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SECTION 1:	SCOPE OF TRANSITION PLAN

It also maps out the departments and staffing required to negotiate and manage the transition to the proposed macroeconomic framework, alongside initial scenarios and estimates for a Scottish Monetary Institute.




Key aspects of the transition process include – 


· Establishing the Scottish Monetary Institute.  






The Scottish Monetary Institute

Central to this transition plan is the role of the Scottish Monetary Institute (SMI). The SMI would be established immediately post-independence. 

Under the plans set out here, the SMI will be the key institution to help coordinate and articulate technical input on behalf of Scotland into the negotiation process. 

From that point onwards and as set out below, its exact role and development will depend upon the outcome of negotiations and the nature of the final agreement.  

The core proposition is for a formal monetary union, a banking union, and clear frameworks in place to manage fiscal sustainability. In the long-run, there are two ways in which this could be delivered. 

Firstly as set out by the FCWG, this could be delivered through a broadly centralised financial and monetary system operated by the Bank of England. For practical reasons, not least timescales, this is the system that is envisaged to operate in the first years of independence. 

Secondly, consistent with a monetary union and with overall strategy still coordinated by the Bank of England, day-to-day operation of the financial and monetary system in Scotland could be undertaken by the SMI. This model would be more akin to the current ECB and National Central Bank model operating in the Euro Area. 

As set out in sections 2 and 3 – and covering year 1 and 2 – the initial focus of transition is on the first of these models. In this case, the SMI’s role would be to work with the Bank of England to ensure the continued smooth operation of such activities in Scotland and for Scottish interests to be represented.
 
Beyond this period, both options are possible. The first would involve little additional responsibilities (beyond gradual improvement of the knowledge and monitoring of the Scottish economy and how it – and the financial sector – was performing). 

The second would represent a significant expansion. For example, the SMI may have its own balance sheet and provide liquidity to the banking system in Scotland; it could regulate banks and other financial companies; operate the payments system; and be responsible for the Scottish banknotes regime. It may also manage ‘Scottish’ central bank and government assets and be the centre for financial stability policy and reporting.

In sections 4 and 5 of this plan, both options are presented. 

Under the first scenario, the Bank of England would operate as the single central bank for Scotland and the UK. It is proposed that in this instance, the SMI would be an agency of the Scottish Government with access to shared services. If the outcome of negotiations led to the creation of as ‘Scottish Central Bank’,  the SMI would fulfil this role as either a NDPB or company (with shares held by the Scottish Treasury).  

Central Government macroeconomic functions

It would be responsible for setting the direction for and reviewing the development of the SMI and liaising with the Bank of England, the Prudential Regulatory Authority and UK Government through the proposed Macroeconomic Governance Committee.   

The transition plan includes planning for 5 divisions which would cover “Treasury” economic responsibilities: 

Contingency would include:
· Set up of the Scottish Monetary Institute
N.B. Post I-day, this division would continue to monitor the long term institutional development of the SMI and overall macroeconomic framework.

Wider Institutional Structure 

This transition plan focusses on macroeconomic functions and requirements for an independent Scotland including the setup of a Scottish Monetary Institute and the development of central government and economic/Treasury functions, however there are a number of closely linked areas (e.g. wider financial regulation and development of macroeconomic statistics) and the exact institutional structure for this grouping of wider functions is likely to be firmed up once an agreement on the Sterling Area is reached.

On completion of the negotiation, transition and set up stages, the core aspects of the institutional structure for the macroeconomic framework would include a Scottish Finance and Economic “Treasury” function (responsible for macroeconomic and fiscal policy), the central banking and prudential regulation architecture (as discussed above, there are various options on which responsibilities are charged to the Bank of England and Scottish Monetary Institute), and the extended Fiscal Commission. Separate transition plans have been drafted for macro and fiscal forecasting functions and the Fiscal Commission.

Once an agreement is reached on currency, there would be scope for considering the proposals for an SMI alongside the allocation of institutional responsibilities for debt management, financial conduct regulation and statistics. These functions are also covered in separate transition plans.


POLICIES STILL REQUIRING MINISTERIAL CLEARANCE: 

· Ministerial views sought on options set out on a Scottish Monetary Institute.


INTERDEPENDENCIES (Please identify where there are interdependencies with other transition plans, define the issue and identify the lead contact with whom discussions have been held. Please confirm how, and by whom, any necessary actions will be carried out)

This transition plan has significant links with a number of other work streams and cross cutting areas:


SGLD: Legal amendments, set up of the Scottish Monetary Institute, financial institutions and contracts

Public bodies team and HR: Set up of the Scottish Monetary Institute



SECTION 2: 	 ‘DAY ONE’ REQUIREMENTS 

	‘Day One’ Requirements (This section should set out what needs to be operational on 24 March 2016 including concrete milestones that must have been achieved. Complete one row for each requirement. Add further rows as needed.)

Note: Ensuring macroeconomic stability and confidence in financial markets is critical to the success of the Scottish economy. The requirements presented below are all interlinked. 

	‘Day One’ Requirement

	1. An institutional framework to deliver 1-4 including establishing a Scottish Monetary Institute 




SECTION 3:	 STEPS TO ACHIEVE ‘DAY ONE’ REQUIREMENTS (by 24 March 2016)
(For each requirement outlined in the previous section, list here, in chronological order, the steps that would be needed to achieve the requirement. 
Complete one table for each requirement. Add further tables and rows as needed.)

