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Finance and Constitution Committee 
 

1st Meeting, 2017 (Session 5), Wednesday 11 January 2017 
 

Draft Budget 2017-18 
 
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).  
 
Economic and Fiscal Outlook 

2. On 23 November 2016 the OBR published, alongside the UK spending review, its 
latest Economic and Fiscal Outlook (EFO). The executive summary is attached. 
 
Scottish Tax Forecasts        

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

 Scottish Income Tax; 
 Land and Buildings Transaction Tax (LBTT); 
 Landfill Tax; 
 Aggregates Levy; and 
 Air Passenger Duty. 

 
4. Under the terms of the Scotland Act 2016, power to set the rates and bands for 
Scottish income tax will be devolved from April 2017.  This power will supersede the 
existing tax varying power, the Scottish Rate of Income Tax (SRIT), under which any 
changes to Scottish income tax rates would be applied equally over all tax bands 
 
5. In Draft Budget 2017-18, the Scottish Government proposed to “freeze the basic 
rate of income tax at 20 per cent.” The Scottish Government is also proposing to “freeze 
the higher and additional rates at 40 per cent and 45 per cent respectively. The higher 
rate of income tax threshold is proposed to increase by inflation to £43,430 in 2017-
18.”1 
 
6. Responsibility for LBTT and Landfill Tax were devolved to the Scottish 
Parliament from April 2015. Draft Budget 2017-18 proposes that the rates and bands for 
LBTT will remain unchanged and that the supplement on purchases of additional 
residential properties costing over £40,000 will remain at 3 per cent. 
 
7. Draft Budget 2017-18 also proposes that the Landfill Tax standard rate will 
increase from £84.40 to £86.10 per tonne whilst the lower rate will increase from £2.65 

                                            
1 http://www.gov.scot/Publications/2016/12/6610/4 
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to £2.70 per tonne. These rates have increased in line with inflation and will continue to 
mirror those applied across the rest of the UK. 
 
8. The Scotland Act 2016 also devolves the aggregates levy to the Scottish 
Parliament. However, the Draft Budget states that “there are ongoing legal issues in 
relation to the UK tax which are required to be resolved prior to the power being 
commenced.” 
 
9. Air Passenger Duty is expected to be devolved to the Scottish Parliament from 
April 2018. 
 
10. Finally, the Scotland Act 2016 provided for the first 10 pence of the standard rate 
of Value Added Tax (VAT) and the first 2.5 pence of the reduced rate to be assigned to 
the Scottish Government. This is expected to be implemented in 2019-20. Draft Budget 
2017-18 states that “the assignment of VAT will be based on a methodology that will 
estimate expenditure in Scotland on goods and services that are liable for VAT. The 
details of the methodology are currently being agreed with HMRC.” 
 
11. Table 1.1 provides a summary of the OBR’s November 2016 Scottish Tax 
forecasts (in £ millions) as reproduced below— 

 
 
12. The Scottish Government published its forecasts for Scottish income tax, LBTT 
and Landfill Tax in the Draft Budget document. These are reproduced below. 
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Conclusion 
 
13. 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 



1 Executive summary 

Overview 

1.1 The Government is no longer on course to balance the budget during the current Parliament 
and has formally dropped this ambition in a significant loosening of its fiscal targets. Public 
sector net borrowing is now expected to fall more slowly than we forecast in March, 
primarily reflecting weak tax receipts so far this year and a more subdued outlook for 
economic growth as the UK negotiates a new relationship with the European Union.  

1.2 Confronted by a near-term economic slowdown and a structural deterioration in the public 
finances, the Government has opted neither for a large near-term fiscal stimulus nor for 
more austerity over the medium term. Instead the Chancellor has proposed a much looser 
‘fiscal mandate’ that gives him scope for almost 2½ per cent of GDP (£56 billion) more 
structural borrowing in 2020-21 than his predecessor was aiming for in March. 

1.3 Forecast revisions have absorbed 0.9 per cent of GDP (£20 billion) of this extra room for 
manoeuvre and the Chancellor has given away 0.4 per cent of GDP (£9½ billion), mostly in 
infrastructure spending. This leaves 1.2 per cent of GDP (£26½ billion) spare, in case the 
structural outlook is worse than we think or he wants to announce more giveaways. (He can 
also run a bigger deficit if the cyclical slowdown is more severe.)  But, if the Chancellor did 
borrow more, his aim to balance the budget as early as possible in the next Parliament 
would become even more challenging, especially given age-related spending pressures. 

Chart 1.1: Public sector net borrowing 
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1.4 The OBR is required by legislation to produce its forecasts on the basis of current stated 
Government policy (but not necessarily assuming that specific objectives will be met). In the 
current context of looming Brexit negotiations, this is far from straightforward. Quite 
appropriately, we have been given no information regarding the Government’s goals or 
expectations for the negotiations that is not already in the public domain. 

1.5 Given the uncertainty surrounding the choices and trade-offs that the Government may 
have to make, and the consequences of different outcomes, we have not attempted to 
predict the precise end result of the negotiations. Instead we have made a judgement – 
consistent with most external studies – that over the time horizon of our forecast any likely 
Brexit outcome would lead to lower trade flows, lower investment and lower net inward 
migration than we would otherwise have seen, and hence lower potential output. In time the 
performance of the economy will also be affected by future choices that the Government 
makes about regulatory and other policies that are currently determined at the European 
level. These could move in either a growth-enhancing or a growth-impeding direction. 

1.6 In the near term, as the negotiations get under way, we assume that GDP growth will 
continue to slow into next year as uncertainty leads firms to delay investment and as 
consumers are squeezed by higher import prices, thanks to the fall in the pound. But we do 
not assume that firms shed jobs more aggressively or that consumers increase precautionary 
saving, both of which are downside risks if the path to Brexit is bumpy. Our forecasts are 
currently somewhat less pessimistic than those in the Bank of England’s November Inflation 
Report and the Treasury’s published pre-referendum analysis, but in current circumstances 
the uncertainty around them is even greater than it would be in normal times. 

1.7 The negotiations will also determine the scope and scale of any ongoing financial flows 
between the UK and the EU. Again we do not know enough about the Government’s 
preferences, or its chances of achieving them, to make a precise forecast. Instead we 
produce a ‘no referendum’ counterfactual for our transfers to the EU – a forecast of the 
flows we would expect to see if the UK had not voted to leave the EU – and make the fiscally 
neutral assumption that any reduction would be recycled into extra domestic spending. 

1.8 On the basis of these assumptions, our central forecast suggests: 

• the economy will grow more slowly than we expected in March, with GDP growth in
2017 revised down from 2.2 to 1.4 per cent and cumulative growth over the whole
forecast revised down by 1.4 percentage points. A weaker outlook for investment and
therefore productivity growth is the main cause. Inflation is forecast to peak at 2.6 per
cent and unemployment to rise modestly to 5.5 per cent during 2018. Subdued
earnings growth and higher inflation mean that real income growth stalls in 2017;

• the budget deficit has been revised up by £12.7 billion this year, thanks primarily to
weakness in income tax receipts that largely pre-dates the referendum. The weaker
growth outlook means that our pre-policy-measures forecast revision rises to £18.1
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billion by 2020-21. Again, weaker income tax receipts are the biggest factor, reflecting 
the downward revision we have made to productivity and earnings growth; and 

• on top of that, Autumn Statement policy decisions add to the deficit in every year. As
Chart 1.2 shows, capital spending has been increased by rising amounts across the
Spending Review years to 2020-21 and into 2021-22. The Government has also
announced a small net tax increase. Tax rises include another increase in the
insurance premium tax and more anti-avoidance measures. These outweigh the tax
cuts, notably freezing fuel duty next year for the sixth year in a row. Welfare spending
is higher after the disability benefit cuts announced in the March Budget were
abandoned and because of a decision to taper away universal credit awards less
aggressively. Departmental resource spending plans have been increased in 2019-20
and 2020-21, but held flat in real terms in 2021-22. So in that year they fall in real
per capita terms and as a share of GDP. Taking forecast changes, classification
changes and policy measures into account, we now forecast a deficit of £20.7 billion
(0.9 per cent of GDP) in 2020-21, compared to an £11.0 billion surplus in March.

Chart 1.2: The effect of Autumn Statement decisions on public sector net borrowing 

1.9 With our underlying borrowing forecast higher – and policy decisions pushing the deficit up 
further – the Government’s three existing fiscal targets would all be missed by considerable 
margins. The current fiscal mandate requires a budget surplus in 2019-20, but we now 
forecast a deficit of £21.9 billion. The ‘supplementary target’ requires debt to fall relative to 
national income every year, but we now expect it to rise sharply this year and next – partly 
due to the measured effect of August’s monetary policy changes. And the ‘welfare cap’ 
requires a subset of welfare spending to be held below a cash limit set in July 2015, but we 
now expect this to overshoot by more than 7 per cent by 2020-21. These rules do not apply 
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in the event of a ‘significant negative shock’, on the Government’s definition, but with our 
growth forecast remaining above 1 per cent this escape clause is not triggered. 

1.10 The Government has proposed new fiscal targets in a draft Charter alongside the Autumn 
Statement. These are much less constraining than the existing ones. The new fiscal mandate 
requires a structural deficit – i.e. borrowing unrelated to temporary weakness in the 
economy – below 2 per cent of GDP in 2020-21, which would mean halving it in this 
Parliament. Separately, net debt must fall relative to GDP in 2020-21. The new welfare cap 
only applies in 2021-22 and is only to be assessed at the start of the next Parliament. 

1.11 Our central forecast shows the new targets all being met. But given the uncertainty around 
any fiscal forecast at that horizon, the chance of any being missed is significant. For the 
fiscal mandate, past forecast performance suggests that there is a 35 per cent chance of the 
new target being missed despite £26.6 billion of headroom. 

Economic developments since our last forecast 

1.12 GDP growth – and consumer spending in particular – has held up since our last forecast. It 
was stronger than expected in the second quarter and in line with our March forecast in the 
third. But growth has slowed since the referendum and business investment is falling. 
Employment growth has been a little stronger than expected, while productivity and 
earnings growth have been a little weaker. Inflation has picked up as expected. 

1.13 Since the referendum, the value of the pound has fallen significantly. While it has picked up 
somewhat from the multi-year lows seen in October, the assumption that underpins our 
forecast is around 13 per cent weaker than that used in March. With dollar oil prices having 
also risen since March, upward pressure on inflation has built. 

1.14 Survey indicators of economic activity fell sharply after the referendum, but have since 
picked up. One factor that may have supported sentiment was the package of monetary 
stimulus measures announced by the Bank of England in August. As well as cutting Bank 
Rate to 0.25 per cent, the Bank announced purchases of government bonds, corporate 
bonds and a scheme to provide cheap funding to banks to ensure that the cut in Bank Rate 
is passed on to the interest rates paid by people and firms. 

1.15 Most forecasters have revised down their expectations for GDP growth – particularly in 
2017. As with the activity surveys, forecasts were first revised down sharply before being 
revised back up a little. The latest average of external forecasters’ predictions for GDP 
growth in 2017 is somewhat more pessimistic than our forecast in this EFO. 

The economic outlook 

1.16 As noted above, our economy forecast is not based on a precise prediction of the outcome 
of the Brexit negotiations, but rather on broad-brush judgements consistent with a range of 
possible outcomes. We have been given no information about the Government’s goals and 
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expectations for the negotiations that is not already in the public domain. And we would not 
in any event wish to base our forecast on assumptions we could not be transparent about. 

1.17 Our central forecast assumes: 

• that the UK leaves the EU in April 2019 – two years after the date by which the Prime
Minister has stated that Article 50 will be invoked;

• that the negotiation of new trading arrangements with the EU and others slows the
pace of import and export growth for the next 10 years. We have calibrated this on the
basis of a range of external studies of possible trade regimes; and

• that the UK adopts a tighter migration regime than that currently in place, but not
sufficiently tight to reduce net inward migration to the desired ‘tens of thousands’.

1.18 Reflecting these assumptions, and in light of the reaction in financial markets since the 
referendum, our updated economy forecast has been built around five key judgements: 

• the referendum result and forthcoming post-Article 50 negotiations have generated
uncertainty for firms that will lead to some investment being postponed or cancelled.
We have revised business investment down relative to our March forecast in all years,
which also reduces trend productivity growth due to slower capital deepening;

• the fall in the pound will squeeze households’ real incomes by pushing up import
prices. We expect the pound’s fall to add almost 2 per cent to the level of consumer
prices over the next two years, relative to our March assumption. Real earnings growth
will consequently fall close to zero next year. That squeeze is expected to hold back
real private consumption growth in 2017 and 2018;

• the depreciation of sterling will boost net trade in the short term. The pound has fallen
14 per cent relative to the assumption that underpinned our March forecast. That is
expected to boost net trade over the next two years, with UK exports more competitive
in overseas markets and imports to the UK less attractive relative to domestically
produced goods and services. That will provide a temporary boost to GDP growth. Net
trade will also be boosted as weaker domestic demand reduces imports growth;

• exiting the EU will reduce growth in exports and imports during the transition to a less
trade-intensive economy. We have not modelled the effect of specific post-exit trading
regimes, but have instead drawn on a range of external studies to calibrate a
downward adjustment to exports and imports that we assume would be complete by
2025. We have assumed that exports and imports are similarly affected, so that the
effect on net trade and GDP growth is broadly neutral. We have not revised trend
productivity growth lower explicitly to reflect lower trade intensity (as the Treasury did in
its pre-referendum analysis) given the lack of certainty around this link; and

9 Economic and fiscal outlook 



Executive summary 

• exiting the EU will be associated with lower net migration than would otherwise have
been the case. Once again we have not modelled the effects of a specific post-exit
migration control regime, but we do assume that it will be tighter than the current
system. In addition, pull factors attracting migrants to the UK may be less powerful
than previously. Our forecast uses the same net inward migration assumption as in
March, but we would have revised it up to levels closer to recent outturns in the
absence of the referendum result.

1.19 There have also been policy changes since the referendum – including in this Autumn 
Statement – that have a bearing on our forecast: 

• the monetary policy easing announced by the Bank of England in August is likely to
have reduced the impact of post-referendum uncertainty on GDP growth. This implies
a faster effect on the economy than is typical in economic models, but is consistent
with the Bank having acted to head off a drop in activity before signs of it appeared in
actual data. This effect was not factored into some pre-referendum predictions of the
short-term hit to growth from a vote to leave; and

• the Government has eased the pace at which fiscal policy will be tightened. Relative to
the path of consolidation underpinning our March forecast, it has loosened policy
between 2017-18 and 2020-21, largely reflecting increases in capital spending. This
has small effects on the profile of real GDP growth, adding 0.1 percentage points in
2017-18 and subtracting less than 0.1 percentage points a year thereafter.

1.20 Reflecting these assumptions and judgements we have: 

• revised down potential output growth by 0.3 percentage points a year on average
between 2017 and 2020 relative to March (due to lower trend productivity growth).
Our forecast is a further 0.2 percentage points a year lower than it would have been
had we revised up net inward migration in the absence of the referendum vote.
Cumulative potential output growth between 2016 and 2021 is around 1.5 per cent
lower than in March and around 2.4 per cent lower than it would have been if we had
incorporated the assumption of higher net inward migration;

• revised down actual GDP growth. We expect growth to slow further, reaching a trough
of 0.2 per cent a quarter in the second quarter of 2017. Growth then picks up
gradually in the second half of 2017 and through 2018. We expect the economy to be
running 0.7 per cent below full capacity by the end of 2017 (compared to 0.2 per cent
in the third quarter this year), with above-trend growth then closing this output gap by
mid-2021. At this stage we have not assumed any further uncertainty-related hit to
growth in 2019 when the UK’s exit from the EU is assumed to be completed;

• revised up CPI inflation as the weaker pound pushes up import prices and therefore
consumer prices. CPI inflation is forecast to rise from 0.9 per cent in October to above
2 per cent in early 2017, then to rise further before peaking at 2.6 per cent in mid-
2018. We assume that it will return slowly to target over the following two years;

Economic and fiscal outlook 10 
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• assumed that the short-term slowing in GDP growth is driven by business investment,
after which private consumption becomes a more significant source of weakness due
to the squeeze on real incomes from higher inflation. Net trade offsets some of that
weakness, thanks to the boost from a weaker currency and to the knock-on effects of
weaker business investment and consumer spending on imports; and

• revised up unemployment over the next two years, as slower growth in real GDP
generates spare capacity in the economy. Unemployment is expected to peak at 5.5
per cent of the labour force in mid-2018, up around 0.3 percentage points (or around
100,000 people) relative to our March forecast. We do not, at this stage, forecast that
Brexit-related uncertainty will prompt more aggressive job-shedding. Average earnings
growth has been revised down. Combined with higher inflation, this means that real
earnings are expected to fall year-on-year in the second half of 2017.

1.21 Risks to our central forecast include the concurrence of large fiscal and current account 
deficits, the alternative trading arrangements that will ultimately replace EU rules and the 
effect of sterling depreciation on export market share, import substitution and consumer 
prices. For this and subsequent forecasts, there are numerous risks and uncertainties 
associated with the period leading up to and following the UK’s exit from the EU, related to 
policy setting and the response of households and firms, with little by way of precedent to 
guide the assumptions in this forecast. But it is important to remember that Brexit has not 
supplanted, but has rather increased, the main uncertainty already surrounding the outlook 
for UK economy, namely the prospects for productivity growth. 

