
 

 

 
 
 
 

9 September 2014 

 

by David Page 

Research & Investment Strategy 

 

 

 

Scottish Referendum: the potential cost of 
independence  
 
 
Key points 
 
 On 18 September, residents of Scotland will be 

asked “Should Scotland be an independent 
country?” 

 Recent polls have shown a narrowing of the 

“Better Together” lead, with one survey now 
recording a two point lead for independence. 

 With the number of undecided still high and other 

uncertainties, the outcome of next week’s 
referendum is uncertain.  

 Our central scenario still envisages Scotland 

remaining part of the United Kingdom, but recent 
polls have reduced our conviction for this view. 

 We analyse the outlook for the UK economy in 

the immediate aftermath of a vote for 

independence.   

 Primarily we see this as raising uncertainty in key 

areas of economic importance.  

 This uncertainty should slow business investment 

growth. We forecast GDP growth around ¼% 

lower in 2014 and ¾%in 2015, below 3% and 2% 
respectively. 

 In such a case, we would expect the deferral of 

the expected monetary policy tightening in the 

UK. We would also expect sterling to soften and 
yields to fall moderately.  

 

 

 

 

 

 

Exhibit 1 

Polls record increased chance of independent Scotland 

 
Source: BBC & AXA IM Research 
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On Thursday 18 September Scotland faces a referendum on 

its future in the United Kingdom. The referendum will ask 

“Should Scotland be an independent country?”. Financial 

markets have focused on this vote as opinion poll trends 

suggest some shift, with one poll now suggesting a narrow 

lead for independence. The following provides a brief analysis 

of recent survey trends. It concludes there is still a likelihood 

that Scotland will remain part of the United Kingdom, but the 

momentum of recent polls means there is much more 

uncertainty about the outcome. We consider the economic 

ramifications if Scotland decides to go it alone – something 

that now appears more possible than even one month ago.  

The current outlook 

Exhibit 1 illustrates the trends in major polls over the last 12-

months. The “Better Together” campaigners have enjoyed a 

consistent lead in the polls over most of that time. However, 

more recently there has been a marked shift. The latest 

YouGov survey recorded a 2 point lead for the “yes” vote 

from a 20 point deficit just one month before and a TNS poll 

on Tuesday saw the “no” lead slashed to 1 point from 13.   

This seismic shift in opinion has not been universal. 

Panelbase published a survey this weekend showing a 

modest narrowing of the “no” camp’s lead to 4 points from a 

(long-standing 7 points). Moreover, Better Together  claim 

that internal surveys are not reflecting such a large shift.  

However, the latest surveys all now see the “no” camp with 

a 4 point or less lead. This difference is close to the margin 

of error of these polls and General Elections in 1970 and 

1992 delivered surprises in excess of 6% points compared 

to polls.   

There are also still a large number of “don’t knows”. 

Although these have edged lower over the past year, they 

still remain high in overall terms with most surveys recording 

the undecided vote at around 10% (range 7-23%). With 

turnout expected to be high in this referendum, how these 

undecided will vote adds to the poll uncertainty – as does 

the inclusion allowance of 16 &17 year olds to vote for the 

first time.   

We would expect to see more polling over the coming week. 

This will help us judge the scale of the shift in Scottish voters 

views. We note, the YouGov narrowing began after the 

second TV debate, when Scottish First Minister Alex 

Salmond was acknowledged to have performed well. Yet, 

such “TV debate” boosts have historically proven transitory. 

Moreover, it is also likely that the narrowing will promote its 

own reaction amidst “decided” and “undecided” alike, 

particularly as recent financial market reaction heralds some 

of fallout we would expect from a “yes” vote. Whether the 

boost of momentum outweighs more pragmatic “concerns” 

about independence becoming a reality remains to be seen.  

With most polls still suggesting a small lead, the outcome of 

the Scottish referendum is still likely to be in favour of 

remaining part of the union. However, recent polling 

suggests that conclusion is much more tentative now. This 

suggests that our central case scenario would likely result in 

some relief rally: positive for sterling and equities, 

particularly those with cross border exposure and 

particularly financials within that. However, it also looks likely 

to include greater momentum for devolution if Scotland 

remains part of the United Kingdom.   

