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Budget 2019/20: Fiscal Framework issues and comment 

1. Introduction 
This note includes sections on: 

• How the Scottish resource budget changed between 2018/19 and 2019/20, and what role 
the block grant and forecasts of revenues and block grant adjustments have in determining 
this  

• How the income tax revenue forecasts have changed since February 2018 and what has 
driven these changes 

• How the income tax BGA forecasts have changed since Budget 2018/19 
• How the SFC’s latest forecasts for employment and earnings in Scotland compare both to 

the SFC’s forecasts in December 2017, and how they compare to the OBR’s forecasts for the 
UK 

• The SFC’s costing of Scottish Government income tax policy in 2019/20, and the role of 
assumptions about behavioural response in influencing this 

• The SFC’s judgements about how UK income tax policy and the resulting tax policy 
differential between Scotland and rUK will affect Scottish income tax revenues 

• The forecasts of LBTT revenues and the LBTT BGA 
• The GDP growth forecasts, comparing the SFC’s previous and latest forecasts for Scotland 

with the OBR’s latest forecasts for the UK 
• The position and planned use of the Scotland Reserve 
• The planned use of capital borrowing and implications for debt and repayments 

 

2. Overall position of the resource budget 
The resource budget is a function of: 

• The resource block grant (determined by the Barnett Formula) 
• The difference between the revenues raised from taxes transferred to Scotland (under the 

Scotland Acts 2012 and 2016) and the block grant adjustments for those taxes. The block 
grant adjustments (BGAs) are the estimates of the revenues foregone by the UK 
Government from transferring each tax to Scotland. 

The first two columns of Chart 1 show the outlook for the resource budget at the time the Budget 
2018/19 was set (including the income tax changes proposed at Stage 2). In 2018/19, the block grant 
was projected at £26,860m, and the ‘net tax’ difference between Scottish revenues and the BGAs 
was forecast at £428m.  

This ‘net tax’ difference was entirely accounted for by Scottish income tax, which was forecast to 
raise £428m more than the corresponding BGA (the ‘net tax’ positions for LBTT and Landfill Tax 
offset each other, at -£12m and +£12m respectively). 

At the time of last year’s budget, the block grant was projected to fall in 2019/20, whereas the net 
tax position was forecast to improve slightly. 

The second two columns of Chart 1 show the position at Draft Budget 2019/20. The outlook for the 
block grant has improved substantially since this time last year as a result of consequentials arising 
from UK Government spending announcements at Budget 2018. In real terms the block grant will 
now increase slightly in 2019/20 rather than fall by several hundred million pounds, as had been 
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projected this time last year (note too that the block grant position for 2018/19 has improved 
slightly as a result of consequentials arising from UK Budget spending announcements in the 18/19 
financial year).  

However the ‘net tax’ position for 2019/20 has deteriorated compared to what had been forecast 
this time last year. Income tax is forecast to raise £182m more than the BGA, down from £428m in 
2018/19. The reasons for this are discussed subsequently. LBTT is now forecast to raise £76m more 
than the BGA, whilst Landfill Tax is forecast to raise £13m more than the BGA. This gives a total 
difference between revenues and BGAs of £271m in cash terms (£257m in real terms). (The ‘net tax’ 
position for 2018/19 will not change until outturn data is available.) 

Chart 1:  Changes in the Fiscal Resource budget (£m, 2018/29 prices) 

 
Source: Tables 1.01, 1.02 and 1.03 of the Scottish Budget 2019/20. To convert 2019/20 prices into 
2018/19 terms, a deflator of 1.0141 has been used for Budget 2018/19 (consistent with the published 
deflator at that time), and a deflator of 1.0179 has been used for Budget 19/20 (consistent with the 
deflators used in the 2018/19 Budget). 

 

3. Changes to SFC income tax revenue forecasts 
The SFC’s income tax forecast for 2019/20 has been revised down by almost £1bn since its forecasts 
in February 2018 (Table 1).  

The SFC publishes detailed information about its forecast revisions since six months previously and 
what has driven them. Combining the last two SFC forecast reports (Dec 2018 and May 2018) it is 
possible to provide a summary analysis of what has driven the changes since February – see Table 1.  