1.22 One way of illustrating the uncertainty around our GDP growth forecast is shown in Chart 
1.3. This presents our central forecast with a fan that represents the probability of different 
outcomes based on past official forecast errors. The solid black line shows our median 
forecast, with successive pairs of lighter shaded areas around it representing 20 per cent 
probability bands. These are not subjective judgements about the extent of uncertainty, 
which for the reasons discussed above could be greater than usual at present. 
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Table 1.1: Overview of the economy forecast 

Outturn
2015 2016 2017 2018 2019 2020 2021

Output at constant market prices
Gross domestic product (GDP) 2.2 2.1 1.4 1.7 2.1 2.1 2.0
GDP per capita 1.4 1.3 0.7 1.0 1.4 1.4 1.4
GDP levels (2015=100) 100.0 102.1 103.5 105.2 107.4 109.7 111.9
Output gap -0.3 -0.2 -0.6 -0.6 -0.3 -0.1 0.0
Expenditure components of real GDP
Household consumption 2.5 2.8 1.2 1.1 2.1 2.0 2.0
General government consumption 1.5 1.0 0.6 0.5 0.3 0.6 0.8
Business investment 5.1 -2.2 -0.3 4.1 5.3 4.1 3.6
General government investment -2.0 2.3 3.3 2.1 1.9 8.8 3.3

Net trade1 -0.4 -0.2 0.3 0.3 -0.1 -0.1 -0.1
Inflation
CPI 0.0 0.7 2.3 2.5 2.1 2.0 2.0
Labour market
Employment (millions) 31.3 31.7 31.8 31.9 32.0 32.2 32.3
Average earnings 1.8 2.2 2.4 2.8 3.3 3.6 3.7
LFS unemployment (rate, per cent) 5.4 5.0 5.2 5.5 5.4 5.4 5.4
Claimant count (millions) 0.80 0.76 0.82 0.87 0.86 0.86 0.87

Output at constant market prices
Gross domestic product (GDP) 0.0 0.1 -0.8 -0.4 0.0 0.0
GDP per capita 0.0 0.1 -0.8 -0.4 0.0 0.0
GDP levels (2015=100) 0.0 0.1 -0.7 -1.2 -1.1 -1.1
Output gap 0.0 0.0 -0.6 -0.7 -0.3 -0.1
Expenditure components of real GDP
Household consumption -0.4 0.4 -1.0 -1.0 0.1 0.1
General government consumption -0.2 0.8 0.0 0.0 0.1 -0.1
Business investment 0.3 -4.7 -6.3 -1.8 -0.2 -0.3
General government investment -4.1 2.2 1.4 2.3 2.1 2.3

Net trade1 0.1 0.2 0.4 0.4 0.0 0.0
Inflation
CPI 0.0 0.0 0.7 0.5 0.1 0.0
Labour market
Employment (millions) 0.1 0.2 0.1 0.0 0.1 0.1
Average earnings -0.5 -0.4 -1.1 -0.7 -0.1 0.0
LFS unemployment (rate, per cent) 0.0 0.0 0.2 0.3 0.1 0.0
Claimant count (millions) 0.00 0.02 0.04 0.03 0.01 0.00
1 Contribution to GDP growth.

Forecast

Changes since March forecast

Percentage change on a year earlier, unless otherwise stated
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Chart 1.3: Real GDP growth fan chart 

The fiscal outlook 

1.23 Public sector net borrowing peaked at 10.1 per cent of GDP (£154.9 billion) in 2009-10 as 
the late 2000s recession and financial crisis dealt the public finances a significant blow. 
Fiscal consolidation and economic recovery then reduced the deficit to 4.0 per cent of GDP 
(£76.0 billion) by 2015-16.1 We estimate that the economy was operating just below full 
capacity in that year, so the structural deficit – which is adjusted to remove the effects of the 
economic cycle – was slightly smaller at 3.8 per cent of GDP. 

1.24 Table 1.2 shows that on current policy – including the decisions announced in this Autumn 
Statement and the assumptions that we have made about the UK’s exit from the EU – we 
expect the deficit to continue falling, but more slowly than we forecast in March. By 2019-
20, when the Government previously sought to achieve a surplus, we now expect a deficit of 
£21.9 billion. In 2020-21, when the Government now seeks to bring the structural deficit 
below 2 per cent of GDP, we expect a structural deficit of 0.8 per cent of GDP. 

1 Our forecast and this document have been produced on the basis of the September 2016 public sector finances data published by the 
Office for National Statistics on 21 October. We did not have pre-release access to the October 2016 data released on 22 November (the 
day before this publication), although we were able to consider administrative data on most tax receipts for the month. 
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Table 1.2: Fiscal forecast overview 

Changes in public sector net borrowing and net debt 

Expected borrowing in 2016-17 

1.25 We expect borrowing to fall from £76.0 billion in 2015-16 to £68.2 billion this year, a 
£12.2 billion upward revision from March (on a like-for-like basis). Most of that revision is 
explained by two developments. First, income tax and national insurance receipts from pay-
as-you-earn have fallen far short of our March forecast, prompting a £10.5 billion 
downward revision for 2016-17 as a whole. Second, spending – particularly local authority 
spending – was higher than expected in 2015-16, which we assume will persist this year. 

1.26 On a like-for-like basis – removing the impact of ONS classification decisions that have 
been announced but not yet implemented – our forecast for borrowing in 2016-17 implies 
a 10.9 per cent fall year-on-year. That is a little faster than we have seen over the year to 
date, even though we expect the economy to slow further. We expect the improvement in the 
deficit to accelerate over the remainder of the year because: 

• policy measures – notably forestalling ahead of the dividend tax rate increase this April
– are expected to boost self-assessment income tax receipts at the end of the year;

• strong onshore corporation tax receipts in October boost our receipts estimate for the
full year. We had access to administrative data before closing our forecast; and

Outturn
2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22

Revenue and spending
Public sector current receipts 36.1 36.4 36.9 36.9 37.0 37.0 37.1
Total managed expenditure 40.1 39.9 39.8 39.1 38.0 38.0 37.8

Deficit: Fiscal mandate measures
Public sector net borrowing 4.0 3.5 2.9 2.2 1.0 0.9 0.7
Cyclically adjusted net borrowing 3.8 3.3 2.6 1.8 0.8 0.8 0.7
Cyclically adjusted current budget deficit 2.0 1.4 0.5 -0.1 -1.1 -1.5 -1.6

Debt: Supplementary target
Public sector net debt 84.2 87.3 90.2 89.7 88.0 84.8 81.6

Revenue and spending
Public sector current receipts 679.8 710.6 738.0 768.0 801.8 834.8 869.2
Total managed expenditure 755.8 778.8 797.0 814.5 823.7 855.6 886.4

Deficit: Fiscal mandate measures
Public sector net borrowing 76.0 68.2 59.0 46.5 21.9 20.7 17.2
Cyclically adjusted net borrowing 71.6 64.9 51.4 37.9 16.6 18.5 16.7
Cyclically adjusted current budget deficit 38.2 27.5 10.7 -1.9 -23.9 -33.4 -38.0

Debt: Supplementary target
Public sector net debt 1610 1725 1840 1904 1945 1950 1952

Per cent of GDP

£ billion

Forecast
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• two timing effects related to net transfers to the EU reduce spending in the second half
of the year relative to 2015-16. They relate to the profile of total EU budget spending
across the multi-year framework that underpins it and the timing of payments and
rebates associated with implementing the 2014 Own Resources Decision.

Forecast borrowing from 2017-18 onwards 

1.27 Our forecast from 2017-18 onwards reflects the assumptions we have made about the UK’s 
exit from the EU. As well as those regarding future trading arrangements and the migration 
regime that are most relevant to our economy forecast, the assumptions most relevant to 
our fiscal forecast include that: 

• the UK leaves the EU in April 2019 – two years after the date by which the Prime
Minister has stated that Article 50 will be invoked;

• any reduction in expenditure transfers to EU institutions is recycled fully into extra
domestic spending. This assumption is fiscally neutral; and

• there are no changes to the structure or membership of tax systems for which there are
common EU rules (such as VAT and the EU emissions trading scheme). We will return
to these assumptions when any details become clear.

1.28 Table 1.3 shows how classification changes, our underlying forecast judgements and the 
Government’s policy decisions have affected our forecast for borrowing: 

• in order to compare the forecasts on a like-for-like basis, we have restated our March
forecast for the effects of two ONS classification changes – the reclassification of
Scottish, Welsh and Northern Irish housing associations into the public sector2

(bringing them into line with last year’s reclassification of most English housing
associations) and the decision to record corporation tax receipts on a time-shifted
accruals basis rather than a cash basis. The latter is only partly reflected in this forecast
– we have removed the effect of the Budget 2016 payment dates policy measure in
2019-20 and 2020-21, since that only affected the timing of cash receipts. It will be 
fully reflected in our next forecast;3 

• we have revised down our pre-measures receipts forecast significantly (which raises
borrowing and therefore shows as positive figures in this table). The overall revision
reaches £15.3 billion in 2020-21, which is more than explained by weaker income tax
and NICs receipts. These are down £23.1 billion in 2020-21, as the weakness this
year is compounded by the downward revision to our productivity and earnings growth
forecasts and our belief that more people than we previously thought will incorporate
over coming years, which lowers their tax bills. Stronger corporation tax receipts – both
onshore and from the North Sea – offset some of this latter change;

2 ONS, Statistical classification of registered providers of social housing in Scotland, Wales and Northern Ireland, September 2016. 
3 ONS, Public sector finances statistical bulletin (Recent events and forthcoming methodological changes), November 2016.  
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• our debt interest forecast is lower from 2017-18 onwards, having been pushed up by
higher RPI inflation in 2016-17. That reflects lower interest rates, which more than
offset the upward pressure on debt interest from higher inflation and borrowing;

• other spending has been revised up. The bigger changes include higher expected local
authority spending and significant further upward revisions to incapacity and disability
benefits spending. This revision also includes the effects of weaker sterling on our
forecast for transfers to the EU from 2018-19 onwards, given our assumption that any
future reduction in those transfers after leaving the EU will be recycled into extra
domestic spending; and

• the policy decisions increase the deficit in every year. Capital spending plans have
been increased by rising amounts across the Spending Review years to 2020-21 and
into 2021-22. Gross tax rises (including another rise in the insurance premium tax and
more anti-avoidance measures) outweigh its gross tax cuts (notably freezing fuel duty
once again). Welfare spending is higher due to the decision shortly afterwards to
abandon disability benefit cuts announced in the March Budget and the Autumn
Statement decision to taper universal credit awards more slowly. Departmental
resource spending has been boosted in 2019-20 and 2020-21, but has been held flat
in real terms in 2021-22, thereby falling in real per capita terms and as a share of
GDP. Other policy effects pushing up the deficit include a change in the policy
assumption that the Government provided in relation to Network Rail capital spending
beyond 2018-19 and the debt interest costs associated with higher borrowing.

1.29 Abstracting from classification changes, the cumulative increase in borrowing over the five 
years from 2016-17 to 2020-21 is equivalent to 1.1 per cent of GDP. Of this, 0.8 per cent 
of GDP reflects the revision to our pre-measures forecast, which makes it the third largest 
such revision we have made (after November 2011 and December 2012). 
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Table 1.3: Changes to public sector net borrowing since March 

1.30 Table 1.4 presents an alternative decomposition of the changes in our forecast since March, 
highlighting the assumed impact of the referendum result. This should be regarded only as 
illustrative, as we have to make simplifying assumptions about the degree to which 
movements in economic determinants and fiscal outturns since our last forecast can be 
attributed to the referendum result. Our approach is set out in Annex B. It is subject to 
considerable uncertainty, since we cannot be sure what would have happened in the 
absence of the vote and because movements in receipts and spending ahead of the 
referendum might have been affected by anticipation of the result. 

1.31 After adjusting for classification changes and excluding the impact of measures, the table 
shows that our ‘no referendum’ counterfactual borrowing forecast would have been weaker 
than in March even though the economy forecast would have been stronger. Specifically: 

• higher-than-projected net inward migration in the year to March would have prompted
us to revise up our migration assumption for later years. This would have reduced
borrowing up to 2018-19 and increased the surplus from 2019-20 onwards; but

Outturn
2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22

March forecast 72.2 55.5 38.8 21.4 -10.4 -11.0
Classification changes 0.5 0.4 0.5 6.4 4.1

March forecast post-classification change1 72.2 56.0 39.2 21.9 -4.1 -6.9
Total forecast changes 3.9 11.2 17.2 20.1 17.7 18.1
of which:

Receipts 2.0 6.7 9.3 13.1 15.2 15.3
CG debt interest spending -0.7 0.8 -0.8 -3.4 -4.5 -4.3
Other spending 2.5 3.7 8.7 10.4 6.9 7.0

November forecast pre-policy decisions 76.0 67.2 56.4 42.0 13.6 11.2 11.6
Total effect of Government decisions 0.0 0.9 2.5 4.5 8.4 9.6 5.6
of which:

Scorecard receipts measures 0.0 0.0 -0.4 -0.6 -0.7 -0.6 -0.6
Scorecard AME spending measures 0.0 0.2 2.3 3.3 2.7 2.2 2.4

Changes to RDEL spending2 0.0 2.4 0.5 0.1 1.7 1.6 -5.0

Changes to CDEL spending2 0.0 -1.7 0.3 1.6 3.5 4.8 5.8
Non-scorecard measures 0.0 0.0 -0.3 0.0 0.9 0.9 0.9
Indirect effect of Government decisions 0.0 0.1 0.1 0.1 0.3 0.7 2.1

November forecast 76.0 68.2 59.0 46.5 21.9 20.7 17.2
Memo items:
Overall change since March 3.9 12.7 20.2 25.1 32.4 31.8

Overall like-for-like change since March 3.9 12.2 19.8 24.6 26.0 27.7

£ billion
Forecast

Note: This table uses the convention that a negative figure means a reduction in PSNB, i.e. an increase in receipts or a reduction in 
spending will have a negative effect on PSNB.

1 2015-16 reflects outturn data and has not been adjusted for ONS classification decisions that have been announced but not yet 
implemented.
2 The change in 2021-22 is relative to a baseline that assumes spending by departments would otherwise have remained constant as a 
share of potential GDP.
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• receipts were lower and spending higher than we forecast in March, even before the
referendum. This suggests that the public finances were in a structurally weaker
position than we thought, more than offsetting the effect of higher GDP growth; and

• other fiscal forecast changes would have been small and uneven from year to year.
These would have included the boost to North Sea revenues from the higher oil price
and the latest upward revision to spending on incapacity and disability benefits.

1.32 Relative to that illustrative ‘no referendum’ counterfactual, we have revised borrowing up 
significantly. That reflects a number of factors that we consider mostly referendum-related: 

• lower migration. We have used the same migration assumption as in March, so this
reverses the improvement that would have been in the counterfactual;

• lower trend productivity growth. This feeds through to weaker growth in earnings,
profits and consumer spending, all of which reduce receipts. But it also feeds through
to weaker growth in business investment, which boosts receipts by reducing the use of
capital allowances. This effect builds steadily over the forecast period;

• the cyclical slowdown in GDP growth. This affects borrowing along the same channels
as weaker trend productivity growth, but the effect is concentrated at the start of the
forecast when we expect a negative output gap to open up;

• higher inflation. After stripping out the effect of higher dollar oil prices, we assume that
most of the remaining upward revision to inflation in this forecast is predominantly
referendum-related via the weaker pound. This pushes up borrowing via debt interest,
public sector pensions, those elements of welfare spending that are not subject to the
uprating freeze, and the cost of indexation in the tax system. That is only partly offset
by the boost to excise duties where rates rise with inflation;

• lower interest rates. This reduces borrowing as the beneficial effect on debt interest
spending more than offsets the loss of interest income on government assets; and

• other factors, including the fall in the pound, reduced activity in the property market,
the effect on debt interest spending of the Bank’s August monetary stimulus package
and the strength of the stock market, push the deficit down in most years.
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Table 1.4: Alternative decomposition of pre-measures borrowing forecast changes 

1.33 Chart 1.4 illustrates the relative importance of these factors and how they build or diminish 
over the forecast period. Classification changes are concentrated at the end of the period. 
Revisions between our restated March forecast and the no referendum counterfactual add to 
borrowing by diminishing amounts as the borrowing overshoot this year is gradually eroded 
by assuming higher migration. Revisions associated with the referendum and exiting the EU 
build over time due to the effect of lower productivity growth. Finally, the Government has 
added to borrowing in every year via Autumn Statement policy decisions. 

