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Finance Committee 
 

12th Meeting, 2014 (Session 4), Wednesday 23 April 2014 
 

UK Economic and Fiscal Outlook 
 
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 three evidence sessions on the UK Budget following the 
appearance of Paul Johnson, Director of the Institute of Fiscal Studies (IFS) before the 
Committee on 5 March. 
 
3. The Committee is also expected to take oral evidence from David Gauke MP, 
Exchequer Secretary to the Treasury, on 11 June. This session will cover progress 
made with regard to the implementation of the financial powers arising from the 
Scotland Act 2012 as well as the impact of the recent UK budget on Scotland. 
 
Economic and Fiscal Outlook 

4. On 19 March the OBR published, alongside the UK budget, its latest Economic 
and Fiscal Outlook (EFO). The executive summary is attached. 
 

Scottish Tax Forecasts        

5. The evidence session will also focus on the OBR’s latest Scottish tax forecasts 
(also attached) which covers the following taxes— 
 

 Scottish Rate of Income Tax (SRIT); 

 Land and Buildings Transaction Tax (LBTT); 

 Landfill Tax; and 

 Aggregates Levy 
 
6. The UK Government’s white paper, Strengthening Scotland’s Future1, proposes 
that the SRIT will 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). 
 

                                            
1
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/69803/Scotland_Bill_Com

mand_Paper.pdf 
 

http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=9001&mode=pdf
http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=9001&mode=pdf
http://budgetresponsibility.org.uk/economic-fiscal-outlook-march-2014/
http://budgetresponsibility.org.uk/economic-fiscal-outlook-march-2014/
http://cdn.budgetresponsibility.org.uk/13476-Exec_summary_March2014_EFO_web.pdf
http://cdn.budgetresponsibility.org.uk/49381-Scottish_tax_forecasts_March14.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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7. Responsibility for LBTT and Landfill Tax will be devolved to the Scottish 
Parliament in April 2015 and the rates which will apply are expected to be announced 
when the Scottish Government’s draft budget 2015-16 is published in the autumn. 
 
8. 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 
 
9. The OBR states that: “At this stage, HM Treasury notionally assigns these forecast 
receipts to the Scottish budget to show how much of what is currently grant funding 
would be replaced by tax.” At present, these forecasts - or any variance in them - do not 
impact on the Scottish budget. However, the necessary adjustments to the block grant 
following the implementation of the new financial powers arising from the Scotland Act 
2012 will be based on outturn tax receipts data as well as the OBR’s Scottish tax 
forecasts.  
 
Transitional Period 
10. 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.”2 
 
11. The command paper states that “when the smaller taxes [i.e. LBTT and Landfill 
Tax] are devolved, currently planned to be April 2015, there will be a one-off reduction 
which will then be deducted from the block grant for all future years.” 
 
Forecasting of Scottish Taxes 
12. The OBR published its first forecast of certain Scottish tax receipts alongside its 
EFO for the UK economy and the public finances in March 20123. It will continue to 
publish its forecasts for these taxes alongside each EFO (published twice per year at 
the time of the UK budget and in the autumn).  As with the OBR’s main UK forecasts 
these forecasts cover a five-year period. The March 2013 publication is the fifth set of 
forecasts published by the OBR. 
  
13. The OBR published a methodology note in March 2012 setting out how it 
intended to forecast Scottish tax receipts. It stated: “The OBR’s role in forecasting is 
starting three years ahead of the initial devolution of the taxes, which will allow us to 
develop and improve forecasts in the light of experience and the availability of new 
information sources.”4   

 

                                            
2
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/69803/Scotland_Bill_Com

mand_Paper.pdf 
3
 http://budgetresponsibility.independent.gov.uk/economic-and-fiscal-outlook-march-2012/ 

4
 http://budgetresponsibility.independent.gov.uk/wordpress/docs/Forecasting-Scottish-taxes.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
http://budgetresponsibility.independent.gov.uk/economic-and-fiscal-outlook-march-2012/
http://budgetresponsibility.independent.gov.uk/wordpress/docs/Forecasting-Scottish-taxes.pdf
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14. In the introduction to the Scottish tax forecasts the OBR states— 
 
“We are therefore not able to produce a Scottish macroeconomic forecast to 
drive the Scottish tax forecast. Instead, the methodologies we use, described in 
more detail in the methodology note, are generally based on Scotland’s historic 
share of the relevant UK tax stream. We then generally assume that this share 
will continue at its recent average level in the future.” 
 