	Requirement: Deliver Vision of Macroeconomic Stability 

	Steps required
	Time needed to complete this step
	Deadline for completing this step
	Additional Staff Required

	
	
	
	SG
	Other Public Body

	a. Communications and engagement with key external stakeholders to demonstrate  commitment to macroeconomic stability 

	On-going – from June 2014
	March 2016 – and beyond
	Existing Staff
	SMI –once established

	b. Articulate case for proposed framework
	On-going – from June 2014
	March 2016 – and beyond
	Existing Staff
	SMI –once established







	Requirement: A robust and workable monetary system as part of a Sterling currency union

	Steps required
	Time needed to complete this step
	Deadline for completing this step
	Additional Staff Required

	
	
	
	SG
	Other Public Body

	a. Recruit SMI advisory panel to support negotiation team (see d) in Deliver Vision of Macroeconomic Stability above) and development of SMI
	Being undertaken
	September 2014
	Existing Staff + consultancy fees for technical support
	

	b. Appoint Governor (and possible Deputy Governor(s)) of SMI

	Being undertaken
	September 2014
	Existing Staff + consultancy fees for technical support
	SMI Governor and Deputies plus initial support staff

	c. Establish project to build SMI & establish robust operational framework for monetary system in 2016
· With BofE and UKG
	9 months
	June 2015
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	

	d. Draft and sign terms of Sterling Monetary Union agreement and operations of monetary system

	1 month – subject to timing of negotiations 
	June 2015 (at latest)
	See f) in Deliver Vision of Macroeconomic Stability
	SMI – see below

	e. Agree arrangements for Scottish economy developments to be reflected in BofE monetary policy deliberations
· Establish initial terms of membership – e.g. Scottish Treasury observer. 

	1 week – subject to timing of negotiations
	March 2016
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	New SMI Staff
(subject to negotiation)






	Requirement: Financial stability

	a. Draft and sign terms of Sterling Monetary Union agreement and operations for financial stability (including shared prudential regulator and resolution mechanism) 
	1 month – subject to timing of negotiations 
	June 2015 (at latest)
	See f) in Deliver Vision of Macroeconomic Stability
	SMI – see below

	f. Scope project to build internal capacity to deliver financial stability 
· Capability building programme (including skills mix, scope of functions);
· Structure of teams and roles and responsibilities;
· Phased programme to build capacity – particularly understanding of financial markets;
· Develop data of ‘financial system’ as oppose to ‘financial sector’ in Scotland;
· Support work of financial services companies; 
· Non-staff capacity;
· Links to NSI and central banks; and, 
· Recruitment.
	2 months
	End 2014
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	Possible links to SMI Staff

	b. Build internal capacity to advise/monitor financial stability as set out in j) above
	18 months – and longer (phased in to ‘post 2018’ requirements)
	March 2016
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	Possible links to SMI Staff






	Requirement: Institutional framework  - including establishing a Scottish Monetary Institute

	Steps required
	Time needed to complete this step
	Deadline for completing this step
	Additional Staff Required

	
	
	
	SG
	Other Public Body

	a. Scope project to build SMI:
· To be run in parallel to above projects – and subject to outcome of negotiations; 
· Capability building programme (including skills mix, scope of functions);
· Structure of teams and roles and responsibilities;
· Phased programme to build capacity;
· Relationship/knowledge exchange programme with IMF, OECD, BofE & other governments;
· Non-staff capacity;
· Links to NSI and central banks; and, 
· Recruitment.
· Establish structure and role – including extent of non-monetary functions housed within SMI (e.g. oil fund)
· Accountability to Scottish Ministers and Parliament 
	3 months
	End 2014/early 2015
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	

	b. Appoint Governor (and possible Deputy Governor(s)) of SMI
· Already captured above in point b) of Robust and workable monetary system as part of a Sterling union
	Being undertaken
	Sep 2014
	Existing Staff + consultancy fees for technical support
	SMI Governor and Deputies plus initial support staff

	c. Establish resource requirements (based on agreed remit and responsibilities) of SMI 
	
	
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	New SMI Staff
(subject to negotiation)

	d. Deliver a (incorporated c)). 
· Accommodation and IT facilities;
· Corporate functions (HR, payroll, Finance, facilities management, insurance, procurement, security). NB: depends on decision to set up as Agency or NDPB; 
· Consideration and implementation of appropriate assessments (Strategic Environmental Assessment, Business and Regulatory Impact Assessment & Equality Impact Assessment);
· Recruit and appoint initial set of staff;
· Comms & engagement strategy with key stakeholders;
· Corporate functions including branding and website. 
	18 months – and longer (phased in to ‘post 2018’ requirements)
	March 2016
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	New SMI Staff
(subject to negotiation)

20-40 at various grades envisaged initially. 

If the SMI was to adopt further functions it would require more staff – estimates are for the SMI taking on limited functions

	e. Agree arrangements for data sharing and international reporting working in conjunction with the SMI, EU institutions and FSB.
	18 months – and longer (phased in to ‘post 2018’ requirements)
	March 2016
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	

	f. Negotiate and agree basis for shareholder agreement on the Bank of England
· accountability to Scottish Parliament;
· sharing of profits & provision of indemnities

	Length of negotiations
	
	See f) in Deliver Vision of Macroeconomic Stability
	

	g. Establish macroeconomic governance committee.
· Representatives from UK & Scottish treasuries, BofE and SMI

	Length of negotiations
	Ideally meet prior to March 2016

	See f) in Deliver Vision of Macroeconomic Stability
	








	
 ‘Year Two’ Requirement

	1. Scenario 1: SMI & SG expand expertise & independent role in economic research and macroeconomic management 


	2. Scenario 2: SMI expands role to take on day-to-day central banking and regulatory functions 





SECTION 5: 	STEPS TO ACHIEVE ‘YEAR TWO’ REQUIREMENTS
(For each requirement listed in the previous section, list here, in chronological order, the steps that would be needed to achieve the requirement. Complete one table for each requirement. Add further tables and rows as needed.)

