
FI/S4/14/26/A 

 
 

FINANCE COMMITTEE 
 

AGENDA 
 

26th Meeting, 2014 (Session 4) 
 

Wednesday 29 October 2014 
 
The Committee will meet at 9.30 am in the David Livingstone Room (CR6). 
 
1. Decision on taking business in private: The Committee will decide whether 

to take items 4, 5, 6 and 7 in private. 
 
2. Report by the Scottish Fiscal Commission: The Committee will take 

evidence from the Chair and members of the Scottish Fiscal Commission— 
 

Lady Susan Rice C.B.E; 
 
Professor Campbell Leith; 
 
Professor Andrew Hughes Hallett. 
 

3. Further Fiscal Devolution: The Committee will take evidence from— 
 

Professor Iain McLean, Professor of Politics, University of Oxford. 
 

4. Welfare Funds (Scotland) Bill: The Committee will consider its submission to 
the lead committee on the Financial Memorandum. 

 
5. Community Empowerment (Scotland) Bill: The Committee will consider its 

submission to the lead committee on the Financial Memorandum. 
 
6. Proposed Contingent Liability: The Committee will consider its approach to a 

proposed contingent liability. 
 
7. Work programme: The Committee will consider its work programme. 
 
 



FI/S4/14/26/A 

James Johnston 
Clerk to the Finance Committee 

Room T3.60 
The Scottish Parliament 

Edinburgh 
Tel: 0131 348 5215 

Email: james.johnston@scottish.parliament.uk 



FI/S4/14/26/A 

The papers for this meeting are as follows— 
 
Agenda Item 2  

Note by the Clerk 
 

FI/S4/14/26/1 

Agenda Item 3  

Note by the Clerk 
 

FI/S4/14/26/2 

Agenda Item 4  

PRIVATE PAPER 
 

FI/S4/14/26/3 (P) 

Agenda Item 5  

PRIVATE PAPER 
 

FI/S4/14/26/4 (P) 

Agenda Item 6  

PRIVATE PAPER 
 

FI/S4/14/26/5 (P) 

Agenda Item 7  

PRIVATE PAPER 
 

FI/S4/14/26/6 (P) 

 



FI/S4/14/26/1 

1 
 

Finance Committee 

26th Meeting, 2014 (Session 4), Wednesday 29 October 2014 

Draft Budget 2015-16: Scottish Fiscal Commission 

Purpose and background 

1. The purpose of this paper is to provide the Committee with information for its 
evidence-taking session with the Scottish Fiscal Commission (“the Commission”) in 
relation to its report on forecasts for the devolved taxes and non-domestic tax rates. 
The session also affords the Committee the opportunity to follow up on the 
recommendations it made in its reports on the establishment of, and appointments 
to, the Commission. 

2. The Scottish Government forecasts for receipts from the devolved taxes and 
non-domestic rates income (NDRI) are set out in Draft Budget 2015-16 as— 

Devolved Taxes Forecast revenue £m 
Land and Buildings Transaction Tax 441.0 

 Residential transactions 295.0 

 Non-residential transactions 146.0 

Scottish Landfill Tax 117.0 

Total 558.0 
NDRI Forecast revenue £m 

Non-Domestic Rates 2799.5 
 

3. By way of comparison the Office for Budget Responsibility’s1 most recent 
Scottish tax forecasts2 were— 

 Forecast revenue £m 
Scottish Stamp Duty Land Tax 500.0 

 Residential transactions 341.0 

 Non-residential transactions 159.0 

Landfill Tax 109.0 

Total 609.0 
 

                                                           
1 Office for Budget Responsibility, Economic and Fiscal Outlook, March 2014. 
2 These forecasts assumed that the current system of SDLT would remain after the tax is fully 
devolved. The OBR has stated that it will generate forecasts for the new taxes once tax rates and 
bands are known. 

http://www.scottishfiscalcommission.org/media/media_364407_en.pdf
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4. The Scottish Government has also published a note on the forecasting 
methodology that it has used in producing the revenue forecasts for the devolved 
taxes. Hard copies of both the Commission’s report and the methodology note have 
been provided to members. 