2016-17 2017-18 2018-19 2019-20 2020-21
March forecast 55.5 38.8 21.4 -10.4 -11.0
Classification changes 0.5 0.4 0.5 6.4 4.1
March forecast post-classification change 56.0 39.2 21.9 -4.1 -6.9
Changes unrelated to the referendum result 
and exiting the EU

7.8 7.3 4.6 3.0 2.9

of which:
Higher migration and GDP growth -0.8 -1.9 -3.0 -4.4 -5.9
Weaker in-year receipts 4.5 4.6 4.8 5.0 5.3
Higher in-year spending 2.9 2.9 2.9 2.9 2.9
Other factors 1.2 1.7 -0.1 -0.6 0.6

November counterfactual 63.8 46.5 26.6 -1.1 -4.0
Changes related to the referendum result
and exiting the EU

3.5 9.9 15.4 14.7 15.2

of which:
Lower migration 0.8 1.9 3.0 4.4 5.9
Lower trend productivity growth 0.0 1.2 4.2 5.5 7.2
Cyclical slowdown 2.3 7.6 8.6 5.4 2.3
Higher inflation 0.9 2.7 2.3 2.0 2.2
Lower interest rates -0.5 -1.1 -1.3 -1.6 -1.8
Other factors 0.0 -2.5 -1.5 -1.1 -0.6

November forecast pre-policy decisions 67.2 56.4 42.0 13.6 11.2
Total effect of Government decisions 0.9 2.5 4.5 8.4 9.6
November forecast 68.2 59.0 46.5 21.9 20.7

£ billion
Forecast

Note: This table uses the convention that a negative figure means a reduction in PSNB, i.e. an increase in receipts or a reduction in 
spending will have a negative effect on PSNB.
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Chart 1.4: Sources of changes to public sector net borrowing since March 

1.34 In March we expected public sector net debt (PSND) to have peaked as a share of GDP in 
2015-16 (at 83.7 per cent) and that it would fall thereafter. Changes to our forecasts for 
borrowing and asset sales since March would be sufficient to push the peak year back to 
2016-17, but once the effects on PSND of the August monetary policy package are added 
on top, the peak year in this forecast moves back further to 2017-18 at 90.2 per cent. 

1.35 Table 1.5 decomposes the changes in our PSND forecast since March. It shows that: 

• weaker nominal GDP growth at the start of the forecast pushes the debt-to-GDP ratio
up in 2016-17 and particularly 2017-18;

• higher borrowing adds increasing amounts across the forecast period. The cumulative
upward revision to our pre-measures borrowing forecast adds £100 billion to the level
of PSND by 2020-21. The Government has added a further £26 billion to that with the
policy decisions announced in the Autumn Statement;

• lower asset sales proceeds mean that PSND is not reduced by the amounts assumed in
our March forecast. Absent any policy changes, lower share prices for Lloyds and
particularly RBS would have reduced the forecast by £6 billion. But the biggest effect
comes from the Government’s decision that now is not the right time to sell RBS
shares. That adds a further £12 billion to our PSND forecast relative to March;

• the Bank’s August monetary policy package and other APF-related changes add over
£100 billion to PSND by 2017-18. This includes £85 billion of TFS usage, £17 billion
due to gilts being purchased at a premium (rising in future years as redemptions are
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rolled over at greater premiums) and £10 billion of corporate bond purchases. The 
TFS effect unwinds after four years, reflecting the term of the funding provided; 

• much higher gilt premia, due to the fall in market interest rates, are the only factor that
reduces our forecast. In particular, index-linked gilts are sold with a minimum coupon
of +0.125 per cent, but real yields at all maturities are currently negative by significant
margins generating large premia on new issuance; and

• other factors include the small upward revision associated with the reclassification of
Scottish, Welsh and Northern Irish housing associations into the public sector and the
effect of sterling’s fall on the unhedged portion of the foreign currency reserves.

Table 1.5: Changes to public sector net debt since March 

Performance against the Government’s fiscal targets 

1.36 The Charter for Budget Responsibility requires the OBR to judge whether the Government 
has a greater than 50 per cent chance of hitting its fiscal targets under existing policy. The 
Charter has been updated a number of times in recent years. The last version was approved 
by Parliament in October 2015. The Government has presented a new draft Charter 
alongside the Autumn Statement that will be voted on in due course. 

Estimate
2015-16 2016-17 2017-18 2018-19 2019-20 2020-21

March forecast 83.7 82.6 81.3 79.9 77.2 74.7
November forecast 84.2 87.3 90.2 89.7 88.0 84.8
Change 0.5 4.7 8.9 9.8 10.8 10.1
of which:

Change in nominal GDP1 -0.5 0.3 0.9 0.9 0.8 1.0
Change in cash level of net debt 1.0 4.4 8.0 8.9 10.0 9.2

March forecast 1591 1638 1677 1715 1725 1740
November forecast 1610 1725 1840 1904 1945 1950
Change in cash level of net debt 19 86 163 189 220 210
of which:

Pre measures borrowing changes 4 16 33 54 78 100
Effect of Government decisions on borrowing 0 1 3 8 16 26
Pre measures asset sales changes 0 13 5 6 8 8
Effect of Government decisions on asset sales 0 6 8 7 11 11
APF Term Funding Scheme 0 33 85 85 85 52
APF gilt holdings -1 13 17 20 23 22
APF corporate bond holdings 0 3 10 10 10 10
Gilt premia 1 -8 -11 -14 -18 -24

Other factors2 16 10 12 13 9 6
1 Non-seasonally-adjusted GDP centred end-March.
2 Includes the estimated impact of the reclassification of Scottish, Welsh and Northern Irish housing associations to the public sector.

Per cent of GDP
Forecast

£ billion
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1.37 The current version of the Charter sets out targets for borrowing, debt and welfare spending 
that are assessed in this forecast: 

• the fiscal mandate, which requires a surplus on public sector net borrowing by the end
of 2019-20 and in each subsequent year;

• the supplementary target, which requires public sector net debt to fall as a percentage
of GDP in each year to 2019-20; and

• the welfare cap, a limit on a subset of welfare spending, at cash levels set out by the
Treasury for each year to 2020-21 in the July 2015 Budget.

1.38 The new draft Charter states that the Government’s objective for fiscal policy is now to 
“return the public finances to balance at the earliest possible date in the next Parliament”. It 
also sets out proposed targets for borrowing, debt and welfare spending that require: 

• the structural deficit (cyclically adjusted public sector net borrowing) to be below 2 
per cent of GDP in 2020-21;

• public sector net debt to fall as a percentage of GDP, but only by 2020-21 rather than
in every year from now; and

• a subset of welfare spending to be below a new welfare cap that has been set for
2021-22 only and in line with our latest forecast, with no formal assessment to be
made until the start of the next Parliament.

1.39 With our underlying borrowing forecast higher – and policy decisions pushing the deficit up 
further – the Government’s existing fiscal targets would all be missed by considerable 
margins. The ‘fiscal mandate’ requires a budget surplus in 2019-20, but we now forecast a 
deficit of £21.9 billion. The ‘supplementary target’ requires debt to fall relative to national 
income every year, but we now expect it to rise sharply this year and next – partly due to 
August’s monetary policy changes. And the ‘welfare cap’ requires a subset of welfare 
spending to be held below a cash limit set in July 2015, but we now expect this to overshoot 
by more than 7 per cent by 2020-21. These rules do not apply in the event of a ‘significant 
negative shock’ on the Government’s definition, but with our growth forecast remaining 
above 1 per cent this escape clause is not triggered. 

1.40 The Government has proposed new targets in a draft Charter alongside the Autumn 
Statement. These are less constraining than the existing ones. The structural deficit must be 
below 2 per cent of GDP in 2020-21, which would be met by halving the structural deficit in 
this Parliament. Debt must fall relative to national income in 2020-21. The new welfare cap 
only applies in 2021-22 and is only to be assessed at the start of the next Parliament. 

1.41 Chart 1.5 shows the factors that contribute to the 3.0 per cent of GDP reduction in the 
structural deficit over this Parliament – up to the target year of 2020-21 – and how that 
compares with the 2.8 per cent reduction in the last Parliament. Structural reductions in 
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public spending are most important in both periods, with cyclically adjusted receipts actually 
falling by 0.7 per cent of GDP in the last Parliament and rising by only 0.9 per cent in this 
one. Within spending, cuts to day-to-day departmental spending dominate both periods – 
2.7 per cent of GDP in the last Parliament and 1.9 per cent in this – while cuts to welfare 
spending have also been significant – 0.3 and 0.8 per cent respectively. Day-to-day 
departmental spending is set to fall 6.4 per cent in real per capita terms in this Parliament. 

Chart 1.5: Sources of changes to the structural deficit over two Parliaments 

1.42 On current policy the structural deficit would narrow significantly in 2019-20 (reflecting the 
relatively steep spending cuts for that year set out in the March Budget), but is broadly flat 
over the following two years. This sets the platform for the Government’s aim of returning 
the public finances to balance at the earliest possible date in the next Parliament, which will 
also take place against a backdrop of significant fiscal headwinds from an ageing 
population. We will consider this in more detail when we update our long-term fiscal 
projections later this fiscal year. But these headwinds are evident from our 2015 Fiscal 
sustainability report, which showed that demographic pressures on health, long-term care 
and state pensions spending would cause the fiscal balance to deteriorate by 0.8 per cent of 
GDP between 2020-21 and 2025-26. 

1.43 Focusing on state pensions, extending our latest spending forecast to 2025-26 shows how 
much faster the caseload is expected to rise in the next Parliament than in this and the last. 
Further ageing of the population is one factor, but the biggest difference is that caseload 
growth has been held down by the ongoing process of equalising the male and female state 
pension ages at age 65 (due to be completed in November 2018) and then increasing them 
to 66 for both men and women (scheduled to take place between December 2018 and 
October 2020). The state pensions caseload increased by 3.0 per cent in the last Parliament 
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and is expected to fall 2.6 per cent in this Parliament, but in the next it is projected to jump 
9.1 per cent. That alone would push state pensions spending up by 0.3 per cent of GDP. 

1.44 The uncertainties around our central forecast reflect those regarding the outlook for the 
economy and those regarding the performance of revenues and spending in any given state 
of the economy. So we test the robustness of our judgement in three ways: 

• first, by looking at past forecast errors, if our central forecasts are as accurate as
official forecasts were in the past, then there is only a roughly 35 per cent chance that
the headline budget balance would be in surplus (as the existing fiscal mandate
requires), but a 65 per cent chance that the structural deficit would be below 2 per cent
of GDP (as the less constraining proposed fiscal mandate requires);

• second, by looking at its sensitivity to key features of the economy forecast. The 1.2 per 
cent of GDP margin relative to the 2 per cent target could fall to zero if potential 
output was 2.4 per cent lower, if the effective tax rate was 1.2 per cent of GDP lower 
for structural reasons or if the planned spending cuts – which reduce RDEL by 1.7 per 
cent of GDP between 2016-17 and 2020-21 – fell short by around three-quarters; and

• third, by looking at alternative economic scenarios. We have considered the
implications of higher or lower productivity growth – the most important uncertainty in
our (and most people’s) forecast. The fiscal implications of these scenarios are largely
driven by receipts. Changes in productivity growth affect earnings growth (and thus
income tax and NICs receipts), consumer spending (VAT), profits (corporation tax) and
business investment (the capital allowances that firms set against corporation tax
liabilities). In the weak productivity scenario, all the existing targets are missed – as in
our central forecast – but so is the proposed fiscal mandate, narrowly. In the strong
productivity scenario, all the proposed targets are met – as in our central forecast – but
the existing mandate would be met, with the budget moving into surplus in 2019-20.
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1 Introduction 

1.1 The Office for Budget Responsibility (OBR) was established in 2010 to provide independent 
and authoritative analysis of the UK’s public finances. Alongside the UK Government’s 
Budgets and Autumn Statements, we produce forecasts for the economy and the public 
finances. We publish these in our Economic and fiscal outlook (EFO). 

1.2 Since 2012, we have forecast some tax streams that are devolved to the Scottish Parliament. 
Since 2014, we have also produced forecasts of taxes that are expected to be devolved to 
the National Assembly for Wales. Our forecasts for devolved taxes are published alongside 
each EFO and are consistent with our main UK forecasts. 

Devolution of fiscal powers to the Scottish Parliament and 
Welsh and Northern Irish Assemblies 

1.3 The process of fiscal devolution to Scotland, Wales and Northern Ireland began in 1998 
with the passing of a Scotland Act, a Government of Wales Act and a Northern Ireland Act. 
These set up the Scottish Parliament, the National Assembly for Wales and the Northern 
Ireland Assembly. Figure 1.1 shows the timeline of some of the key devolution milestones 
since then, including some significant recent and forthcoming changes.  

Figure 1.1: Fiscal devolution timeline 
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Scotland 

The Scotland Act 2012 

1.4 The Scotland Act 2012 gave new powers to the Scottish Parliament relating to taxation and 
borrowing. The Command Paper: Strengthening Scotland’s Future1 – published alongside 
the Scotland Bill in 2010 – set out our role in providing forecasts of Scottish income tax, 
landfill tax, stamp duty land tax and aggregates levy receipts.  

1.5 In April 2015, stamp duty land tax (SDLT) and landfill tax were fully devolved to the Scottish 
Parliament, which replaced them with the land and buildings transaction tax (LBTT) and the 
Scottish landfill tax (SLfT). April 2016 saw the introduction of the Scottish rate of income tax 
(SRIT), which replaced a 10p reduction from each rate of UK income tax with rates set by the 
Scottish Parliament, currently at the same rate as the UK. The Government has legislated to 
devolve the aggregates levy to Scotland, to come into effect once the legal challenges 
affecting the levy are resolved.  

The Scotland Act 2016 

1.6 The Scotland Act 2016 implemented the recommendations of the 2014 Smith Commission. 
These included the devolution of:  

• more flexible powers over income tax than those in the 2012 Act, to begin in April 
2017; 

• air passenger duty in April 2018; 

• the assignment of a share of UK VAT receipts to begin in 2019-20;  

• aggregates levy, although the timing remains uncertain and subject to the conclusion 
of ongoing legal challenges; and 

• some social security benefits. 

1.7 The Act gave the Scottish Government increased borrowing powers. It also set out the OBR’s 
right to public finance information from the Scottish public authorities in order to carry out 
our statutory duties.  

Scottish Government fiscal framework 

1.8 In February 2016 the Scottish and UK Governments agreed the Scottish Government fiscal 
framework. This establishes a mechanism for adjusting the Scottish Government’s block 
grant to reflect the devolution of revenue raising tax powers. The Scottish Government’s 
block grant will continue to be determined via the ‘Barnett’ formula, but then adjusted 

1 Strengthening Scotland’s Future, November 2010, Cm 7973. 
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downwards as set out in the fiscal framework. The OBR has no direct involvement in block 
grant decisions or adjustments, so we do not discuss any such changes in this document. 

Scottish Fiscal Commission 

1.9 The Scottish Parliament’s Scottish Fiscal Commission Act 2016 established the Scottish Fiscal 
Commission (SFC). From April 2017 the SFC will have a statutory remit to prepare 
independent forecasts for devolved tax revenue as well as wider economic determinants. In 
the future this will extend to forecasts of devolved welfare spending. The SFC was initially 
established in June 2014 to scrutinise the Scottish Government’s forecasts of LBTT, Scottish 
landfill tax and non-domestic rates collected by Scottish local authorities. 

1.10 The fiscal framework specifies that “a reciprocal statutory duty of cooperation between the 
Scottish Fiscal Commission and the OBR” is required. We are working with the SFC to 
develop a memorandum of understanding that will set out our working arrangements and 
facilitate future cooperation. In the meantime we continue to work with the SFC as well as 
the Scottish Government to ensure that we can bring all relevant information to bear in 
producing our Scottish tax forecasts. 

Wales 

The Wales Act 2014 

1.11 The Wales Act 2014 gave new powers to the Welsh Assembly relating to taxation and 
borrowing. It provides for the full devolution of SDLT and landfill tax from April 2018. It also 
stated that the Welsh Assembly will be able to set new Welsh rates of income tax (WRIT), 
which would operate in a similar way to SRIT. In November 2015, the then Chancellor 
announced that devolution of WRIT would no longer be subject to a referendum, as had 
originally been specified in the Act.  The necessary amendments to make this change are 
included in the Wales Bill currently going through Parliament. The UK Government is also 
intending to devolve aggregates levy, again subject to the resolution of current state aid and 
legal challenges. 

1.12 The Command Paper: Wales Bill: Financial Empowerment and Accountability2 – published 
alongside the Wales Bill in 2014 – required us to begin to forecast Welsh taxes alongside 
Autumn Statement 2014 and twice a year thereafter. This currently includes forecasts for 
stamp duty land tax, landfill tax, aggregates levy and the Welsh rates of income tax. The 
Welsh Government’s Budget will not be varied in line with fluctuations in tax receipts until 
the devolution of these taxes has been implemented. 

Tax Collection and Management (Wales) Act 2016 

1.13 The Tax Collection and Management (Wales) Act 2016 created a new Welsh Revenue 
Authority, which will oversee the collection of devolved taxes in Wales. The Welsh 

2 Wales Bill: Financial Empowerment and Accountability, March 2014, Cm 8838. 
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Government also announced its intention to replace SDLT with a ‘land transaction tax’ and 
landfill tax with a ‘land disposals tax’. Specific details of these taxes, such as their rates and 
thresholds, have not yet been announced. Our forecasts will reflect any Welsh replacement 
taxes when details of any changes become sufficiently clear. We are also working with the 
Welsh Government to ensure that we can bring all relevant information to bear in 
producing our Welsh tax forecasts.  

