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Introduction  

Scotland’s currency choices boil down to two:  

▪ continued use of UK£ within an informal currency union; or  

▪ the establishment of a new currency, with its value determined by the market.  

The 2014 referendum removed the option of formal sterling currency union. The € - an alternative 

formal currency union – is a possibility with EU membership but involves a set of conditions that an 

independent Scotland would not meet in the short-term, even if it became a policy priority. Maintaining 

a fixed value of a Scottish pound (S£) against any other currency would not be possible without large 

foreign exchange reserves.  

The latest economic proposals from the Scottish Government envisage use of the UK£ at independence, 

but transition to a new currency ‘as soon as practicable’. This is a meaningful change from the 

Sustainable Growth Commission’s recommendation to use of the UK£ for a possibly extended period. 

The new policy recognises the benefits of a new currency but buys time to establish it and build a track 

record of responsible economic management. 

Trade Imbalances and Adjustment 

A negative trade balance occurs when an economy imports more than it exports. That requires 

international borrowing, and adjustment of the balance must occur once that borrowing cannot 

increase further.  

▪ If the UK£ is retained, real economy adjustment – increasing the competitiveness of the economy by 

reducing the costs of production relative to the amount of goods and services produced – is the only 

possibility. It is what the euro area periphery faced from 2010, and can be economically, politically 

and individually painful.  

▪ A new S£ would give much more currency flexibility, meaning competitiveness could be achieved by 

a depreciation in the currency’s value relative to other currencies.  

To increase the ability to borrow internationally, time and effort would be required to establish the 

Scottish financial markets needed to attract foreign investment, including a stock exchange.  

Borrowing, Monetary Policy and Financial Stability 

If an independent Scotland retained the UK£, its borrowing would overwhelmingly be in that currency. 

In contrast, with its own currency, borrowing would nearly all be in S£.  

An informal currency union with rUK, in contrast to the formal union proposed in 2014, would mean the 

Bank of England would have no responsibility for monetary policy or financial stability in Scotland. Both 

now potentially involve the central bank creating money to buy government bonds.  

▪ In monetary policy, this is Quantitative Easing, used to stimulate the economy when interest rates 

have been cut to zero, but also, as during the pandemic, essential to a government’s ability to 

borrow.  

▪ To maintain financial stability and prevent the market becoming dysfunctional, a central bank can 

also buy government bonds. This occurred in the UK in March 2020 and after the Kwarteng ‘mini-

budget’. This would be possible in an independent Scotland able to create S£, but would not occur in 

an informal currency union, because the Scottish central bank would not be able to create UK£.  

Scotland’s government bond market in an informal currency union would receive some benefit from any 

Bank of England actions reducing the rUK’s cost of borrowing, but the difference between Scotland and 

rUK borrowing costs would widen. This increases the attraction of the immediate establishment of a 

new currency on independence, rather than ‘as soon as practicable’ afterwards. Transition to full use 

of a S£ will take time, with high use of the UK£ within Scotland even if a S£ is established, whether at 

independence or soon after. Transition involves difficult choices around issues such as pensions and 

mortgages, with individuals potentially facing significant risk from changes in the value of the S£. 


