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Finance Committee 
 

11th Meeting, 2015 (Session 4), Wednesday 1 April 2015 
 

UK Economic and Fiscal Outlook and Devolved Taxes Forecasts 
 
Purpose 
 
1. The purpose of this paper is to provide background information in advance of the 
Committee’s oral evidence session with Robert Chote, chairman of the Office for Budget 
Responsibility (OBR).  
 
2. This is the second of two evidence sessions on the UK Budget following the 
appearance of Paul Johnson, Director of the Institute of Fiscal Studies (IFS), on 11 
March. 
 
Economic and Fiscal Outlook 

3. On 18 March the OBR published, alongside the UK budget, its latest Economic 
and Fiscal Outlook (EFO). The executive summary is attached. 
 
Scottish Tax Forecasts        

4. The evidence session will also focus on the OBR’s latest Devolved Taxes 
Forecast (also attached) which covers the following taxes— 
 

 Scottish Rate of Income Tax (SRIT); 
 Land and Buildings Transaction Tax (LBTT); 
 Landfill Tax; and 
 Aggregates Levy 

 
5. The SRIT is expected to be introduced in April 2016.  Section 26 of the Scotland 
Act 2012 provides for the basic, higher and additional rates of taxation on the non-
savings/non-dividend income of a Scottish taxpayer to be reduced by 10%.  The 
Scottish Parliament will then levy a new SRIT which will apply equally across all of 
these bands.  This power will supersede the existing tax varying power, the Scottish 
variable rate (SVR). 
 
6. Responsibility for LBTT and Landfill Tax will be devolved to the Scottish 
Parliament from 1 April and the Parliament has recently approved the rates and bands 
for both taxes. 
 
7. The UK Government has also stated its intention to devolve the aggregates levy 
to Scotland in the future, subject to the resolution of a legal challenge in the European 
courts. 
 

http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=9834
http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=9834
http://budgetresponsibility.org.uk/economic-fiscal-outlook-march-2015/
http://budgetresponsibility.org.uk/economic-fiscal-outlook-march-2015/
http://cdn.budgetresponsibility.independent.gov.uk/150318-Executive-Summary.pdf
http://cdn.budgetresponsibility.independent.gov.uk/Devolved-taxes-forecast_180315.pdf
http://cdn.budgetresponsibility.independent.gov.uk/Devolved-taxes-forecast_180315.pdf
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8. Table 1.1 provides a summary of the March 2015 Scottish Tax forecasts (in £ 
millions) as reproduced below— 
 
 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 

Income Tax 4379 4532 4791 5087 5370 5748 
LBTT1 429 431 510 598 704 810 
Landfill Tax2 103 97 91 90 92 99 
Aggregates levy 57 55 55 55 56 57 
Total 4969 5118 5433 5823 6216 6707 
 
Transitional period – SRIT 
9. Following the devolution of SRIT there will be a transitional period during which 
the deduction from the block grant arising from the 10p reduction will be calculated 
annually.  During this period the deduction in the size of the block grant will be based on 
the OBR forecast of Scottish income tax receipts for the forthcoming fiscal year. The 
command paper states that: “These will not be reconciled during transition and the UK 
Government will bear the risk of any deviation of outturn from the forecast.”3 
 
Block Grant Adjustment – SRIT 
10. With regard to SRIT, the UK and Scottish governments have agreed “to develop 
and agree the block grant adjustment mechanism based on the proposals of the 
Holtham Commission”4  This approach “would recalculate the block grant adjustment 
mechanism year by year by indexing it to movements in the Non Savings Non Dividend 
income tax base in the rest of the UK.”5 
 
Block grant adjustment – Devolved taxes 
11. In a letter to the Committee dated 14 January 2015, the Cabinet Secretary for 
Finance, Constitution and Economy explained that his assessment was that it would not 
be possible to agree a permanent adjustment to the block grant “within the pressing 
timeframes” of the budget scrutiny process. He further stated that following discussions 
with the Chief Secretary to the Treasury— 
 

“It was agreed that a one year only mechanism should be based on the best 
estimate of what Stamp Duty Land Tax as reformed at the time of the Autumn 
Statement would have raised in Scotland in 2015/16 in the absence of 
devolution. There are significant differences between my forecasts and the UK 
Government’s forecasts for this amount. Given that my forecasts are endorsed 
by the Scottish Fiscal Commission and the UK Government’s are endorsed by 
the OBR we agreed that we would use an average of these forecasts, which 
resulted in a value of £494m.” 

                                            
1 Scottish share of SDLT in 2014-15 
2 Revised in line with Supplementary forecast release of 24 March (see paragraph 52 below) 
3https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/69803/Scotland_Bill_Com
mand_Paper.pdf 
4 Cabinet Secretary for Parliamentary Business to the Secretary of State for Scotland, 21 March 2012. 
5 Secretary of State for Scotland to the Minister for Parliamentary Business, 20 March 2012.  

http://www.scottish.parliament.uk/S4_FinanceCommittee/General%20Documents/Letter_to_Finance_Committee_14_Jan.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/69803/Scotland_Bill_Command_Paper.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/69803/Scotland_Bill_Command_Paper.pdf
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12. In a further letter dated 19 January 2015, The Cabinet Secretary stated that “the 
value of £494m reflects the average of the OBR and Scottish Government forecasts for 
the tax revenues foregone by the UK Government.” A breakdown of the estimates was 
provided as follows— 
 
Tax Scottish Government 

Forecasts (£m) 
UK Government Forecasts 
(£m) 

SDLT - Residential 198 248 
SDLT – non-
residential 

146 173 

Landfill Tax 117 103 
 
13. It is unclear how the combined residential and non-residential forecast figure for 
SDLT of £421 million provided in January relates to the OBR’s most recent forecast for 
2015-16 of £431 million. 
 