Northern Ireland 

1.14 In November 2015, the Northern Ireland Executive (NIE) and the UK Government reached 
agreement over the implementation of the Stormont House Agreement of December 2014, 
including the devolution of corporation tax (CT) rates to the Northern Ireland Assembly from 
April 2018. The Corporation Tax (Northern Ireland) Act 2015 was given Royal Assent in 
March 2015. The Northern Ireland Executive has announced its intention to set a 12.5 per 
cent rate, to match that in the Republic of Ireland. While legislation has been passed, the 
final devolution is subject to agreement between the UK Government and the NIE, which 
has not yet been reached. 

1.15 We plan to work with analysts in HMRC and the NIE to incorporate an estimate of the effect 
of this policy change on UK-wide receipts once agreement has been reached between the 
NIE and the UK Government. The NIE estimates that £768 million of UK corporation tax 
receipts in 2013-14 can be attributed to Northern Ireland, which is higher than HMRC’s 
estimate of £485 million for the same year. HMRC estimates that figure increased to £569 
million for 2015-16.3 

1.16 The UK CT rate is due to be 19 per cent in April 2018, 6.5 percentage points higher than 
the proposed rate in Northern Ireland. There are likely to be some important behavioural 
effects that would need to be taken into account in order to estimate how much our UK-wide 
receipts forecast would be affected by this change. But the pre-behavioural effect on CT 
receipts would simply reflect the difference in the rates, so around a third of what Northern 
Ireland CT receipts would have been in the absence of a rate cut. 

1.17 As well as this forthcoming devolution, air passenger duty on long-haul flights was devolved 
from January 2013. It has been set to zero by the NIE.  

Forecast methodology  

1.18 We published a methodology note in March 2012 that described how we planned to 
forecast Scottish tax receipts.4 It explained that it was not possible to replicate in full the 
methodology we use to produce our UK-wide forecasts. In particular, the macroeconomic 

3 The differences are likely to be explained by the use of alternative methodologies. The Northern Ireland Executive’s estimates are based 
on the levels of economic activity reported in Office for National Statistics regional accounts data. The HMRC approach matches company 
tax records with location and employment data to establish the location of taxable profits. Details can be found in their respective 
publications: https://www.dfpni.gov.uk/publications/northern-ireland-net-fiscal-balance-report-2012-13-and-2013-14 and 
https://www.gov.uk/government/statistics/disaggregation-of-hmrc-tax-receipts. 
4 Forecasting Scottish taxes, March 2012. 
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  Introduction 

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 forecasts. These challenges apply equally 
to forecasting Welsh taxes and would also to any future forecast of Northern Ireland taxes. 

1.19 Given these challenges, the methodologies we use are generally based on estimating and 
projecting Scottish and Welsh shares of relevant UK tax streams. We typically assume that 
the shares will continue at recent average levels, unless available evidence suggests we 
should adjust those assumptions to ensure our forecasts are central. For example, if a newly 
announced policy can be expected to have a disproportionate impact on the Scottish or 
Welsh share of a particular tax, or there is evidence pointing to different trends in an 
underlying tax base. 

1.20 The exceptions to this are our LBTT and Scottish landfill tax forecasts, for which we are able 
to take into account receipts outturns since April 2015.  

1.21 As with our UK forecasts, the methodology and the forecasts represent the collective view of 
the three independent members of the OBR’s Budget Responsibility Committee (BRC). The 
BRC takes full responsibility for the judgements that underpin them. 

1.22 The OBR’s role in forecasting started three years ahead of the initial devolution of these 
taxes in Scotland. This has allowed us to develop and improve forecasts in light of 
experience and the availability of new information sources. We still consider these 
methodologies to be work-in-progress and will continue to look for further improvements. 
We hope that the establishment of the Scottish Fiscal Commission and the expansion of its 
forecasting remit will help to further that process more rapidly. 

Forecast process 

1.23 The process for producing the devolved tax forecasts has been as follows: 

• HMRC officials and OBR staff produced draft Scottish and Welsh tax forecasts using 
our near-final pre-measures UK economy and fiscal forecasts. This took into account 
the latest available information on LBTT and landfill tax in Scotland. The BRC and OBR 
staff discussed these forecasts with officials from HMRC, the SFC and the Scottish and 
Welsh Governments on 2 November; and 

• in the final week before the Autumn Statement, HMRC officials and OBR staff provided 
a final set of Scottish and Welsh tax forecasts using our final post-measures UK 
economy and fiscal forecasts, and taking into account Autumn Statement policy 
measures. Due to the confidentiality of the measures, we were unable to involve the 
Scottish and Welsh Governments in this stage of the process. 

1.24 The Scottish Government produced its most recent 5-year forecast for receipts from LBTT 
and Scottish landfill tax in its Draft Budget in December 2015, following scrutiny from the 
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SFC. The forecasts we present in this document are our own. Differences between our 
forecasts and those of the Scottish Government are explained in Chapters 3 and 4. 

Summary of forecasts 

1.25 Tables 1.1 and 1.2 detail the forecasts for the Scottish and Welsh taxes.  

Table 1.1: Summary of November 2016 Scottish tax forecasts 

 
 
Table 1.2: Summary of November 2016 Welsh tax forecasts 

  
 

Structure of the document 

1.26 The rest of this document is structured as follows: 

• Chapter 2 presents our forecast of income tax on non-savings non-dividend income in 
Scotland and Wales; 

• Chapter 3 shows our forecast for LBTT in Scotland and the Welsh share of SDLT; and 

• Chapter 4 presents our forecast of Scottish landfill tax and the Welsh share of UK 
landfill tax, as well as the Scottish and Welsh shares of UK aggregates levy, and the 
Scottish share of UK air passenger duty. 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
Income tax 4541 4590 11768 12220 12770 13432 14181
LBTT 416 483 539 596 657 726 796
Landfill tax 148 154 134 118 110 105 103
Aggregates levy 51 53 50 53 53 53 54
Air passenger duty 284 302 313 326 342 360 378
Total 5440 5582 12804 13314 13931 14675 15511

£ million

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
Income tax 1928 1941 1981 2057 2151 2264 2391
SDLT 152 198 221 240 261 289 319
Landfill tax 34 35 30 27 25 24 23
Aggregates levy 34 35 33 35 35 35 35
Total 2147 2208 2265 2359 2472 2612 2769

£ million
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2 Income tax 

Scottish Government income tax 

2.1 Under the Scotland Act 2012, the existing basic, higher and additional rates of income tax 
levied by the UK Government were reduced by 10p in the pound for those individuals 
defined as Scottish taxpayers from April 2016. The Scottish Parliament then levied a new 
Scottish rate of income tax (SRIT), which applies equally to Scottish taxpayers in all the main 
UK bands.  The Scottish rate of income tax must be set every year by the Scottish Parliament. 
In its Draft Budget in December 2015 the Scottish Government announced that rates would 
remain aligned with the rest of the UK for 2016-17. 

2.2 The Scottish rate of income tax is paid by Scottish taxpayers, who are defined as a UK 
taxpayer either resident in Scotland or whose closest connection is with Scotland. It is levied 
on non-savings, non-dividend (NSND) income liabilities (i.e. earnings from employment, 
self-employment, pension income, foreign income, taxable benefits and income from 
property). Tax liabilities for a particular year include both PAYE (pay-as-you-earn income 
tax, which is largely paid in the same year as the activity that created the tax liability) and 
self-assessment (which is usually paid in the year after the activity that took place to create 
the tax liability). 

2.3 The Scotland Act 2016 allows for wider ranging powers over income tax, including the 
power to vary the three – basic, higher and additional – rates and thresholds separately, as 
well as creating new bands. The Scottish Government would then retain the full NSND 
income tax liabilities from taxpayers in Scotland. Full devolution of these powers will 
commence in April 2017.  

2.4 Until decisions are made by the UK and Scottish Parliaments that mean that income tax 
rates and/or thresholds will differ in specific periods, our forecast will continue to assume 
that the Scottish income tax rates and thresholds follow those set by the UK Government.  

2.5 Such decisions could be forthcoming in respect of the higher rate threshold. The Scottish 
Government has published proposals that would involve the Scottish higher rate threshold 
being indexed in line with CPI inflation. That would differ from UK Government policy, 
which is to raise the higher rate threshold faster than inflation up to 2017-18. The UK 
Government also has an objective to raise the threshold to £50,000 by 2020-21, which 
would require faster above inflation rises. The Scottish Government has published analysis 
that compares its indexation proposals with the UK Government’s £50,000 objective.1 It 
estimated that Scottish income tax receipts would be £330 million higher in 2020-21 if the 

1 See Scottish income tax from 2017/18, Scottish Government, March 2016. 
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higher rate threshold was increased more slowly. Consistent with the remit set for us by the 
UK Government, we note this as a risk to this forecast and will factor any policy changes 
into future forecasts once they have been set out in a Draft Budget and approved by the 
Scottish Parliament.  

Welsh rate of income tax 

2.6 The Wales Act 2014 included a provision for a referendum to determine whether the Welsh 
Assembly will be able to introduce a Welsh rate of income tax (WRIT). It would also be levied 
on non-savings, non-dividend (NSND) income liabilities. In Autumn Statement 2015, the 
then Chancellor announced that a referendum would no longer be required to approve 
these arrangements. The necessary amendments to make this change are included in the 
Wales Bill currently going through Parliament. The income tax levied by the UK Government 
would be reduced by 10p in the pound for those individuals defined as Welsh taxpayers. 
The Welsh Assembly would then levy separate Welsh rates for each band of income tax. The 
new Welsh income tax rates would need to be set every year by the Welsh Assembly. The 
block grant from the UK Government to Wales would then be reduced to reflect the fiscal 
impact of the devolution of these tax-raising powers. 

2.7 The forecasts presented in this document assume that the Welsh Assembly levies a 10p rate 
across all the income tax bands in every year. 

Methodology 

2.8 We generate a UK forecast for NSND income tax liabilities from the full UK income tax 
liabilities forecast published in our Economic and fiscal outlook (EFO). The key components 
of the UK forecast are: 

• total pay-as-you-earn (PAYE) liabilities; 

• self-assessment (SA) liabilities on NSND income. The UK forecast for SA in the EFO is 
on a receipts basis (i.e. when the cash is received). For this forecast it is adjusted to be 
on a liabilities basis (i.e. when the activity occurred) and to exclude the savings and 
dividend elements of SA; and  

• PAYE repayments and repayments to pension providers, from our income tax 
repayments forecast. 

2.9 We apply the latest estimated Scottish and Welsh shares to the UK total of these forecast 
components. We then include deductions in respect of the Scottish and Welsh shares of Gift 
Aid repayments. Finally, we add estimates of the Scottish and Welsh income tax element of 
new policy measures announced in this Autumn Statement. 

2.10 Information on the share of UK income tax in Scotland and Wales is derived from the Survey 
of Personal Incomes (SPI), an annual survey based on a sample of about 700,000 
individuals in contact with HMRC during the course of the year through the PAYE, SA or 

Devolved taxes forecast 8 
  



  

  Income tax 

repayment claim systems. This is only available with a long lag, with data currently only 
available up to 2013-14. 

2.11 An individual’s Scottish taxpayer status is determined by the location of their main place of 
residence for the majority of the tax year. If this is in Scotland, they are defined as a Scottish 
taxpayer. This leads to some uncertainty as some observations within the SPI are missing 
location data and in other cases the location can be hard to determine. It will be the 
responsibility of taxpayers to tell HMRC their correct address.  

2.12 The Scottish and Welsh shares can be affected by a number of factors. These include: 

• different economic trends between Scotland/Wales and the UK as a whole; 

• different movements in the income distribution between Scotland/Wales and the UK; 
and 

• different effects of policy measures. 

2.13 Chart 2.1 shows the estimates of the Scottish and Welsh share from the SPI of total income 
tax, including savings and dividends. The Scottish share has been fairly stable at close to 
7.3 per cent in most years, with a small drop in 2013-14. The Welsh share has been 
declining since peaking in 2003-04 at 3.4 per cent. It reached 2.8 per cent in 2013-14. In 
both cases the share is lower than the countries’ share of the UK population: in 2014, 8.2 
per cent of the UK’s population lived in Scotland and 4.8 per cent in Wales.  

Chart 2.1: Scottish and Welsh historic share of income tax receipts 
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2.14 These different shares of UK income tax can partly be explained by different labour market 

trends in Wales and Scotland relative to the rest of the UK. Charts 2.2 and 2.3 show that the 
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employment rate in Scotland has generally been similar to that in the UK as a whole, but it 
has typically been lower in Wales. Unemployment rates are similar, so the lower Welsh 
employment rate mainly reflects a higher inactivity rate. 

Chart 2.2: Employment rates in the UK, Scotland and Wales 
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Chart 2.3: Unemployment rates in the UK, Scotland and Wales 
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2.15 Another factor for the relatively lower shares is the distribution of income. While the rates 

and thresholds of the income tax regime have varied over time, those on higher incomes 
have always been subject to higher marginal tax rates. Chart 2.4 shows the proportion of 
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total taxpayer income by income bands. Compared to the UK, the proportion of taxpayer 
income attributable to individuals with incomes below £30,000 is higher in Scotland, and 
particularly so in Wales. That pattern is reversed for incomes over £50,000 – and 
particularly for those over £150,000. 

Chart 2.4: Proportion of total taxpayer income by income bands (2013-14)  
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2.16 In recent years, revenue-raising policies have generally affected the top end of the income 

distribution. These include the additional rate of income tax that applies to incomes over 
£150,000, the tapered withdrawal of personal allowances over £100,000, freezes in the 
basic rate limit and higher rate thresholds and a number of anti-avoidance measures. In 
contrast, tax cuts, most notably the successive increases in the personal allowance, have had 
more of an effect at the lower end of the income distribution. We have adjusted the Scottish 
and Welsh shares used in our forecast to reflect the asymmetric effect of policies that have 
been implemented since the latest available SPI data. 

2.17 The final step in our forecast process is to add the estimated Scottish and Welsh share of 
newly announced policy measures to generate the post-measures forecast. 

UK forecast 

2.18 Table 2.1 shows the UK forecast of tax liabilities on NSND income. Prior to including any 
policy measures our UK forecast is lower in each year of the forecast. By 2020-21, our 
forecast for UK tax liabilities on NSND income is £20 billion lower than we forecast in 
March. The key factors explaining the shortfall are: 

• revisions to 2015-16 and earlier years. The PAYE income tax element of the UK 
forecast was revised down for 2015-16 in light of weaker-than-expected receipts at the 
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end of the financial year. This reflected lower tax from financial and non-financial 
sector bonuses. HMRC has also identified an error in the 2013-14 estimate of UK self-
assessment liabilities on NSND income. Taken together, this lower starting point feeds 
through into a lower forecast in subsequent years; 

• weak in-year PAYE receipts. PAYE receipts have been revised down sharply in 2016-17 
(by £6.1 billion). This reflects the shortfall in 2015-16, weaker earnings growth and a 
lower than expected effective tax rate on employee salaries. This may reflect changes 
in the composition of the labour force or the income distribution. Growth in receipts 
from the financial sector – with many jobs at the higher end of the income distribution 
– has been weak so far in 2016-17. Over half of the gains in employee jobs in the last 
six months have been part-time where the effective tax rate paid is typically lower. The 
shortfall in 2016-17 is not explained by slower earnings growth is assumed to be 
structural and pushed through to future years; 

• lower productivity growth. Earnings growth has been revised down, largely because of 
lower trend productivity growth. Uncertainty in the run-up to and in the transition 
phase after the UK’s exit from the EU is likely to affect investment and the capital stock, 
with knock-on effects on trend productivity growth; 

• differential earnings. We have assumed weaker growth at the top-end of the earnings 
distribution for four years from 2018-19 onwards, on the assumption that financial 
sector employment and earnings are likely to be disproportionately affected by the 
UK’s exit from the EU;  

• incorporations. An updated model of the pace at which people are moving from 
employment to incorporation has reduced NSND receipts by around £2.6 billion in 
2020-21. That reflects the net effect of lower tax paid on employment income (relevant 
to our devolved income tax forecast) partly offset by higher corporation tax and 
dividends taxation. Box 4.1 in our EFO discusses this issue in more detail; and 

• recosting of past measures. Following the UK Government’s decision to abandon 
plans to create a market for secondary annuities, we have taken out the associated 
yield of just under £0.5 billion in 2017-18 and 2018-19 from PAYE receipts. SA 
liabilities on NSND income have also been revised down. We have lowered the yield 
expected from earlier policy measures and have assumed that the accelerated 
payments measures yields £0.7 billion less in 2015-16 than expected in March. 
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Table 2.1: Whole UK forecast of tax liabilities on non-savings, non-dividend income 

£ billion
2013-14 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22

March 2016 (excluding 
March measures) (a)

148.6 154.7 162.9 169.8 180.5 189.8 197.7 208.2

November 2016
(inc March measures)

146.0 150.9 156.9 159.4 162.9 168.9 176.5 185.2 195.2

November 2016 
(excluding March measures) 

146.0 150.9 156.9 159.8 165.8 171.9 179.1 188.7 199.0

Forecast difference (b - a) -2.6 -3.8 -6.0 -10.0 -14.6 -17.9 -18.6 -19.5
November 2016 post-
measures forecast 

146.0 150.9 156.9 159.4 163.1 169.3 177.1 185.6 195.6
 

 
2.19 A number of policy measures that affect NSND income tax receipts have been announced in 

this Autumn Statement the largest are:  

• ‘Salary Sacrifice: remove tax and NICs advantages’. This changes the amount of 
taxable benefit for benefits-in-kind provided in exchange for salary sacrifice, with much 
of the revenue relating to changes to workplace parking and company cars; 

• ‘Money Purchase Annual Allowance: reduce to £4,000 per annum’. Taxpayers are 
allowed to carry on contributing to a defined-contribution pension while also drawing 
down pension funds. The amount is being reduced from £10,000 to £4,000; and 

• ‘Disguised Remuneration: extend to self-employed and remove company deduction’. 
This extends similar Budget 2016 measures targeting employees and contractors, 
whereby income is disguised in the form of unrepaid loans. 