Of the almost £1bn downward revision to the Scottish forecast, £586m is accounted for by the lower 
than expected income tax outturn data for 2016/17 that was published by HMRC in summer 2018. 
£275m is accounted for by various UK Government policy measures (of this, £199m is accounted for 
by the increase to the Personal Allowance, but changes to various allowances and reliefs at UK level 
also reduce the revenue forecasts).  

Both of these elements should in theory be associated with a broadly similar corresponding change 
to the BGA. The lower than expected income tax outturn data in 2016/17 results in a downward 
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revision to the ‘initial deduction’ – the starting value from which future iterations of the BGA are 
calculated (the initial deduction was forecast at £11.2bn in last year’s budget, but outturn data of 
£10.7bn was £500m lower than this). The Personal Allowance increase clearly reduces revenues in 
rUK and thus reduces the size of the BGA. 

The downward revision to the economic outlook (in particular the reduction in forecast of Scottish 
earnings growth that was announced in the SFC’s May 2018 forecast) only accounts for £183m of the 
£963m downward revision to total income tax revenue forecast in 2019/20. 

Table 1: Explaining revisions in income tax forecasts Feb 2018 (Budget Bill) to Dec 2018 (£m) 

  
2016-

17 
2017-

18 
2018-

19 
2019-

20 
2020-

21 
2021-

22 
2022-

23 
Feb-18 11214 11584 12177 12647 13152 13733 14372 

Outturn data -548  -556  -570  -586  -608  -634  -663  
Economic 
forecast 36 -43 -156 -183 -250 -332 -437 
UK Policy 0  1  -15  -275  -85  -98  -120  
Policy 
recostings 0 -4 -21 -5 -23 -20 -28 
Other 16 25 37 19 27 21 37 
2019/20 Policy 0  0  0  68  71  75  80  
Total change -496  -576  -726  -963  -867  -987  -1,130  

Dec-18 10,719  11,008  11,452  11,684  12,285  12,746  13,242  
Source: analysis of Scottish Fiscal Commission Economic and Fiscal Forecasts of December 2018 and 
May 2018. 

4. Changes to the income tax BGA forecasts 
Table 2 shows, as well as the changes to the income tax forecasts, the changes to the BGA forecasts. 
Whilst the income tax forecast for 2019/20 has been revised down by almost £1bn in the last year, 
the BGA forecast has been only been revised down by £550m. As a result, the ‘net tax’ forecast for 
2019/20 has fallen from £591m (this time last year) to £183m. 

Some key points to take from Table 2 include: 

• When the 2018/19 budget was set the government planned on the basis of a forecast net 
tax position of £428m. Latest forecasts imply a net tax position of -£43m, a worsening of 
around £400m. 

• The net tax position for 2019/20 is positive at £183m. But according to the government’s 
own analysis, Scottish income tax revenues are £500m higher than they would otherwise 
have been had the UK tax policy been applied in Scotland. This implies that the underlying 
drivers of Scottish income tax revenues are forecast to grow more slowly than in the UK – as 
discussed in the subsequent section. 
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Table 2: Changes to forecasts of Scottish income tax and BGAs (£m) 

  2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 

Revenues 

Budget 
2018/19 

        
11,584  

        
12,177  

        
12,647  

        
13,152  

        
13,733  

        
14,372  

Budget 
2019/20 

        
11,008  

        
11,452  

        
11,684  

        
12,285  

        
12,746  

        
13,242  

BGA 

Budget 
2018/19 

        
11,523  

        
11,749  

        
12,056  

        
12,477  

        
12,936  n/a 

Budget 
2019/20 

        
11,046  

        
11,495  

        
11,501  

        
12,089  

        
12,478  

        
12,954  

Net tax 

Budget 
2018/19 

                
61  

             
428  

             
591  

             
675  

             
797  n/a 

Budget 
2019/20 -38  -43  183   196   268   288  

 

Why has the BGA forecast been revised down by just £550m compared to last year? The answer is 
that the OBR has revised up its forecasts for the performance of the key determinants of UK income 
tax revenues (the employment rate and average earnings) since last year. These revisions increase 
UK forecasts of income tax and hence BGA forecasts and are discussed in the following section.  