14. The Committee has repeatedly expressed concerns about the lack of progress in 
agreeing a sustainable mechanism for adjustments to the block grant and about the 
need for greater transparency to allow for effective parliamentary scrutiny. 
 
Forecasting of Scottish Taxes 
15. The OBR published its first forecast of certain Scottish tax receipts alongside its 
EFO for the UK economy and the public finances in March 20126. It has continued to 
publish its forecasts for these taxes alongside each EFO (published twice per year at 
the time of the UK budget and in late autumn).  As with the OBR’s main UK forecasts 
these forecasts cover a five-year period. The March 2015 publication is the seventh set 
of forecasts published by the OBR. 
  
16. The OBR explains that it is unable to produce a Scottish macroeconomic forecast 
to drive the Scottish forecast as “the macroeconomic forecast and economic 
determinants were generally not available at a Scottish level or were only available with 
a long lag.” 
 
17. The exception to this is the OBR’s forecast for LBTT. It explains that “as the 
Scottish Government has to date only published a forecast of LBTT receipts for one 
year, we sought assistance from HM Revenue and Customs (HMRC) in producing a 
five-year LBTT forecast.” 
 
18. In its Report on Draft Budget 2015-16, the Committee noted that the OBR is 
required to produce five year forecasts for the devolved taxes and recommended that 
the Scottish Government should also aim to do so. 
 

                                            
6 http://budgetresponsibility.independent.gov.uk/economic-and-fiscal-outlook-march-2012/ 

http://www.scottish.parliament.uk/S4_FinanceCommittee/General%20Documents/Cabinet_Secretary_for_Finance_Constitution_and_Economy_to_the_Convener_dated_19_January_2015.pdf
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/85404.aspx
http://budgetresponsibility.independent.gov.uk/economic-and-fiscal-outlook-march-2012/
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19. Given these challenges, the OBR’s methodologies are generally based on 
estimating and projecting the Scottish share of relevant UK tax streams. 
 
Past forecast performance 
20. In the introduction to the latest Scottish tax forecasts the OBR sets out “a 
preliminary analysis of the performance of our first Scottish Tax forecast for 2012-13.” 
This is summarised in the table below— 
 
March 2012 forecast errors on Scottish Taxes (£ million) 

 Income Tax SDLT Landfill Tax Aggregates 
Levy 

March 2012 forecast 4417 328 123 43 
2012-13 outturn 4265 283 97 43 
Error -152 -45 -26 0 
Of which: 
UK  forecast 

 
-198 

 
33 

 
-22 

 
-4 

Scottish Share 46 -78 -4 4 
 
21. The reasons for the overestimation of total receipts from Scottish Taxes are 
explained on Page 5 of the Devolved Taxes Forecast. 
    
Scottish Rate of Income Tax (SRIT) 
 
22. The Government Expenditure and Revenue Scotland (GERS) 2013-14 report 
contains the most recent data for SRIT liabilities in Scotland (assuming it was set at 10p 
in each year). It is reproduced below: 
 
23. The OBR’s forecast figures for SRIT (also assuming a 10p rate) are reproduced 
in the table below. 

 OBR Scottish Rate of Income Tax Forecasts (£ million) 

  2011-
12 

2012-
13 

2013-
14 

2014-
15 

2015-
16 

2016-
17 

2017-
18 

2018-
19 

2019
-20 

D
a
te

 o
f 

P
u

b
li
c
a

ti
o

n
 

March 
2012 

4375 4417 4542 4874 5265 5633    

Dec  
2012 

4480 4462 4472 4602 4918 5242 5587   

March 
2013 

4330 4240 4246 4332 4649 4976 5308   

Dec 
2013 

4310 4275 4250 4377 4652 4918 5218 5551  

March 
2014 

4331 4299 4271 4449 4668 4974 5286 5607  

Dec 
2014 

 4273 4258 4383 4510 4757 5058 5354 5674 

March 
2015 

 4265 4223 4379 4532 4791 5087 5370 5748 

http://www.gov.scot/Publications/2015/03/1422


FI/S4/15/11/1 

5 
 

 
24. The methodology underlying the forecasts is described in paragraphs 2.6 to 2.14 
of the devolved taxes forecast. 
 
25. The document explains that the Scottish share of income tax liabilities is currently 
based on the Survey of Personal Incomes (SPI) which “is only available with a long lag”. 
However, the OBR expects HMRC to be able to identify and flag individuals as Scottish 
taxpayers “in the run up to the devolution of income tax” making it possible to determine 
the Scottish share of UK liabilities “with much greater precision”. 

 
26.  The OBR states that “the main measures affecting income tax in Budget 2015 
are— 

 increase in the personal allowance to £10,800 in 2015-16 and £11,000 in 
2016-17;  

 the introduction of a £1,000 allowance for savings income for basic rate 
taxpayers and a £500 allowance for higher rate taxpayers;  

 increased flexibility allowing pensioners to sell their annuities;  
 reducing the lifetime allowance to £1 million from 2016-17 and indexing it with 

CPI inflation from 2018-19; and  
 anti-avoidance measures such as that related to employment intermediaries.”  

  
27. The OBR states that the SPI for 2012-13 suggests that the Scottish share of 
income tax was 3.04 per cent (marginally down from the 3.05 per cent used in the 
December forecast). A further fall in the Scottish share is expected “as a result of the 
asymmetric effect of policy measures in recent years.” 
 
28. Table 2.3 sets out the forecasts for the Scottish share of income tax from 2011-
12 to 2019-20. It indicates a downwards trend from 3.08 per cent in 2011-12 to 2.88 per 
cent in 2019-20 
 
29. Table 2.4 provides a forecast for Scottish income tax liabilities on non-savings, 
non-dividend income. In line with the UK forecast, the OBR expects more rapid growth 
from 2016-17 onwards. 
 