The role of the Scottish Fiscal Commission 

5. The role of the Scottish Fiscal Commission is to review and comment on the 
forecasts produced by the Scottish Government for receipts from the two taxes 
devolved under the Scotland Act 2012: Land and Buildings Transaction Tax (LBTT) 
and Scottish Landfill Tax (SLfT). In addition, the Commission has a role in 
scrutinising the economic factors underpinning forecasts of receipts from NDRI. 

6. This is the first report that the Commission has produced since its 
establishment in summer 2014 and is the first opportunity that the Committee has 
had to consider the Commission’s work. Given the Committee’s work on considering 
options for the establishment of a Scottish Fiscal Commission and specific 
recommendations about the operation of the Commission, there is also an 
opportunity to ask the members of the Commission about progress on developing its 
operation and progress on implementing recommendations made by the Committee. 

Role and remit of the Commission 
7. In its report on proposals for Scottish Fiscal Commission, the Committee made 
a number of recommendations about the role and remit of the Committee, including 
that— 

 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, and  

 The Memorandum of Understanding should include the procedure and timings 
for the SFC to submit its views to the Scottish Government on its provisional 
forecasts (prior to publication) and the procedure and timings for dealing with 
any differences of opinion. It is expected that such views will be made publicly 
available. 

 
8. In its response to the Committee’s report, the Government accepted these 
recommendations and stated that it “agrees that the SFC should have no role in 
producing the original forecasts” and that it “intends to set this out in establishing the 
remit of the body, on a non-statutory basis for an interim period and on a statutory 
basis in due course”. 
 
9. The Commission describes its approach to consideration of the Government’s 
forecast as “one of enquiry and challenge, followed by response, followed by further 
enquiry and suggested improvements.” 
 
10. The Committee may wish to explore with the Commission whether it 
intends to publish the details of this “enquiry and challenge” as recommended 
by the Committee in its report on proposals for a Scottish Fiscal Commission. 
 
 
 

http://www.scotland.gov.uk/Publications/2014/10/7664/0
http://www.scotland.gov.uk/Publications/2014/10/7664/0
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Operation of the Commission 
11. In its report on proposals for a Scottish Fiscal Commission, the Committee 
identified one of the most important factors in ensuring the independent and 
transparent operation of the Commission was the agreement and publication of a 
Memorandum of Understanding between the Commission and the Scottish 
Government. As yet, no such MoU has been published on the Commission’s 
webpages and no information about its development has been provided to the 
Committee. 

12. The Committee may wish to invite the Commission members to provide 
an update on progress on agreeing the MoU. 

13. Other matters that were considered vital to ensuring effective operation of the 
Commission included the need for access to data held by the Scottish Government 
and access to sufficient analytical resources. 

14. The Committee may wish seek confirmation of whether the Commission 
is satisfied that all information they considered necessary or which was 
requested from the Scottish Government was provided in good time and 
whether access to analytical resources was sufficient. 

The Commission’s commentary on the tax forecasts 

15. The Commission’s report states that it “is able to endorse as reasonable” the 
Scottish Government’s forecasts in respect of LBTT, SLfT and NDRI. In reaching this 
position, the Commission has also set out possible ways to improve future 
forecasting. The Commission intends to discuss these matters with Scottish 
Government forecasters. 
 
16. The Commission states that, in its view, “the biggest contribution to improving 
the accuracy and reliability of these forecasts will be to improve the availability of 
data relevant to the Scottish economy in general, and these three revenue streams 
in particular”. The Commission goes on to state that it would, over time, “expect the 
forecasts to reflect economic drivers such as external financial conditions, and 
behavioural responses, for instance in reaction to changes in tax rates.” 

Land and Buildings Transaction Tax 
17. Draft Budget 2015-16 sets out that the forecast revenue from LBTT Tax is £441 
million for the financial year 2015-16. This forecast comprises £295 million in 
receipts from residential transactions and £146 million from non-residential 
transactions. 

18. The Scottish Government forecasting methodology is based on a “bottom-up” 
model, based on a “log-normal distribution of prices recorded for house purchases in 
Scotland”. The methodology note states that as “this distribution has been tested 
over a number of financial years, we can be analytically confident that it provides a 
sound basis for projecting the future distribution of housing transactions by number 
and value.” 
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19. The methodology note also states that for very high value transactions (i.e. 
those above £1 million) the predictive capacity of the model “is somewhat weaker 
than for the main part of the distribution”. 