15. It further states— 
 

“We consider these methodologies work-in-progress. The OBR’s role in 
forecasting started three years ahead of the initial devolution of the taxes. This 
allows us to develop and improve forecasts in the light of experience and the 
availability of new information sources. The forecasts in this document implicitly 
assume unchanged policy in both the UK and Scotland.” 
 

16. However, it goes on to state— 
 
“We will consider the case for making adjustments if there is robust evidence of 
specific factors that may affect the Scottish share of the tax in the future. For 
example, if a newly announced policy can be expected to have a 
disproportionate impact on the Scottish share.”  
 

17. With regard to LBTT and Landfill Tax, the OBR states that “once decisions (e.g. 
on tax rates and bands) have been made on these new taxes, we will produce forecasts 
based on the new tax regimes.” 
 
18. The Committee received a letter from the OBR dated 11 November 2013 in 
response to its report on the implementation of the financial powers in the Scotland Act 
2012. This letter is attached and, amongst other things, it highlights the length of time 
that passes before outturn figures became available. 
 
Proposed Scottish Fiscal Commission 
19. The Scottish Government has confirmed that it intends to create its own 
independent forecasting body. On 1 May 2013, the Cabinet Secretary for Finance, 
Employment and Sustainable Growth (“the Cabinet Secretary”) stated— 

 
“As a consequence of the land and buildings transactions tax, the landfill tax and 
the Scottish rate of income tax, we will acquire a set of revenue-raising 
responsibilities. My view is that Scotland will require an independent forecasting 
body that can provide independent assessment to the Government and the 
Parliament of what might be generated as a consequence of those taxes. I am 
considering how that should be established.”5 
 

                                            
5
 http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=8292&mode=pdf 

http://www.scottish.parliament.uk/S4_FinanceCommittee/robertchote_scotlandact.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Reports/fiR-13-08w.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Reports/fiR-13-08w.pdf
http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=8292&mode=pdf


FI/S4/14/12/1  
 
 

4 

 

20. The Committee published its Report on proposals for a Scottish Fiscal 
Commission on 7 February 2014. 
 
21. Amongst other issues, the report sought clarity on the role that a Scottish Fiscal 
Commission might have with regard to the forecasting of SRIT revenues, which are 
currently forecast on the basis of data and assumptions provided by HMRC and the 
OBR. 
 
22. The Committee has not yet received the Government’s response to its report. 
    
Scottish Rate of Income Tax (SRIT) 
 
23. The Government Expenditure and Revenue Scotland (GERS) 2012-13 report 
contains the most recent data for SRIT liabilities in Scotland (assuming it was set at 10p 
in each year). This is reproduced below: 

Scottish Rate of Income Tax Liabilities: Scotland 2008-09 to 2012-136 

 
(£ million) 

2008-

09 

2009-

10 

2010-

11 

2011-

12 

2012-

13 

Scottish Rate of Income Tax 

Liabilities 
4,352 4,330 4,427 4,267 4,231 

 
24. The OBR’s forecast figures for SRIT are provided 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 

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 

 
25. Data for the SRIT forecast is provided by HMRC, so the difference in the GERS 
and OBR figures for 2011-12 and 2012-13 may be down to more up-to-date HMRC 

                                            
6
 http://www.scotland.gov.uk/Resource/0044/00446179.pdf 

http://www.scottish.parliament.uk/S4_FinanceCommittee/Reports/fir-14-01w.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Reports/fir-14-01w.pdf
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information becoming available. The OBR states that its Scottish forecasts were 
produced “using a near-final pre-measures UK economic forecast.” 
 