Unfortunately, no breakdown is provided of the determinants of the changes to the BGA. So whilst 
some things have happened in the past year to significantly reduce the BGA (the 16/17 outturn data, 
UK income tax policy changes to the Personal Allowance and the Higher Rate threshold), some of 
this downward pressure on the BGA has been partially offset by upward revision to forecast growth 
of underlying income tax determinants (not just in 2019/20, but in previous years too). But we don’t 
know with any certainty how these various different factors play off against each other. It would be 
useful to know the extent to which changes to the BGA are due to: 

• Income tax outturn data 
• UK income tax policy changes which will apply in Scotland (e.g. the Personal Allowance 

increase) 
• UK income tax policy changes that will not automatically apply in Scotland (e.g. the increase 

in the Higher Rate threshold) 
• Changes in the outlook for the underlying determinants of UK income tax revenues 

More generally there remain issues of transparency relating to the calculation of the BGA. HM 
Treasury published an updated version of its ‘block grant transparency’ publication on 20 December. 
This is a useful document in setting out the detailed calculations that underpin the BGA forecasts. 
However there are unanswered questions such as: 

• Why was the document not published until 20 December when the data required had been 
available since the UK Budget in October? 

• Why does the spreadsheet only show the BGA calculations until 2019/20, when BGA 
forecasts have been made until 2022/23? 

• Most importantly, how are changes to the BGA calculation methodology communicated to 
parliament? For example, the UK and Scottish Government have agreed a small change to 
the BGA calculation methodology in 2020/21 to reflect the fact that income tax will be 
partially devolved to Wales in 2019/20 (the methodology change only applies from 2020/21 
because the Welsh Government has decided not to exercise its income tax powers in 19/20, 
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and thus the effects of any methodology change are immaterial to the BGA result). The 
change agreed seems sensible, but I am not aware of it having been communicated to the 
Committee. 

5. The determinants of income tax revenue forecasts: OBR and SFC compared 
Table 3 shows the SFC’s and the OBR’s latest forecasts for earnings growth, and compares these to 
the organisations’ respective forecasts last year. 

• Compared to last year, the SFC’s forecasts for average earnings growth have been slightly 
revised down in each year of the forecast period (although the forecasts have been revised 
up since the particularly pessimistic May 2018 forecasts). 

• The OBR’s forecasts have generally been revised up by a similar order of magnitude. 
• The OBR now forecasts that UK earnings growth will be faster than the SFC forecasts for 

Scotland over the forecast period.  

Table 3: Changes to forecasts for earnings growth 

 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 
SFC - Scotland 

Dec-17 2.0 2.2 2.4 2.6 2.8 3.1 
Dec-18 1.5 2.0 2.3 2.5 2.8 3.0 

Change -0.5 -0.2 -0.1 -0.1 -0.1 -0.1 
OBR - UK 

Nov-17 2.3 2.2 2.4 2.7 3.1 3.1 
Oct-18 2.7 2.3 2.6 2.9 3.0 3.2 

Change 0.5 0.2 0.1 0.2 -0.1 0.1 
Difference between SFC and OBR forecasts (latest) 

 
-1.2 -0.4 -0.3 -0.3 -0.2 -0.2 

Source: OBR Economic and Fiscal Outlooks from November 2017 and October 2018; SFC Economic 
and Fiscal Forecasts from December 2017 and December 2018. Note that SFC forecasts are for 
calendar years; here the forecast for each calendar year is shown alongside the most closely 
overlapping financial year (e.g. the forecast for 2017 is shown as 2017/18). 

Table 4 shows the SFC’s and the OBR’s latest forecasts for the employment rate, and compares these 
to the organisations’ respective forecasts last year. 

• The SFC has revised down its forecasts for the employment rate in Scotland slightly, whilst 
the OBR has revised up its forecasts for the employment rate in the UK. 

• What is most important in the context of Scotland’s Fiscal Framework is how the 
employment rate is expected to change over time in Scotland compared to the UK. The OBR 
anticipates that the UK employment rate will increase slightly in 2018/19 and 2019/20, 
whilst the SFC anticipates that the Scottish employment rate will decline slightly over the 
same period. 
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Table 4: Changes to forecasts for the 16+ employment rate 

 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 
SFC - Scotland 

Dec-17 58.8 58.7 58.5 58.4 58.4 58.3 
Dec-18 58.7 58.4 58.3 58.3 58.2 58.1 

Change -0.2 -0.4 -0.2 -0.2 -0.2 -0.2 
OBR - UK 

Nov-17 60.8 60.9 60.8 60.6 60.5 60.3 
Oct-18 60.8 61.2 61.3 61.3 61.2 61.0 

Change 0.0 0.3 0.5 0.7 0.7 0.7 
Difference between SFC and OBR forecasts (latest) 

 -2.2 -2.8 -3.0 -3.0 -3.0 -2.9 
Source: OBR Economic and Fiscal Outlooks from November 2017 and October 2018 (supplementary 
economy tables); SFC Economic and Fiscal Forecasts from December 2017 and December 2018 
(supplementary economy tables). 