20. In terms of price growth scenarios, the Scottish Government model considers 
Scottish housing market performance only, eliminating the “distortive effects” of 
strong price growth in London and the South East of England. The residential house 
price growth assumptions used are set out in table 1 of the methodology note, which 
is reproduced below— 

Annual Growth (%) 2012/13 2013/14 2014/15 2015/16 
 Actual Forecast 
ARIMA house prices and long term 
real house prices + 2% inflation 

-1.3 2.0 5.0 5.3 

 

21. The Government states that “Given volatility in house prices between years, we 
will continue to keep our assumptions of future growth under close scrutiny, 
comparing forecast with observed movements as soon as reliable data becomes 
available.” 

22. For the volume of transactions, the SG methodology note states that the annual 
turnover rate of residential properties is “currently well below its long run average”. In 
2013/14 residential transactions are estimated to have been 4.8% of private sector 
housing stock. The SG notes that this estimate compares to a long-run average of 
6% between 2003 and 2012 and that the forecast assumes that transaction levels 
“continue to recover until the turnover rate returns to 6% towards the end of this 
decade.” The Scottish Government’s prediction is for annual growth in number of 
transactions over the previous year to be 7.4& in 2014/15 and 6.9% in 2015/16. 

23. The figures for the Scottish Government’s forecasts are compared with the 
OBR forecasts and the two are set out in Table 2 of the methodology note which is 
replicated below— 

Annual Growth (%) 2012/13 2013/14 2014/15 2015/16 
 Actual Forecast 
OBR 2.9 19.7 18.4 3.7 
Scottish Government 2.9 19.7 7.4 6.9 
 

24. In its report on the forecasting model for residential transactions, the 
Commission notes that “the reliable application of standard statistical forecasting 
techniques depends on having a significant quantity of relevant historical data” and 
recommends that “the Scottish Government prioritises obtaining such data from 
existing sources”. 

25. The Commission’s overall assessment is that the approach taken “is 
reasonable at this stage in the economic cycle”. The Commission does, however, 
add the comment that “the simplicity of the extrapolations of both price and 
transaction volumes makes it difficult to undertake formal assessment of the 
uncertainty inherent in the forecast”. 
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26. In its recommendations regarding the residential model, the Commission 
observes— 

 That the relatively high tax rates applicable to the upper band of the new 
LBTT may also induce and additional behavioural response which has not 
been factored into the forecast. 

 That the forecasts of average house prices and volumes of transactions are 
areas where, ideally, the forecasts would be based on a reliable statistical 
model which took account of the economic determinants of these variables” 
but that “successfully developing these models is notoriously difficult” and 
unlikely to be successful in this instance given the available data”. 

 That in the longer term there are a number of ways in which the forecasting 
techniques could be adapted to take account of insufficient or imperfect data 
on the Scottish economy. 

27. The Committee may wish to explore further the suggestions made by the 
Commission for improving the forecasting model for residential LBTT. 

28. The other element of LBTT is non-residential property transactions. In the 
methodology note, the Government states that the modelling of revenue is “more 
challenging” and that, in light of the challenges, its “modelling projects revenue 
forward based on fundamentals” which is “similar to the approach used by the OBR”. 

29. The Government’s forecast is based on the OBR’s assumptions of growth in 
the UK commercial property prices and the volume of such transactions as reported 
in the March 2014 economic and fiscal outlook. However, the Government has 
applied the OBR assumptions to a different baseline – a three year average of 
outturn receipts, rather than the latest outturn year – as it believes this more 
“prudently captures the volatility of receipts”.3 

30. The Commission comments that this approach is reasonable “in the absence of 
directly relevant data” but notes that as the lack of data means it is not possible to 
assess the applicability of this approach to Scotland “this part of the forecast is liable 
to significant uncertainty which is not possible to quantify” and that “Further work is 
therefore needed to assess the extent to which relying on pro-rated forecasts from 
UK-wide data is an acceptable strategy”. 

31. The Commission recommends as a high priority the development of new data 
sources to enable forecasts of this component of the Scottish economy and that “a 
new model, with some explanation of the economic drivers of the revenue variations, 
and better data, are needed in the long term”. 