	Requirement: Scenario 1:  SMI & SG expand expertise & independent role in economic research and macroeconomic management

	Steps required
	Time needed to complete this step
	Deadline for completing this step
	Additional Staff Required

	
	
	
	SG
	Other Public Body

	a. SMI & Scottish Government continue to build capacity to undertake robust analysis of the Scottish economy to support policy development. 
· Wider capacity building and training programme continues

	On-going 
	On-going 
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	

	b. Data developments 
· Improve data collection - BofE, ONS, SMI and Scottish NSI; 
· Separate reporting of Scottish activities by firms in Scotland; and, 
· Likely areas include credit conditions, money supply, prices and inflation. 
	On-going 
	On-going 
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	NSI & SMI

	c. Wider capacity building and training programme continues

	On-going 
	On-going
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	

	d. Extend office facilities & staffing

	1 month
	On-going 
	Captured in i) of Deliver Vision of Macroeconomic Stability above
	

	e. Continue to review equality issues, ensuring that the requirements of the Public Sector Equality Duty are met. 

	On-going 
	On-going
	
	








	Requirement: Scenario 2: SMI expands role to take on day-to-day central banking and regulatory functions 

	Steps required
	Time needed to complete this step
	Deadline for completing this step
	Additional Staff Required

	
	
	
	SG
	Other Public Body

	a. Scope project to develop central banking and regulatory functions
· Establish Scottish banking system; 
· Consider risks and implications – possible mitigating actions;
· Scope additional data and staff requirements; and,
· Necessary legislation. 

	A number of years
	Phased process over a  number of years
	Expansion of resources captured in i) of Deliver Vision of Macroeconomic Stability above

Ultimate number dependent on division of responsibilities
	

	b. Establish SMI balance sheet to hold central bank reserves. 
· Capitalise central bank deposits for Scottish banking sector
	See above

	c. SMI to assume responsibility for payment and system in Scotland 
· Work BofE to deliver Sterling Area payment system (e.g. Target 2)
· Link payment system in Scotland to international payment systems
	See above

	d. Establish practical systems for monetary operations  
· Interest rates determined by MPC: SMI and BofE implementing policy.  
· SMI use open market operations to create central bank reserves. 
	See above

	e. Establish arrangements for SMI to be lender of last resort (LOLR) with access to BofE LOLR facilities as well
	See above

	f. Responsibility for prudential regulation transferred to SMI and/or maintained with BofE – either way common basis of supervision
	See above

	g. Assume responsibility for banknote production 
	See above

	h. Assume responsibility for management of government reserves 
· E.g. Share of Exchange Equalisation Account 
	See above

	i. Implement possible additional responsibilities: 
· Responsibility for oil stabilisation and savings funds. 
· Agent to sell securitised/tradable debt (see debt transition plan)
	See above




 
 
SECTION 8: LIMITATIONS, ASSUMPTIONS and ADDITIONAL NOTES 
	
· The plan assumes that all technical expertise – staff and non-staff – can be delivered on time. The head of the SMI would need to be perm sec level, with DGs, Directors and DDs heading up various teams within the SMI. These experts would need to be recruited from BofE, ECB, Fed or other central banks.

This will be a challenge, although temporary options and exploitation of established links – e.g. with Bank of England, other Treasury Ministries – would be an option




ANNEX: 		CROSS-CUTTING THEMATIC PLANS

(A)	LEGISLATION


NAME OF SGLD CONTACT WHO HAS CONSIDERED THIS PLAN (NOTE: this should reflect consideration of all elements for legal interest) Stuart Foubister

EXISTING UK LEGISLATION: (Please list all relevant UK legislation. The focus should be on primary legislation but also mention secondary legislation if it is significant. Your SGLD contact will be able to advise. Please identify: 
i. Where new primary legislation will be required to establish the Scottish state,  and 
ii. Where continuity of law principles will apply, supplemented by the secondary legislation order power (which would cover exceptions to continuity of law)

	LEGISLATION
	COMMENT

	Establish Scottish Monetary Institute – Primary Legislation to create an  NDPB or company (in same format as BofE) or to confer functions on Scottish Ministers 
	Working assumption is that BofE will fulfil the role of the central bank for both Scotland and UK.In this scenario, SMI would be formed as an agency of SG with access to shared services.
If the SMI is tasked with a wider set of responsibilities, this will require more detailed legislation to be put in place (e.g. similar in scope to a National Central Bank in other EU countries), and the SMI would be set up as an NDPB. 

	Financial Services Act 2012 (Established the Prudential Regulation Authority)
	This Act established the PRA. Under scenario 1 (shared Bank of England PRA) amending legislation will be required to ensure that Scotland is recognised as an independent nation i.e. where the act refers to the ‘United Kingdom’ this will require extension to ‘United Kingdom and Scotland’.
If SMI or Scottish regulator is tasked with direct supervision of banks (scenario 2), legislation will also be required.



	Financial Services & Markets Act 2000 (FSMA)
	This act established the Financial Services Compensation Scheme. Similar changes to above. 

N.B. Conduct aspects of financial regulation and arrangements for a Financial Services Compensation Scheme (see Business Directorate plan) will need to be included in the same set of legislative changes. Key factors to consider will be authorisation of firms and meeting EU competent authority requirements.