30. Table 2.5 provides a breakdown of the change in the Scottish income tax 
forecast since December. This shows that forecast receipts are lower between 2012-13 
and 2014-15 and are then higher from 2015-16 onwards. Thereafter, the OBR states, 
“the effect from the higher UK forecasts for PAYE liabilities offsets the lower starting 
point and the additional downward effect from Budget 2015 policy measures.” 
 
Land and Buildings Transaction Tax 
 
31. LBTT will replace the current UK Stamp Duty Land tax in Scotland when it is 
devolved from 1 April 2015. 
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32. Chart 3.1 shows how the tax paid on transactions at different property prices will 
differ between the current UK SDLT regime (as changed in December 2014) and the 
LBTT regime from 1 April. 
 
LBTT Forecasts 
33. In October 2014 the Scottish Government published its forecasts of the tax 
revenues expected to be generated from LBTT in Draft Budget 2015-16— 
 

 Forecast Revenue (£m) 

LBTT 441.0 
Of which:  
Residential transactions 

295.0 

Non-residential 
transactions 

146.0 

 
34. The Cabinet Secretary for Finance, Constitution and Economy wrote to the 
Committee on 22 January providing an updated forecast of the revenues he expected to 
raise from the revised residential LBTT rates as follows— 
 

Band Revenue by Rate (£m) 

Up to £145,000 - 
£145,001 to £250,000 110.1 
£250,001 to £325,000 65.2 
£325,001 to £750,000 58.4 
£750,001 and over 1.3 
Total 235 

 
35. The letter confirmed that the Government’s forecasts for non-residential LBTT 
and Scottish Landfill Tax remained unchanged from those published in the Draft 
Budget. 

 
36. On 21 January the Scottish Fiscal Commission stated— 
 

“we believe the most recent top-line revenue forecasts, before forestalling is 
taken into consideration, are a consistent application of the new tax schedule to 
the forecasting methodology which, as stated above, we have viewed as 
reasonable.” 
 

37. Table 3.2 shows the OBR’s latest forecasts for residential and commercial LBTT 
in comparison to those published in December 2014. It shows large decreases in the 
residential LBTT forecasts compared with December 2014 which are partially offset by 
increases in the forecast commercial LBTT receipts. 
 
 
 
 

http://www.gov.scot/Resource/0046/00462296.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/General%20Documents/Cabinet_Secretary_for_Finance_Constitution_and_Economy_to_the_Convener_dated_22_January_2015.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/General%20Documents/Cabinet_Secretary_for_Finance_Constitution_and_Economy_to_the_Convener_dated_22_January_2015.pdf
http://www.scottishfiscalcommission.org/media/media_388463_en.pdf
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 2015-16 2016-17 2017-18 2018-19 2019-20 

Total LBTT      
December 2014 499 600 676 749 811 
March 2015 431 510 598 704 810 
Difference -68 -90 -78 -45 -1 
Residential LBTT      
December 2014 328 423 491 557 610 
March 2015 226 297 375 467 554 
Difference -102 -126 -116 -90 -56 
Commercial LBTT      
December 2014 171 177 185 192 201 
March 2015 205 213 223 237 256 
Difference 34 36 38 45 55 
 
38. The OBR states that “the revised LBTT rates and the lower level for residential 
property transactions (reflecting our UK forecast) are the key drivers of the lower 
residential forecast” whilst “a stronger than expected commercial property market 
explains the upward revision to commercial LBTT.” 
 
39. The OBR confirms that its forecast “takes into account the bringing forward of 
some higher-priced transactions in order to avoid the higher rates in 2015-16 and some 
delayed transactions at the lower end.” (i.e. forestalling) This increases UK SDLT 
receipts in 2014-15 by £11 million and reduces the LBTT forecast by £20 million in 
2015-16. 
 
40. As with the rest of the UK, the OBR expects “strong growth in LBTT receipts over 
the forecast period.” 
 
41. The report notes that the OBR’s forecast for LBTT in 2015-16 of £431 million “is 
higher than the Scottish Government’s estimate of £381 million.” It explains that the 
difference “is concentrated in the non-residential LBTT forecast” before stating— 
 

“Such are the uncertainties around estimating the fiscal effect of the introduction 
of new taxes that the difference between the two estimates should not be 
regarded as significant.” 

 
42. The OBR states that it uses a microsimulation model which allows it to apply the 
LBTT tax schedules to a representative sample of transactions that are grown in line 
with its price and transaction forecasts. This assumes that Scottish prices and 
transactions grow in line with those for the UK as a whole from 2014-15 on. 
 
43. Table 3.1 shows that the Scottish share of UK SDLT receipts has “generally been 
on a declining path, which has reflected the relative strength of London prices over the 
period.” 
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44. The OBR forecasts that UK SDLT receipts will increase from £10.9 billion in 
2014-15 to £18 billion in 2019-20 (excluding Scotland’s LBTT). As with SDLT, the OBR 
“expects strong growth over the forecast period” 
 
45. Residential property transactions are expected to be lower throughout the 
forecast period than previously assumed and commercial property transactions higher. 
The OBR confirms that “with UK-wide determinants being used in the LBTT forecast, 
these trends will affect that forecast as well.” 
 
46. The seven forecasts produced by the OBR for Scottish SDLT income to date are 
reproduced in the table below:         
 

 OBR Scottish SDLT/LBTT Forecasts (£ million) 

  2011-
12 

2012-
13 

2013-
14 

2014-
15 

2015-
16 

2016-
17 

2017-
18 

2018-
19 

2019-
20 

D
a

te
 o

f 
P

u
b

li
c
a

ti
o

n
 

March 
2012 

319 328 369 426 480 536    

Dec  
2012 

275 296 328 368 416 464 516   

March 
2013 

275 323 348 372 410 456 509   

Dec 
2013 

275 283 361 432 491 539 589 646  

March 
2014 

275 283 367 456 500 541 580 621  

Dec 
2014 

    499 600 676 749 811 

March 
2015 

    431 510 598 704 810 

 
Block Grant Adjustment - LBTT 
47. The Scottish and UK Governments agreed a one-off adjustment to the block 
grant for 2015-16.  
 