                                                           
3 Until December 2013, the OBR used a three-year average for the Scottish share of UK receipts. In 
the Scottish Tax Forecast published in March 2014, the OBR stated that “For commercial SDLT, we 
previously used a three-year average of the Scottish share and projected this forward. A share of 6.8 
per cent was used throughout the forecast period in December. Based on in-year data for 2013-14, 
we have reduced the Scottish share for commercial SDLT to 5.9 per cent and used this in each year 
of the forecast.” 
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32. The Committee may wish to determine whether the Commission has any 
views on how new data sources could be developed to provide more directly 
relevant information to inform further work on the model. 

33. Given the use of the economic and fiscal outlook as a basis for 
assumptions about growth, the Committee may wish to clarify whether the 
Commission is aware of plans to review the forecast in light of the economic 
and fiscal outlook which is due to be published alongside the Autumn 
Statement in December. 

Landfill Tax 
34. The forecast receipts from Landfill Tax are £117 million. As members will recall 
from their scrutiny of the Scottish Landfill Tax Act, HMRC is not able to disaggregate 
Scottish disposals to landfill from total UK receipts and “historic landfill tax receipts 
for Scotland are therefore estimated based on the proportion of UK waste sent to 
landfill in Scotland”. The forecast receipts also assume that the Scottish 
Government’s waste policy targets are achieved. 

35. In its methodology note, the Scottish Government comments on differences in 
the volume of waster disposals reported by UK environment agencies and HMRC, 
with the HMRC figure being 16% lower and states that in the “interests of producing 
a prudent forecast, we therefore reduce the projected gross receipts by 16% to take 
account of potentially lower taxable volumes of waste’. It goes on to say that 
Revenue Scotland and SEPA will be working “to trace differences in tax and waste 
data returns to check tax compliance”. 

36. The need to further adjust gross receipt projections to take account of tax 
credits in relation to the Scottish Landfill Communities Fund, the proposed credit rate 
for which will be set at 5.6%, is also recognised in the methodology note. 

37. The Commission’s report states that the methodology used “is the most 
optimistic for forecasts for reducing landfill waste, and the most conservative in terms 
of forecasting tax revenues”. As with other elements of its commentary, the 
Commission notes that behavioural responses to changing tax rates need to be 
investigated given that the need for different types of waste, i.e. standard and mixed, 
to be separated “implies that different tax rates on each are thought to make a 
difference”. 

38. The Commission also notes that it would “hope to see a close monitoring of the 
validity of the assumptions underpinning the forecast as Scotland-specific data on 
landfill waste and tax receipts become available”. This would include assessment of 
whether the assumed downward trajectory of disposals to landfill is on “a reasonable 
path” the achieving the Government’s target. 

Non-domestic rates income 
39. The Commission’s report comments on the three factors upon which the 
change in NDRI depends: buoyancy, poundage and reliefs. Draft Budget 2015-16 
sets outs anticipated NDRI as being £2,799.5 million which is £83.5 million less than 
was estimated in Draft Budget 2014/15. The Scottish Government explains this 
reduction “following the decision to cap the increase in non-domestic rate poundage 
following the 2013 UK Government’s Budget, and further estimating changes.” In his 
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statement on the publication of Draft Budget 2015-16, the Cabinet Secretary for 
Finance, Employment and Sustainable Growth stated that, as a result of the 
Commission’s comments on the buoyancy assumptions for NDRI, he had “revised 
down the NDRI forecast in the draft budget for 2015-16”. 

40. In relation to buoyancy, the Commission comments that the increase in 
the forecast growth rate that was used in the Scottish Government’s forecast 
“seems to be on the optimistic side, implying an increase in buoyancy as large 
as anything observed in the available data, rather than a historical average”. 
The Commission recommends that work continues on improving 
understanding of the economic determinants underlying the NDRI forecasts as 
a matter of priority”. Noting that NDRI revenues are “five to six times larger 
than the LBTT and SLfT taxes combined” the Commission states that it would 
“pay to make them as reliable as possible, as quickly as possible”. 

Conclusion 

41. The Committee is invited to consider the above in taking evidence from 
the Scottish Fiscal Commission. 

Catherine Fergusson 
Senior Assistant Clerk to the Committee 
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Finance Committee 

26th Meeting, 2014 (Session 4), Wednesday 29 October 2014 

Further fiscal devolution   

Purpose 

1. At its meeting on 1 October 2014, the Committee agreed to undertake an 
inquiry into further fiscal devolution. The Smith Commission is currently considering 
what further powers should be devolved to the Scottish Parliament. The purpose of 
this inquiry is to enable the Committee to contribute to this debate by conducting an 
inquiry examining the options for the devolution of further financial powers to the 
Scottish Parliament and the impact of such powers on the block grant.  

