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Introduction 

1. This note is the first of two in relation to the SFC’s Forecast Evaluation Report. It focuses on the 
evaluation of forecasts for land and buildings transactions tax (LBTT), landfill tax, business rates and 
devolved social security expenditure which was published on Wednesday 2nd September 2020. The 
forecasts and outturns covered are for the 2019-20 tax year.  

2. A second note will focus on revenues from the Scottish rates of income tax (SRIT), for which the SFC 
is publishing a report on Monday 5th October 2020. This will cover the 2018-19 tax year.  

3. While the forecast evaluation report focuses on the SFC’s own forecasts, it also discusses revisions 
to the block grant adjustments (BGAs), which depend on the difference between OBR forecasts for 
and outturns of rUK (or England and Northern Ireland) revenues.  

4. To summarise: 

a. Economic growth was lower than initially forecast and lower in both aggregate and per 
capita terms than the UK as a whole. 

b. LBTT tax revenues were lower than forecast but have performed more strongly than 
comparable revenues in rUK. Landfill tax revenues were higher than forecast but after 
outperforming those in rUK, fell by more than those in rUK in 2019-20. Business rates 
revenues were lower than forecast. 

c. Forecasts for new social security benefits were subject to notably large errors, 
reflecting launch timing, eligibility and take-up differing from assumptions.  

A. Background on forecasting and reconciliation process  

5. The SFC produces forecasts for fully devolved taxes and social security spending before and 
during the fiscal year in question, and subsequently evaluates how much and why outturns differ. 
Outturns data becomes available several months after the end of the tax year in question and this 
report therefore evaluates forecasts for 2019-20. 

6. The forecasts are an aid to planning, but it the amount that is actually collected and spent that 
ultimately matters for the Scottish Government’s financial position. If outturn collections or 
spending differ from forecast, the Scottish Government has access to borrowing powers and 
payments into reserves to smooth the impact, but these are subject to limits. The scale of forecast 
errors can therefore matter for planning and budget management purposes. 

7. The OBR produces forecasts for equivalent revenues in rUK (or England and Northern Ireland) 
and these are used to determine the BGAs for the fully devolved taxes and social security 
spending. These are initially based on forecasts from prior to the start of the tax year in question 
but are updated in-year as forecasts are updated. This would be expected to reduce the size of 
reconciliations required when outturns for rUK (or England and Northern Ireland) become available. 
These reconciliations are applied in the tax year two years after the tax year in question. Hence, 
reconciliations for outturns in rUK (or England and Northern Ireland) in 2019-20 are applied to the 
Scottish Government’s budget in 2021-22.      



8. For the fully devolved taxes and social security spending, differences between OBR forecasts and 
outturns in the rUK (or England and Northern Ireland) are therefore arguably a bigger source of 
volatility in the Scottish Government’s budget.  

9. The process differs for the SRIT, with forecasts for revenues and BGAs subject to reconciliations. 
The Scottish Government does not collect revenues from the SRIT itself, and instead an amount 
equal to the SFC’s revenue forecast prior to the start of the year is transferred from the UK 
government to the Scottish Government. A block grant adjustment based on OBR forecasts for 
comparable revenues in the rUK is used to calculate the BGA for income tax. Revenue figures and 
BGA figures are only reconciled when outturn figures become available around 16 – 18 months 
following the end of the tax year in question. These reconciliations then lead to additions to or 
subtractions from the Scottish Budget in the tax year three years after the tax year in question. The 
forthcoming addendum to the SFC’s forecast evaluation report therefore covers forecasts and 
outturns for 2018-19, which will result in a reconciliation deduction from the Scottish 
Government’s budget in 2021-22.  

B. Economic forecasts and context 

10. Economic growth was relatively slow for both Scotland and the UK as a whole in 2019, but was 
slower in Scotland than the rest of the UK. This is shown in Table 1 which shows both aggregate 
and per capita growth rates (in Scotland’s case, excluding offshore activity).  

11. Growth for the tax year 2019-20 was even poorer, reflecting the early effects of the Covid-19 
crisis, which led to a contraction of the economy in Q1 2020. Scottish GDP is estimated to have 
fallen by 0.3% in 2019-20 compared to 2018-19, driven by a 2.5% fall in Q1 2020.1 (For the UK, GDP 
is estimated to have increased by 0.3% in 2019-20 compared to 2018-19, but to have fallen by 2.6% 
in Q1 2020).2  

Table 1 Outturn and forecast growth in 2019, Scotland and UK 

 Scotland UK 
Outturn   
GDP growth 0.7% 1.3% 
GDP growth per capita 0.3% 0.7% 
   
Forecasts of GDP growth   
Dec/Oct 2018 1.2% 1.6% 
May/Mar 2019 0.8% 1.2% 
Feb/Mar 2020 0.9% 1.4% 

Note: Forecast dates are ordered such that the date of SFC forecasts is shown first and the date of OBR forecasts is shown second.  