48. The Committee has repeatedly expressed concerns about the lack of progress in 
agreeing a sustainable mechanism for adjustments to the block grant and about the 
need for greater transparency to allow for effective parliamentary scrutiny. 
 
Landfill Tax 
 
49. The Landfill Tax Bill received royal assent in January 2014 and the new tax will 
replace the current UK landfill tax when it is devolved from 1 April 2015. The Scottish 
Government has confirmed that the rates will be set in line with those in the rest of the 
UK in 2015-16. 
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50. The OBR notes that despite a steady downward trend in the volume of waste 
sent to landfill since the tax was introduced in 1994, receipts from the tax have 
increased significantly, “mainly due to large increases in the duty rate.” 
 
51. The OBR explains that the Scottish landfill tax forecasts are produced by 
applying an assumption about the path of the Scottish share to the UK forecast. The 
Scottish share uses data provided by SEPA covering Scotland only. It has generated 
the forecast “by taking a constant share of the UK landfill tax (9.1 per cent)” and 
applying it to the UK forecast. 
 
52. The OBR contacted the Committee on 24 March to inform it of “an error in the 
UK-wide tax base forecast underpinning our March 2015 UK landfill tax forecast.” 
Revised forecasts for the UK, Scottish and Welsh landfill taxes were provided in a 
supplementary forecast release which is attached as an annexe. 
 
53. Whilst not as marked as in the originally published forecast, the supplementary 
release states that the revised estimate “still represents a significant downward revision 
relative to our December 2014 forecast.” 
 
54.  The seven forecasts produced by the OBR for Scottish landfill tax income from 
2011-12 are reproduced below:        
 

 OBR Scottish Landfill Tax Forecasts (£ million) 

  2011-
12 

2012-
13 

2013-
14 

2014-
15 

2015-
16 

2016-
17 

2017-
18 

2018-
19 

2019-
20 

D
a
te

 o
f 

P
u

b
li
c
a

ti
o

n
 

March 
2012 

115 123 132 145 151 157    

Dec  
2012 

98 97 96 105 107 107 110   

March 
2013 

98 99 95 104 105 105 108   

Dec 
2013 

95 99 96 99 104 104 108 110  

March 
2014 

95 100 111 117 109 100 98 101  

Dec 
2014 

  105 109 103 96 97 101 108 

March 
2015 

  107 103 97 91 90 92 99 

 
Conclusion 
 
55. The Committee is invited to consider the above in its evidence session with the 
chairman of the OBR. 

Alan Hunter 
Assistant Clerk to the Committee 
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Finance Committee 
 

11th Meeting, 2015 (Session 4), Wednesday 1 April 2015 
 

Scottish Fiscal Commission 
 
Purpose 

1. The purpose of this paper is to set out background information to inform the 
Committee’s evidence taking from the members of the Scottish Fiscal Commission 
(SFC). The paper will include consideration of the work of the Commission in relation 
to the Scottish Government’s draft budget and the recommendations made by the 
Committee in its earlier work on proposals to establish the Commission. 

2. The aim of the session is to provide for a discussion between the Committee 
and the SFC in relation to what has been learned in Draft Budget 2015-16 and how 
this will inform the SFC’s approach to Draft Budget 2016-17. 

3. On 26 March, the Government published a consultation on the establishment of 
the SFC on a statutory basis – a draft Bill is included in the consultation document. 

4. The Commission has provided the Committee with a written submission which 
is attached as Annexe A to this paper and also provides an update on other aspects 
of the development of the SFC that were set out in the Committee’s previous work. 

Role and remit of the SFC 

5. The SFC was established on an interim basis in summer 2014, following the 
agreement of the Parliament to the appointment of Lady Susan Rice (Chair), 
Professor Andrew Hughes Hallett and Professor Campbell Leith. 

6. The remit that the SFC is working to, as set out in its report of 9 October 2014, 
is “to review Government forecasts of receipts from these devolved taxes, and to 
scrutinise the economic determinants underpinning forecasted receipts from non-
domestic rates”. In relation to the Draft Budget 2015-16, the SFC provided the 
Parliament with a report which set out “an assessment of [the Scottish 
Government’s] forecasting methods as applied to both of the devolved taxes and of 
the economic determinants of income from non-domestic rates”. 

7. The SFC also considered the revised rates and bands for Land and Buildings 
Transaction Tax and concluded that “the most recent top-line revenue forecasts, 
before forestalling is taken into consideration, are a consistent application of the new 
tax schedule to the forecasting methodology which, as stated above, we have 
viewed as reasonable”. 

8. In its report, Proposals for a Scottish Fiscal Commission, the Committee set out 
a number of recommendations about the role and operation of the SFC, both on an 
interim basis and when it is established on a statutory basis. The Committee’s 
recommendations for the role and remit of the SFC on an interim basis are set out 
below, along with the Scottish Government’s response on these points. The 

http://www.gov.scot/Resource/0047/00474059.pdf
http://www.gov.scot/Resource/0047/00474059.pdf


FI/S4/15/11/2 

 2  

 

Committee may wish to explore with the SFC what progress has been made on 
these matters. 

9. The Committee recommended the following in relation to the role and remit of 
the SFC— 

 the Scottish Government should consider the option of inviting the SFC to 
produce the official macro-economic and fiscal forecasts for Scotland;  

 however, if the remit is to provide a commentary on Scottish Government 
forecasts, it is essential that to ensure its independence, the SFC should have 
no role in producing the forecasts;  

 as the OBR produces Scottish tax forecasts twice a year, the SFC should also 
provide a commentary twice a year which should include the views of the SFC 
on the economic determinants underpinning the tax revenue forecasts;  

 the SFC should also be asked to comment twice a year on the Scottish 
Government’s forecasts for NDRI including the economic determinants 
underpinning the forecasts;  

 the remit should include the option to develop its own forecasting methods 
and analytical capacity in order to provide a benchmark set of projections;  

 the role and remit should be clearly set out in legislation with further details in 
relation to how these are fulfilled set out in a Charter;  

 the role and remit should be considered following any further extension of the 
Parliament’s fiscal powers. 