Scottish forecast 

2.20 Table 2.2 shows our latest forecast of the Scottish share of income tax. Our March forecast 
was based on the devolution of the 10p SRIT. Following the passage of Scotland Act 2016, 
we have increased our share of Scottish income tax from 2017-18 onwards to reflect the 
additional revenue as set out in the Act. The table also presents our latest forecast on the 
same basis as was used in March and on the broader basis for the years up to 2016-17. 

Table 2.2: Scottish share of income tax 

2013-14 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22

March 2016 2.99 2.98 2.96 2.94 2.94 2.94 2.94 2.94
November 2016- SRIT 2.99 2.98 2.95 2.94 2.94 2.94 2.94 2.94 2.94
November 2016- full NSND 7.35 7.40 7.38 7.36 7.35 7.35 7.36 7.37 7.37
November 2016 2.99 2.98 2.95 2.94 7.35 7.35 7.36 7.37 7.37

Per cent of UK total for non-savings, non-dividend liabilities

 
 
2.21 Table 2.3 provides our forecast for Scottish income tax liabilities. These are the liabilities for 

SRIT in 2016-17 and the full devolution of NSND income from 2017-18 onwards. As set out 
in paragraph 2.4, we assume the same rates and thresholds apply as for the rest of the UK.  
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2.22 Policy costings less than £3 million are not reported by the Treasury when setting out the 
effect on borrowing of policy decisions. Their effect is reported as negligible. There are three 
measures in this Autumn Statement where the impact is greater than £3 million for Scottish 
income tax. In each case the estimated effect is based on the assumption that the impact on 
Scottish revenue is the same on a per capita basis as overall tax liabilities – i.e. the 7.3 per 
cent of the total UK revenue that is used in the forecast. All three are subject to relatively 
high levels of uncertainty: 

• ‘Salary Sacrifice: remove tax and NICs advantages’. We have assigned this measure a 
‘high’ level of uncertainty, with very limited data available on many of the benefits-in-
kind within the scope of the measure. HMRC analysts were able to look at the 
company car specific element, which showed only a marginally lower propensity of use 
in Scotland versus the UK as a whole. The costing therefore assumes that the share of 
revenue raised in Scotland is proportional to the total revenue raised in Scotland. Just 
over a third of the overall yield to be from increased NICs; 

• ‘Money Purchase Annual Allowance: reduce to £4,000 per annum’. This costing 
assumes that the effect of the measure in Scotland will be the same as the overall 
share of tax liabilities. The measure will mainly affect individuals near retirement age, 
the proportion of which is slightly higher in Scotland. It is also likely to be used by 
higher earners, the proportion of which is slightly lower in Scotland. Around a third of 
the overall yield from the measure is expected to be from increased NICs. We 
assigned this measure a ‘medium-high’ uncertainty ranking; and 

• ‘Disguised Remuneration: extend to self-employed and remove company deduction’. 
This costing has a ‘very high’ level of uncertainty as a large proportion of the tax base 
was calculated based on assumptions from HMRC’s operational intelligence rather 
than any firm data. In the absence of firm information the costing assumes that the 
propensity to use these schemes in Scotland is the same as in the rest of the UK. 
Around a quarter of the revenue from the full measure is raised through corporation 
tax, with the proportion from corporation tax increasing in later years. 

2.23 A number of other measures have smaller effects that individually amount to less than £3 
million but together add small amounts to receipts. Most of this relates to a package of 
HMRC administrative and operational measures. Some of these costings were based on 
self-assessment returns reported under the ‘disclosure of tax avoidance schemes’ (DOTAS) 
framework. HMRC analysis of the postcodes on known tax avoiders within scope of these 
measures showed a lower propensity of use in Scotland, so the costing assumes a less than 
proportional effect for this measure. We consider this package to have a ‘high’ degree of 
uncertainty.  
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Table 2.3: Scottish income tax forecast 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22

Pre-measures forecast 4541 4589 11756 12192 12731 13405 14155
Salary Sacrifice: remove tax and 
NICs advantages

0 neg 4 11 11 11 12

Money Purchase Annual 
Allowance: reduce to £4,000 per 
annum

0 0 3 3 3 3 3

Disguised Remuneration: extend to 
self-employed and remove 
company deduction

0 0 neg 8 17 neg neg

Net effect of other measures 0 neg 3 6 8 10 8

Total new measures 0 neg 12 28 39 26 26

Post-measures forecast 4541 4590 11768 12220 12770 13432 14181

£ million

 
 
2.24 Table 2.4 and Table 2.5 provides a breakdown of our underlying forecast changes in the 

Scottish income tax forecast since March. To aid comparison, we have set out the tables on 
the basis of a pre-measures SRIT (Table 2.4) and then with the full NSND (Table 2.5). The 
change from SRIT to full NSND share adds around £7 billion a year. Other changes to the 
forecast include: 

• the lower UK forecast is the biggest factor, reducing receipts in all years for the 
reasons described above. The increases to full NSND share means that the 
deterioration in the UK forecast has a larger absolute effect on the Scottish forecast; 

• recosting of previous measures, including the decision to abandon plans to create a 
market for secondary annuities and weaker accelerated payments, reduces expected 
revenues; 

• a new estimate of the Scottish share of gift aid costs. Gift aid is expected to cost £1.3 
billion in 2016-17 at the UK level, increasing to £1.5 billion by 2021-22. HMRC has 
estimated that the Scottish share of gift aid cost is higher than its share of tax liabilities 
(at 8.3 per cent), closer to Scotland’s share of the UK population; and 

• remaining changes in the Scottish share are small. 
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Table 2.4: Changes in Scottish income tax since March (pre-measures SRIT basis) 

2013-14 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21
March 2016 SRIT 4393 4539 4722 4902 5139 5399 5638 5920
November 2016 SRIT pre-
measures

4314 4422 4541 4589 4696 4866 5076 5339

Change -79 -117 -181 -313 -443 -532 -563 -581

of which:
Scottish share (SRIT basis) 0 -6 -7 -2 -3 -6 -5 -3
Other (including gift aid 
estimates and previous 
measures)

0 1 4 -17 -10 -1 -10 -5

UK forecast -79 -112 -179 -294 -430 -525 -547 -573

£ million
Outturn Forecast

 
 
Table 2.5: Changes in Scottish income tax since March (full NSND basis) 

2013-14 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21
November 2016 pre-
measures (SRIT basis)

4314 4422 4541 4589 4696 4866 5076 5339

November 2016 actual 4314 4422 4541 4590 11768 12220 12770 13432

Change 0 0 0 0 7071 7354 7694 8092

of which:

Full NSND Scottish share 0 0 0 0 7060 7326 7655 8066

New measures 0 0 0 neg 12 28 39 26

Outturn Forecast

£ million

 
 

Welsh forecast 

2.25 Table 2.5 shows our forecast for the Welsh share of income tax. The 2013-14 SPI data 
published in February 2016 indicated a Welsh share of 1.28 per cent. We have revised it 
down very slightly in this forecast due to recosting previous policy measures.  

Table 2.6: Welsh share of income tax  

2013-14 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
March 2016 1.28 1.28 1.26 1.25 1.25 1.25 1.25 1.25

November 2016 1.28 1.27 1.26 1.25 1.24 1.24 1.25 1.25 1.25

Per cent of UK total for non-savings, non-dividend liabilities

 
 
2.26 Table 2.6 provides a forecast for Welsh income tax liabilities on NSND income. These are 

the liabilities specifically for the Welsh rate. It assumes that a 10p rate is implemented by the 
Welsh Assembly. The disguised remuneration extension is the only measure in this Autumn 
Statement that has a non-negligible impact on the WRIT and then only in 2019-20. As with 
the estimate of the Scottish impact, we have assumed that the propensity to use such 
schemes is the same as in the rest of the UK. 
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Table 2.7: Welsh income tax forecast 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
Welsh income tax liabilities (pre-
measures)

1928 1941 1979 2053 2144 2260 2387

Disguised Remuneration: extend to self-
employed and remove company 
deduction

neg neg neg 3 neg neg

Net effect of other measures neg neg neg 3 4 4
Welsh income tax liabilities (post-
measures)

1928 1941 1981 2057 2151 2264 2391

£ million

 
 
2.27 Table 2.7 provides a breakdown of the other changes in the Welsh income tax forecast 

since March. Changes in the Welsh share have been relatively small. The downward 
revision to our UK forecast is the main reason for the lower Welsh forecast. The Welsh share 
of gift aid costs has been estimated by HMRC to be slightly lower than the share of 
population at 4.1 per cent. Gift aid repayments are estimated to cost around £30 million a 
year 

Table 2.8: Changes in Welsh income tax since March 

2013-14 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21

March 2016 1876 1937 2010 2081 2171 2279 2382 2505

November 2016 1843 1886 1928 1941 1981 2057 2151 2264

Change -34 -51 -82 -140 -190 -222 -231 -241

of which: 0 0 0 0 0 0 0 0

Welsh share 0 -4 -8 -9 -5 -3 0 0
Other (including gift aid 
estimates and previous 
measures)

0 1 2 -7 -5 -1 -5 -2

New measures 0 0 0 neg neg 5 7 5

UK forecast -34 -48 -76 -124 -182 -223 -233 -244

£ million

Forecast
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3 Taxes on property transactions 

Scottish land and buildings transaction tax 

3.1 The Scotland Act 2012 provided for stamp duty land tax (SDLT) to be devolved to Scotland 
in April 2015, which included the power to change the tax system as well as tax rates. The 
system was changed through the Land and Buildings Transaction Tax (Scotland) Act 2013, 
which received Royal Assent on 31 July 2013. 

3.2 In April 2015, the land and buildings transaction tax (LBTT) replaced UK-wide SDLT in 
Scotland. Prior to that there were also reforms to the UK SDLT tax system that took place in 
December 2014. The main changes that have affected the taxation of property transactions 
in Scotland are:  

• on 4 December 2014, the UK residential SDLT regime moved from a ‘slab’ to a ‘slice’ 
system. As a result, between December 2014 and March 2015 property transactions in 
Scotland were taxed under the new UK SDLT regime, before moving to the LBTT 
regime in April 2015. The UK changes were discussed in our December 2014 EFO; 

• a requirement to pay LBTT prior to registration of the title, intended to encourage 
prompt payment; and 

• modifications to reliefs and exemptions, including the withdrawal of sub-sale relief 
arrangements. 

Residential property 

3.3 The Scottish Government announced LBTT rates and bands for 2016-17 in its December 
2015 Draft Budget. For residential property the rates remained at: 

• 0 per cent on transactions up to £145,000; 

• 2 per cent on the portion above £145,000 up to £250,000; 

• 5 per cent on the portion above £250,000 up to £325,000; 

• 10 per cent on the portion above £325,000 up to £750,000; and 

• 12 per cent on the portion above £750,000. 

3.4 From April 2016 the Scottish Government has also implemented a 3 per cent supplement 
for purchases of additional properties, such as buy-to-let and second homes. The 3 per cent 
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additional dwellings supplement applies to all transactions over £40,000. For example, a 
£100,000 purchase of a buy-to-let property would be subject to LBTT. It would be exempt if 
purchased as a primary residence. This measure is similar to that announced by the UK 
Government in Autumn Statement 2015 and also implemented in April 2016.  

3.5 Chart 3.1 shows how the amount of tax paid on transactions at different property prices 
differs between the UK SDLT system and the Scottish LBTT system. It shows that there are 
substantial differences at some prices. For example, the purchaser of a £260,000 main 
residence – just above the 2 per cent threshold in both systems – would pay £400 less tax in 
Scotland. By contrast, the purchaser of a £1.5 million main residence would pay £45,000 
more tax under the Scottish system. For additional properties, the differences are similar, but 
the amount of tax paid under both systems is higher due to the surcharge/supplement. 

Chart 3.1: UK SDLT and Scottish LBTT tax schedules for residential property 
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3.6 Chart 3.2 shows LBTT tax schedule for main residential property transactions up to 

£500,000 against the distribution of house prices in Scotland under the last year of SDLT in 
2014-15 and under LBTT in 2015-16. From this it is clear that for the majority of properties 
in Scotland there would be a zero rate and that few properties in Scotland would be subject 
to the 10 and 12 per cent LBTT rates. The distribution of transactions is now smoother, with 
the previous distortions at the old SDLT ‘slab’ tax thresholds of £125,000 and £250,000 
much reduced. This is consistent with the assumptions made in our December 2014 EFO 
about the UK SDLT reform, although some inertia and preference for negotiating prices at 
round numbers has meant the bumps in the distribution have not disappeared entirely. 
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Chart 3.2: Distribution of property transactions in Scotland and LBTT tax rate 
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Commercial property 

3.7 The rates for Scottish commercial property are:  

• 0 per cent on property transactions up to £150,000; 

• 3 per cent on the portion above £150,000 up to £350,000; and 

• 4.5 per cent on the portion above £350,000. 

3.8 In March 2016, the UK Government announced reforms to commercial SDLT, moving that 
from a ‘slab’ to a ‘slice’ system as well. The rates are not identical to those under LBTT. The 
0 per cent band is the same, but it is followed by a 2 per cent rate that has an upper limit at 
£250,000, above which there is 5 per cent rate. Chart 3.3 shows the comparison with LBTT. 
A commercial property transaction at £275,000 would pay £500 more under LBTT than 
SDLT whereas a transaction at £480,000 would pay £1,650 more under SDLT. 
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Chart 3.3: UK SDLT and Scottish LBTT tax schedules for commercial property 
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Welsh property transactions tax 

3.9 The Welsh Government in its Tax Collection and Management (Wales) Act 2016, 
announced its intention to replace SDLT with a ‘land transaction tax’. A further bill will detail 
the new tax rates and bands. Our forecasts will reflect the new tax when details of any 
changes become sufficiently clear. 

Methodology 

3.10 The forecast for residential LBTT and the share of Welsh residential SDLT uses the HMRC 
residential ‘stamp duty plus model’ (SDM+). This is a microsimulation model that allows us 
to apply the tax schedules for LBTT and SDLT to a full sample of transactions from a given 
year and then grow them in line with our price and transactions forecasts for the residential 
property markets. We moved to this model in March 2016, having previously relied on a 
representative 10 per cent sample. We assume that Scottish and Welsh prices and 
transactions grow in line with those for the UK as a whole from 2015-16 onwards. 

3.11 The forecast for commercial LBTT and the Welsh share of commercial SDLT is modelled 
using HMRC’s commercial stamp duty plus model, which works in a similar way to the 
residential SDM+. Again, we assume that Scottish and Welsh prices and transactions grow 
in line with those for the UK as a whole from 2016-17 onwards. The volatility of commercial 
property prices and transactions is considerably greater than in the residential market. 

3.12 Our residential Welsh SDLT forecast uses base year data from 2015, while for commercial 
SDLT it is 2015-16. HMRC does not hold information on the distribution of LBTT payments, 
therefore the base year remains SDLT transactions in Scotland in 2013-14, with substantial 
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adjustments applied to account for the significant policy changes since then. Each base year 
will have a slightly different distribution of transactions and that may affect how each 
forecast responds to changes in economic determinants. Similarly, the LBTT forecast may 
respond differently to the forecast for SDLT. We will be working with HMRC, Revenue 
Scotland and the Scottish Fiscal Commission to ensure that future LBTT forecasts can be 
based on more recent data.  

3.13 We add any additional effects from new policy measures to produce the post-measures 
forecast. 

3.14 Table 3.1 shows how the Scottish and Welsh shares of UK property transaction tax receipts 
have evolved since 2007-08. All data points relate to SDLT except 2015-16 in Scotland, 
which relates to LBTT. UK-wide receipts fell sharply in 2008-09 and only returned to their 
pre-crisis levels in 2014-15. Scottish and Welsh residential SDLT receipts are still below their 
pre-crisis levels, and their share of total receipts has continued to fall for both residential 
and commercial transactions. The declining share is partly due to the strength of the 
property market in London and southern England in recent years. House prices and 
property transactions are still below their pre-crisis peak in both Scotland and Wales.  