26. The OBR also states that— 
 

“in the final week before the Budget, HMRC officials provided us with a final set 
of Scottish forecasts using our final post-measures UK economic forecast and 
taking into account the effect of Budget policy measures. Due to the 
confidentiality of the measures we were unable to involve the Scottish 
Government in this stage of the process.” 

 
27. 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 individual taxpayers as Scottish 
“in the run up to the devolution of income tax” and to flag them appropriately, making it 
possible to determine the Scottish share of UK liabilities “with a high level of precision”. 
 
28. The OBR states that “the overall effect of the Budget 2014 is to lower Scottish 
income tax receipts.” However, it also states that “the higher Scottish share and the 
stronger UK forecast from 2014-15” have contributed towards higher Scottish income 
tax liabilities for each year when compared with the December 2013 forecasts. 

 
29.  The OBR explains that “the main measures affecting income tax in Budget 2014 
were:  

 
• the rise in the personal allowance to £10,500 in 2015-16;  
• the reforms related to pension withdrawals; and  
• HMRC anti-avoidance measures, in particular the accelerated payments 

measure.” 
 

30. As Scotland has a lower proportion of higher and additional rate taxpayers than 
the UK as a whole, the OBR expects the rise in the personal allowance “to have a larger 
proportional effect on Scotland” and to “lower the Scottish share”. 
 
31. The OBR states that “the reforms related to pension withdrawals are assumed to 
have a similar effect in Scotland and the UK as a whole.” 

 
32. As the OBR expects the accelerated payments measure to impact most on high 
earners, it assumes a smaller proportional effect on Scotland.  
 
33. A breakdown of the predicted impact of these factors or of their relative 
significance in terms of its Scottish forecasts is not provided. 
 
Block Grant Adjustment - SRIT 
34. 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 
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Holtham Commission”7  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.”8 The two governments have also identified 
several technical issues to work through including: 
 

 ensuring that the measure of indexation is based on transparent data; 

 the use of forecasts and reconciliation with outturn receipts; 

 ensuring that the adjustment is transparent; 

 selection and preparation of estimates of tax base movements in advance of 
actual information being available; 

 the thresholds and treatment of spill-over effects caused by UK income tax policy 
decisions; and 

 the number of annual adjustments. 
 
Land and Buildings Transaction Tax 
 
35. The LBTT Bill received royal assent during summer 2013 and the new tax will 
replace the current UK Stamp Duty Land tax when it is devolved from April 2015. 
 
Block Grant Adjustment - LBTT 
36. The Committee considered the block grant adjustment following the devolution of 
stamp duty during its stage one inquiry on the LBTT Bill.  Witnesses pointed out during 
the inquiry that, whilst the Scottish Government intends that the financial impact of the 
new tax should be broadly neutral, the volatility of LBTT tax receipts might make this 
difficult to achieve.  
 
37. The GERS 2012-13 report contains figures for SDLT revenues in Scotland over 
the previous five years which demonstrate the extent of this volatility. These are 
reproduced below:  

Stamp Duty Land Tax Revenue: Scotland and UK 2008-09 to 2012-139 

 
(£ million) 

2008-09 2009-10 2010-11 2011-12 2012-13 

Scotland 320 250 330 275 283 

UK 4,797 4,885 5,961 6,125 6,906 

Scotland as % of the UK 6.7% 5.1% 5.5% 4.5% 4.1% 

 
38. Given this volatility the Cabinet Secretary suggested that: “the fair and reliable 
way of considering the issue is to take an average of those five years and make an 

                                            
7
 Cabinet Secretary for Parliamentary Business to the Secretary of State for Scotland, 21 March 2012. 

8
 Secretary of State for Scotland to the Minister for Parliamentary Business, 20 March 2012.  

9
 http://www.scotland.gov.uk/Resource/0044/00446179.pdf 
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adjustment on that basis.”10 He also pointed out that the Scotland Bill Committee in the 
previous parliament “stated that it should be a one-off, non-index linked adjustment to 
the block grant.”  
 