10. The Government was of the view that it should not be the role of the SFC to 
produce official forecasts. The Government did agree with the Committee’s 
recommendations on the SFC not having a role in producing the forecasts, on the 
role and remit being set out in legislation with further detail in a Charter and that the 
role and remit of the SFC should be expanded following any further expansion of the 
Parliament’s financial powers. 

11. On the need to the SFC to develop its own forecasting, the Government did not 
expect the SFC to have a need to do this or to have analytical capacity to produce 
benchmark projections given that it would not be producing forecasts. Instead, the 
Government stated that— 

“…the SFC will need access to analytical capacity to enable it to scrutinise 
and evaluate economic and fiscal modelling undertaken by the Scottish 
Government, and to report on its conclusions. The need for analytical capacity 
will be discussed and agreed with members of the SFC once identified… 

The SFC will be given full access to all economic and fiscal forecasting 
models used by the Scottish Government to support it audit and assurance 
work and to enable the SFC to undertake its own sensitivity analysis.” 
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12. In relation to commentary being provided twice a year, the Scottish 
Government stated that it would be willing to discuss with the Committee and the 
SFC reporting on the devolved taxes other than in the context of Draft Budget cycle. 
On NDRI, the Government proposed that the SFC should comment annually “at the 
time of the publication of the draft Budget document.”  

13. In its report on Draft Budget 2015-16, the Committee set out further 
recommendations about the development of the role of the SFC as follows— 

 That the SFC provides an update on the Government’s 2015-16 forecast 
relative to the available outturn figures alongside its commentary on the 2016-
17 forecast [for both LBTT and Scottish Landfill Tax] (This should include an 
analysis of the behavioural response to the introduction of LBTT.) 

 That in future the SFC report on NDRI should include the commentary on the 
latest available balance of the NDR account and the implications for the draft 
budget if the outturn figures vary from the forecast 

 That in future the SFC commentary on NDRI should include an analysis of the 
economic determinants underlying the forecast 

 That the SFC should have a role in monitoring the Government’s long-term 
investment commitments and an update is provided annually alongside the 
publication of the draft budget. 

14. In response to these recommendations the Government will consider whether 
the remit of the SFC should include a retrospective analysis of the forecast against 
outturn and noted that it had already undertaken to provide a commentary on outturn 
for devolved taxes in the Draft Budget, including any variance between outturn and 
forecasts. However, it is not clear when this commentary will be made available. 

15. The Government also stated that it would include in legislation the role of the 
SFC “in providing an analysis of the reasonableness of the economic determinants 
which underpin forecast receipts from non-domestic rates.” 

16. In relation to a behavioural response to the introduction of LBTT, the 
Government stated that it would consider the Committee’s recommendation but that 
“it is likely to be very challenging to isolate the impact of LBTT from other factors at 
play in the housing market and wider economy.” 

17. On the balance of the NDR account, the Government referred to current audit 
arrangements and stated that it was “not persuaded of the added value” in asking 
the SFC to supplement these current arrangements but that it will keep the position 
under review. The Government also refers to a “timing disconnect” in relation to the 
availability of outturn figures “which would not be available until after the publication 
of the Draft Budget for the forthcoming financial years.” 

18. The responses to the Committee’s recommendations from both the Scottish 
Government and the Scottish Fiscal Commission are attached as Annexe B to this 
note. 
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19. The Government stated that prior to the SFC being established in legislation it 
intended to “set out in writing an interim remit for the SFC and to discuss and agree 
this with the Finance Committee, on the basis that the remit will be developed, 
amended and agreed as appropriate as further responsibilities are added.” 

20. The consultation on the establishment of the SFC on a statutory basis states 
that the SFC’s “initial non-statutory purpose, remit and duties are set out in a 
Framework Document drawn up between the Commission and the Scottish 
Government in September 2014.” 

21. To date the Committee has not been consulted on or asked to agree an interim 
remit for the SFC and has no record of having had sight of the Framework 
Document. It is also not clear whether the Framework Document has been made 
publicly available. 

Other recommendations made about the operation of the SFC 

Access to data and information 
22. In its initial inquiry into the proposed body, one of the recommendations made 
by the Committee was that there would need to be a right of access to all Scottish 
Government and Revenue Scotland information and analytical capacity and, if the 
SFC was to have a role in relation to the Scottish Rate of Income Tax (SRIT) that 
similar access would be required to HMRC information and analytical capacity. 

23. The specific details of how this would work in practice were recommended to 
be included in a Memorandum of Understanding (MoU) with the Government and 
Revenue Scotland. The Committee also recommended that MoUs should be agreed 
between the SFC and both HMRC and the OBR. 

24. In its response to the Committee’s report, the Government indicated its 
agreement with the development of an MoU between it and the SFC, stating that— 

“In the interim period before the SFC is placed on a statutory footing, it is 
proposed to prepare a MoU for agreement among SG, the SFC, and Revenue 
Scotland setting out respective responsibilities and relationships. The MoU 
would be discussed with the Finance Committee in draft, as well as with 
members of the SFC.” 

25. As yet, the Committee has not seen or been consulted on a MoU. The 
submission from the SFC states that it has— 

“…asked for a draft Memorandum of Understanding specific to our 
relationships, in particular, with the OBR and Revenue Scotland.  Once we 
have a response, we will put those relationships on a more formal footing.” 

26. In relation to the OBR, the Government agreed there should be an MoU with 
the SFC and that it intended to discuss this with the SFC members once appointed 
and thereafter with the OBR. In respect of HMRC, the Government stated that its 
view that the issue of a MoU “should await further consideration of respective roles in 
relation to the Scottish rate” but that where required it would seek agreement of the 
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UK Government for the SFC to have access to the necessary information and 
analysis. 