3.15 In 2015-16 receipts from residential transactions fell in Wales and Scotland, largely due to 
the policy reforms that reduced the tax paid on most transactions. Commercial property tax 
receipts in Scotland and Wales in 2015-16 remained slightly below their 2007-08 levels. 

Table 3.1: Historical Scottish and Welsh shares of property transaction tax receipts 

2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16
UK: 9958 4796 4885 5960 6130 6907 9273 10738 11090
of which

Residential 6680 2950 3290 4040 4220 4905 6450 7500 7510
Commercial 3278 1846 1595 1920 1910 2002 2823 3238 3580

Scotland: 565 320 250 330 275 283 390 475 410
of which:

Residential 340 185 135 165 155 170 215 270 200
Commercial 225 135 115 165 120 113 175 205 210

Wales: 210 115 100 115 125 105 150 172 150
of which:

Residential 130 55 55 65 65 70 90 105 80
Commercial 80 60 45 50 60 35 60 70 70

Scotland:
Residential share 5.1 6.3 4.1 4.1 3.7 3.5 3.3 3.6 2.7
Commercial share 6.9 7.3 7.2 8.6 6.3 5.6 6.2 6.3 5.9
Wales:
Residential share 1.9 1.9 1.7 1.6 1.5 1.4 1.4 1.4 1.1
Commercial share 2.4 3.3 2.8 2.6 3.1 1.7 2.1 2.2 2.0

£ million

Totals

Per cent of UK total
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UK SDLT forecast 

3.16 Stamp duty land tax (SDLT) receipts are forecast to increase by 50 per cent over the forecast, 
from £11.1 billion in 2016-17 to £16.6 billion in 2021-22. This strong rise reflects both tax 
base effects – rising prices and, to a lesser extent, transactions – as well as a rising effective 
tax rate, as rising house prices drag a greater proportion of the value of residential 
transactions into higher tax brackets. It also reflects policy measures that have come into 
effect in 2016: the 3 per cent SDLT surcharge on additional properties and the reforms to 
the commercial property regime.  

3.17 Compared with March, SDLT receipts in 2016-17 have been revised down by £1.6 billion. 
Residential transactions have been lower than forecast, partly due to the additional 
properties surcharge having a much greater forestalling effect than we expected. Property 
prices are a little weaker since our last forecast, although the introduction of a new ONS 
house price index means our current and previous forecasts are not directly comparable. 
The effective tax rate also appears to have fallen, reflecting the weaker top end of both the 
commercial and residential property markets. These negative effects are partly offset by the 
additional properties surcharge bringing in more receipts than expected. Pushing the 
weaker 2016-17 receipts through the forecast takes £1.7 billion off receipts by 2020-21 
compared to our March forecast.  

3.18 The package of HMRC administration and operational measures announced in this Autumn 
Statement raises a small amount of additional SDLT in our UK forecast, but SDLT makes up 
less than 10 per cent of the total yield expected from the package.  

Scottish forecast 

LBTT receipts outturn 

3.19 Eighteen months of LBTT receipts data have now been published by Revenue Scotland. 
These are shown in Chart 3.4. In 2015-16, total receipts were £416 million, with £202 
million from residential transactions and £214 million from commercial transactions. For 
the six months to September 2016 the trends in receipts have diverged. Residential receipts 
are up £52 million (58 per cent) on the same period last year, much of this being due to the 
additional dwellings supplement raising £42 million (net of paid refunds). Commercial 
receipts are 9 per cent down on the same period, with this weakness concentrated in the 
months after the EU referendum in late June. From July to September commercial LBTT 
receipts were down 31 per cent on the same period in 2015. We have adjusted our 
forecasts in light of these trends.  

3.20 The residential profile in both 2015-16 and 2016-17 has been distorted by ‘forestalling’ 
effects. These occur when firms or individuals bring activity forward to avoid paying tax at a 
higher rate that is about to take effect.1 A large number of high-value residential 
transactions were brought forward before the April 2015 introduction of LBTT. This boosted 

1 For more information see our Working Paper No.10: Forestalling ahead of property tax changes (2016). 
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SDLT receipts in March 2015 at the expense of LBTT receipts in the following months. The 
same pattern took place at the end of 2015-16, when buyers moved transactions forward to 
avoid the additional dwellings surcharge that took effect in April 2016. 

3.21 The outturns suggest there may also have been some LBTT forestalling with commercial 
transactions, although the month-on-month growth is less pronounced. Commercial 
transactions tend to cluster at the end of the calendar year and financial year, with a similar 
pattern observed in Scotland and at the UK level.  

Chart 3.4: Land and buildings transaction tax outturns 
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LBTT forecast 

3.22 Table 3.2 shows our latest forecasts for residential and commercial LBTT. They reflect the 
latest residential and commercial LBTT receipts pattern in-year. Our residential LBTT forecast 
for 2016-17 is little changed from March. We still expect a large increase (45 per cent) 
between 2015-16 and 2016-17. We have revised down our residential LBTT forecast for the 
rest of the forecast period, by an average of 3 per cent a year.  

3.23 We have made larger changes to our commercial LBTT forecast. We now expect receipts to 
fall by 12 per cent this year. For the rest of the forecast, receipts remain around 13 per cent 
lower than we forecast in March. This leaves overall LBTT down by an average of 6 per cent 
compared to March, but receipts still rise significantly across the forecast period. Residential 
LBTT receipts are forecast to increase by 75 per cent across the forecast period, while 
commercial LBTT receipts rise 24 per cent. 
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Table 3.2: Land and buildings transaction tax forecast 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
Total LBTT
March 2016 401 509 581 644 707 767
November 2016 416 483 539 596 657 726 796
Change 15 -26 -42 -48 -50 -41
Residential LBTT
March 2016 206 292 352 404 454 500
November 2016 202 293 340 387 437 496 554
Change -4 1 -12 -17 -17 -4
Commercial LBTT
March 2016 195 217 229 241 253 266
November 2016 214 190 199 209 219 230 242
Change 19 -27 -30 -31 -33 -36

£ million

 
 
3.24 Table 3.3 breaks down the sources of changes in our residential LBTT forecast since March. 

Recent LBTT outturns and changes in our house price and property transactions forecasts all 
reduce the forecast, but the biggest source of revision is an updated estimate of the effect of 
additional dwellings supplement. In March we used the Scottish Government’s published 
estimate that the measure would increase revenue by £23 million in 2016-17. This estimate 
factored in a negative behavioural impact on the main owner-occupier market that would 
reduce LBTT receipts by £13 million, while the supplement itself was expected to yield £36 
million. But it has already raised £42 million in the first six months of 2016-17, despite 
forestalling that will have reduced initial receipts. 

3.25 Those affected by the supplement are entitled to reclaim the surcharge if the property was 
purchased to replace their main residence and they sell their previous main residence within 
18 months, so the receipts to-date remain at risk of being refunded in future. The level and 
precise timing of refunds is highly uncertain – in the absence of full data, we assume that 25 
per cent of all revenue will be refunded, which has been split into 18 per cent within a year 
of the transaction taking place and 7 per cent in the second year. This refund assumption is 
slightly higher than in our SDLT forecast as Scotland has relatively smaller private rental 
sector, so more transactions are at risk of claiming a refund. Even after allowing for refunds, 
we expect the supplement in 2016-17 to raise £64 million more than we assumed in 
March, over 2½ times higher than the original estimate. This increase is carried through the 
rest of the forecast. It is a slightly bigger upward revision to the one we have made in our 
SDLT forecast, where the equivalent surcharge also appears to be raising more than 
expected despite forestalling and expected refunds. 

3.26 Compared to its SDLT equivalent we expect the LBTT supplement to account for a larger 
share of residential revenue. This is partly due to the higher proportion of transactions that 
would otherwise not be taxed in Scotland (see Chart 3.1). In 2015-16, around half of 
Scottish residential transactions were between £40,000 and £145,000 meaning they would 
only have paid LBTT if they were for an additional dwelling purchase. The price distribution 
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in the rest of the UK is higher while the starting threshold for SDLT is lower. So a lower 30 
per cent of transactions would only pay SDLT if they were for an additional property. 

Table 3.3: Changes in residential LBTT since March 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21
March forecast 206 292 352 404 454 500
November forecast 202 293 340 387 437 496
Change -4 1 -12 -17 -17 -4
of which:

Receipts outturn -4 -35 -39 -44 -49 -53
House prices -6 -12 -19 -20 -15
Property transactions -24 -17 -12 -8 -2
Recosting - additional dwellings supplement 64 54 57 60 66
Modelling 1 1 1 1 0

£ million

 
 
3.27 Table 3.4 shows the sources of changes in our commercial LBTT forecast since March. 

Despite higher-than-expected receipts in 2015-16, the main factor is the lower-than-
expected receipts so far in 2016-17, which is pushed through the forecast. The net effect of 
downward revisions to commercial prices and an upward revision to transactions is small, 
reducing the forecast from 2017-18 onwards. 

Table 3.4: Changes in commercial LBTT since March 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21
March forecast 195 217 229 241 253 266
November forecast 214 190 199 209 219 230
Change 19 -27 -30 -31 -33 -36
of which:

Receipts outturn 19 -34 -24 -25 -26 -28
Property market determinants 6 -7 -7 -8 -9
Modelling changes 1 1 1 1 1

£ million

 
 
3.28 The last forecast published by the Scottish Government was in December 2015, so does not 

reflect the latest outturns. In March our forecast for residential LBTT was around £25 million 
(8 per cent) lower than the Scottish Government’s estimate for 2016-17. By 2020-21, it was 
nearly £100 million (17 per cent) lower than the Scottish Government’s. Our forecast is 
lower than the Scottish Government’s December 2015 forecast, as the upward revision to 
receipts from the additional dwellings supplement only partially offsets the downward 
revisions to the main LBTT forecast. 

3.29 Our LBTT forecast models are different to those used by the Scottish Government. We use a 
microsimulation model (described above), whereas the Scottish Government uses a log-
normal model. We have considered the use of a log-normal model for our residential UK 
SDLT forecast, but decided that a microsimulation model was better able to factor in effects 
associated with the high-end London property market.  
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3.30 Our commercial forecast was extremely close to the Scottish Government’s in March. The 
big downward revision to this forecast because of weaker in-year receipts means that our 
latest forecast is around £30 million lower than the Scottish Government’s last forecast. 

Welsh forecast 

3.31 As described above, our Welsh residential SDLT forecast is estimated using HMRC’s 
residential SDM+ model and our UK-wide house price and residential transactions 
forecasts. Welsh commercial SDLT has been forecast using HMRC’s commercial SDM+ 
model and our UK forecast for commercial property prices and transactions. As with the 
main SDLT forecast, we have brought forward the base year in the model for this forecast. 
We then include the assumed Welsh share of SDLT policy measures in order to produce a 
final post-measures forecast.  

3.32 At this Autumn Statement there are no policy changes that have a significant impact on 
Welsh SDLT. The package of HMRC administration and operational measures raises a small 
amount of additional SDLT, but its impact on our Welsh SDLT forecast is negligible.  

3.33 Table 3.5 shows that we expect Welsh SDLT to increase by 80 per cent between 2016-17 
and 2021-22, reaching £319 million at the end of the forecast. Our residential forecast has 
been revised up in each year and is 12 per cent higher in 2020-21. This is offset by a large 
downward revision to our commercial forecast, which is 16 per cent lower. 

Table 3.5: Welsh SDLT forecast  

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
Total SDLT
March 2016 165 202 225 245 266 287
November 2016 150 198 221 240 261 289 319
Change -15 -4 -5 -5 -5 2 0
Residential SDLT
March 2016 87 110 127 141 158 173
November 2016 80 118 139 154 172 194 220
Change -7 7 12 13 14 21
Commercial SDLT
March 2016 78 92 99 103 108 114
November 2016 70 80 81 86 89 95 99
Change -8 -12 -17 -17 -19 -19

£ million

 
 
3.34 Table 3.6 shows that the only positive change in the residential forecast is due to the larger 

than expected yield from the additional property surcharge, which has been pushed through 
the forecast. All other changes have reduced receipts, including the latest receipts outturns 
and our new housing market forecasts. 
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Table 3.6: Changes in Welsh residential SDLT forecast since March 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21
March forecast 87 110 127 141 158 173
November forecast 80 118 139 154 172 194
Change -7 7 12 13 14 21
of which:

Receipts outturn -7 -4 -4 -5 -5 -6
House prices 0 -3 -6 -9 -9 -7
Property transactions 0 -10 -7 -5 -4 -1
Additional properties recosting 0 35 41 43 46 49
Modelling changes 0 -11 -12 -12 -14 -14

£ million

 
 
3.35 Chart 3.5 shows the price distribution of residential sales in Wales in 2015-16 compared to 

the UK including Scotland, and compared to the old Wales in 2014-15. The sharp 
distortions around the tax thresholds under the previous ‘slab’ regime have been reduced, 
though as in Scotland some clustering of transactions at ‘round numbers’ remains. The 
chart also shows that Wales has a larger proportion of transactions (around 40 per cent) 
between £40,000 and the first tax threshold (£125,000) than in the rest of the UK (around 
30 per cent). This has two implications for the forecast. First, as these transactions are only 
taxable if they are subject to the additional properties surcharge, the proportion of total 
SDLT receipts from surcharge is proportionally greater in Wales than in the rest of the UK. 
Second, there is greater fiscal drag in Wales. As the thresholds are fixed in cash terms we 
forecast that price increases will over time lead to houses purchases that currently pay no 
SDLT becoming taxable.  

Chart 3.5: Distribution of transactions by house price in Wales 
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3.36 Table 3.7 shows large but offsetting changes in our Welsh commercial SDLT forecast. The 
largest changes are the modelling. In our March forecast we assigned a proportion of the 
‘slice’ commercial property measure in line with the Welsh share of commercial property 
receipts. At the UK level, the policy was expected to raise revenue, which meant a positive 
effect on Welsh receipts in our March forecast. Any transaction with a value in excess of 
£1.05 million will pay more tax under the new regime while the reverse is true for 
transactions below that level. HMRC data show that the average price of a commercial 
transaction in Wales in 2015-16 was £703,000, while for the UK has a whole it was £1.16 
million. The average is heavily skewed by very expensive transactions in London, where the 
average price is £2.78 million. HMRC has now modelled the policy using transaction-level 
data. Given the relatively lower prices in Wales, this has the expected effect of reducing the 
forecast. We have also fed through lower commercial prices and transactions in line with 
our UK forecast.  

3.37 So far in 2016-17, commercial SDLT receipts in Wales have not been as adversely affected 
by the slowdown seen in parts of the commercial market, which have been most apparent in 
top-end London commercial property. This relatively strong in-year performance offsets 
much of the modelling and economic determinant changes set out above.     

Table 3.7: Changes in Welsh commercial SDLT forecast since March 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21
March forecast 78 92 99 103 108 114
November forecast 70 80 81 86 89 95
Change -8 -12 -17 -17 -19 -19
of which:

Receipts outturn -8 16 16 17 18 19
Property martket determinants 0 -5 -11 -11 -12 -13
Modelling changes 0 -22 -22 -23 -24 -25

£ million
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4 Environmental and transport taxes 

Landfill tax 

Trends in UK landfill tax receipts 

4.1 Landfill tax was introduced in 1996. It applies to all waste disposed of by way of landfill at a 
licensed site unless the waste is specifically exempt. Our forecast for UK landfill tax is driven 
by the tax base (the amount of waste sent to landfill) and the effective tax rate that will be 
paid (largely driven by policy decisions on rates, but also by the composition of waste sent 
to landfill as there are two different rates). Both elements represent sources of uncertainty. 

4.2 Since waste is largely a by-product of economic activity, we would expect growth in the tax 
base to be associated with GDP growth. And since the tax is paid on the volume of waste 
(per tonne), the relationship should be with real GDP. As Chart 4.1 shows, that relationship 
has been one of declining volumes of waste per unit of real GDP. Indeed, since landfill tax 
was introduced, there has been a clear downward trend in the amount of waste sent to 
landfill in the UK, falling from 96 million tonnes in 1997-98 to 34 million in 2015-16.  

Chart 4.1: UK landfill waste tonnage relative to economic activity  

 
 
4.3 Chart 4.2 shows landfill tax revenue collected by HMRC between 1997-98 and 2015-16. 

Landfill tax was fully devolved to the Scottish Parliament in April 2015, so the 2015-16 
figure also includes taxes collected by Revenue Scotland. Despite a declining tax base, 

0

10

20

30

40

50

60

70

80

90

100

0

10

20

30

40

50

60

70

80

90

100

1997-98 1999-00 2001-02 2003-04 2005-06 2007-08 2009-10 2011-12 2013-14 2015-16

To
nn

es
 p

er
 £

 m
ill

io
n 

of
 G

D
P

M
ill

io
ns

 o
f t

on
ne

s

Waste sent to landfill (Left axis)

Waste intensity of real GDP (Right axis)

Source: HMRC, Revenue Scotland, ONS, OBR

 31 Devolved taxes forecast 
  



  

Environmental and transport taxes 

receipts rose significantly for the first 15 years, mainly due to large increases in the duty 
rate. The standard rate has risen from £7 a tonne in 1997-98 to £82.60 for 2015-16 in 
both Scotland and the rest of the UK. Up until 2013-14 duty rate increases more than offset 
the reduction in the effective tax rate due to a steady decline in the proportion of waste sent 
to landfill that is subject to the standard rate – itself partly due to HMRC losing a court case 
that led to a narrowing of the scope of the standard rate. Receipts have fallen in the past 
two years, reflecting smaller increases in the standard rate, whilst the tax base has 
continued to decrease at a similar pace. Exempt and lower rate waste tonnages have been 
broadly flat over the period. 