2. The Committee has issued a call for evidence on the inquiry and has agreed to 
take evidence at a number of meetings in up to December. 

3. At this meeting, the Committee will take evidence from Professor Iain McLean 
of the University of Oxford. Professor McLean has provided a written submission in 
advance of his appearance at the Committee and this is attached as the annexe to 
this note. 

Catherine Fergusson 
Senior Assistant Clerk to the Committee 

http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/82244.aspx
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SUBMISSION FROM PROFESSOR IAIN MCLEAN 

Thank you for inviting me to give evidence. Background materials to support my 
answers are in Enlightening the Constitutional Debate (Royal Society of Edinburgh/ 
British Academy 2014) and in I. McLean, J. Gallagher and G. Lodge, Scotland’s 
Choices 2nd edition Edinburgh University Press 2014. 

Executive summary 

The Scottish Parliament should: 

 reduce vertical fiscal imbalance as far as possible; 
 ensure that the marginal taxation principle embodied in the Scotland Act 2012 

is maintained; 
 consider which taxes to devolve before deciding which spending 

responsibilities to take on; 
 ensure that it controls taxation of the least mobile tax base, viz., land, 

property, and unexploited natural resources; 
 avoid attempting to control taxation on capital, which is highly mobile; 
 decide whether it wants to take on the whole responsibility for social 

protection in Scotland, given the unfavourable demographics; 
 consider asking HMRC to levy tax as agent for Revenue Scotland. 
 What general principles should apply to the devolution of further 

financial powers to the Scottish parliament? 

The overriding priority is to reduce vertical fiscal imbalance (VFI). Before 
implementation of the Calman reforms via the Scotland Act 2012, VFI in the UK, 
measured as subnational public expenditure minus subnational tax raised, was 
about 10 per cent of GDP (Table 1). 

VFI is bad because the upper tier of government wishes to control the money it 
transfers, while the lower tier has a weak incentive to check whether its spending 
provides value for money. Any reduction of VFI tends to increase fiscal responsibility, 
to the extent that it brings the responsibility for spending and the responsibility for 
taxing into the same hands – in this case, into the hands of the Scottish Parliament. 

The Calman reforms embodied in the Scotland Act 2012, which will now go into 
effect, make two improvements. They increase the proportion of public expenditure 
by the Scottish Parliament which is covered by tax raised in Scotland to around 30%. 
And they embody the important marginal principle. Under the Scotland Act, once the 
UK parliament has withdrawn from 10p in the pound of each band of income tax, the 
Scottish Parliament must set a Scottish rate of income tax that covers its spending 
budget. At the margin, the Parliament will for the first time have to weigh the last 
pound raised in tax against the benefit of the last pound spent. 

All parties in the Parliament are committed to going beyond Calman. If so, they 
should not allow VFI to creep back up by taking control of a higher proportion of 
additional spending than of additional tax-raising. These principles inform my 
answers to your other questions. 
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 What further financial powers should be devolved to the Scottish 
Parliament and why? 

It follows that extra tax powers must be considered first, before going on to consider 
extra spending powers. Here the principles to follow were first laid down by Adam 
Smith at Panmure House in 1776. The Cabinet Secretary for Finance mentioned 
Smith’s four ‘maxims’ of taxation in his Budget speech on 9 October: 

that the tax system should offer certainty, and convenience; that collection 
should be efficient; and that taxes should be proportionate to the ability to pay. 
(Official Report, 09.10.14). 

Here are some more thoughts from Adam Smith. The private revenue of individuals 
… arises ultimately from three different sources: Rent, Profit, and Wages. Every tax 
must finally be paid from some one or other of these three different sorts of 
revenue…. Ground-rents are a still more proper subject of taxation than the rent of 
houses…. It would fall altogether upon the owner of the ground-rent, who acts 
always as a monopolist. (Adam Smith, Wealth of Nations (1776), V.ii.b and V.ii.e). 