27. The question of data was discussed when the SFC gave evidence to the 
Committee on 29 October 2014 on its report on the forecasts set out in Draft Budget 
2015-16. This evidence addressed the availability and quality of Scottish-specific 
data for the purposes of the forecasts as well as access to data sources. For 
example, Lady Rice stated— 

“…I have prompted a series of meetings with some of the agencies that have 
started to provide data to the Government economists…I have had a couple 
of meetings with the Scottish Environment Protection Agency, and I have a 
further meeting coming up. Revenue Scotland and Registers of Scotland are 
also involved. It is for us to make a judgment about how willing, happy and 
responsive they have been. There has certainly been a willingness on all 
sides when it comes to the source of data. 

In the past – for reasons that we can understand – the OBR has, in some 
instances, gathered data, made a proportional cut and applied that to 
Scotland. That is not the same as having Scotland-only data, which is where 
we all want to be.” 

28. The availability of Scottish specific data was also mentioned in the most recent 
devolved taxes forecast published by the OBR which  stated that— 

“In particular, the macroeconomic data that we would need to produce a 
Scottish macroeconomic forecast and economic determinants were generally 
not available at a Scottish level or were only available with a long lag. That 
remains the case. We are therefore not able to produce a Scottish 
macroeconomic forecast to drive the Scotland tax forecast.” 

Relationship with the Government and the Parliament 
29. The members of the interim SFC were appointed by the Scottish Ministers on 
approval by the Parliament. In practice, the Committee took evidence from the 
nominees and reported its views on them in order to inform the Parliament’s 
decision. 

30. On the question of accountability, the Government’s response to the 
Committee’s report on proposals for an SFC stated that it “believes that the SFC 
should be primarily accountable to the Parliament through reports of its work of 
scrutinising Scottish Government tax forecasts.” 

Resources 
31. The Committee recommended that the SFC should be allocated funding on a 
multi-year basis within the Spending Review period and welcomed the confirmation 
that the SFC would have its ability to appoint its own staff. The Scottish Government 
outlined its approach to delivering these resources. In relation to the interim 
arrangements prior to statutory establishment, the Government stated that “Ministers 
will agree with the members of the SFC…what arrangements they wish to pursue in 
terms of staffing and other resources” and that in the interim period “costs incurred 
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by the SFC and met by the Government would be reported annually” to the 
Committee. 

32. In oral evidence to the Committee, the SFC outlined some areas where 
developments were ongoing such as development of the SFC’s website and 
establishment of a physical location— 

“…we are being hosted at the University of Glasgow, which has been very 
cooperative and is in the process of giving us a little office and helping us to 
find a couple of research assistants. We need to continue that process until 
we are actually functioning there.” 

Future work of the Commission 

33. The Government has indicated that the remit of the SFC may be extended to 
include a role in relation to the Scottish Rate of Income Tax (SRIT). The consultation 
on the SFC published on 26 March indicates that it is the Government’s intention for 
the SFC to have a role in preparing and publishing reports setting out its assessment 
of Scottish Ministers’ forecasts of receipts from income tax attributable to a Scottish 
rate resolution. 

34. Considering the powers contained in the Scotland Act 2012, the consultation 
envisages the SFC’s remit including an assessment of the Scottish Ministers’ 
projections as to their borrowing requirements “and such other fiscal matters as 
Scottish Ministers may from time to time require.” 

Conclusion 

35. The Committee is invited to consider the above in taking evidence from the 
members of the SFC. 

Catherine Fergusson 
Senior Assistant Clerk to the Committee 
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SUBMISSION FROM THE SCOTTISH FISCAL COMMISSION 
 
Thank you for inviting the Scottish Fiscal Commission (SFC) to give oral testimony to 
the Finance Committee on April 1st.  In advance of that meeting, we would like to 
comment briefly on our activities since last summer, on some of what we have 
learned, and on some of our plans for next year.  
 
Since our formation, we have engaged extensively with Scottish Government (SG) 
on their forecasting models and methodologies, first to understand them and second 
to provide guidance on how they might develop.  We worked intensively in the run-up 
to the 2014 Draft Budget both in challenging the assumptions and models being 
developed, and then in drafting our Report on the Draft Budget which we laid before 
Parliament and the Minister.  We then gave oral testimony, as you know, to the 
Finance Committee after the Draft Budget was announced. 
 
Since that time, we have made contact with an array of organisations whose work 
may relate to ours.  In the first instance, this has been to establish a relationship and 
to explore and understand how the SFC and the organisation might need to relate in 
the future.  These contacts include the OBR, the OECD, SEPA, Audit Scotland, 
Revenue Scotland, Registers of Scotland, the Parliament’s Financial Scrutiny Unit, 
the Keeper of the Records, HMT, and HMRC.   
 
Over the winter, we engaged with the OBR, HMRC and SG economists in challenge 
meetings and correspondence in relation to Scottish tax forecasts.  We have made 
individual contact with the fiscal commissions of Ireland and Sweden, two models 
which we know were of interest to this Committee.  In addition, we have spoken at a 
conference for the public sector in part about the SFC, and attended the IPFIN 
meeting in the autumn which provided contact with other UK scrutiny bodies and 
their guests who attended from further field.  
 
The SG produced a Framework Document last summer for our work and we have 
since asked for a draft Memorandum of Understanding specific to our relationships, 
in particular, with the OBR and Revenue Scotland.  Once we have a response, we 
will put those relationships on a more formal footing. 
 
In January, the SFC responded to the Minister’s request for scrutiny of the SG’s work 
in relation to revised forecasts of LBTT, and the possible effects of forestalling, in 
light of the changes to the SDTT which were announced in the Autumn Statement in 
December.  Our response was laid before Parliament by the Minister.  
 