Chart 4.2: UK landfill taxes standard rate and receipts 

 
 

Scottish rate 

4.4 Having been fully devolved in April 2015, Scottish landfill tax (SLfT) has replaced the UK 
equivalent in Scotland. In 2015-16, tax rates in both systems were equal. The Scottish 
Government’s December 2015 draft Budget again set rates for 2016-17 to match those in 
the rest of the UK. 

Welsh rate 

4.5 The Welsh Government announced in its Tax Collection and Management (Wales) Bill in July 
2015, its intention to replace landfill tax with a ‘land disposals tax’. Further details of the tax 
are included in the Land Transaction Tax and Anti-Avoidance of Devolved Taxes (Wales) Bill 
currently going through the National Assembly for Wales. Our forecasts will reflect the new 
tax when details of any changes become sufficiently clear. 
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Methodology 

4.6 The Scottish and Welsh landfill tax forecasts are produced by applying an assumption about 
the path of the Scottish and Welsh share of landfill tax to the UK forecast. The Scottish 
landfill tax forecast also takes into account the latest receipts outturn from Revenue Scotland. 

4.7 As noted above, the UK forecast is compiled using a forecast for the tonnage of waste sent 
to landfill, which is multiplied by the appropriate tax rate. The tonnage forecast is generated 
from separate Department for Environment, Food and Rural Affairs (DEFRA) projections of 
municipal solid waste, where data quality is good, and commercial and industrial waste, 
where it is less so. The expected amount of municipal waste sent to landfill is estimated by 
comparing the cost of alternative waste treatment options. DEFRA’s detailed models cover 
England, so are scaled up to get to a UK-wide forecast. The split between standard and 
lower tax rates is based on historical trends. The tax rates are assumed to be uprated in line 
with RPI inflation, consistent with the UK Government’s default uprating assumption. 

4.8 Five quarters of outturn data have been published by Revenue Scotland on Scottish landfill 
tax. This has allowed us to refine our methodology slightly. We continue to assume that 
receipts in Scotland follow the same profile as the rest of the UK, but we now use current 
year Scottish receipts to set the starting level of the forecast.  

4.9 The Welsh share of landfill tax receipts is not readily available, since landfill operators 
submit data returns that cover sites across England, Wales and Northern Ireland. The Welsh 
share is calculated using data from Natural Resources Wales. This detailed dataset offers 
comprehensive coverage of waste sent to landfill in Wales. Data for Northern Ireland are 
sourced from the Department of the Environment Northern Ireland to allow us to complete 
the picture for total UK landfill tonnage and calculate the Scottish and Welsh shares. 

4.10 We add the effect of any new policy measures to produce our post-measures forecast. 

UK forecast 

4.11 The latest available landfill tonnage data are shown in Table 4.1. As in our March forecast, 
2013-14 remains the latest year of available data for the whole of the UK and shows a 
continuation in the downward trend. The UK total has fallen 37 per cent since 2006-07, 
while there have been steeper falls in both Scotland (43 per cent) and Wales (44 per cent).  
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Table 4.1: Landfill tonnage in the UK 

 
 
4.12 The UK landfill tax forecast in Table 4.2 has been revised down since our March forecast. 

Receipts in the year to October were lower than expected, but recent large payments for 
historic liabilities has returned the forecast to broadly the position we expected in March. We 
have lowered the forecast from 2017-18 onwards to reflect growth in alternative treatment 
infrastructure for household waste. There are no measures in this Autumn Statement that 
affect landfill tax receipts. 

Table 4.2: Landfill tax forecast (England, Wales and Northern Ireland) 

 
 

Scottish landfill tax receipts outturn 

4.13 Revenue Scotland has now published five quarters of receipts (monthly data are 
unavailable). Receipts for the first quarter of 2016-17 were £37.7 million, up 4 per cent on 
a year earlier. Receipts in the rest of the UK fell by 15 per cent over the same period. The 
difference is explained by a growth in the proportion of landfill waste in Scotland subject to 
the standard rate compared to the rest of the UK. In Scotland it has risen from 43 to 45 per 
cent while it has fallen in the rest of the UK from 42 to 36 per cent. Landfill receipts are 
normally evenly spread across months, so we would expect first quarter receipts to provide a 
reasonable signal of the strength of receipts in 2016-17 as a whole. 

Scottish forecast 

4.14 The forecast for Scottish landfill tax in Table 4.3 has increased in the short term relative to 
our March forecast. We expect receipts to rise in 2016-17, but then to return to the 
downward trend we assume in the rest of the UK forecast, driven by lower tonnages of 
waste being sent to landfill. This means our forecast from 2019-20 onwards is lower than in 
March. The Scottish share of receipts in 2016-17 (15 per cent) is higher than the latest 
available estimate of the overall share of waste tonnage sent to landfill shown in Table 4.1, 
reflecting a higher proportion of waste being standard rated.  

2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14
England 63.9 59.0 51.4 43.9 43.8 44.0 41.6 41.1
Scotland 7.1 7.0 5.7 4.7 4.6 4.6 4.4 4.1
Wales 3.8 3.1 2.8 2.5 2.3 2.2 2.2 2.1
Northern Ireland 1.5 1.4 1.3 1.2 1.1 1.0 0.9 0.8
UK 76.3 70.5 61.2 52.2 51.8 51.8 49.1 48.2

Scotland 9.4 9.9 9.4 8.9 8.8 8.9 8.9 8.4
Wales 5.0 4.4 4.6 4.7 4.4 4.2 4.4 4.4

Tonnes (million)

Per cent of UK total

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
March 2016 956 905 824 821 837 853
November 2016 884 918 799 704 654 623 614
Difference -72 13 -25 -117 -182 -230

£ million
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4.15 Our March forecast was very close to the most recent 5-year forecast produced by the 
Scottish Government, in December 2015, in the early years of forecast. This forecast starts 
higher in 2016-17 and diverges further in the later years of the forecast. Part of the 
explanation is that the Scottish Government’s forecast makes an allowance for its waste 
reduction targets. By 2025, these seek to reduce total waste generated to 85 per cent of 
their 2011 level and total disposals to landfill to 5 per cent of total waste generated. While 
we project a sharper downward trajectory than in our March forecast, our forecast remains 
higher than the Scottish Government’s. 

4.16 Our forecasts only take policy targets into account when the details of policies to deliver 
them have been announced and are accompanied with relevant supporting analysis and 
costings. Otherwise we consider them to be policy aspirations, and note them as fiscal risks. 
In this instance, if waste sent to landfill was to fall faster than we assume in accordance with 
the Scottish Government’s targets Scottish landfill tax receipts would be lower. 

Table 4.3: Scottish landfill tax forecast 

 
 

Welsh forecast 

4.17 The Welsh landfill tax forecast in Table 4.4 moves in line with our UK forecast, but we have 
revised down the level of receipts relative to March. As in March, receipts are expected to 
fall in the next few years before rising again towards the end of the forecast. 

4.18 The largest revision to receipts is due to a downward revision to the Welsh share of UK 
Government landfill tax receipts – by 1.0 percentage point to 3.8 per cent – as we have 
been able to base that estimate on more recent and more comprehensive data. In our 
previous forecasts, we used a share of landfill tax based on waste tonnages as estimated by 
HMRC. Our March forecast was based on the 2013-14 estimate that 4.8 per cent of landfill 
tonnage was disposed of in Wales. For this forecast we received analysis from the Welsh 
Government using data held by Natural Resources Wales for 2015-16. This showed a faster 
reduction in the total tonnage of waste taken to landfill in Wales than in the rest of the UK. 
Based on the classifications used by Natural Resources Wales the landfilled waste was also 
less likely to pay at the standard rate.1 This is explained by recent additions to waste 
infrastructure leading to less local authority waste being subject to landfill. We assume the 
share of Welsh landfill tax revenue remains constant over the forecast period, so this 
revision affects all years on top of the effect of a lower UK forecast. 

4.19 Once again, our forecast does not make allowance for the Welsh Government’s aspiration 
to reduce landfill tonnage at a faster pace than in England. If specific policies are 

1 The classifications used by Natural Resources Wales do not map precisely to the tax regime. 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
March 2016 143 134 121 120 122 124
November 2016 148 154 134 118 110 105 103
Difference 5 20 13 -2 -12 -19

£ million
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announced that would be expected to lead to faster declines in landfill tonnage, we would 
consider them when producing our forecast. For now it is noted as a potential downside risk 
to this forecast. 

Table 4.4: Welsh landfill tax forecast 

 
 

Aggregates levy 

Trends in UK aggregates levy receipts 

4.20 The aggregates levy is a tax on the commercial exploitation in the UK of rock, sand and 
gravel. It is due from any business that quarries, dredges or imports these products. The levy 
came into effect in 2002. Our forecast for UK aggregates levy is driven by the tax base (the 
volume of aggregates exploited) and the effective tax rate that will be paid (largely driven by 
policy decisions on the rates paid, but also by the composition of the tax base as some 
aggregates are relieved or exempt from the levy). The tax base represents the main source 
of uncertainty in the forecast. 

4.21 Since aggregates are largely an input into broader economic activity, we would expect the 
growth in the tax base to be associated with GDP growth. And since the tax is paid on the 
volume of aggregates (per tonne), the relationship should be with real GDP. As Chart 4.3 
shows, that relationship has been one of relatively stable volumes of aggregates per unit of 
real GDP, with a shift in the level during the late 2000s recession that has persisted. Since 
the aggregates levy was introduced, output in absolute terms was relatively stable during the 
pre-crisis period, and then fell sharply in 2009-10. It was relatively stable again until 2012-
13, but the latest data suggest it has picked up again since then. 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
March 2016 47 44 40 40 41 42
November 2016 34 35 30 27 25 24 23
Difference -13 -9 -10 -13 -16 -18
of which:

Welsh share -9 -9 -8 -7 -7 -6

   UK forecast -4 0 -2 -6 -9 -12

£ million
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Chart 4.3: UK aggregates output relative to economic activity 

 
 
4.22 As Chart 4.4 shows, aggregates levy receipts fell significantly after 2008-09 but have now 

returned to their pre-crisis levels. The increases in the rate per tonne in 2008-09 and 2009-
10 were not sufficient to offset the fall in the tax base in 2009-10. With the rate per tonne 
frozen in recent years, receipts have been lifted by the pick-up in economic activity. 

Chart 4.4: UK aggregates levy rate and receipts 
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Scottish and Welsh rates 

4.23 The Government has legislated to devolve the aggregates levy to Scotland, to come into 
effect once the legal challenges affecting the levy are resolved. The Government has 
committed to keeping the devolution of aggregates levy to Wales under review and subject 
to the resolution of a legal challenge in the European courts it intends to devolve this tax in 
the future.  

Methodology 

4.24 The UK forecast is generated from a projection of the tax base that is multiplied by the tax 
rate. An econometric model relates the sales of primary aggregates to construction sector 
growth. The model also allows for use of recycled aggregates to increase over time and for 
substitution away from the extraction of primary aggregates. The tax rate is assumed to be 
uprated by RPI inflation, consistent with the UK Government’s default uprating assumption.  

4.25 To produce Scottish and Welsh aggregates levy forecasts, we apply our assumptions for 
their respective shares to the UK receipts forecast. These shares are estimated using data on 
the Scottish and Welsh share of aggregates production from the United Kingdom Mineral 
Yearbook, shown in Table 4.5. 

Table 4.5: Aggregates tonnage in the UK  

 
 
4.26 Finally, we add the Scottish and Welsh element of any policy measures to produce the post-

measures forecast.  

UK forecast 

4.27 Table 4.5 showed that aggregates tonnage across the UK has fallen 27 per cent since 
2007-08. The decline has been significantly greater in Scotland (41 per cent) and Wales (38 
per cent). Relative to our March forecast, tonnages have been revised down from 2017-18. 
This has been slightly offset due to the upward revision to our RPI inflation forecast, 
meaning faster rises in the tax rate. There are no policy measure that impact on aggregates 
levy in this Autumn Statement.  

2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
England 140.1 136.8 106.2 95.4 104.8 95.9        99.1 113.3
Scotland 37.2 32.3 28.4 28.6 27.5 24.8        22.2 24.9
Wales 20.8 18.0 12.2 12.6 13.6 12.3        13.0 16.4
Northern Ireland 6.7 5.3 4.8 3.9 20.0 18.4        17.9 16.8
UK 204.8 192.5 151.6 140.5 165.9      151.4       152.3 171.4

Scotland 18.2 16.8 18.7 20.3 16.6 16.4 14.6 14.5
Wales 10.2 9.4 8.1 9.0 8.2 8.1 8.5 9.6

Tonnes (million)

Per cent of UK total
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Table 4.6: UK aggregates levy forecast 

 
 

Scottish forecast 

4.28 Table 4.5 showed that the Scottish share of UK aggregates tonnage is relatively high, 
although it has fallen to below 15 per cent of the UK total in the last two years for which 
data are available. It fell slightly to 14.5 per cent in 2014-15, which we use as the basis for 
this forecast. As that share is assumed to remain constant, movements in the Scottish 
forecast follow the UK forecast very closely.  

Table 4.7: Scottish aggregates levy forecast 

 
 

Welsh forecast 

4.29 Table 4.5 showed that the Welsh share of UK aggregates tonnage is also relatively high, 
and that it increased to 9.6 per cent in 2014-15. That higher share is used as the basis for 
this forecast and is the reason why the Welsh forecast has increased since March. Again, 
since the Welsh share is assumed to remain constant, the forecast profile follows that of the 
overall UK forecast.  

Table 4.8: Welsh aggregates levy forecast 

 
 
 
 
 
 
 
 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
March 2016 351 352 375 371 374 377
November 2016 351 365 346 367 362 365 370
Difference 1 13 -29 -4 -12 -12

£ million

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
March 2016 51 51 55 54 55 55
November 2016 51 53 50 53 53 53 54
Difference 0 2 -5 -1 -2 -2

£ million

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
March 2016 30 30 32 32 32 32
November 2016 34 35 33 35 35 35 35
Difference 4 5 1 3 3 3

£ million
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Air passenger duty 

4.30 As set out in the introduction to this report, the Scotland Act 2016 includes provisions for the 
devolution of air passenger duty (APD) to Scotland in April 2018. 

Trends in UK air passenger duty 

4.31 APD is an excise duty that applies to all passengers on flights leaving UK airports, with the 
level of tax determined by the final destination and class of travel. Destinations fall into two 
bands based on flight distance from London, with the highest duty rate applying to flights of 
more than 2,000 miles. As APD applies to the final destination, interconnecting flights are 
exempt. It was introduced in 1994 and has been through numerous policy changes, with the 
most recent significant change coming in April 2015 when the three long-haul bands were 
consolidated into one, reducing the total number of bands from four to two.  

4.32 As Chart 4.5 shows, the number of air passengers departing UK airports fell sharply during 
the late 2000s recession before returning to pre-recession levels in 2015-16. Our APD 
forecast assumes air travel is correlated with broader economic activity, so we expect the 
change in passenger numbers to be associated with GDP growth. Since the tax is paid on 
the number of passengers, the relationship should be with real GDP. Chart 4.5 shows a 
stable relationship between air passengers per unit of real GDP.  

Chart 4.5: UK passenger numbers relative to economic activity 

 
 
4.33 Table 4.9 shows that UK receipts have increased steadily since the recession, although they 

fell in 2015-16 following the change to the long-haul bands that reduced the effective duty 
rate. Table 4.9 also shows the estimated proportion of historic APD attributable to Scotland 
using methodologies developed by HMRC and the Scottish Government: 
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• the HMRC approach uses unpublished data from the Civil Aviation Authority (CAA) on 
the number of passengers departing from UK airports, with adjustments based on the 
latest CAA International Air Passenger Route Analysis data and the ONS international 
passenger survey for the flight band and exemptions for interconnecting passengers. 
The Scottish share based on this approach has fluctuated, but there has been a steady 
increase in recent years from 8.2 per cent in 2011-12 to 9.6 per cent in 2015-16; and 

• the Scottish Government approach is presented in its ‘Government expenditure and 
revenue Scotland’ (GERS) publication. GERS also uses CAA data, but makes slightly 
different assumptions about the composition of the flight bands and interconnecting 
passengers. The share estimated in this way has been more stable at close to 9 per 
cent for the three most recent years. 

Table 4.9: Air passenger duty historic receipts 

 
 

Scottish APD rates 

4.34 Full devolution of APD to the Scottish Parliament will begin in April 2018. The previous 
Scottish Government pledged to reduce the APD rate by 50 per cent. It issued a consultation 
on this in March 2016. The current Scottish Government repeated this intention in its 2016 
election manifesto but has not yet set out specific details or a timescale for implementation. 
When details of any changes become sufficiently clear, they will be reflected in our forecast.  