	Banking Act 2009
	Under scenario 1 (fully shared Bank of England) amendments to the act will be required to ensure that Scotland is recognised as an independent nation i.e. where the act refers to the ‘United Kingdom’ this will require extension to ‘United Kingdom and Scotland’. 
If the SMI is tasked with a wider set of responsibilities, this will require more detailed legislation to be put in place (e.g. similar in scope to a National Central Bank in other EU countries), and the SMI would be set up as an NDPB.

	Bank of England Act 1998
	Similar changes to above.



(B)	PUBLIC BODIES
	
Please complete the following table for each of the public bodies included in this transition plan.  For transition plans involving the establishment of a new body or transfer of functions to an existing body for Day 1, please ensure that appropriate steps are included in section 3 ‘steps to achieve Day 1 requirements’.

See Public Bodies guidance note (dated 11 March 2014) for further information. 


	PUBLIC BODY
Scottish Monetary Institute (SMI)
	LEGAL STATUS (e.g. Executive NDPB, Executive Agency, established by Royal Charter)

	WHAT LEGISLATION, IF ANY, ESTABLISHES THE PUBLIC BODY?
	Primary legislation required to establish SMI. Dependent upon outcome of EU negotiations & Treaties and Statutes:
· Treaty on European Union
· Treaty on the Functioning of the European Union
· Statute of the European System of Central Banks
· European Central Bank

	TYPE (1-7 – please see guidance for further details)
	N/A – this would be a new agency/NDPC/company.


	MOU OR SLA (if type 5,6 or 7)
	PRIORITY THAT ARRANGEMENT IS IN PLACE FOR DAY 1? (Y OR N) (if body is public-facing or delivering an essential regulatory function then arrangement is a priority for Day 1)
Y

	COMMENTS: Subject to EU negotiations on the role of a central bank, current working assumption is that the Bank of England will continue as the Central Bank of the rest of the UK and Scotland. Under this scenario, it is proposed that SMI could become an agency of SG with access to shared services. If the outcome of EU negotiations required a Scottish Central Bank, then SMI could discharge central banking functions as either a NDPB or a company with Scottish Treasury holding shares, however the Bank of England would also continue in its role of setting overall monetary and financial stability policy (e.g. this could be similar to the European Central Bank model). Ministerial clearance will be required as to which option is there preferred negotiation position.



	PUBLIC BODY
Prudential Regulatory Authority (PRA)
	

	COMMENTS
The core proposal is that prudential regulation is undertaken on a common basis.  This could continue to be discharged by BofE or by a regulatory arm of SMI. 




(C)	WORKFORCE & SKILLS 

NAME OF HUMAN RESOURCES BUSINESS PARTNER WHO HAS CONSIDERED THIS PLAN: [redacted] 

The purpose of this section is to identify a) the scale of the additional staff resource required, b) potential sources of workforce supply (including transfers from Westminster Government  Departments and public bodies) and  c) skills need including specialist / professional skills - for example HR / Legal / economist / statistician / social research / IT /Procurement and source of supply of specialists/professionals.
	
	September 2014 – 24 March 2016 (to be ready for day 1)
	24 March 2016 to 24 March 2018 (day 1 to year 2  operational delivery)
	24 March 2018  + (from year 2 operational delivery))

	DEMAND

	SG Additional Staff  
	

A Directorate charged with delivering the macroeconomic transition would include 5 Divisions in total:
Contingency

The contingency division would lead on negotiations and set up of the SMI. Staffing requirements are estimated to be: 
· 1 DD
· 12 C Band
· 18 B Band
· 2 A-Band


The team would need to include specialist expertise/skills in technical  macroeconomic analysis (e.g. central banking and regulation).  

	The SMI would be established - 
see emerging plans for Sep 2014 & March 2016 for Scottish Monetary Institute below 

The Scottish Treasury would have five divisions:
Contingency

The contingency division would continue to require approx. 
1 DD
12 C-Band
18 B-Band 
2 A-Band 

Note: Staffing requirements for all divisions (excluding forecasting) are included the finance annex 
	The SMI would be established - 
see emerging plans for Sep 2014 & March 2016 for Scottish Monetary Institute below 

The Scottish Treasury would have five divisions:
Contingency

The contingency division would continue to require approx. 
1 DD
12 C-Band
18 B-Band 
2 A-Band 

Note: Staffing requirements for all divisions (excluding forecasting) are included the finance annex

	Scottish Pub. Body additional staff:
	
	
	

	1. Scottish Monetary Institute
	Recruitment of staff will be required for the SMI.

This would require recruitment of senior leaders – e.g. equivalent of Perm Sec level – and additional support. 


Option 1
It is estimated that a total of around 20 staff would be recruited for the SMI over this period to develop the SMI’s role in macroeconomic research and statistics, as well as international reporting.
· 1 “Perm Sec” level
· 2 SCS level.
· 10-20 C-Band
· 6-12 B-Band
· 2-4 A-Band

Where development work is being taken forward for macroeconomic statistics functions there are links to plan for NSI 

Option 2- would require significant expansion in resource in longer term, but initially this could be staged as per option 1 above for the period Sept 2014-March 2016
	Dependent upon plan for SMI over longer term and outcome of negotiations.

Option 1 – likely to require around 20-40 staff (at various grades)

· 1 Perm Sec level
· 2 SCS level.
· 10-20 C-Band
· 6-12 B-Band
· 2-4 A-Band



Option 2 – significant expansion in resource required in longer term, but initially this could be staged as per option 1 above for the period March 2016-2018 
	Option 1 -, as per previous column, will continue to require around 20-40 staff

· 1 Perm Sec level
· 2 SCS level.
· 10-20 C-Band
· 6-12 B-Band
· 2-4 A-Band


Option 2:
Over time, this option will require significant expansion in resource (but accompanied by some profit making facilities – e.g. banking department income).