At that juncture, and previously in our meetings with SG forecasters, we urged them 
to broaden their scope, search for deeper and fuller historic data, and consider 
behavioural impacts more fully.  We continue this process of challenge and review; 
we see this as being iterative as the forecasters develop their data sources and their 
expertise in modelling the devolved taxes. 
 
In early February, as you know, we wrote to you as Convener of the Finance 
Committee with regard to relevant sections in the Committee’s Report on Draft 
Budget 2015-16.  We also sent a copy of that letter to the Minister for information. 
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Since the beginning of the year, we have had several more meetings with SG 
officials, to complete the wash-up of work done for the draft Budget and to look 
ahead to potential changes in the scope, resources and possible extension of 
responsibilities as steps are taken to put the SFC on a statutory basis.  We have had 
briefings on the legislative process for the upcoming draft Bill, and on the SRIT, with 
which we expect to be involved next year, and we have discussed the likely Budget 
timetable for 2015-2106.  The Clerk to the Finance Committee has been particularly 
helpful in explaining the process and the likely timetable around the Bill. 
 
We have also had a number of discussions with the SG about the SFC's own budget 
submission for 2015-16, other resources the Commission will need going forward, 
and we have set up our small office in space kindly made available to us by Glasgow 
University.  University colleagues have been forthcoming and helpful in their support.   
 
As you know, our budget for our first eight months was £20,000, with the 
understanding that we could ask for more if needed.  What has been spent relates 
mainly to costs for setting up our office and on travel and related expenses for 
meetings.   
 
Our expenses for 2015-16 will increase significantly as we now have the office to 
run, we need to develop our rather basic website, we may commission some 
research, and we now have a part-time PA.  In addition, we are in the process of 
identifying a new member of the team who can provide support by way of political 
and media scanning and briefings, preparation for presentations, the steps we need 
to take assuming the Commission is put on a statutory basis and other matters.  We 
have also mooted the possibility of a fourth Commissioner later in the year, if and as 
our remit expands, and we have made arrangements with the University for research 
support at the RA level. 
 
In April, we will attend the OECD meeting of fiscal and budgetary officers where we 
will make a presentation about the SFC, as new bodies are asked to do.  This will 
give us an opportunity to learn from peers in other countries as well as to discuss 
what may be on the horizon for fiscal commissions and scrutiny units.  We also 
expect to send a letter to the Finance Committee as we develop our view on relevant 
recommendations in the Smith Commission report and subsequent Command 
Paper. 
 
In due course, we intend to comment on the draft Bill during the consultation period.  
And, as the year goes on, in addition to our ongoing duties, we will become more 
closely engaged with the SRIT, put in place Memoranda of Understanding, begin to 
consider how we will examine outputs from the newly devolved taxes, and continue 
to develop our capacity and capability as and if the SFC evolves.  
 
We look forward to joining the Committee on April 1st. 
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EXTRACT FROM SCOTTISH GOVERNMENT RESPONSE TO FINANCE 
COMMITTEE REPORT ON DRAFT BUDGET 2015-16 

 
34. The Committee recommends that the SFC provides an update on the 
Government’s 2015-16 forecast relative to the available outturn figures 
alongside its commentary on the 2016-17 forecast. This should include an 
analysis of the behavioural response to the introduction of LBTT.  

We understand that the Committee has invited the Scottish Fiscal Commission to 
respond to specific recommendations addressed to it.  

The Scottish Government will consider whether the remit of the Scottish Fiscal 
Commission should include a retrospective analysis of the Scottish Government’s 
forecast against outturn.  

The Scottish Government has already undertaken in the updated Written Agreement 
to provide a commentary on outturn figures for the devolved taxes in the Draft 
Budget, including any variance between outturn and forecasts.  

The 2016-17 forecast will be prepared and published before the end of the 2015-16 
fiscal year (2016-17 Draft Budget due to be published in September 2015, subject to 
UK Spending Review timetable). The 2015-16 outturn will not be reported on until 
the 2017-18 Draft Budget, due for publication in September 2016.  

The Scottish Government will consider the Committee’s recommendation to include 
an analysis of the behavioural response to the introduction of LBTT, but note that it is 
likely to be very challenging to isolate the impact of LBTT from other factors at play 
in the housing market and wider economy.  

44. The Committee recommends that the SFC provides an update on the 
Government’s 2015-16 forecast relative to the available outturn figures 
alongside its commentary on the 2016-17 forecast  

We understand that the Committee has invited the Scottish Fiscal Commission to 
respond to specific recommendations addressed to it.  

The Scottish Government will consider whether the remit of the Scottish Fiscal 
Commission should include a retrospective analysis of the Scottish Government’s 
forecast against outturn.  

The Scottish Government has already undertaken in the updated Written Agreement 
to provide a commentary on outturn figures for the devolved taxes in the Draft 
Budget, including any variance between outturn and forecasts.  

The 2016-17 forecast will be prepared and published before the end of the 2015-16 
fiscal year (2016-17 Draft Budget due to be published in September 2015, subject to 
UK Spending Review timetable). The 2015-16 outturn will not be reported on until 
the 2017-18 Draft Budget, due for publication in September 2016. 

54. The Committee recommends that the SFC provides an update on the 
Government’s 2015-16 forecast relative to the available outturn figures 
alongside its commentary on the 2016-17 forecast.   
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The Scottish Fiscal Commission will respond to specific recommendations 
addressed to it.  

The Written Agreement on the Budget Process (as revised in December 2013) 
provides that the Draft Budget will provide a commentary on outturn figures for the 
devolved taxes, including any variance between outturn and forecasts. The 2016-17 
Draft Budget will be prepared and published before the end of the 2015-16 fiscal 
year. The Scottish Government will therefore formally report on outturn against the 
2015-16 forecast for the devolved taxes in the 2017-18 Draft Budget.  

108. The Committee recommends that in future the SFC report on NDRI should 
include commentary on the latest available balance of the NDR account and 
the implications for the draft budget if the outturn figures vary from the 
forecast.  

