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Dear Convener, 
 

Thank you for the opportunity for the Scottish Fiscal Commission to give evidence to 

the Finance and Constitution Committee on Wednesday 20 December. A number of 

points were discussed at the time that we promised to follow up on. We have 

responded to each of these below. 

 

Effect of changes to public sector pay policy on the income tax forecast 

As a result of the recently announced Scottish public sector pay policy, we estimate 

that average earnings from employment in the public sector will rise by 3.2 per cent 

in 2018-19 and by 2.9 per cent from 2019-20 onwards. Previously, we had been 

assuming that average earnings from employment in the public sector would 

increase by 1.9 per cent in all years. 

We expect that the public sector pay policy will increase income tax revenues by £55 

million in 2018-19, rising to £257 million by 2022-23, relative to our previous 

assumptions about public sector pay growth. The impact of higher growth in public 

sector pay awards on income tax revenues is cumulative. 

 

Change in total income tax revenues as a result of public sector pay policy 

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

Change in income tax 

revenues (£ million) 
55 101 150 202 257 

 

 

 



 

 

Comparison of the Commission’s additional rate TIEs to HMRC elasticities 

In 2012 HMRC published an elasticity of 0.48 for the behavioural response of the 

additional rate group of taxpayers.
1
 The Commission’s view is that a more 

disaggregated set of TIEs is more appropriate for additional rate taxpayers in 

Scotland, as shown in the table below. 

Taxable Income 
Start (£)  

Taxable Income 
End (£)  

Intensive 
Elasticity  

150,001  300,000  0.350  

300,001  500,000  0.550  

500,001  High  0.750  

 

To provide a figure that is roughly comparable to HMRC’s TIE, we calculate the 

average of the SFC’s TIEs weighted by income. This gives a figure of 0.51. This 

shows that, across all additional rate taxpayers, we expect a greater behavioural 

response of Scottish additional rate taxpayers to a change in the additional rate of 

tax than HMRC assumes for additional rate taxpayers in the UK. 

 

Basis for the TIEs used by HMRC and the Commission 

Many factors will affect an individual’s decision about where to work, how much to 

work and where to live. As with HMRC, our income tax elasticities consider the 

impact on taxpayer behaviour of changes in income tax in isolation. That is, for a 

given change in income tax, we assume all other factors remain constant. This 

allows us to capture the impact of the policy excluding other effects.  

On migration, factors affecting migration in to and out of Scotland are already 

implicitly captured in our baseline, and we set out our population and migration 

assumptions in our report.  

The evidence base for the TIEs used primarily comes from looking at the impact of 

historic changes in income tax in the UK and other economies. 

 

Basis for our forecast of Carer’s Allowance  

Carer’s Allowance is paid to those providing at least 35 hours of care per week to an 

individual in receipt of a qualifying benefit. Recipients cannot earn more than £120 

per week in 2018-19.  

                                                           
1
 See The Exchequer effect of the 50 per cent additional rate of income tax (link) 

http://webarchive.nationalarchives.gov.uk/20140206181159/http:/www.hmrc.gov.uk/budget2012/excheq-income-tax-2042.pdf


 

 

To forecast expenditure on Carer’s Allowance we estimate the number of claimants 

using a stocks and flows model. This approach estimates the number of new 

claimants flowing on to the benefit and the outflow as claimants leave the benefit. 

The rates at which people move on and off the benefit are referred to as flows. 

Women are more likely than men to claim Carer’s Allowance and the number of 

claimants increases with age, up to the state pension age. The flows are therefore 

estimated by age and gender to account for the impact of demographic change. The 

forecast number of claimants is then multiplied by the weekly rate, resulting in total 

forecast expenditure. 

As Carer’s Allowance is a benefit received by those providing unpaid or informal care 

we do not expect there to be any impact from the Scottish Government’s pay policy. 

 
Differences between our APD forecast and the Scottish Government forecast 

in the financial memorandum accompanying the Air Departure Tax (Scotland) 

Bill 

The tax revenue forecasts provided by the Scottish Government in the financial 

memorandum accompanying the Air Departure Tax (Scotland) Bill were based on 

OBR forecasts of the Scottish share of UK Air Passenger Duty receipts from 

November 2016. The OBR have subsequently revised down their forecast of 

Scottish APD receipts which is due to a combination of a downward revision to 

historic estimates of Scottish APD receipts and lower forecasts of UK-wide APD 

receipts. The OBR’s latest forecasts were published in December 2017. The two 

forecasts are very similar and are set out in Table 3.36 in our report. 

 

My colleagues on the Scottish Fiscal Commission and I trust that this letter responds 

satisfactorily to outstanding points from our session at the Committee last month. 

Please let us know, however, if any additional information is required by the 

Committee.  

I have copied this letter to the Cabinet Secretary for Finance and the Constitution.  

 

Sincerely, 

Susan Rice DBE 