It is estimated that around 200-450 staff would be required for an SMI with expanded responsibilities.
· 8-25 SCS equivalent posts.
· 75-140 C-Band
· 100-230 B-Band
· 17-50 A-Band

For a full central bank, it is estimated that around 1000 staff would be required (if including regulatory functions).

As an illustration, the Central Bank of Ireland employs 1,400 staff. Around 300 are assigned to central banking functions, around 600 to regulatory functions and around 500 to operations.[footnoteRef:2] [2:  Page 61 Annual Report 2013] 


Other Central Banks are smaller in scale, however this will reflect the size and complexity of the financial sector. E.g. the Finish Central Bank employs 391 staff (with 208 additional posts in a separate financial regulator)



	SUPPLY

	Potential Workforce Supply from Westminster Govt Dept Locn in Scotland:
	Staff with necessary experience based in BofE, private sector, Whitehall and international bodies such as IMF. 
Some technical expertise in academia
	
	

	Potential Workforce Supply from Westminster Govt Pub. Body Locn in Scotland:
	· Bank of England
· HM Treasury
· Academia 
	
	

	c) Potential Workforce Supply from elsewhere – please specify 
IMF
	IMF, ECB, European Commission, World Bank, International Governments – e.g.  Ireland, Denmark, New Zealand 
	
	

	External Consultants and experts from international Central Banks and institutions.
	Significant demand for consultants and international network

Required for negotiation & transition 

Possible secondments from academia, other central banks/economic ministries, consultancy firms, banks 

Upper estimate based on costs over transition period of: 
· 150 consultants; 15 directors; 25 managing consultants; 30 Principal Consultants; 40 Senior Consultants; 30 Consultants; and, 10 junior consultants.  

Approx £60m over 18 months. 

Costs based on recent estimates around auditing. However, expertise in fin services/ banking may well cost more. 

Lower estimate based on seconding 50 individuals into SG at SCS grade.
	
	Current assumption is £20 million per year of consultancy costs – however this could be significantly higher if more functions are taken on 

For example, HMT & BofE incurred fees of around £100m when establishing Asset Protection Scheme at height of financial crisis.


	SKILLS NEED

	Policy/delivery areas:
	Generic Skills (i.e. policy, operational, administrative, negotiation etc)
	Specialist/Professional Skills required
	Source of supply (i.e. internal / external)

	1. Statistics and economic research
	All
	Economists and statisticians, with expertise in central banking & macroeconomics 
	Approx 70 economists in SG at moment. Limited capacity to upscale from within. Potentially entitled to share of GES/GSS economists in reserved departments.
External supply – see above 

	2. Policy/Negotiation
	Specialist staff to support negotiations e.g. Money market operations, liquidity facilities, payments systems, financial regulation. 
	
	 

	3. Legal
	Drafting relevant legislation. 
	
	



(D)	DIGITAL  
NAME OF PROCUREMENT BUSINESS PARTNER WHO HAS CONSIDERED THIS PLAN:  [redacted]
(Please set out your understanding of the current digital support for this function, what would be required to deliver this capability in an independent Scotland, and what steps need to be taken to secure the service through transition to a steady independent state.) 

	Are IT systems and infrastructure already in place – at either UK or Scottish level - to support the functions described in this plan. (Please give as much information as you can about systems, functions, number of users, volumes of processing, locations of users)
	
SMI to require IT access for all employees, however the current systems available are sufficient.
Specific IT systems would need to be designed to monitor macroeconomy and building technical forecasting systems 

	What IT systems and infrastructure will need to be in place by March 2016 to support the functions in this plan? (Please describe whatever you can about functions, number of users, volumes of processing, locations of users)
	Additional Scottish Government staff set out above would require IT systems. 

Potentially, standard IT equipment for SMI with 300 to 450 additional staff members.


	Would you intend to access/use existing UK IT systems for a period of time after March 2016 to support the functions in this plan? Please describe as much as you can about what is being discussed/ considered/ agreed.
	BofE operating as central bank of Sterling Area.  IT systems of Bank could continue to be used to provide services to commercial banks requiring central banking facilities. This includes access to the Bank of England’s Real Time Gross Settlements (RTGS) system. The Bank of England currently generates income from the provision of central banking facilities, this income is used to fund the systems in place and as a result there would be no costs to the Scottish Government. 

	Will you require any new IT systems to be developed and ready by March 2016 to support the functions in this plan? (Please summarise what these requirements would be)
	This is dependent on the outcome of negotiations, should the SMI be required to take on larger functions including managing payment systems, providing liquidity and monetary operations, financial regulation and supervision etc then the IT systems required will be considerable.
But as above, SMI likely to make profit on such activities so largely self-financing

	Will you require any new IT systems to be developed and implemented in the period after March 2016 to support the functions in this plan?(Please provide as much information as you can)
	Dependent on outcome of the negotiations and role of SMI

	Please provide any cost or licensing information already gathered or examined which relates to IT systems supporting the functions in this plan.
	



(E)	PROCUREMENT 

NAME OF PROCUREMENT BUSINESS PARTNER WHO HAS CONSIDERED THIS PLAN:  [redacted]

This transition plan assumes that existing public bodies retain responsibility for most areas which it currently considers. New Scottish Monetary Institute would be established. This will not require any particular procurement beyond general accommodation and office space. Whether the SMI is established as an agency of the Scottish Government or as a NDPB/company is dependent on negotiations with the EU, this has implications for accommodation and equipment. Broadly, the additional staff working for the SMI will require accommodation, IT, facilities management, catering, cleaning, office furniture, security etc. This will be a cross cutting issue and no specific procurement issues have been identified. 