In summary then, we know that the SFC’s Scottish revenues forecast for 2019/20 has been revised 
down by around £182m since last year as a result of minor downward revisions to forecast rates of 
earnings growth and employment rate growth1. At the same time, we know that that upward 
revisions to the OBR’s forecasts of employment rate and earnings growth for the UK have put 
upward pressure on the BGA. However, we don’t know exactly how much the BGA forecast has 
changed as a result of these revisions. Nor do we know exactly how the BGA has changed as a result 
of policy decisions that both do and don’t apply in Scotland. 

Beyond 2019/20 there is a remaining puzzle. On the basis of the latest forecasts, the ‘net tax’ 
position (the difference between revenues and the BGA) is forecast to continue to grow in Scotland’s 
favour (Table 2). Yet this is despite, as we have seen, slower anticipated earnings and employment 
rate growth in Scotland, and despite the fact that both the OBR and SFC make similar assumptions 
about policy change in 2020/21 and beyond (namely that thresholds in future years tend to be 
indexed to inflation). It would be interesting to hear both organisations’ views on why this is – i.e. 
why is the ‘net tax’ position forecast to grow in Scotland’s favour despite slower forecast growth in 
earnings and employment. 

6. Income tax policy costing and behavioural response 
The SFC is mandated to estimate the revenue effects of Scottish Government tax policy change. It is 
important to remember that ‘tax policy change’ in this context is interpreted as change compared to 
a ‘baseline’ Scottish Government tax policy scenario. The policy baseline is not the UK Government 
policy. Instead the baseline policy adopted by the SFC is that tax thresholds in Scotland are increased 
in line with CPI inflation. 

The tax policy that the SFC costs is thus the decision to freeze the higher rate threshold at £43,430, 
against an alternative baseline policy that this threshold is increased to £44,481. 

                                                           
1 Between February 2018 and May 2018, the SFC forecast for income tax in 2019/20 had been revised down by 
£405m as a result of the more pessimistic outlook adopted by the Commission in May. The Commission’s 
latest forecasts for earnings are approximately half way between their forecasts of February 2018 and those of 
May 2018 – the most recent data on earnings causes the SFC to revise up its forecasts, but not all the way back 
to the February 2018 position. 
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Its modelling suggests that, in static terms (i.e. ignoring the possibility of any behavioural response), 
this policy would raise £75m. Nearly all of this increase comes about because those earning above 
£44,481 pay an extra £210 annually in tax (despite seeing no change in their marginal tax rate), but 
some of the increase comes about because the 24,000 taxpayers earning between £43,430 and 
£44,481 pay a 40% tax rate rather than the 20% rate they pay under the policy baseline. 

What about the behavioural response to this policy? As in its previous reports, and consistent with 
the economics literature, the SFC separately estimate two types of behavioural response.  

• The first type of response comes about because of changes to a taxpayer’s marginal tax rate 
(i.e. those taxpayers who move from being 21% to 41% taxpayers as a result of policy 
change) which can affect decisions about how much to work or earn.  

• The second type of response comes about through changes to taxpayers’ average tax rates 
(i.e. the extra £210 tax liability that all those with incomes over £44,481 will face, even 
though they do not see a change in their marginal tax rate) which can affect decisions about 
employment or location. 

To calculate these responses, the SFC uses the same estimates of Taxable Income Elasticities that it 
used in its report last year (although these elasticities are clearly applied to a different set of policy 
changes). 

To estimate the response to changes in the marginal rate, the SFC uses a TIE of 0.015. In practice, 
this means that someone who moves into the higher rate band in 2019/20 with gross income of 
£44,000 would reduce their taxable income by around £140 per year on average in response to the 
increase in marginal rate. In aggregate (across all 24,000 taxpayers in the band of income from 
£43,000 to £44,851), this response reduces revenues raised by around half, from £2m to £1m. 