12. Scottish GDP growth was lower than forecast prior to the start of the year. Growth of 0.7% 
compares to a forecast of 1.2% in December 2018. The SFC notes that this is well within the usual 
size of forecast errors made by HM Treasury and the OBR historically, where the average absolute 
forecast error is 1.0 percentage point, although this includes major booms and busts when errors 
can be very large. 

13. Updated forecasts from May 2019 and Feb 2020 were closer to Scottish GDP growth outturns. 
However, the revisions made to the sub-components of GDP did not make the forecasts for these 
sub-components more accurate. The overall forecast error was reduced because as well as over-

                                                           
1 https://www.gov.scot/publications/gdp-quarterly-national-accounts-for-scotland-2020-q1/.  
2 https://www.ons.gov.uk/economy/grossdomesticproductgdp/timeseries/abmi/ukea.  

https://www.gov.scot/publications/gdp-quarterly-national-accounts-for-scotland-2020-q1/
https://www.ons.gov.uk/economy/grossdomesticproductgdp/timeseries/abmi/ukea


estimating some components of GDP growth, the updated forecasts under-estimated growth in 
other components.  

14. Mechanically, GDP growth was slower than forecast in 2019 because household consumption and 
private sector investment was lower than forecast. This is in spite of the fact that household 
earnings growth was faster than forecast – driven by both higher employment and faster growth in 
average earnings. This was partly offset by a bigger build up of inventories of unsold goods.  

15. The SFC strongly suggests that slower growth in consumption and investment was likely the 
result of Brexit-associated uncertainty and concern being a bigger issue than it had assumed 
when making its forecasts. This is plausible – investment and purchases of major items in particular 
are known to be sensitive to levels of economic and policy uncertainty. And 2019 saw the 
postponement of the Brexit date, the failure of one agreement with the EU to receive 
parliamentary assent, and a protracted process of ratification (with a snap general election) for the 
subsequent agreement. But no supporting evidence is presented by the SFC.  

16. The SFC highlights the increased availability of ‘faster economic indicators’ to improve its ability 
to forecast and update forecasts. Examples of such data being used by researchers include data 
from finance apps, card transactions, web searches, mobile phone location data, and satellite 
imagery of retail parks and construction sites.  

C. LBTT: 

17. LBTT revenues were £45 million (7%) less than forecast prior to the start of the tax year. Most of 
the (£35 million) relates to non-residential LBTT, where the shortfall relative to forecast was 15%. 
Forecasts for residential LBTT and the additional dwelling supplement were much closer to 
outturns, with a slight over-estimate of the proportion of transactions in high tax bands 
contributing to outturns for residential LBTT being 3% below forecasts. 

18. Non-residential LBTT is more volatile and difficult to recast as a relatively small number of high 
value transactions contribute a large proportion of revenues. The biggest single reason is that 
whereas 550 transactions with a value of over £2 million were forecast, only 503 took place. A 
range of other issues including under-estimating the cost of reliefs and the share of leases (which 
are taxed less highly) in overall transactions.  

19. The BGA was also £34 million (6%) less than forecast prior to the start of the year. Updated in-
year forecasts from the OBR had implied that the BGA would be £39 million less than initially 
forecast though meaning that a £6 million reduction will be applied to the Scottish budget in 2021-
22. The combination of revenues being £45 million lower and the BGA being £34 million lower 
implies that the Scottish Government will ultimately have £11 million less to spend as a result of 
LBTT raised in 2019-20 than initially expected.  

20. Revenues from LBTT grew by more than comparable stamp duty revenues in rUK – just not as 
much more as initially forecast. While revenues were £27 million less than the final outturn BGA in 
2017-18, they were £5 million more in 2018-19 and £65 million more in 2019-20.  

D. Landfill tax: 

21. Landfill tax revenues were £15 million (15%) higher than forecast prior to the start of the year. 
The largest contributor to this is that increases in incineration capacity were lower than forecast. 
This is despite the fact that the SFC assumes that new capacity will be delivered less quickly than 
planned, and the SFC will assess whether it needs to be even more cautious in this assumption 
going forwards. 



