
SNP’s oil fund pipe dream 
 
Alex Salmond could have stashed away £5bn from North Sea revenues already if he 
had really wanted to, but the opportunity has been squandered writes Tom Miers. 
 
The idea of a ‘oil fund’ is once more at the forefront of the SNP’s economic case for 
independence. In his speech to the London School of Economics on Wednesday, Alex 
Salmond proposed putting aside £1bn a year from North Sea Oil revenues to build up a 
fund of £30bn over twenty years. 
 
In these pages on Friday, George Kerevan made an elegant case for such a nest egg. Oil 
revenues could build up a Scottish Sovereign Wealth Fund, invested in long term assets 
to perpetuate the windfall from the North Sea. He criticised the ‘London Treasury’ for 
frittering away the oil money to subsidise current revenue. 
 
This sounds good, but like many nationalist projects, it begs an immediate question: if 
this is such a great idea, why doesn’t the Scottish Government do it already? 
 
Of course, the premise behind such policy aspirations is that Scotland lacks the power 
and means to undertake them. We’re constrained by our membership of the UK, and if 
only we had more powers at Holyrood, everything would be okay. 
 
But the truth is that Holyrood already has both the power and the means to set up an oil 
fund, so the real reason why the Scottish Government has not done so is very different 
from what nationalists would have us believe. 
 
First of all, the means. In practice Scotland already receives the revenue from North Sea 
Oil in the form of the higher spending settlement it gets from the Treasury as guaranteed 
by the Barnett Formula. In fact the public spending premium Scotland has enjoyed during 
the SNP’s time in office is almost identical to North Sea Oil revenue, as the graph here 
shows. 
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In the period between 2005/6 and 2010/11, the UK Treasury received £40.5bn in oil 
revenues. Meanwhile Scotland received £40.8bn in extra spending over and above that 
allocated to England on a per capita basis. 
 
In other words, Scotland already gets its North Sea Oil revenue, and in a more stable and 
consistent way than it would if it had to collect the money as a separate nation. 
 
So where does the North Sea Oil money go? What does the SNP Government do with all 
those billions? 
 
Well, it is well known that the money is spent on the public sector, partly in providing 
services for free that have to be paid for in elsewhere in the UK (such as  free care for the 
elderly), and partly on a higher public sector wage bill. 
 
This brings us to the second part of the question. Could the Scottish Government use its 
oil money to invest in assets as Alex Salmond suggests, rather than frittering it away on 
‘subsidising current revenue’? And the answer is, of course it could. The Scottish 
Government has the power to reduce current public spending and instead invest the 
money in long term assets such as infrastructure or even equity, building up, in effect, an 
oil fund. 
 
For example, the Scottish Government could allocate £1bn of its spending a year for high 
speed rail, or a new water pipeline to the arid South, or new football stadia or new 
bridges, schools and hospitals. It could take stakes in promising commercial ventures and 
university spin offs. These are exactly the sorts of investments made, after all, by the 
Chinese and Gulf states’ sovereign wealth funds. Haven’t the Chinese just bought a big 
stake in Thames Water? Didn’t Abu Dhabi buy Manchester City Football Club and part 



of Gatwick Airport? Well, let the Scottish oil fund buy Rangers, or invest in a new 
‘transport hub’ near Falkirk! 
 
Some of the potential investments listed above might not generate a liquid return. But in 
many cases – investment in new hospitals, for example, the return would be collected 
direct by the Scottish people. How better to use the oil money! And the added advantage 
of investing in Scottish infrastructure is that Scots would benefit from those externalised 
benefits so difficult to realise as an income stream. 
 
The Scottish Oil Fund could also invest directly in private commercial ventures through 
the enterprise agency (in a way suggested in the past by George Kerevan among others). 
This would have a dual advantage – exposing the oil fund to growth in the global 
economy, and tackling that bugbear of the Scottish economy, low levels of 
entrepreneurialism. 
 
So if the Scottish Government already has the wherewithal to create an oil fund, why 
doesn’t it? 
 
Well, the cynical political answer is that if the SNP administration created an oil fund it 
would undermine its own argument for independence. It is certainly true that a cautious, 
do-nothing Scottish administration is more compatible with the argument for ‘more 
powers’ than a dynamic, reforming one. 
 
But a more fundamental explanation comes with examining the behaviour of the SNP in 
and out of power. Judging the party by its deeds rather than its words. For in practice the 
SNP is part of the political consensus in Scotland that favours a high spend, public sector 
driven model that is antithetical to saving and investment. We have seen how the Scottish 
Government’s response to the budget crisis has been to cut capital investment and 
enterprise development while maintaining high current public sector expenditure. 
Meanwhile it has opposed moves to encourage funded pension schemes for public sector 
workers. 
 
Are we really to believe that an SNP government after independence would reverse this 
behaviour, cut public spending by £1bn a year and increase investment by the same 
amount? Of course not. 
 
This is a pity because it has become increasingly clear that spending the oil/Barnett 
premium on higher public sector spending has not reaped Scotland significant dividends. 
Most studies reveal that the extra money does not result in higher outcomes, so in effect 
the oil windfall is being squandered. The irony, therefore, is that the Scottish Government 
is guilty of wasting the oil money away in a fashion remarkably similar to that it accuses 
the UK government of. 
 
If Alex Salmond put his money where his mouth is, and put aside £1bn a year, we’d have 
a fund of £5bn+ by now. 
 



But, come to think of it, would that be such a good thing? For the more you think about a 
‘sovereign wealth fund’, the more curious a device it seems. What it implies is that a 
government – or the quango that runs the fund – knows how to invest our money better 
than we do ourselves. And the record of governments at investing our money is not 
particularly impressive. Remember Gordon Brown and the gold? Will Manchester City 
really reap dividends for the people of Abu Dhabi? Who says that the Chinese sovereign 
fund is better at investing than individual Chinese, bereft as they are of pensions and 
social insurance? 
 
One way of looking at the UK’s policy with regard to North Sea Oil is that successive 
governments returned the money to the people in the form of lower taxes, allowing them 
to make their own decisions about how much to invest and what to invest it in. There are 
strong arguments in favour of this both morally and in terms of efficiency. If the Scottish 
Government cut council tax by £1bn a year that might help Scotland’s economic recovery 
more than any quango-run investment fund.  
 
 
 
 
 
 
 
 
 


