
WRITTEN SUBMISSION FROM KEITH LOUGH 
 
I make this submission to the Inquiry with reference to certain of your 
questions that have bearing on the development of Fiscal Rules for Scotland 
under the post Smith arrangements.  
 
I make this submission in a purely personal capacity; I reside and vote in the 
Paisley area and, having regard to the date of my submission, I thought it 
worth noting that I have no political affiliations and my submission is expressly 
not intended to have any political substance. 
 
It would be my preference for this submission not to be made public but I 
recognise that FOI may enable public scrutiny beyond your consideration in 
due course. 
 
Learnings from the EU 
 
As members of the EU the experience of Fiscal Stability arrangements within 
the EMR are instructive and provide important data points and learning; I 
attach the reference to a ECB paper, published in 2012 that has bearing on 
current considerations: 
https://www.ecb.europa.eu/pub/pdf/other/art1_mb201302en_pp73-88en.pdf 
 

1. Regarding budgetary discipline, data reveals that across the EU 
monetary zone, from year 2000 to year 2011, national forecasts of 
GDP were persistently optimistic by between 0.5% and 4.5%. In those 
areas, where a Fiscal Council provided independent scrutiny, the over-
optimism was least. Independent discipline was best in Holland and 
Belgium. 

2. The ECB regard a Debt to GDP ratio of under 60% as representing a 
sustainable level of debt, enabling absorption of unexpected shocks 

3. Target levels of current deficit should be low and, clearly, persistent 
deficits are, by definition, unsustainable. 

4. Fiscal and budgetary discipline needs to encompass indebtedness or 
surplus at all levels of government. 

 
UK and Scottish Context 
 
The extent of budgetary flexibility for any government must be determined by 
full account of liabilities and a realistic assessment of future cash flows. The 
EU measurement of sustainable debt as being below 60% of GDP has 
already been exceeded in the UK, where debts of £1,521 Billion are > 90% of 
GDP.   
 
The stock of debt for each working person in the UK, is £50,000. This is 
already twice the average annual earnings of a working person and excludes 
any unsecured debts, mortgages and the costs of unfunded public sector 
pensions not accounted for in the current debt stock. The current stock of debt 
is made manageable, not sustainable, by artificially low interest rates in this 
period of QE and low-growth. 



 
In Scotland, the additional powers to raise indebtedness beyond our 
population share of £1,521 Billion are in addition to existing powers in Local 
Authorities to raise debts. 
 
Recent data reveals that Scottish Local Authorities already have indebtedness 
of £14.8 Billion, a per capita stock of £6,166 per working person. This 
compares with Local Authority indebtedness in England of £3,100 per working 
person and £2,825 per working person. In short, Scotland has already 
exercised considerable additional borrowing powers equivalent to 12% of the 
overall stock of government debt on a population basis. 
 
Current estimates of recurring deficits in Scotland are deeper than the 
aggregate of the rest of the UK. This, combined with the already extended 
indebtedness at Local Authority level, suggests more prudence is required in 
Scotland in managing further exposures to borrowing. 
 
It would be my personal judgement that we have already created an inter-
generational imbalance that is a poor legacy for future generations. 
 
From these publicly available data, the following recommendations propose 
themselves: 
 
Proposals to the Inquiry 
 

1.  A fully Independent Fiscal Council be established with, amongst other 
powers, responsibility for determining realistic macroeconomic 
projections. 

2. An enforceable and binding set of rules be established encompassing 
all levels of government borrowing. 

3. Scottish Parliament to define metrics describing a sustainable debt 
management plan, including metrics that encompass inter-generational 
affordability. 

4. Until the debt to GDP level falls below [60% to 70%], the following 
should apply: 

a. Within a Parliamentary term, no revenue expenditure should be 
debt financed. [No government should be able to fetter future 
administrations by over-spending] 

b. Capital projects, with clearly defined positive net revenues 
calculated at HMG borrowing rates, may be funded by borrowing 
to the extent of 70% of costs [No projects are risk-free and the 
risk is always held by taxpayers generally]. 

5. Downside Scenario & Contingency Plans to be laid before Parliament 
alongside Annual Budgets 

 
 
 
 
 
 