To estimate changes to the average rate, the SFC applies elasticities of 0.06 for higher rate taxpayers 
and 0.25 for top rate taxpayers. These average elasticities are easier to interpret than the marginal 
rate TIEs. The elasticity of 0.06 for higher rate taxpayers means that the static revenue estimate 
from this group of £69m is reduced by approximately 6%, whilst the elasticity of 0.25 for top rate 
taxpayers means that the static revenue estimate from this group of £3m is reduced by 25%. 

The estimated behavioural effects from the changes to marginal and average tax rates are combined 
to give a total behavioural effect of -£6m. The total estimate revenue effect of the policy is thus 
estimated at £69m (£75m static effect minus £6m) – see Table A10 of the SFC report. 

The OBR’s latest Devolved Taxes Forecast was published alongside the UK Budget in October and 
was thus not able to estimate the revenue effects of the Scottish Government’s tax policy for 
2019/20. However, the March 2018 version of the OBR’s Devolved Taxes Forecast did estimate the 
effects of the Scottish Government’s 2018/19 income tax policy. For this, the OBR used broadly 
similar assumptions about TIEs as the SFC has done. The OBR reduces its static revenue costing of 
the 2018/19 income tax policy by £49m to reflect behavioural change, compared to the reduction of 
£56m made by the SFC in February. 

The SFC accepts that there is significant uncertainty around the estimates of behavioural response. 
In Table 3.13, the SFC shows how the estimates of behavioural response might differ if the assumed 
TIEs were either 50% higher or 50% lower than those used in its central estimate. 

7. Behavioural responses to UK policy change 
As well as assessing the possible behavioural response to Scottish income tax policy change, the SFC 
also assesses the possible behavioural response of Scottish taxpayers to UK Policy change. The 
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increase in the Personal Allowance is forecast to be associated with a small positive behavioural 
change (equating to £3m in additional revenues), as the reduction in average tax rate influences 
employment decisions. 

But the SFC also estimates two other potential behavioural responses which have small negative 
effects on Scottish revenues. 

• First, the SFC estimate that the relatively high marginal tax rate of 53% that operates on 
Scottish incomes between £43,430 and £50,000 (where Scottish taxpayers pay a 41% 
income tax rate and 12% NICs rate) may induce negative behavioural responses. This is an 
interesting judgement as it appears not to relate to the behavioural response to a specific 
policy change (which has already been considered), nor even to a difference between 
Scottish and rUK effective tax rates, but merely to the disincentivisation effects of what is 
perceived to be a high marginal tax rate in itself. A (relatively low) TIE of 0.025 is used to 
estimate that behavioural responses to this high rate of marginal tax in the band from 
£43,430 to £50,000 will likely to reduce Scottish income tax revenues by £7m in 2019/20. 

• Second, the SFC estimate that ‘significantly lower’ income tax liabilities in the UK for gross 
incomes above £43,430 will affect incentives to locate in Scotland. It thinks there may be 
three channels for these incentive effects to take hold: higher incentives to migrate from 
Scotland to rUK; lower incentives to migrate from rUK to Scotland; increased incentives to 
change residency for tax purposes. Of these, the latter is anticipated to be the most 
significant in the short term. The total effect of these location based behavioural responses 
is estimated to reduce Scottish revenues by £6m in 2019/20. 

The SFC recognises the substantial uncertainty in these estimates. In one sense, the estimates could 
be argued to be of limited importance given that the income tax forecasts themselves are likely to 
be associated with error of several hundred million pounds (so why worry about whether income tax 
differentials might reduce revenues by a handful of million – especially when that is a hypothesis 
than we will probably not ever be able to rigorously test?). 

On the other hand of course these estimates are extremely significant because of the signalling that 
they create about the effects of the government’s tax policy. The specifics of the assumptions used 
can easily be questioned, but one point that the SFC is likely to make is that if just a handful of top-
rate taxpayers do make relocation decisions as a result of the tax policy, it is not hard to imagine 
revenue effects of several million pounds (if 20 taxpayers with incomes of £150,000 decided not to 
come to Scotland or to change their residency for tax purposes, that would reduce Scottish income 
tax revenues by over £1m). 