Existing UK bodies currently have a number of contracts in place which have been identified.

Bank of England
The Bank of England have a number of contracts in place, and these cover primarily, Service Delivery, IT, Telephony and Estate.
The following main contracts have been identified following a trawl of the TED Europa. 
PRA has an IT contract to provide IT services around Solvency II – this covers a system for data collection and validation and a processor for EIOPA’s Solvency II XBRL instance files. 
· Three year contract from 2014 valued at between 800 000 and 1 200 000 GBP (excluding VAT).
· 2014/S 046-077244
Bank of England has an agreement to provide an IT solution around risk assessments, allowing recording, scoring, analysing and identifying risks. This is used by the Bank and the Financial Conduct Authority. 
· Two stage contract with first stage commencing in 2012. Value 1 161 796 GBP (excluding VAT)
· 2013/S 148-257854
Other contracts which the Bank of England has are of lower value and cover areas such as the audit services, waste removal, maintenance of firefighting equipment, taxi services, maintenance of metal cages, telephony, etc. 
The proposal is for the Bank of England to continue as the central bank of Scotland with Scotland becoming a shareholder in the Bank. Under this arrangement the contracts in place with the Bank of England would remain with the Bank of England. 

Royal Mint
The Royal Mint has a number of contracts in place, these are largely around industrial production and do not have information on value available. 
The proposal is for Scotland to become a shareholder in the Royal Mint with the Royal Mint continuing to operate as it does at present. Under this arrangement the current contracts would remain in place as they are with the Royal Mint.

Financial Services Compensation Scheme
The Financial Services Compensation Scheme (FSCS) has a number of high value contracts in place:
The FSCS is currently tendering for a maximum of four suppliers to deliver the Claims Processing and Remediation Services. 
· The contract is for four years and has an estimated value of between 10 000 000 and 50 000 000 GBP (excluding VAT). 
· 2014/S 086-150894
The FSCS has a contract for mail services – sorting, logging, scanning, storing documents and post and printing, enveloping and franking outgoing mail. 
· This contract is for a minimum of 3 years with a possible extension for two years. The estimated value is between 10 000 000 and 50 000 000 GBP. The lower limit is business as usual and the upper limit is based on the failure of a major deposit taker. 
· 2014/S 069-119045
The FSCS is a NDPB. The current proposal is for the FSCS to either be a shared or jointly operated scheme across the Sterling Area, this may have implications for the contracts in place. 

New Services Required During Transition - Please detail any new services or advice you will buy-in from external providers & for which you will require professional procurement support
	CONTRACT CATEGORY 
	DEADLINE FOR CONTRACT TO ‘GO-LIVE’ 
	DESCRIPTION 
	ESTIMATED TOTAL CONTRACT VALUE 

	Consultancy contract
	Required for negotiation with UK Government and to legislate as required.
	Specific expertise around central banking, financial regulation, fiscal rules etc. will be required in relation to the detailed negotiations of agreements and any detailed legislative activity
Specifically consultancy advice around corporate law, investment banking and financial regulation etc will be required.
	Current assumptions have an upper cost estimate of £60 million over the period to Day 1. 



New Strategic Services Required After Transition - If a Scottish public body or government department will require new strategic contracts that are not already detailed in the two table above, please list them here.
	CONTRACT CATEGORY 
	DATE FOR ‘CONTRACT GO-LIVE’
	DESCRIPTION 
	ESTIMATED TOTAL CONTRACT VALUE 

	Consultancy contract
	After Day 1
	Specific expertise around central banking, financial regulation, fiscal rules etc. is likely be required to support the economic research and economic management functions of the SMI. 
	The value will depend on the functions which the SMI is required to take on, this will be determined following negotiations with the UK Government. 
Current assumption is for £20 million per year. However the figure could be substantially higher than this.



(F)	INTERNATIONAL ENGAGEMENT 

NAME OF INTERNATIONAL ENGAGEMENT CONTACT WHO HAS CONSIDERED THIS PLAN [redacted] 

International Organisations that an independent Scotland would wish to be a member - For each International Organisation please complete the following table:

	Name of Organisation Bank for International Settlements (BIS) 
	 

	
	Would an independent Scotland adopt same position? Y/N
BofE would remain a member. Scotland may seek to have SMI representation

	Overview (Short summary of organisation and why Scotland would seek membership)
Depending upon final negotiations, Scotland’s membership could continue to be through BofE or via SMI

	Membership process Provide an overview of how an independent Scotland would become a member. Set out timescales, including critical points. Include risks of not meeting the timetable
Depends upon outcome of negotiations. BofE to remain member. Governor and another nominated individual sit on board of directors. Similar process for SMI

	

	Are there costs associated with this organisation? (Y/N)
Yes – but BofE is already a full member and pays these costs. Assume that Scotland’s share of costs would continue to be met by BofE or SMI
	









	Name of Organisation European Banking Authority (EBA)
	

	 
	Would an independent Scotland adopt same position? Y
Whether or not the SMI represented Scotland would depend on the approach taken to prudential regulation 



	Name of Organisation European Insurance and Occupational Pensions Authority’s (EIOPA)
	

	
	Would an independent Scotland adopt same position? Y
Whether or not the SMI represented Scotland would depend on the approach taken to prudential regulation and whether the PRA represented the interests of the Sterling area.



