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19 February 2019 
 
 
Bruce, 
 
I am pleased to respond to the Finance and Constitution Committee’s report on the 2019-20 
Budget Bill, published on 25 January. The formal response of the Scottish Government is 
enclosed, and I understand that HM Treasury, the Scottish Fiscal Commission, the Office for 
Budget Responsibility, and others will be writing to you in regards to the recommendations 
relevant to them. 
 
At the Committee meeting on February 6, I undertook to provide an update on the 
amendment to the Transport (Scotland) Bill allowing Local Authorities to introduce a 
Workplace Parking Levy before Stage 3 of the Budget Bill. As the Committee will be aware, 
the Scottish Government is to support an agreed Green Party amendment to the Transport 
(Scotland) Bill that would enable local authorities who wish to use such a power to introduce 
a workplace parking levy with Scottish Government support being contingent on the 
exclusion of hospitals and NHS properties. 
 
This would be discretionary power for local authorities who wish to use it. In England and 
Wales, where there is already statutory provision for councils to introduce such schemes, 
Nottingham is the only local authority to have done so. To be clear, workplace parking is a 
levy on the workplace and not the worker. Any local scheme would of course have to go 
through usual local government processes including consultation, scrutiny and approval at 
local level  
 
The Transport Secretary assured Parliament’s Rural Economy and Connectivity Committee 
he would explore local authorities’ appetite for these powers when it was raised in the 
context of the Transport Bill in November last year. This engagement has been ongoing at 
official level. Engagement with further stakeholders and the Scottish Green Party will 
continue in the run-up to Stage 2 of the Transport Bill, to shape the specifics of an 
amendment before it is lodged.  
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The timetable for Stage 2 of the Transport Bill is being agreed with Parliament. We have a 
planning assumption that it will not begin until early summer. The amendment will be subject 
to the normal parliamentary scrutiny and approval. I understand that the Convener of the 
Rural Economy and Connectivity Committee is considering how best the committee takes 
evidence and scrutinises the forthcoming amendment to ensure Parliamentary consideration 
is as informed as possible. 
 
I hope the Committee finds this information useful. 
 
 
 
 
 
 
 

DEREK MACKAY 
 



 
35. The Committee welcomes the more positive outlook for the Scottish 
economy but notes that per capita GDP growth remains lower than the UK 
because of slower productivity growth in Scotland.  Given that productivity 
growth is a key driver of increased income tax revenues (other drivers include 
population growth and taxation policy) this gap while small could be a risk to 
the public finances and will require close monitoring by both the Scottish 
Government and the SFC.  In particular, the impact of a shrinking age 16 to 64 
population in Scotland in contrast to a growing age 16 to 64 population in the 
rest of the UK on both productivity growth and income tax revenues requires 
to be closely monitored.    
 
For 2018 as a whole, GDP in Scotland remains on course to meet the SFC forecast 
of 1.4%.  The SFC has revised up its growth forecasts for GDP for virtually every 
year in the forecast period. Unemployment is expected to remain at near record 
lows, with employment continuing to increase over the next five years. Trend 
productivity growth is expected to improve over the forecast period. Average nominal 
earnings growth is expected to improve over the forecast period. 
 
Compared to the OBR forecasts for the UK economy, the SFC forecast higher 
growth in Scotland in 2018, however lower growth for the remainder of the forecast 
period. This reflects the demographic challenges that are weighing on the Scottish 
GDP growth forecast.  The SFC forecast that growth in per person GDP (working 
age population 16-64) in Scotland is expected to converge with the UK, but will 
remain lower because of slower productivity growth in Scotland.  
 
The Scottish Government will continue to monitor population and productivity trends 
and to make the case that the UK Government’s immigration policy does not address 
our economic, demographic and social needs. 
 
The Scottish Budget set out a growth package of key measures to support the 
economy, unlock innovation and drive increased productivity.   
 
 
36. We reiterate our recommendation in our pre-budget report that the review 
of the Fiscal Framework should fully consider the impact of immigration policy 
following the UK’s departure from the EU. 
 
