, that time was indeed 
running out and that the resource had hitherto been squandered by 
contrast with initiatives elsewhere such as the Norwegian oil fund.   
 
Setting that controversy aside for the moment, I do not expect oil 
revenue to feature in the current review with which we are 
principally dealing this evening.  That does not mean we should 
neglect this question in wider debate.  Merely that my focus is 
elsewhere tonight.   
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With regard to this review, we are at a very early stage.  The details 
have yet to be considered, far less decided.  But the concept is clear.  
Scotland would be financed by assigned and/or devolved taxes – 
with the remainder comprising a smaller block grant.   
 
There is a further element worthy of consideration.  Might the 
Scottish Government gain borrowing powers? Certainly, there are 
those within the machinery of devolved governance who regard it as 
passing strange that local councils have borrowing powers while the 
Holyrood government does not.  I would expect this issue to be 
raised as the debate progresses.   
 
But for now let us principally consider the concept of assigned and 
devolved taxation.  The upside?  Arguably, Scottish Ministers and 
MSPs would be more accountable to their voters if they had, for 
example, to set a rate of income tax as well as simply spending the 
proceeds of a UK-wide levy. Further, there would be a direct 
incentive to grow the economy in Scotland if income tax and VAT 
were assigned or devolved.  If more money is raised in tax in 
Scotland, then more money accrues to the Scottish Government.  At 
present, if Scotland’s tax take is buoyant then the surplus goes to the 
Treasury.     
 
A more subtle upside?  Wendy Alexander argued in her St Andrew’s 
Day lecture that assigning taxes to Scotland could lessen the 
controversy over funding across the UK.  How so?  According to Ms 
Alexander, because the direct grant element in Scotland’s budget 
would be smaller and so potentially less contentious.   
 
At this point, I cannot help thinking of Jack Straw’s Blackburn 
constituents.  If they are aggrieved at present, will they be contented 
with an explanation of the concept of assigned revenues?  Or will 
they want to see one of two things:  either England getting the same 
expenditure per head as Scotland OR Scotland paying more in tax 
for higher spending?  I suspect they will want evidence of change – 
although it is possibly true, as with Harcourt’s housemaid’s baby, 
that the smaller the grant element, the less it will be thought to 
aggravate. 
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However, two further issues then arise.  The grant element will 
shrink as a proportion of the total.  But will it also shrink in real 
terms?  Will the move to assigned revenues be accompanied by an 
effort to cut the level of grant to Scotland as well as the proportion?  
Let us be clear.  Grant there must be under the new plan.  This is not 
full fiscal autonomy or independence therefore there must be a 
transfer of cash from the Treasury, both to equalise resources and to 
compensate for those taxes which are not assigned or devolved to 
Scotland.  Such as North Sea revenue.   
 
The very basis of UK tax strategy as set out by the Treasury is 
equity.  Resources are pooled so that money is not spent purely 
where it is raised but where it is needed.  That is the concept of 
equalisation.  
  
However, Jack Straw’s Blackburn constituents apparently suspect 
that some are more equal than others.  They are, I feel sure, avid 
readers of the Public Expenditure Statistical Analysis or PESA 
produced by the Treasury.  Those few who are not can rely upon 
their elected politicians to point out the conclusions.  As ever, the 
most recent PESA study18 identified expenditure per head across the 
nations and regions of the UK.  It showed that, in 2006/07, some 
£8623 was spent on each soul in Scotland.  The comparable figure 
for England was much lower at £7121.  Folk in Wales have to get by 
on £8139 while spending per capita in Northern Ireland was the 
highest in the UK at £9835.  Glancing at the English regions, one 
finds that the most favoured area was London followed by the 
North-east.  Both lagged behind Scotland.  
 
One can contest these figures.  It is frequently argued that there are 
hidden spending advantages which benefit London in particular.  It 
is further frequently argued that – when one takes oil into account – 
the cross-border subsidy runs from north to south, rather than the 
other way round.  However, we should bear in mind that the above 
quoted figures represent the Treasury perspective.  This is what the 
United Kingdom Government formally believes to be the pattern of 
expenditure.  This is what MPs, for the most part, accept.   
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This would be the starting point of any Treasury-driven review of 
need.  Is that then where we are ultimately heading?  To a review of 
relative spending needs across the UK?  I believe so.  I believe it is 
the logic of the proposals advanced by Wendy Alexander, supported 
by others and now adopted in principle by the Prime Minister.   
 
Further, I cannot imagine that any review of need would be to 
Scotland’s immediate advantage, particularly if the parameters of 
that review and its implementation were directed by the Treasury.  I 
believe that Scotland might require to mount a substantial – and 
substantive – defence.   
 
Let us remind ourselves of the Downing Street memo reflecting the 
outcome of a meeting covering these matters on the 28th of January 
this year, chaired by the Prime Minister.  In that memo, it is noted 
that the Justice Secretary Jack Straw argued that Scotland had a 
relatively high GDP per head and yet had expenditure levels higher 
than in Wales or a number of regions in the north of England.   
 
Mr Straw further suggested that discussion of these matters would 
highlight wider concerns about the fairness of the allocation of 
regional and local spending.  The Scottish Secretary Des Browne is 
noted as agreeing with that point – and arguing for the UK 
Government to be proactive in tackling this matter. The Prime 
Minister is cited as saying that, while these matters could not be 
ignored, there would need to be a considerable period of public 
debate.  Gordon Brown’s caution to the fore again.  
  