The Scottish Government publishes a Non-Domestic Rating Account which is 
already subject to external financial audit through Audit Scotland who produce their 
own annual report on the outturn and financial position, together with an action plan 
setting out any key risk areas and planned management action. Any deficit or 
surplus on the rating account in a financial year would be carried forward and taken 
into account in setting the amount to be distributed to local authorities in future years 
and the wider budget implications considered and confirmed in the Draft Budget and 
subsequent Budget Bill.  

There is also a timing disconnect in terms of the availability of final outturn figures for 
the preceding financial year which would not be available until after the publication of 
the Draft Budget for the forthcoming financial year so any commentary at the time of 
the Draft Budget could only be based on outturn information that was two years old 
and had already been taken into account in setting the budget for the current year.   

The Scottish Government is not persuaded of the added value in asking the Scottish 
Fiscal Commission to supplement existing audit and scrutiny arrangements, but will 
keep the position under review.  

111. The Committee recommends that in future the SFC commentary on NDRI 
should include an analysis of the economic determinants underlying the 
forecast.  

The Scottish Fiscal Commission is an important part of Scotland’s fiscal framework 
and provides Parliament and the public with independent assurance over the 
reasonableness and integrity of forecast revenues from the two new Scottish taxes, 
Land and Buildings Transaction Tax and Scottish Landfill Tax, and the economic 
factors which underpin forecast receipts from non-domestic rates.  

The Commission currently operates on a non-statutory basis. The Programme for 
Government statement in November 2014 indicated that the Scottish Government 
intended to bring forward legislation to put the Scottish Fiscal Commission on a 
statutory footing. This will include enshrining in legislation the role of the Scottish 
Fiscal Commission in providing an analysis of the reasonableness of the economic 
determinants which underpin forecast receipts from non-domestic rates.  
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132. The Committee recommends that the SFC should have a role in 
monitoring the Government’s long-term investment commitments and an 
update is provided annually alongside the publication of the draft budget.   

Scottish Government does not consider that the monitoring of long term investment 
commitments as currently set out in Annex A of the Draft Budget falls within the remit 
of the SFC. Scottish Government is considering a broader role for the SFC in 
assessing any wider prudential borrowing regime that might be applied in follow up 
to the Smith Commission proposals.  
 

SFC RESPONSE TO FINANCE COMMITTEE REPORT ON DRAFT BUDGET 
2015-16 

The Scottish Fiscal Commission (SFC) has reviewed relevant sections of the 
Committee's report on Draft Budget 2015-2016.  We welcome the opportunity to 
respond to those recommendations specifically addressed to the SFC.  

We'd like to start by setting out a context.  The SFC operates within the remit 
approved by Parliament last year, as I'm sure you would expect us to. There is, 
however, a lot of discussion at this time about how that remit should evolve now or in 
the future.  For the sake of clarity, and it may be unnecessary on our part, so it is 
therefore with great courtesy that we would refer not just members of the Committee, 
but indeed the Parliament more widely, to the current remit. 

Our responses, as they should, reflect what we are empowered to do and shall 
follow the order of the Committee's recommendations.   

34, 44, 54:  It is indeed our intention to compare forecasts to actual outturn figures, 
once we have figures for the outcomes that match the forecasts made under the 
current techniques.  At the moment, we haven't been given sufficient data on 
matching pairs.  

As an aside, the forecasters currently model the devolved taxes within a two-year 
timeframe.  Last autumn, the SFC reviewed the methods used by the forecasters 
and found them suitable in the near-term.   

If a five-year view was required, there may be little value in mechanical extrapolation 
of the numbers.  Adopting a longer timeframe might require a change to the 
forecasting method.  

In addition, it could be that external economic and financial factors which have 
relatively small effect in the near-term would be deemed to be more significant over 
the medium-term.  Incorporating such effects into the forecasts would then have a 
greater impact on our judgement as to their reasonableness. 

We would reiterate the view expressed in the SFC Report last October, that we 
would like to see behavioural factors incorporated into the models as soon as 
practicable.  The recent exercise to examine the effect of forestalling on the LBTT is 
a start.  But there may be other environmental or behavioural factors which would 
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have a greater impact on the outcomes than forestalling, particularly in the medium-
term, and these need to be considered as well. 

As you know, the SFC responded in brief to the forecasters' initial work on 
forestalling.  We have discussed it in full with them and requested that further 
evidence be provided in relation to the assumptions underpinning the calculation.  
When the next iteration is ready, we will review it and make a further judgment.  

108:  We have reviewed the audit report on the Non-Domestic Rates Account (NDR).  
We would appreciate hearing from the Committee what aspect would require review.  
It's conceivable your interest is in relation to within-year payout estimates.  But these 
may be expected to relate to income received already for the year, rather than 
forecasting ahead.  So we would find it helpful to have a steer from the Committee 
as to what forecasting takes place in this context and the extent to which our scrutiny 
of those forecasts would be beneficial. 

111:  As you know, SFC reviews for reasonableness the work of the SG forecasters 
– their data and any other inputs and judgments made.  Regarding economic 
determinants, we don't select the determinants as we don't make our own forecasts, 
but rather respond to those put forward by the Scottish Government forecasters.  We 
make a judgment that such determinants have been incorporated into, and have 
properly motivated, the underlying forecasts.  If the Committee wants the SFC to 
develop its own analysis of the underlying determinants, we would require our remit 
to be developed further. 

132:  This point is one for future consideration, as it is well beyond expectations for 
the SFC today.  The Committee will know that, as part of the Programme for 
Government, work will begin to put the SFC on a statutory basis.  We expect that a 
draft bill will be circulated for consultation at some point and this recommendation is 
perhaps best addressed during that consultation. 

We trust this letter responds satisfactorily to each of the recommendations relevant 
to the SFC and we are happy to give oral evidence to the Committee as required. 
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