I fully acknowledge the committee’s concerns. While the current Block Grant 
Adjustment methodology mitigates the risk on the Scottish Budget when Scotland’s 
overall population grows slower than the rest of the UK’s, lower migration has 
substantial negative consequences on the economies of both Scottish and the rest of 
the UK. Migration to Scotland is essential to maintaining the size of the working age 
population – the section of the population most likely to contributing tax revenue, and 
least likely to need support from public services. 
 
Scottish Government modelling of the economic impact of the UK’s exit from the EU 
and related changes in migration suggests that it will be equal to a reduction in real 
GDP of 4.5% in Scotland and 3.7% in the rest of the UK by 2040. Such a reduction 
would also result in  a decline in Government revenue of 3.5% in Scotland and by 



2.7% in the rest  of the UK. The damage to Scottish economic growth could therefore 
be considerable and disproportionate.  
 
The exact remit of the Review of the Fiscal Framework will need to be jointly agreed 
by the Scottish and UK Governments, though we are determined to ensure that it 
considers all the factors that may have a major impact on Scotland’s finances in the 
long and near-terms 
 
 
44. The Committee notes that the OBR state that the referendum vote to leave 
the EU appears to have weakened the economy and predict that a no-deal 
Brexit could have a severe short-term impact on the public finances and would 
be a lot worse than an orderly Brexit.  The Committee is strongly of the view 
that a no-deal Brexit would be damaging to the Scottish economy and public 
finances and therefore is clearly not in the national interest. 
 
The Scottish Government fully agrees with the Committee. A no-deal exit from the 
EU would be catastrophic, with severe and disproportionate impacts on Scotland – 
on food supply, on medicines, on transport, and rural matters. It has the potential to 
generate a significant economic shock which could tip the Scottish economy into 
recession. The constrained policy levers available to the Scottish Government 
makes preventative and mitigating actions all the more challenging. Despite the vote 
of the House of Commons against a no-deal outcome, the UK Government has yet 
to take the necessary steps to rule it out. It should act immediately to rule out this 
disastrous outcome. 
 
 
54. The Committee reiterates the need for this process [BGA] to be closely 
monitored and the risks to be effectively and transparently managed. 
 
The Scottish Government is committed to full transparency regarding the operation 
of the Fiscal Framework. We will continue to publish the Fiscal Framework Outturn 
Report annually to show the impacts of the reconciliation process on the forthcoming 
year’s budget, and Scottish Budget publications will outline how these reconciliations 
have been managed. 
 
 
90. The Scottish Government state that it would cost £500m if the budget 
where to match UK Income tax policy. Therefore, in order to provide clarity, the 
Committee asks the Scottish Government to provide a breakdown of the 
£500m cost of matching all UK Government rates and bands.   
 
This costing was produced by taking the current Scottish Income Tax Policy for 
2019-20  as a baseline and estimating a scenario where all tax rates, bands and 
thresholds were amended to match the rUK rates, bands and thresholds. We 
assumed the same methodology and economic determinants as set out by the latest 
Scottish Fiscal Commission forecast – i.e. around the income distribution, wage and 
employment growth and behavioural change etc. This produced a difference of just 
over £500 million between the two scenarios.  Very similar analysis was undertaken 



by the Fraser of Allander Institute, who also got a revenue estimate of around £500 
million. 
 
 
109. The Committee notes that the revised forecasts for income tax illustrate 
the extent of the potential risk to the Scottish Government’s Budget.  This risk 
is determined by two main factors.  First, there is the actual strength of income 
tax growth in Scotland relative to the rest of the UK.  Second, there is the 
extent to which the OBR and the SFC can accurately forecast this relative 
growth.   
 