More generally, the proposals for a review of the Scottish financing 
system must be considered against the background of renewed 
arguments that Scotland is over-subsidised.  That Scotland gets too 
much from the public purse.  To repeat, the review is not merely 
addressing concerns in Scotland.  It is designed to address and 
assuage concerns in England too.   
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Wendy Alexander anticipated this element in her St Andrews Day 
speech, outlining plans for a Commission.  She said then that “for 
those committed to progressive politics across the whole UK the 
issue is how to allocate spending in a way that assesses need 
properly, is fair to all parts of the UK and does not penalise the 
poor.”   
 
She added that, by definition, these questions had implications 
beyond the boundaries of Scotland.  That meant, she argued, that a 
United Kingdom voice must be heard on these issues.  For myself, I 
suspect that there will be little problem in attracting comment and 
suggestions from outwith Scotland.   
 
So what might a needs review entail?  It is Wendy Alexander’s 
expectation that such a review would only happen once a basket of 
taxes has been assigned and/or devolved to Scotland.  In other 
words, the review would only address the remaining grant element.   
 
Does that thereby lessen the extent of the challenge to Scottish 
spending levels?  I would suggest not.   
 
Firstly, depending on the extent of assignation and devolution of 
taxes, the grant element will remain substantial.  As noted earlier, 
that is because there are practical implications in assigning a 
sufficiently wide range of taxation to reduce the grant element to 
rump proportions.  Secondly, the grant element will remain crucial 
in determining the overall level of Scottish spending.  If this were 
merely an arithmetical exercise in altering the proportions raised by 
assigned revenue and grant, it might not matter over much.  It might 
be partly cosmetic, partly aimed, as discussed above, at boosting the 
incentivisation of Holyrood.   
 
However, it is generally anticipated that the establishment of a new 
funding mechanism would be accompanied by an assessment of 
relative need.  That means in short that the cash value of grant to 
Scotland would be reviewed – and might well be reduced, if the 
arguments advanced by the Justice Secretary win the day.   
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At the very least, Scotland would require to mount a robust defence 
in order to sustain current spending levels.  As you might imagine, 
officials within the Scottish Government are already alert to this 
issue.   
 
There are, of course, practical issues to be settled before a needs 
review might be instigated.  Firstly, one would have to determine 
who was to conduct the review.  The Treasury would want to do the 
job itself.  I believe that the Scottish Government would argue for an 
independent review, to be assured of objectivity. Secondly, it would 
be important to settle the parameters of the review.  What is “need”?  
How does one define it?  Who defines it?  For example, does 
Scotland truly need free personal care for the elderly?  Or is that a 
policy departure from the Whitehall standard which should therefore 
be solely funded by Scotland?   
 
These parameters matter.  For example, Scotland would NOT want 
relative need measured in terms of ethnicity – because England has a 
far higher proportion of citizens from ethnic minorities, causing 
England to seem more needy if that test is used.  However, Scotland 
WOULD want to calculate the advantageous contribution of private 
education and health care – because England has far more private 
provision while Scotland has a relatively large public sector, thus 
making Scotland seem more needy if that test is applied.   
 
Beyond statistics, there would also, of course, be a political 
dimension.  Remember that this is not just about Scotland.  It is 
potentially about Wales – and about Northern Ireland where 
spending per capita is higher than here in Scotland.  One might argue 
that, from history and contemporary politics, Northern Ireland is 
different.  However, it is funded by the same formula mechanism as 
applies in Scotland and Wales.  If this is to be a review of UK 
spending need, a review of Barnett, then it would scarcely be 
credible to exclude Northern Ireland.    
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Would it really be politic, though, to inflict substantial cuts in 
devolved expenditure?  It might, arguably, be more equitable across 
the UK – although the devolved territories would dispute that.  But if 
the outcome were substantial cuts in spending in, for example, 
Scotland and Northern Ireland, might that not spur disquiet in those 
areas, running counter to the defence of the Union which is said to 
be a primary purpose of the entire exercise?   
 
It was once said of devolution that it was like evolution – only it 
took longer.  Certainly, the story of Scottish governance is a lengthy 
and complex one.  In the same way, I believe that a survey of 
devolved finance and the associated needs review would be lengthy 
and complex.  Implementation might be more protracted still.   
 
Scotland would seek a review format that served her interests.  
Scotland could and would mount a defence of historic spending 
levels.   
 
At the very minimum, though, there is no intrinsic guarantee that a 
finance review would work in Scotland’s longer term interests.  
Indeed, the available evidence suggests the contrary:  that Scotland’s 
historic spending advantage might be somewhat eroded.   
 
However, it would be wrong to view the exercise as intrinsically and 
primarily a threat.  It is what it is.  A review where competing 
interests are balanced.  A two way street, to deploy the Prime 
Minister’s phrase.  A review which, linked to the survey of powers, 
would represent a fundamental reappraisal of constitutional relations 
within the Union.  A review which may generate a new model of 
devolution to set against the option of independence.  In that respect, 
it is generally welcomed by Nationalists who say they would relish 
the prospect of pitching their model against devolution, reformed.   
 
To conclude, I believe there are fundamental structural challenges 
within the present constitutional set-up.  To repeat, that does not 
mean the structure is about to come crashing down.  Indeed, to date, 
the devolved constitution has shown flexibility rather than rigidity in 
dealing with emerging challenges.   
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Let me close as I began:  with David Hume.  He was intellectually 
inclined to dismiss froth – and to deal with longer-term substance.  
Hume wrote:  “I am apt to entertain a suspicion that the world is still 
too young to fix many general truths in politics which will remain 
true to the latest posterity.”   
 
While acknowledging that glorious sense of the longer term, I 
remain convinced that our constitution requires early scrutiny:  that 
the three challenges of the governance of England post-devolution, 
relations with the European Union and finance will require careful 
study and subtle politics.  I hope I may have contributed to that in a 
tiny way this evening.   
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