39. However, the Chief Secretary to the Treasury (CST) stated in evidence to the 
Committee “I have real problems with the idea of having a one-off adjustment purely in 
cash terms. Clearly, with inflation, the value of such a one-off adjustment would erode 
over time and would therefore cause a windfall gain to the Scottish Government and 
windfall loss to the UK taxpayers over quite a number of years.”11  
 
40. The Cabinet Secretary suggested that “the way to address the issue is to have a 
discussion and an agreement that relates to all the devolved small taxes, taking into 
consideration the fact that there is likely to be a loss of revenue on landfill tax, and come 
to a reasonable position on the totality of block grant adjustment that should be taken 
into account.”12  
 
41. The CST appeared to agree with this approach, stating that “It would be possible 
to have adjustments differentiated between the two taxes, but it is probably simpler to 
take the two together because growth or shrinkage in each tax base could be offset by 
shrinkage or growth in the other.”13 
 
42. The CST also stated that— 
 

“There are a range of options about how to work through the issues. We have 
asked officials on both sides to go away and work together to illustrate in more 
detail some of the different options. We hope to resolve the matter in the next few 
months. Clearly, that needs to happen because time is marching on.”14 

 
43. The Committee’s report on the implementation of the financial powers in the 
Scotland Act 2012, contained the following recommendation— 
 

“The Committee’s view is that while it is likely that the adjustment will need to be 
based on a combination of outturn figures and forecasts there is also a need to 
account for the following issues— 

 The evidence which the Committee received during its Stage 1 inquiry on the 
LBTT Bill stating that the OBR forecasts were “wildly optimistic”;  

 The OBR forecasts in both March 2012 and March 2013 were overly optimistic 
by £44m and £40m respectively despite being calculated towards the end of the 
financial year when much of the outturn data would presumably have been 
available;  

                                            
10

 http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=8292&mode=pdf 
11

 http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=8292&mode=pdf 
12

 http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=8313&mode=pdf 
13

 http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=8292&mode=pdf 
14

 http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=8470&mode=pdf 
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 The five year average based on the latest outturn receipts is £127m lower than a 
five year average of subsequent OBR forecasts;  

 HM Treasury has historically been over-optimistic when forecasting tax receipts;  
 The longer the forecast horizon the greater the measure of over-optimism.”15 

44. The Committee therefore emphasised that, in its view, it was essential that the 
methodology and data used when calculating the adjustment to the block grant for 
SDLT should be published in full. 

 
45. In the Government’s response to the Committee’s report the Cabinet Secretary 
stated— 
 

“I understand and share the Committee’s concern about the lack of agreement 
on a method for calculating the block grant adjustment in respect of the devolved 
taxes. I remain committed to consulting the Committee on proposals, and will do 
so as soon as some progress has been made between HM Treasury and the 
Scottish Government on this matter.”16 
 

46. The Committee has yet to be informed of the UK and Scottish governments’ 
proposals for the adjustment of the block grant in relation to LBTT and landfill tax. 
 
LBTT Forecasts 
47. The five forecasts produced by the OBR for Scottish SDLT income are 
reproduced in the table below:         
 

 OBR Scottish Stamp Duty Land Tax Forecasts (£ million) 

  2011-
12 

2012-
13 

2013-
14 

2014-
15 

2015-
16 

2016-
17 

2017-
18 

2018-
19 

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 

 
48. Whilst LBTT will differ from SDLT in certain respects (including moving from a 
“slab” structure” to a “slice” structure, as noted above, these forecasts do not take 
account of Scottish-specific rates and bands which have yet to be announced. 
 