Taking the low road 

The UK faces the possibility of its biggest constitutional 

change since the Government of Ireland Act in 1920 and the 

formation of Great Britain in 1707. The following considers 

the immediate implications for the UK if Scotland votes for 

independence next week. We do not take a view on the 

medium-term outlook for the two separate countries of 

Scotland and the rest of the UK. Instead, we focus on the 

likely impact on the UK over the next couple of years as it 

comes to terms with impending separation.  

We quantify the impact on the UK economy over the coming 

three years, while acknowledging the extreme uncertainty 

surrounding such an historic event. We conclude that the 

high level of uncertainty surrounding the separation of the 

United Kingdom would have a marked impact on the growth 

outlook. Primarily, this would occur through a significant 

deceleration in business investment growth. We forecast UK 

GDP being around 0.25% points lower than our central 

forecast for 2014 and 0.75% lower in 2015. By 2016 we 

expect growth to be insignificantly different from our baseline 

scenario – although note that growth is likely to be skewed 

away from Scotland. A shift of this magnitude would likely 

push back expectations of a Bank of England monetary 

policy tightening, have a marked, negative impact on sterling 

and reduce gilt yields.  

Process for independence         

On 19 September, the day after the referendum, Scotland 

would still be part of the UK. However, a “Yes” vote would 

start a process to negotiate the terms of separation. The 

Scottish National Party (SNP) have stated that they believe 

a constitutional framework for independence could be drawn 

up by March 2016, based on the experiences of 

“comparable”, previous separations – specifically 

Czechoslovakia. This would be in time for Scottish elections 

in May 2016.  However, this timetable has no legal 

framework. The House of Lords stated that the Prime 

Minister should not feel bound to recognise this timetable. 

On independence, the two sides would have to agree on 

issues including:    

- Division of the national debt.  

- Division of national assets. Primarily a debate over  

North Sea oil and gas, but potentially as parochial as the 

nation’s art collection.   
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- The currency regime. The Scottish government 

maintains it would enter a  formal currency union. The 

three main Westminster parties have all ruled this out. A 

currency union would imply strict fiscal rules, which 

would reduce the freedom that Scottish independence 

sought. Other alternatives could be a sterlingisation/ 

currency board type approach. But these would mean no 

monetary policy independence; nor seignorage income; 

would rule out the Bank of England as an automatic 

lender of last resort (LoLR) (increasing the risk to 

Scottish financial institutions) and would likely incur costs 

of reserve holdings. Scotland could also adopt its own 

currency. Gaining monetary independence, seignorage 

and LoLR status, but without necessarily bolstering 

confidence in the financial system.  

- Defence. Primarily a debate about the housing of the 

UK’s nuclear deterrent.  

Given the scale of the issues to be resolved, negotiations 

could take a number of years. Moreover the Westminster 

Parliamentary timetable may also be important and could 

further argue against any swift constitutional agreement. The 

timetable to actual independence looks likely to be 

protracted and we suggest that negotiations will be ongoing 

in 2017. 

The Impact of Protracted Uncertainty 

The likelihood that a vote for independence will result in a 

period of protracted negotiation and uncertainty is likely to 

have the most immediate impact on economic activity. In 

this note, we take no distinct view on whether an 

independent Scotland will do better than as part of the UK. 

Much will depend on the terms of the separation, possible 

policy response and financial market reaction (for example a 

lower value of sterling). Instead we focus on the immediate 

aftermath of a “Yes” vote, considering the first round 

economic implications of Scotland voting for independence.  