 

8. LBTT: revenue and BGA forecasts 
Table 5 shows the forecasts for LBTT revenues and the BGA included in Draft Budget 2019/20. Since 
Budget 2018/19, the revenue forecast has been revised up slightly. This can largely be explained 
through policy announcements. The change to the structure of non-residential LBTT is forecast to 
raise £13m in 2019/20, whilst the increase in the Additional Dwelling Supplement is forecast to raise 
£28m in 2019/20. 

As ever there is uncertainty around these policy costings, particularly in terms of behavioural 
responses. In relation to the increase in the ADS, the revenue effect of the policy depends on the 
extent to which the number of ADS-liable transactions will fall as a result of the tax increase, the 
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extent to which this reduction in ADS-liable transactions will be offset by an increase in non-ADS 
liable transactions, and the effect on house prices.  

The BGA forecast has been revised down slightly since last year (largely due to a deterioration in the 
outlook for UK determinants of Stamp Duty – residential and commercial prices growth and 
transactions). 

The ‘net tax’ position is therefore forecast to yield £76m in Scotland’s favour in 2019/20, increasing 
to £84m in subsequent years. 

Table 5: Latest forecasts for LBTT revenues and the BGA (£m) 

 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 
Revenues 557 569 643 680 716 751 
BGA 584 546 567 596 632 667 
Net tax -27 23 76 84 84 84 

Source: Scottish Budget 2019/20 

It remains something of a puzzle as to why revenues are anticipated to outperform the BGA so much 
when the underlying drivers of LBTT revenues (prices and transactions) do not appear to be forecast 
to grow more quickly in Scotland than in rUK. Table 6 shows the OBR forecasts for residential price 
growth and transactions growth alongside the SFC’s equivalent forecasts for Scotland. The OBR 
tends to be forecasting more rapid growth for the UK than the SFC forecasts for Scotland. 

Table 6: Assumptions for residential property price and transactions growth 

  2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 

Price growth 
OBR 4.5% 3.1% 3.2% 3.1% 3.3% 3.6% 
SFC 5.1% 2.1 % 1.9% 2.1%  2.1%  2.1%  

Transactions 
growth 

OBR  -1.7% 2.0% 2.8% 2.8% 2.8% 
SFC  3.7% -0.7% -1.7% 1.1% 1.0% 

 

The OBR’s assumptions for non-residential transactions and price growth is shown in Table 7. The 
SFC has not published its equivalent assumptions for Scotland, so it remains unclear if the non-
residential side is a source of the gap between revenues and the BGA. 

Table 7: OBR assumptions for the non-residential property market  
  2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 
Commercial property prices growth -7.0 3.0 -1.4 -0.7 1.8 1.8 
Commercial property transactions growth -0.8 -4.1 1.0 1.5 1.6 1.6 

Source: OBR Economic and Fiscal Outlook October 2018 (Table 4.1) 

9. Forecasts for GDP growth 
Compared to December 2017, the SFC has revised up its forecasts for Scottish GDP growth. These 
upward revisions have been brought about by revisions to previously published outturn GDP growth 
which mean that growth has been slightly stronger in the past two years than had previously been 
expected. The upward revisions have also been brought about by more recently published outturn 
which shows slightly stronger growth than had been forecast, and the effects of higher than 
previously expected government expenditure.  

Nonetheless, the GDP forecast for Scotland remains low in historic terms and it continues to lag the 
OBR’s forecast for the UK. 
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The SFC points out that a big part of the difference between its GDP forecast for Scotland and the 
OBR’s for the UK relates to demographics. On a per capita basis, the two forecasts are much closer. 
And on a per person aged 16-64 basis they are closer still (see Chart 2). 

 

Chart 2: Growth in GDP and GDP per person, Scotland and OBR UK forecasts, average growth rates 
from 2019 to 2023 (per cent) 

 
Source: Scottish Fiscal Commission Economic and Fiscal Forecasts December 2018, Figure 2.14 

 

The remaining differences between the SFC’s forecasts for Scotland and the OBR’s for the UK can be 
‘explained’ by very minor differences in judgements made about the output gap (the extent to which 
the economy is operating above or below capacity) and productivity growth – see Chart 3. 