                                            
15

 http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/68801.aspx#_ftn45 
16

 http://www.scottish.parliament.uk/S4_FinanceCommittee/letter_from_JS_on_Scotland_Act_report.pdf 
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49. The OBR states that until its December 2013 forecasts, it had “typically made an 
assumption that receipts remained constant as share of overall UK SDLT receipts.” 
However, it is “now taking into account recent developments in regional house prices.” 

 
50. The OBR states that much of the recent increase in prices has been 
concentrated in the South East of England and in London in particular, with ONS figures 
showing that house prices in London increased by 12.3 percent in the year to December 
2013 as opposed to only 0.5 percent in Scotland. 

 
51. In its previous forecast, the OBR therefore adjusted the Scottish share of 
residential SDLT from 3.5 percent in 2012-13 to 3.3 percent in 2013-14 and retained the 
3.3 percent figure for the remainder of the forecast period. 

 
52. As “indications are that the London housing market will continue to outpace other 
areas of the UK during 2014-15”, the OBR has now adjusted the Scottish share of 
residential SDLT to 3.1 percent in 2014-15 and to 3.0 percent in 2015-16. Thereafter, it 
assumes that “housing market developments will be more evenly spread through the 
UK” so it holds the share at 3.0 per cent. 

 
53. The OBR has also reduced the projected Scottish share of commercial SDLT 
from the 6.8 percent used in December to 5.9 percent. 

 
54. As policy measures announced in the recent UK budget will generally only affect 
the top end of the UK residential property market, the OBR has excluded these 
measures from its Scottish forecasts. 

 
55. The OBR states that— 

 
“Although the rise in Scottish SDLT is not as strong as that for SDLT in the UK as 
a whole, the forecast still assumes that receipts will double between 2012-13 and 
2017-18. This reflects a number of factors. . Firstly, the expected pick up in 
house prices in Scotland. Secondly, although property transactions have picked 
up recently, they remain well below their long-run trend, providing scope for 
further growth. Finally, the combination of higher house prices and fixed nominal 
tax thresholds in the UK system will have a ‘fiscal drag’ effect with a higher 
proportion of transactions becoming subject to higher stamp duty bands.” 

 
Landfill Tax 
 
56. The Landfill Tax Bill received royal assent in January and the new tax will replace 
the current UK landfill tax when it is devolved from April 2015. 
 
57. As with LBTT, the OBR currently forecasts Scottish landfill tax receipts by 
assuming a constant share of UK landfill tax receipts based on an average of the last 
three years. Once the Scottish Government has announced the rates and bands that 
will apply, the OBR will produce forecasts based upon them. 
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58. The GERS 2012-13 report contains figures for landfill tax revenues in Scotland 
over the preceding five years. These are reproduced below:  

Landfill Tax Revenue: Scotland and UK 2008-09 to 2012-1217 

 
(£ million) 

2008-09 2009-10 2010-11 2011-12 2012-13 

Scotland 82 85 98 96 100 

UK 863 944 1,094 1,075 1,116 

Scotland as % of the UK 9.6% 9.0% 9.0% 8.9% 8.9% 

 
59.  The five 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 

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 

 
60. The OBR states that it uses a constant three year Scottish share of UK landfill 
tax income of 8.9 percent. This has not changed since its December 2013 forecasts. 
 
61. During the Committee’s consideration of the Landfill Tax (Scotland) Bill, the 
Cabinet Secretary stated that his expectation was “that, in the coming period, we will 
see a long-term reduction in the revenue from landfill tax” as a result of “green” policies. 

 
62. Consequently, the Scottish Government estimates that landfill tax receipts will fall 
from £107m in 2015-16 to around £40.5m by 2025. 
 
63. The OBR states that its forecast now “better captures the trend decline in local 
authority waste sent to landfill” as a result of changes to the way in which Defra 
forecasts waste sent to landfill. However, it notes that “near-term forecasts are up 

                                            
17

 http://www.scotland.gov.uk/Resource/0044/00446179.pdf 
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compared with December” as a result of stronger than expected UK landfill tax receipts 
for 2013-14.” 
 
Conclusion 
 
64. 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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