In modern terminology, the first tax bases for further devolution are all rents, 
especially ground rents. Of these, the Parliament now controls council tax, non-
domestic rates and landfill tax, and will be assigned the proceeds of aggregates levy. 
Budget 2014 introduces Land and Buildings Transaction Tax, which satisfies Smith’s 
criteria better than its predecessor. There is room for this Parliament to do the same 
for the other taxes on rent. 

The source of ground rent that the Parliament does not yet control is North Sea oil. 
This should be the first candidate for further tax devolution. 

Turning to Smith’s category Wages, the tax bases comprise wage income and 
consumer expenditure. The rest of income tax could be devolved, as could 
employer’s and employee National Insurance contributions. Tax experts believe that 
the true incidence of both of these is on the employee rather than the employer. 

Some have worried that if the whole of income tax were devolved to this Parliament, 
there would be no remaining justification for Scottish MPs at Westminster. However, 
MPs would remain responsible for the overall UK tax structure and for 
macroeconomic management, on both of which Scots deserve a voice as long as the 
Union persists. Some taxes cannot or should not be devolved (see next answer); 
and the setting of rates and bases in England for the taxes that are devolved affects 
the freedom of action of this Parliament. 

Expenditure taxes comprise (i) excises, designed to discourage behaviour with 
antisocial consequences, such as smoking, drinking alcohol, and driving; (ii) VAT. 
Excises can be devolved; VAT cannot be (see next answer). 
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 What further financial powers should not be devolved to the Scottish 
Parliament and why? 

VAT cannot be devolved within an EU member state, as a result of the ECJ Azores 
judgment, with which Members are presumably familiar1. However, the proceeds of 
VAT in Scotland could be assigned to the Scottish Parliament. 

Taxes on Smith’s third category, Profit, should not be devolved. Corporations can 
very easily alter their domicile, and the (apparent) location of their transactions, in 
order to profit from favourable tax treatments. Overall welfare is reduced when this 
happens. Only the corporation’s owners and managers benefit. The generous tax 
breaks to corporations in the Republic of Ireland are being wound back. Scotland 
should not set off in the opposite direction. 

Table 2 shows the estimated yield of each tax in Scotland according to the latest 
figures from GERS (Government Expenditure & Revenue Scotland). It shows that 
the yield of the maximum set of taxes suitable for devolution or assignment is about 
90% of the tax yield in Scotland. The taxes to be excluded would be corporation tax 
(both onshore and offshore, the latter not being distinguished from other North Sea 
revenue in the GERS statistics); capital gains tax; and perhaps income tax on 
savings (for practical reasons) and inheritance tax. 

As to the spending areas which the Scottish Parliament should acquire, it is well 
known from surveys (e.g., Scottish Social Attitudes) that the people of Scotland want 
this Parliament to control all domestic spending, leaving only defence, foreign, 
overseas development, and macroceconomic management to Westminster. The 
largest area covered by this is social protection; and within that, overwhelmingly the 
largest single function is payment of pension-age benefits. 

It is for this Parliament to decide whether it wishes to take over responsibility for the 
whole of social protection expenditure or only part. If it takes on the whole, the 
relatively unfavourable demographics of the Scottish population means that it will 
face a sharper fiscal squeeze than will the rest of the UK. 

 To what extent could the Scottish Government be constrained in how it 
uses new tax powers given the interaction with fiscal decisions at a UK 
level? 

It would be constrained, as noted above, and therefore it is right that Scotland should 
continue to be represented in the UK Parliament. The constraint would be least over 
the tax bases that do not move, such as land and unextracted oil. They would be 
greatest over capital taxes, as capital is the most mobile factor of production. 

 What are the implications of further fiscal devolution for the block 
grant? 

Obviously, the more tax revenue is devolved or assigned, the less need there is for 
block grant. At maximum devolution, it would therefore matter little whether 

                                            
1 If not, I can supply a further briefing note. 
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remaining block grant continued along the current Barnett lines or was rebased on a 
needs formula, as is currently being requested by the Welsh Assembly. 

 What are the implications of further financial powers for the role of Revenue 
Scotland? 

Revenue Scotland is still in its infancy. The relevant SG web page notes that its 
‘website is currently under development’.  It may be fully stretched in dealing with the 
relatively small taxes that it is to collect from the outset. It seems to make sense that 
other taxes should continue to be collected by HM Revenue and Customs, perhaps 
in an agency arrangement with Revenue Scotland. 