EU Acquis Communitaire 

	Identify the chapter(s) of the acquis which is/are relevant to you (http://ec.europa.eu/enlargement/policy/conditions-membership/chapters-of-the-acquis/index_en.htm)
	A number of macroeconomic interests, however some of the key areas of discussion will likely be on three areas:
· institutional set up of the shared Central Bank and regulator, and the proposed SMI. Practical requirements and processes for meeting the requirements of a competent authority;

These are discussed under the Acquis chapters they  are likely to fall under:

Chapter 4: Free movement of capital 
Member States must remove, with some exceptions, all restrictions on movement of capital both within the EU and between Member States and third countries. The acquis also includes rules concerning cross-border payments and the execution of transfer orders concerning securities. The directive on the fight against money laundering and terrorist financing requires banks and other economic operators, particularly when dealing in high-value items and with large cash transactions, to identify customers and report certain transactions. A key requirement to combat financial crime is the creation of effective administrative and enforcement capacity, including co-operation between supervisory, law enforcement and prosecutorial authorities.
Key sections: Capital movements and payments and payment systems.

Chapter 9: Financial services
The acquis in the field of financial services includes rules for the authorisation, operation and supervision of financial institutions in the areas of banking, insurance, supplementary pensions, investment services and securities markets. Financial institutions can operate across the EU in accordance with the ‘home country control’ principle either by establishing branches or by providing services on a cross-border basis.

Key sections: Banks and financial conglomerates, Supervisory authorities, Financial markets and Securities markets and investment services

Chapter 17: Economic and monetary policy
The acquis in the area of economic and monetary policy contains specific rules requiring the independence of central banks in Member States, prohibiting direct financing of the public sector by the central banks and prohibiting privileged access of the public sector to financial institutions. Member States are expected to co-ordinate their economic policies and are subject to the Stability and Growth Pact on fiscal surveillance. New Member States are also committed to complying with the criteria laid down in the Treaty in order to be able to adopt the euro in due course after accession. Until then, they will participate in the Economic and Monetary Union as a Member State with a derogation from the use of the euro and shall treat their exchange rates as a matter of common concern.
Key sections: All sections

Chapter 22 – Regional policy and coordination of structural instruments
The acquis under this chapter consists mostly of framework and implementing regulations, which do not require transposition into national legislation. They define the rules for drawing up, approving and implementing Structural Funds and Cohesion Fund programmes reflecting each country’s territorial organisation. These programmes are negotiated and agreed with the Commission, but implementation is the responsibility of the Member States. Member States must respect EU legislation in general, for example in the areas of public procurement, competition and environment, when selecting and implementing projects. Member States must have an institutional framework in place and adequate administrative capacity to ensure programming, implementation, monitoring and evaluation in a sound and cost-effective manner from the point of view of management and financial control.
Key sections: Financial management and control and Availability of statistics for the implementation of structural funds. 


	For each chapter that you have identified – please provide evidence demonstrating that you can positively answer each question in the questionnaire below using the guidance provided in to do this. Link: http://www.vidraedur2009-2013.is/media/esb/sos/Questionnaire_-_ICELAND_(final).pdf 
	
In the context of the macroeconomic framework, the obligations on EU member states include those under the Treaty on European Union, the Treaty on the Functioning of the European Union and the Statute of the European System of Central Banks and European Central Bank.
Central bank
The framework set out above is for the Bank of England to act as the central bank for an independent Scotland as part of a formal monetary union and prudential regulation would be on a Sterling Area wide basis. 
Under the current framework the Bank of England and regulatory authorities comply with European Union requirements. 
The Treaty of the Functioning of the European Union sets out requirements for each countries National Central Bank. Under the proposed framework the Bank of England would continue to operate as the central bank for Scotland. However this would require negotiation and agreement with the EU, should Scotland be required to have a separate central bank the functions of the SMI can be expanded to fulfil the requirements.
Similarly EU Member States are required to have a competent authority, independent from Government, for financial regulation and supervision. However the rules do not appear to preclude a framework, where two Member States could operate a system that was based on shared resources, integration and cooperation. 
In recent evidence to the House of Commons Scottish Affairs Committee Iain MacNeil, Alexander Stone Chair of Commercial Law at the University of Glasgow, supported the idea that a shared central bank and shared prudential regulator would comply with EU law. 
“My reading of it would be that it does meet the requirements of the treaty and of the various directives. As I read those requirements, they relate to having a legal framework in place. They do not necessarily control where the legal entity, such as the Bank of England, is incorporated; nor, for example, according to my understanding, does the EU framework restrict the possibility of having a shared regulator, such as the Financial Regulation Authority, because there would be a certain legal framework in place. I do not see any restriction on the competent authority being a legal person incorporated in another member state, but I agree one cannot be conclusive about that, and there would have to be some clarification of that aspect.” Iain MacNeil giving evidence to the Scottish Affairs Committee 26th February 2014

	Are there any ‘hot’ issues? (e.g. currency (Euro), Schengen or as we saw last week the EU Directive on registered offices)
	Dependencies Are there any dependencies on other plans? (i.e public bodies, workforce)

Continued use of Sterling and the EU requirement for new member states to aim for convergence to adopt the euro. Role of the SMI will depend on negotiations with the EU. 
Ability to have a shared prudential regulator and common deposit guarantee scheme across the Sterling Area will depend on the outcome of negotiations with the EU. 




(G)	EQUALITY 

Are you planning any changes to policy or practice for Day 1?  (This could include changes to the functions of the Scottish Government, in the ways services are delivered , to the structure or functions of public bodies, or to other activities such as procurement or communications.)      Y
· If the answer to the above is “yes”, please complete either section A or B, depending on when the decisions have to be taken, and section C.
· If the answer is “no”, please complete section C only.