22. The BGA was also £8 million (8%) higher than forecast prior to the start of the year. Updated in 
year forecasts from the OBR had implied that the BGA would be £6 million higher than initially 
forecast meaning that a £2 million reduction will be applied to the Scottish budget in 2021-22. The 
combination of revenues being £15 million higher and the BGA being £8 million higher implies that 
the Scottish Government will ultimately have £8 million more to spend as a result of Landfill tax 
raised in 2019-20 than initially expected. 

23. Revenues from landfill tax fell more in Scotland than comparable revenues in rUK – just not as 
much more as initially forecast. Revenues were £35 million more than the final outturn BGA in 
2017-18, £40 million more in 2018-19 but just £20 million more in 2019-20. Nevertheless, the fact 
that revenues are above the BGA imply that Scottish revenues have increased relative to those in 
rUK since the BGAs were initially set in 2014-15.  

E. Business rates: 

24. Business rates revenues were £24 million (1%) lower than forecast prior to the start of the year. 
This reflects several offsetting factors: 

a. The SFC over-estimated the extent to which business rates appeals would reduce 
revenue by £29 million. This reflects difficulty in forecasting both the outcome of 
appeals and the timing of appeal decisions. This matters because a large proportion of 
properties are subject to appeals and because some appeals are linked (e.g. in England, 
appeals by operators of ATMs are being jointly determined, and in Scotland, appeals by 
operators of telecommunications infrastructure are being jointly determined).  

b. The SFC under-estimated the cost of reliefs, in part because take-up of new Business 
Growth Accelerator and Unoccupied New Buildings reliefs accelerated more quickly 
compared to 2018-19, and more backdated refunds were paid. 

c. The SFC over-estimated the size of the pre-reliefs tax base. It highlights that the error is 
just 0.6% of the taxbase, which ordinarily would be very small. But for a relatively 
stable tax base such as business rates – where the tax base does not depend on e.g. 
profits or turnover but in effect on property floorspace –, this is actually not 
insubstantial.  

25. There is no defined BGA for business rates as its devolution preceded the introduction of the 
current approach to BGAs.  

F. Devolved social security spending: 

26. Forecast errors were very small for established benefits such as Carers Allowance, Discretionary 
Housing Payments and the Scottish Welfare Fund. They were relatively large (but small in 
absolute terms) errors for the new Best Start Grant, Best Start Foods, Fair Start Scotland and 
Funeral Payment Grant. This reflects the difficulty in forecasting eligibility and especially take-up 
for a new benefit.  

27. Population projections and economic forecasts are not thought to have had a material effect on 
forecast errors. Instead the following factors are identified as being of more importance: 

a. The date when new payments were introduced. This was assumed to be early June by 
the SFC but ranged from late April through to mid-September in the case of the Funeral 
Support Payments, with the 3.5 month delay of the latter explaining most of the lower 
spending on this benefit relative to forecast. This suggests that forecasts would be 
more accurate if launch dates were confirmed and communicated earlier.  



b. Higher eligibility for Best Start Grant and Best Start Foods. This reflects under-
estimates of the size of the cohort of young children who were eligible, and the fact 
that most recipients of Best Start Foods were out-of-work and so unaffected by rising 
earnings and the frozen income threshold. 

c. Higher take-up for Best Start Grant and Best Start Foods. Take-up of these schemes 
appears to be higher than for previous UK government-run schemes.  

d. Fewer people achieved sustained work as part of the Fair Start Scotland scheme than 
the SFC had assumed. A small part of this may reflect the impact of the Covid-19 crisis 
reducing employment opportunities in March (and especially following lockdown).  

28. The only social security benefit for which there is a BGA currently is Carer’s Allowance. 
Expenditure in Scotland increased slightly more than the BGA in 2019-20, even excluding the 
additional supplement paid to Scottish recipients. This could reflect the increased generosity 
leading to increased take-up levels.   

Further reading 

https://www.fiscalcommission.scot/wp-content/uploads/2020/09/Publication-Forecast-Evaluation-
Report-September-2020.pdf  

https://www.gov.scot/publications/fiscal-framework-outturn-report-2020/  
  

https://www.fiscalcommission.scot/wp-content/uploads/2020/09/Publication-Forecast-Evaluation-Report-September-2020.pdf
https://www.fiscalcommission.scot/wp-content/uploads/2020/09/Publication-Forecast-Evaluation-Report-September-2020.pdf
https://www.gov.scot/publications/fiscal-framework-outturn-report-2020/