 

Iain McLean FRSE FBA 

Professor of Politics, Oxford University 

Vice-president for Public Policy, British Academy. 

This version 23.10.14 
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Table 1 Vertical Fiscal Imbalance (VFI), selected OECD countries 2009, as % of GDP 

Country Central 
revenue 

Subnational 
revenue 

Central 
spending 

Subnation
al 
spending 

VFI 

 
 

Denmark 39.7 15.9 21.2 37.2 21.3 
  Netherlands 41.0 5.1 33.9 17.5 12.4 
  Belgium 40.3 7.9 34.4 19.9 12.0 
  Spain 22.7 12.2 23.4 22.6 10.5 
  United Kingdom 36.4 4.2 37.4 14.5 10.3 
  Mexico 20.2 2.0 12.2 11.3 9.3 
  Italy 38.6 8.1 35.8 16.2 8.1 
  Canada 17.5 21.1 15.1 28.9 7.9 
  Poland 30.4 6.7 30.0 14.4 7.7 
  Hungary 41.3 4.8 38.6 11.9 7.1 
  Finland 37.7 15.8 33.9 22.5 6.7 
  Sweden 33.6 20.6 29.0 26.2 5.6 
  Czech Republic 32.4 7.8 33.6 12.4 4.6 
  USA 16.0 15.0 22.6 19.6 4.6 
  Austria 36.8 12.0 35.8 16.5 4.5 
  France 40.1 8.3 44.4 11.6 3.3 
  Slovak Republic 29.5 4.1 34.4 7.15 3.1 
  Switzerland 18.8 16.1 14.9 18.9 2.7 
  Germany 29.4 15.1 30.1 17.4 2.4 
  

        Source: OECD Fiscal Decentralisation Database, Tables C3 and C4 
downloaded from  
http://www.oecd.org/tax/federalism/oecdfiscaldecentralisationdatabase.htm#
C_Title; author's calculations 
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Table 2. Current revenue, Scotland 2012-13, including geographical share of North 
Sea, in descending order by tax 

    

Scotland 
as % of 
UK 

 
Scotland, 
£ million 

% of 
total 
non-
North 
Sea 
revenue 

UK, £ 
million 

Income tax 10,865 22.8% 147,731 7.4% 
VAT 9,347 19.7% 112,072 8.3% 
National insurance contributions 8,521 17.9% 104,483 8.2% 
Gross operating surplus 3,247 6.8% 27,591 11.8% 
Corporation tax (excl North Sea) 2,872 6.0% 34,384 8.4% 
Fuel duties 2,258 4.7% 26,571 8.5% 
Council tax 2,006 4.2% 26,279 7.6% 
Non-domestic rates 1,981 4.2% 25,072 7.9% 
Tobacco duties 1,128 2.4% 9,590 11.8% 
Other taxes,  royalties and adjustments 1,082 2.3% 12,895 8.4% 
Alcohol duties 980 2.1% 10,139 9.7% 
Interest and dividends 623 1.3% 7,617 8.2% 
Vehicle excise duty 481 1.0% 6,003 8.0% 
Stamp duties 472 1.0% 9,140 5.2% 
Capital gains tax 292 0.6% 3,926 7.4% 
Other taxes on income and wealth 271 0.6% 3,122 8.7% 
Inheritance tax 243 0.5% 3,150 7.7% 
Air passenger duty 234 0.5% 2,818 8.3% 
Insurance premium tax 207 0.4% 3,033 6.8% 
Rent and other current transfers 128 0.3% 1,418 9.0% 
Betting and gaming and duties 120 0.3% 1,228 9.8% 
Landfill tax 100 0.2% 1,116 8.9% 
Climate change levy 62 0.1% 654 9.5% 
Aggregates levy 45 0.1% 261 17.3% 
Total current revenue (excluding North 
Sea revenue) 

47,566 100% 580,293 8.2% 

North Sea revenue     
Geographical share 5,581  6,632 84.2% 

Total current revenue (including North 
Sea revenue)     

Geographical share 53,147 
 

586,925 9.1% 

     
 
 
 

Source: Scottish Government, GERS 2012-13, Table 3.1, data rearranged 
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