Chart 3: Productivity growth trend and forecast, Scotland and the UK (per cent) 

 
Source: Scottish Fiscal Commission Economic and Fiscal Forecasts December 2018, Figure 2.4 
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In summary, the SFC continues to forecast slower GDP growth in Scotland than the OBR does for the 
UK (Chart 4). But on a per capita basis the differences are more marginal, and when one takes into 
account demographics they are very marginal. Both the OBR and SFC continue to take a relatively 
pessimistic view of medium term economic outlook given wider political uncertainties and continued 
weak productivity growth. 

Chart 4: Comparing OBR and SFC growth forecasts 

 
Source: Scottish Fiscal Commission Economic and Fiscal Forecasts December 2018, Figure 2.22 

In a long-term perspective, the separation of Scotland’s GDP per capita performance from the UK’s 
increasingly looks to have been a largely temporary phenomenon in 2015 and 2016. Scotland’s GDP 
per capita is forecast to grow more slowly than the UK’s, but only by around 0.2 percentage points 
per annum (Chart 5). 

Chart 5: GDP per capita outturn and forecast, Scotland and UK (1999=100) 

 
Source: Outturn from Scottish Government Quarterly National Accounts; forecasts from SFC 
(December 2018) and OBR (October 2018) 
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10. The Scotland Reserve 
The position of the Scotland Reserve, as reported by the SFC in Chapter 5 of their report, is 
summarised in Table 8. 

• The closing balance of the Reserve at the end of 2017/18 included £440m resource, £86.5m 
capital and £11.4m financial transactions. 

• In 2018/19, the Government has announced plans to draw down £250m from the resource 
Reserve and £85m from the capital Reserve. The resource drawdown is the maximum 
annual permissible drawdown. However, £100m of this relates to spending on Scotland Act 
2016 implementation, for which the Scottish Government received a one-off payment from 
the UK Government of £200m in 2017/18. Stripping this out, resource drawdown of £150m 
is only slightly higher than the average resource drawdown under the previous Budget 
Exchange mechanism (£126m over the four years to 2017/18). There are likely to be some 
payments into the Reserve to account for underspend in 2018/19, but the extent of these is 
not yet known. 

• In 2019/20, the Government plans to drawdown £220m of resource from the Scotland 
Reserve to support resource spending plans, £46m to support capital spending plans, and 
£47m of Financial Transactions. 

Table 8: Planned use of Scotland Reserve (£m) 
 Resource Capital Financial Transactions 
2017/18    

Closing balance 440 86.5 11.4 
2018/19    

Planned use -250 -85 - 
Payments in N/A N/A N/A 

2019/20    
Planned use -220 -46 -47 
Payments in N/A N/A N/A 

Source: Scottish Fiscal Commission (Dec 2018), Chapter 5 

The Government is thus planning to drawdown more from the Reserve than is currently in the 
Reserve, although there will of course be additions from underspends in 2018/19 and 2019/20 which 
will add to the Reserve’s balance. 

It is at times difficult to make the link between the information provided in the Table above (as 
reported by the Government to the SFC), and the information on the Scotland Reserve provided by 
the Government in Table A.01 of the Budget. For 2019/20, the read across is straightforward: the 
Budget identifies planned use of £313m from the Scotland Reserve, which tallies with the 
information in the SFC report. 

For 2018/19 however, the Budget identifies drawdown of £234m, compared to the drawdown of 
£335m provided by the SFC. 

11. Capital borrowing 
The Scottish Government borrowed its maximum permissible £450m in 2017/18 for a 25-year term 
and at an interest rate of 1.9 per cent. 

It has announced plans to borrow the maximum £450m again in 2018/19 and in 2019/20. It has 
again announced its intention to borrow for a 25-year term, and its working assumption is that 
interest rates will increase to 2% on the 2018/19 borrowing and 2.5% on the 2019/20 borrowing. 
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Table 5.2 of the SFC report sets out the implications of the existing and planned borrowing for the 
repayments of interest and principal, and the debt stock. If the borrowing plans for 2018/19 are 
implemented, then in 2019/20 the government will face interest payments of £17m, repayments of 
principal of £50m, and will have reached 50% of its debt stock. 

The scrutiny of capital borrowing is welcome, although it is worth remembering that revenue 
borrowing programmes (linked to the Non-Profit Distributing model and predecessor Public Private 
Partnership programmes remain much more significant in terms of the level of annual repayments 
(with annual repayments of around £1.3bn in 2019/20). 
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