4.35 For now, our forecast illustrates the potential revenue to Scotland on the basis of 
maintaining APD rates in line with those set by the UK Government. If rates in Scotland were 
to differ from those in the rest of the UK, estimating the effect on receipts would not be 
straightforward as there could be significant behavioural effects that we would need to take 
into account as passengers chose to use different airports and flight routes. 

Methodology 

4.36 Our forecast for UK APD is driven by the estimated number of passengers across the 
different bands, to which is applied the appropriate tax rate. APD rates are set to rise in line 
with the RPI, rounded to the nearest pound, in line with the UK Government’s stated 
uprating assumption. The forecast is therefore affected by our inflation forecast too. We 
include a separate adjustment in the model the increasing trend in the share of passengers 
using low-cost operators. 

2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 2015-16
Scotland (HMRC) 166 180 214 229 269 300 296
Scotland (GERS) 153 185 228 244 270 290 275
UK 1,856 2,155 2,607 2,791 3,013 3,175 3,077

Scotland (HMRC) 9.0 8.4 8.2 8.2 8.9 9.5 9.6
Scotland (GERS) 8.2 8.6 8.7 8.7 9.0 9.1 8.9

£ million

Per cent of UK total
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4.37 We take our central estimate of the share of APD revenue raised in Scotland as the mid-
point between the 2015-16 estimates presented by HMRC (9.6 per cent) and the Scottish 
Government (9.1 per cent). This rate is assumed to remain constant across the forecast. 

4.38 Finally, we add the Scottish element of any policy measures to produce the post-measures 
forecast. 

UK and Scotland forecasts 

4.39 Table 4.10 sets out our UK APD forecast for UK. The UK forecast is slightly lower than our 
forecast in March 2016 mainly due to our lower forecast for GDP over the period. Our 
methodology means the Scottish forecast moves in line with the UK forecast, and both 
forecasts grow by 27 per cent from 2016-17 to 2021-22.  There are not any policy 
measures that impact on APD in this Autumn Statement. 

Table 4.10: UK air passenger duty forecast 

 
 
Table 4.11: Scottish air passenger duty forecasts 

 

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
March 2016 3088 3231 3349 3527 3680 3869
November 2016 3039 3228 3350 3487 3653 3842 4037
Difference -48 -3 1 -41 -27 -26

£ million

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
March 2016 289 302 313 330 344 362
November 2016 284 302 313 326 342 360 378
Difference -5 0 0 -4 -2 -2

£ million
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Finance and Constitution Committee 
 

1st Meeting, 2017 (Session 5), Wednesday 11 January 2017 
 

Draft Budget 2017-18 (Revenue) 
 
Purpose 

1. The purpose of this paper is to provide background information in advance of the 
Committee’s oral evidence session with Derek Mackay, Cabinet Secretary for Finance 
and the Constitution, on the revenue side of Draft Budget 2017-18. 
 
2. Until 2016-17, the Committee’s scrutiny of the Draft Budget had tended to focus 
on the expenditure side of the budget and all elements of the Draft Budget were 
covered in a single evidence session with the Cabinet Secretary. However, as a result 
of increased powers over taxation being devolved to the Scottish Parliament, the 
previous Committee and the Scottish Government agreed that scrutiny of the Draft 
Budget would take place over two separate oral evidence sessions, with one 
considering the revenue side and the other expenditure.  
 
3. The Committee will take evidence on the expenditure side of the Draft Budget on 
Monday 16 January.  
 
Draft Budget 2017-18 
 
4. Draft Budget 2017-18 along with its accompanying documents was published on 
15 December 2016. These documents are available via the following links— 
 

 Draft Budget 2017-18 
 Scotland Performs Update 
 Carbon Assessment of the 2017-18 Draft Budget 
 Equality Statement 
 Scottish Budget - Draft Budget 2017-18 Devolved Taxes Methodology Report 
 Public Sector Pay Policy 2017-18 
 Infrastructure Investment Plan 2015 

 
5. A SPICe briefing note on the Draft Budget was published on 19 December 2016. 

 
Scottish Government Taxation Proposals 
 
6. Under the terms of the Scotland Act 2016, power to set the rates and bands for 
Scottish income tax will be devolved from April 2017.  This power will supersede the 
existing tax varying power, the Scottish Rate of Income Tax (SRIT), under which any 
changes to Scottish income tax rates would be applied equally over all tax bands 
 
7. In Draft Budget 2017-18, the Scottish Government proposed to “freeze the basic 
rate of income tax at 20 per cent.” The Scottish Government is also proposing to “freeze 
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the higher and additional rates at 40 per cent and 45 per cent respectively. The higher 
rate of income tax threshold is proposed to increase by inflation to £43,430 in 2017-18.” 
 
8. Responsibility for LBTT and Landfill Tax were devolved to the Scottish 
Parliament from April 2015. Draft Budget 2017-18 proposes that the rates and bands for 
LBTT will remain unchanged and that the supplement on purchases of additional 
residential properties costing over £40,000 will remain at 3 per cent. 
 
9. Draft Budget 2017-18 also proposes that the Landfill Tax standard rate will 
increase from £84.40 to £86.10 per tonne whilst the lower rate will increase from £2.65 
to £2.70 per tonne. These rates have increased in line with inflation and will continue to 
mirror those applied across the rest of the UK. 
 
10. The Scotland Act 2016 also devolves the aggregates levy to the Scottish 
Parliament. However, the Draft Budget states that “there are ongoing legal issues in 
relation to the UK tax which are required to be resolved prior to the power being 
commenced.” 
 
11. Air Passenger Duty is expected to be devolved to the Scottish Parliament from 
April 2018. 

 
Borrowing 
 
12. The Committee wrote to the Cabinet Secretary for Finance and the Constitution 
in relation to the impact of ESA 10 on the Scottish Government’s capital budget on 21 
December 2016 and received a response on 5 January 2017. Both letters are attached 
as an annexe. 
 
Conclusion 
 
13. The Committee is invited to consider the above in its evidence session with the 
Cabinet Secretary for Finance and the Constitution. 

 
 
 
 

Alan Hunter, 
Assistant Clerk to the Committee 
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Finance and Constitution Committee 

 
Cabinet Secretary for Finance and 
the Constitution 

The Scottish Parliament 
Edinburgh 
EH99 1SP 

 
Tel: (0131) 348 5451 

finance.committee@scottish.parliament.uk 

21 December 2016 
Dear Cabinet Secretary, 
 

 
Capital Borrowing: ESA 10 

 
The Finance and Constitution Committee heard from the Scottish Futures Trust at 
our meeting this morning as part of our scrutiny of Draft Budget 2017/18.  One of the 
issues which was raised at the meeting was the impact of ESA 10 on the DEL capital 
budget and the Scottish Government’s capital borrowing powers. 

The Deputy First Minister (DFM) wrote to the previous Finance Committee on 4 
March 2016 regarding the reclassification by the ONS of the Aberdeen Western 
Peripheral Route (AWPR) and other NPD projects to the public sector.  He explained 
that whilst there is continuing engagement with the ONS regarding reclassification “I 
have taken a prudent approach and managed the budgetary impact of public sector 
classification in setting the Draft Budget 2016-17.”  

In relation to Draft Budget 2015-16 the DFM stated that HM Treasury allowed the 
estimated £280m on the projects which were subject to reclassification to be 
recorded against the Scotland Act 2012 borrowing limit for the year although for 
budgeting purposes only.  Table 1.01 in Draft Budget 2017-18 includes capital 
borrowing of £306m for 2015-16 and £316m for 2016-17. 

The SPICe briefing on Draft Budget 2017-18 notes that the following NPD projects 
have now been reclassified as public sector projects: 

 Aberdeen Western Peripheral Route; 

 Dumfries and Galloway Royal Infirmary; 

 Royal Hospital for Sick Children/Department for Clinical Neurosciences ; and 

 Balfour Hospital, Orkney. 
 



 

2 

The SPICe briefing further notes that £92m has been allocated from the Capital DEL 
budget for two of these health projects and the Balfour Hospital will no longer be 
procured using NPD financing.   

In advance of your appearance before the Finance and Constitution Committee on 
11 January it would be helpful if you could respond to the following questions: 

 Given that the £280m in 2015-16 was recorded against the Scotland Act 2012 
borrowing limit does this mean that this money cannot be borrowed for other 
capital projects and does it count towards the cumulative borrowing limit of £3 
billion? 

 Can you provide a breakdown of the costs for each capital project included in 
the £280m? 

 What is the cost of each of the reclassified projects to the DEL Capital Budget 
for 2016-17? 

 Will the reclassification have an impact on the Scottish Government’s 
flexibility to use the Scotland Act 2016 borrowing powers in 2016/17, 2017/18 
and beyond? 

 Has this reclassification required the Scottish Government to re-prioritise 
spending across its budgets, including funding provided to any public bodies, 
in 2016/17 or 2017/18? 

 Overall, to what extent has the ESA 10 reclassification process reduce the 
Scottish Government’s capital spending, either by imposing a commitment on 
the DEL Capital budget or by constraining the use of borrowing powers? 

 
 
Yours sincerely, 
 

 
 
 
Bruce Crawford MSP 
Convener 



 

St Andrew’s House, Regent Road, Edinburgh EH1 3DG 

www.gov.scot 
  

 

Cabinet Secretary for Finance and the Constitution 

Derek Mackay MSP 

 

 

T: 0300 244 4000 
E: scottish.ministers@gov.scot 

 

 

 
Bruce Crawford MSP  
Convener  
Finance and Constitution Committee  
Scottish Parliament  
Edinburgh  
EH99 1SP  

 

 

___ 
05 January 2017 
 
 
 
Dear Bruce 

 
Thank you for your letter of 21 December following the Committee’s evidence session earlier 
that day with Barry White and Peter Reekie of the Scottish Futures Trust.  In the light of 
evidence provided by the SFT, the Committee sought further information about impact of 
ESA 10 on the Scottish Government’s capital budget and on our capital borrowing powers.  
This letter provides the further information sought by the Committee. 
 
The Committee will be aware of the context of the changes to national accounts 
classifications, driven by Eurostat updating their ESA 10 rules on the classification of 
revenue-financed infrastructure projects.  These rule changes have resulted in several 
stand-alone NPD projects being classified to the public sector.  This in turn requires us under 
HM Treasury’s budgeting rules to use capital departmental expenditure limit (CDEL) budgets 
to cover the associated capital costs.   
 
There are two points I wish to draw to the Committee’s attention here; 

 the change in classification and the resulting change in budgeting treatment do not 
alter the profile of cash expenditure associated with these projects.   

 although CDEL is used up during the period of construction and so is no longer 
available for other projects in the relevant years, the resource DEL (RDEL) budget 
required to cover the future stream of unitary charge payments – from which capital 
repayments are made – is reduced by the amount of the capital repayments.  
Otherwise there would be double counting in budgets, since capital costs are already 
covered by CDEL during the construction period.  This releases additional budget 
cover over the period of operation of the project to be applied to other uses. 

 
Furthermore, as SFT witnesses said in their evidence to the Committee, any fast-moving rule 
change by Eurostat has the potential to disrupt developments in the relatively slower-moving 
world of planning, procuring and delivering infrastructure projects.  As the Committee will 
know, new guidance on classification was issued by Eurostat in August 2014, 18 months 
after the original invitation to tender for the AWPR contract was published in the OJEU in 
January 2013, and after the winning bidder was announced on 11 June 2014.   
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Eurostat made clear that these changes had to be applied from that point onwards.  As live 
procurement of the project was well advanced, it was not practical to re-negotiate 
commercial terms to satisfy the changed guidance in order to retain a private classification.   
 
Had the Scottish Government made private classification the top priority, it would have been 
necessary to restart the procurement process.  That would have delayed significantly this 
major capital project, held back economic activity and incurred potentially significant 
additional costs.  The same would have been true of the smaller stand-alone NHS-related 
NPD projects noted in the Committee’s letter.  Instead, the Scottish Government’s approach 
was to ensure that classification rule changes had no impact on the cost or timetable of the 
AWPR and the other relevant NPD projects, so that the associated key economic, 
connectivity and health outcomes could continue to be delivered as planned. 
 
Of the four projects listed in the Committee’s letter as having been formally classified to the 
public sector by the Office for National Statistics, Balfour Hospital has not in fact yet been so 
classified.  However, we have assumed that it will be and are pursuing a procurement 
approach that reflects this.  The project was at a later stage of development than the other 
projects when the rule change occurred, and to maximise value for money we have chosen a 
largely capital funded approach with a limited element of private finance which maintains risk 
transfer. 

Responses to the specific questions raised in your letter are set out below.   
 

 Given that the £280m in 2015-16 was recorded against the Scotland Act 2012 
borrowing limit does this mean that this money cannot be borrowed for other capital 
projects and does it count towards the cumulative borrowing limit of £3 billion? 

 
The annual limit on capital borrowing under Scotland Act 2012 powers is 10% of the 
‘conventional’ CDEL total in the year in question, within an aggregate total of £2.2 billion.  In 
2015-16, the 10% annual limit amounted to £312m.  The agreement on capital borrowing 
provides additional CDEL so that the Scottish Government is able to spend money that it 
borrows within the Treasury’s capital spending control regime. Following the Eurostat rule 
change, we agreed with HM Treasury that we would use £283 million of the £312 million 
additional CDEL available to enable us to comply with the budgeting implications of the 
change.  However, because the NPD contracts provide that SG does not start paying for the 
projects until they are delivered, no actual borrowing was needed.  Consequently, we do not 
expect to pay any interest. The £283 million will count towards the 2012 Act capital 
borrowing limit of £2.2. billion and will be nominally repaid over the lifetime of the projects. 
 

 Can you provide a breakdown of the costs for each capital project included in the 
£280m? 

 
The breakdown is as follows: 
 

AWPR                                                              £148.4 million 
Royal Hospital for Sick Children                               £59.5 million 
Dumfries and Galloway Royal Infirmary                   £53.9 million 
Scottish Blood Transfusion Centre                           £21.2 million 
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 What is the cost of each of the reclassified projects to the DEL Capital Budget for 
2016-17? 

  
The expected budgetary impact of each project in 2016-17 is £398 million as follows: 

   
AWPR                                                                    £183 million 
Royal Hospital for Sick Children                                £75.1 million 
Dumfries and Galloway Royal Infirmary                  £104.5 million 
Scottish Blood Transfusion Centre                                 £8 million 
Balfour Hospital, Orkney                                               £27 million 

 

 Will the reclassification have an impact on the Scottish Government’s flexibility to use 
the Scotland Act 2016 borrowing powers in 2016/17, 2017/18 and beyond? 

 
As explained above, the classification of the projects to the public sector requires us to give 
up CDEL to reflect capital costs incurred in each year of the projects’ construction, even 
though the Scottish Government is paying nothing for the projects until construction is 
complete.   
 
Final decisions about capital borrowing in 2016-17 and 2017-18 are likely be taken at the 
end of each financial year, on the basis that we achieve best value for money by drawing 
down the full amount of capital grant within the Scottish block before using our borrowing 
powers. Decisions about use of these powers will be made on the basis of an up to date 
assessment of programme funding requirements including, but not limited to, the position of 
the relevant NPD projects.  As noted in the Draft Budget 2016-17 and Draft Budget 2017-18, 
we intend to borrow up to the full amounts available in order to support the overall capital 
programme. 
 

 Has this reclassification required the Scottish Government to re-prioritise spending 
across its budgets, including funding provided to any public bodies, in 2016/17 or 
2017/18? 
 

The timing of the classification decision on the AWPR and its impact on the other four NPD 
projects meant that the budgetary implications were factored into the budgets for 2016-17 
and 2017-18 at the planning stage, so that there was no need to change existing capital 
budget allocations. Consequently no changes were needed to announced capital 
programmes.  The remaining CDEL required for the NPD projects in 2018-19 will be minimal 
as construction will be largely complete. 
 

 Overall, to what extent has the ESA 10 reclassification process reduced the Scottish 
Government’s capital spending, either by imposing a commitment on the DEL Capital 
budget or by constraining the use of borrowing powers? 

 
The Eurostat rule change has imposed an opportunity cost on the Scottish Government’s 
CDEL budget in 2016-17 and 2017-18, because (as noted above) budget cover has had to 
be allocated to the affected projects in order to comply with HM Treasury’s expenditure 
control regime as it applies to projects classified to the public sector.  Had the rules not been 
changed, and the budget cover not therefore been required for these projects, the cover 
would have been available to support the overall capital programme. However, again as 
explained above, the amount of the unitary charges that score against future budgets over 
the lifetime of the NPD contracts will be lower, which we expect to increase budget cover 
and therefore spending power in these future years.  
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In addition, the contracts for the construction, operation and maintenance of the transport 
and health facilities in question continue to ensure the transfer of operational risks to the 
private sector. 
 
I hope that this is helpful.  I should be happy to respond to any further questions from the 
Committee on these and related issues at the evidence sessions on 11 and 16 January. 

 

 

 

 
 
 
 DEREK MACKAY 
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