We forecast GDP growth in the UK would be markedly lower 

as a result of a vote for independence. This would likely in 

reflect the uncertainty surrounding the nature of Scottish 

independence. Our baseline scenario (assuming Scotland 

remains part of the UK) envisages solid business investment 

growth. However, this looks unlikely amidst such 

uncertainty. We expect a marked reduction in business 

investment growth in Scotland (including into North Sea oil 

fields, seen as necessary to attenuate the decline in output 

from these ageing fields) and a reduction in “new” UK 

investment as companies with cross border activities 

consider future operational organisation (particularly the 

case for Scottish financial companies). In the case of a “yes” 

vote, we would forecast investment growth closer to flat from 

10% for 2015, before recovering in 2016, assuming some 

firms may need to accelerate investment plans ahead of 

independence.  

Slower investment growth would have an impact on GDP. 

This may be further supplemented by a slower pace of 

employment growth (with exposed firms deferring 

employment decisions in the face of increased uncertainty), 

in turn weighing on household income growth. Accordingly, 

we forecast GDP growth to be 0.25% lower in 2014 than in 

our baseline scenario and 0.75% lower in 2015. On current 

forecasts this would see GDP growth just below 3% in 2014 

and below 2% in 2015, before accelerating back to 2¼% for 

2016, broadly in line with our baseline forecast.  

This would impact monetary policy. We would expect the 

Bank of England’s MPC to respond with a more stimulative 

stance. Based on previous Bank of England research
1
, the 

MPC might look to provide additional stimulus to the tune of 

1-2% of Bank rate. With Bank rate already at 0.5%, the MPC 

would not be able to cut rates to achieve this. Nor do we 

think it would restart its QE programme against the 

background of ongoing, if softer economic activity. However, 

our baseline scenario envisages the start of a gradual 

tightening cycle from early 2015. Scottish independence 

would likely defer this tightening into 2016. We forecast 

Bank rate remaining at 0.5% until mid-2016 in the event of a 

vote for independence.  

Financial markets would also see a marked reaction. We 

expect sterling to fall further on Scottish independence, as 

recent declines suggest. As well as a significant shift in 

expected relative interest rate differentials, a “yes” vote may 

generate concerns about foreign direct investment inflows, 

further weakening the UK’s already large current account 

deficit. All should add to pressure on sterling. Against the 

euro, any impact should be moderated by ongoing monetary 

easing by the ECB. However, with our expectation that the 

US Federal Reserve will begin its own tightening cycle over 

the next twelve months, we see the possibility of a further 

decline in sterling: US dollar rate. Cable’s decline over the 

last two weeks’ in response to the narrowing of the Scottish 

polls bears testimony to this outlook. We would envisage 

sterling trading below $1.50 by end-2015 on a “yes” vote. 

We also expect to see a reaction in gilt and equity markets. 

UK yields would likely fall reflecting the weaker growth and 

monetary policy outlook. However, this fall may be tempered 

by an increase in inflation expectations, a result of sterling’s 

depreciation. It may also reflect a worsening in the perceived 

“credit” outlook for the UK, despite the UK Treasury’s 

attempt to pre-empt such a “credit” effect by underwriting the 

gilt stock in the event of independence (Scotland would 

remunerate HM Treasury directly for the running cost of its 

debt). On balance we expect gilt yields to be around 30-

40bps lower over the coming three years in the event of a 

“yes” vote. Equity reaction could be modest in the 

internationally focused FTSE 100, but the more domestic 

FTSE 250 could see more reaction to weaker economic 

activity. 

                                                   

1
 “The UK’s QE policy: design, operation and impact”, BoE Quarterly 

Bulletin Q2 2011 discussed a 1% reduction in Bank rate leading to a 0.5-
1.0% increase in GDP 18-24 months out 
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All roads lead to Westminster ? 

A final consideration is that a “Yes” vote might not even 

result in Scottish independence. A major criticism of the 

referendum is that Scotland is being asked to vote on its 

independence without any knowledge of the terms of such 

independence. There is a suggestion that after the details of 

independence have been negotiated there could be a 

subsequent “are you  sure?” referendum. However, this 

would not change the years of uncertainty the UK would 

face following a vote for independence, nor reduce the 

expected cost of that uncertainty on the UK growth outlook.   
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