Further guidance on the Public Sector Equality Duty and how to consider equality can be found here[footnoteRef:3]. [3:  http://intranet/InExec/AboutUs/Directorates/LocalGovCommunities/SocialJusticeGroup1/EqualityDuty
http://intranet/InExec/AboutUs/Directorates/LocalGovCommunities/SocialJusticeGroup1/EqualityImpactAssessment/AboutEQIA
] 

	A – If you plan changes for Day 1 and decisions (some or all) need to be taken before September 2014

	a) Please confirm that equality (including the needs of the public sector equality duty) has been considered as part of transition plan and that there is a written record of the process and results

Equality issues have been considered and informed final decisions. Delivery of services related to macroeconomic policy will remain the responsibility of the Bank of England, the exact role of the Scottish Monetary Institute will be determined by negotiations with the UK Government but it is largely around providing advice on the Scottish macroeconomy. These changes impact on the whole of the population and there should be no disproportionate impacts on people with specific characteristics. 

	b) Brief summary of key findings, including details of:
· Any existing inequalities and how the proposed changes could impact (either positively or negatively) on different groups
· Any specific actions taken to advance fairness and equality as a result of these findings

Equality issues will be taken into account in the recruitment of staff (ensuring fair and open competition rules are adhered to) and the design of the communications strategy. An equality impact assessment will be undertaken as part of the process to establish the Scottish Monetary Institute.

	B – If you plan changes for Day 1 and decisions will be taken after September 2014

	a) Please confirm that a plan has been developed to consider equality (including the needs of the public sector equality duty) before final decisions are taken and that there is a written record of the process and findings so far.


	b) Brief summary of key findings so far, including details of:
· Any existing inequalities and how the proposed changes could impact (either positively or negatively) on different groups
· Any specific opportunities identified so far to advance fairness and equality as a result of these findings


	C – All plans to complete for year 2 (even where no change to current policy or practice is planned)

	Please confirm that a future plan for considering and/ or reviewing equality impacts (including the needs of the public sector equality duty) before Year 2 has been developed. Where possible, this should indicate the timing of any key decision points contained in future transition plans.

As the Scottish Monetary Institute expands its role in economic research and macroeconomic management, equality considerations will be reviewed and it will be ensured that the requirements of the Public Sector Equality Duty are met.





(H)	COSTS OF TRANSITION 

NAME OF FINANCE LEAD WITH WHOM THIS PLAN HAS BEEN DISCUSSED: [redacted]
Scottish Government Functions: 

Scottish Public Bodies:
Please complete the finance spreadsheet for each plan, and embed a link to the eRDM version of the file here.   The summary table(s) below should be populated from information from the finance spreadsheet.  The finance spreadsheet will be annotated to show which figures should be used to populate these tables.


Scottish Government functions covered by plan (add extra table(s) if required)

	
	Estimated future running costs
	Estimated current cost of providing reserved services
	Non-recurring transition costs

	
	Full-year
	2012-13
	2014-15
	2015-16
	2016-17
	2017-18
	2018-19
	2019-20

	
	£m
	£m
	£m
	£m
	£m
	£m
	£m
	£m

	Lower estimate
	7.4
	
	2.3
	7.6
	7.6
	
	
	

	Upper estimate
	9.9
	
	2.3
	10.0
	10.0
	
	
	





Scottish public bodies covered by plan

	
	Estimated future running costs
	Estimated current cost of providing reserved services
	Non-recurring transition costs

	
	Full-year
	2012-13
	2014-15
	2015-16
	2016-17
	2017-18
	2018-19
	2019-20

	
	£m
	£m
	£m
	£m
	£m
	£m
	£m
	£m

	Lower estimate
	-20.3
	-45
	4.5
	12.5
	6.3
	0.0
	0.0
	0.0

	Upper estimate
	49.8
	-55
	22.8
	47.4
	7.4
	0.0
	0.0
	0.0



The activities of the Bank of England generates income, which can vary year on year.
· HMT receives payments of half the post-tax profits of the banking department unless the Bank and the HMT agree otherwise, and full income from bank issue department
The illustrative share Scottish of total income transferred to HMT from the Bank of England is based on the transfers over the last four years (2011/12 is excluded due to an exceptionally high transfer). The finance annex includes this illustrative share as the upper bound and the lower bound is zero, i.e. Scotland receives no share of the Bank of England profits. 
· In 2012/13 Scotland’s illustrative income share based on population share (8.4%) would have been £48m in 2012/13. (£49m in 2013/14 prices)
· In 2011/12 Scotland's illustrative share would have been £265m. (£275m in 2013/14 prices)
· In 2010/11 Scotland's illustrative share would have been £45m. (£48m in 2013/14 prices)
· In 2009/10 Scotland's illustrative share would have been £49m. (£53m in 2013/14 prices)




(J)	ASSURANCE 
(Please provide evidence of steps taken to provide assurance of the plan’s quality/viability, e.g. by engaging stakeholders/.experts or by undertaking benchmarking/ risk assessment?) 

Policy priorities and development of this transition plan has been informed by the technical discussions held with a number of experts:
· The Fiscal Commission Working Group members has informed and continues to inform development of the macroeconomic framework.
· Technical discussions with the Bank of England.
· Substantial engagement with financial institutions, and academics. 
· Roundtable event in Brussels.
· Incorporating substantial evidence base during campaign – e.g. Committees at both UK and Scottish Parliaments & academic studies. 

Engagement will continue in the period up to and following the referendum. 

Transition plan is continuing building on evidence and case studies from other countries.
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