110. While the extent of this risk will not become clearer until the audited 
outturn figures are available  the Committee notes that there is some 
indication about the direction of travel from the revised forecasts and the in-
year data which has been published for 2018-19 at a UK level. In particular, UK 
tax receipts have been unexpectedly strong in 2018 while the SFC’s view is 
that “Scottish tax receipts have probably not been subject to the same rate of 
increase.”  The SFC suggest that there is some evidence that this is due to the 
disproportionate level of higher taxpayers in the rest of the UK relative to 
Scotland. 
 
111. At the same time the SFC have revised down their income tax forecasts 
since the December 2017 forecasts which informed Budget 2018-19.  While the 
OBR have also revised down their forecasts for the rest of the UK since 
November 2017 the net position for income tax is a worsening of £461m for 
2018-19.      
 
112. The Committee recognises that these remain forecasts and therefore do 
not have a direct impact on the Budget.  However, the in-year outturn data for 
income tax receipts at a UK level in 2018-19 does suggest that there is an 
increased risk which requires to be effectively managed by the Scottish 
Government.   
 
113. The Committee, therefore, asks the Cabinet Secretary whether he has 
any concerns about the impact on Budget 2018-19 arising from the monthly, 
in-year figure of total Scottish income tax PAYE liabilities provided by HMRC, 
given the unexpectedly strong performance of income tax receipts in 2018 in 
the rest of the UK.   The Committee reiterates our view that monthly in-year 
data should be published for Scottish income tax as soon as practicable to do 
so.   
 
HMRC provide us with monthly RTI data which we use to help build our 
understanding in-year of how tax receipts are performing against forecast. However, 
there are limitations to this RTI data in that it only applies to PAYE receipts (and so 
excludes Self-Assessment receipts); the data for Scotland only goes back to April 
2016; and as a taxpayer is either a Scottish of rUK taxpayer for the whole year, 
which can only be confirmed following the end of any tax year the data may 
incorrectly include or exclude some Scottish tax receipts.  Additionally, it is too early 
to draw firm conclusions from the RTI data and the relationship between it and the 
final outcome. It is likely that there will be seasonality – monthly variation - in the 



data meaning simple assumptions and comparisons may not be able to be made 
until there is a better understanding of the data from having access to a longer time 
series. Also as the RTI data only has PAYE and not Self-Assessment data in it, the 
data will only provide an incomplete picture of overall income tax receipts. The data 
is however welcome as we look to improve our understanding of tax revenues, but it 
should still be treated with caution at this time. The SG are working with HMRC, who 
have written to you and committed to publish RTI data in their new annual Scottish 
income tax publication, this summer, but publication will come with the caveats 
above. 
 
 
128. The Committee asks the Scottish Government to respond to the 
concerns of the [Scottish Human Rights Commission] and [Equality Budget 
Advisory Group] at paragraph 122 above.  The Committee also asks the 
Scottish Government to provide details of how its priorities in Budget 2019/20 
address the gender imbalance in the structure of higher rate taxpayers. 
 
The Scottish Government has no power over defining the income tax base – 
including the personal allowance - and so cannot directly change the number of 
people subject to income tax, or indeed the gender make up of each tax band.  
 
The Programme for Government makes clear our determination to reduce gender 
inequality and improve the position of women in the workplace. The Scottish 
Government has established a Gender Pay Gap Working Group that includes 
stakeholders such as Close the Gap, Engender and STUC. The Group were asked 
to develop recommendations for tackling the drivers of the gender pay gap to inform 
the publication of the Gender Pay Gap Action Plan, which is due for publication 
imminently. 
 
 
140. The Committee notes that the SFC’s central estimate of a behavioural 
response to income tax policy changes in Scotland and income tax policy 
changes in Scotland relative to income tax policy changes in the rest of the UK 
is £74m from a total forecast of around £11.7 billion. The Fiscal Framework 
review should consider the options available to the Scottish Government to 
address behavioural responses to tax changes.      
 
As outlined in our response to paragraph 37 of the Committee’s pre-Budget scrutiny 
report, we are determined to ensure that the forthcoming review of the Fiscal 
Framework considers all the factors that may have a major impact on Scotland’s 
finances in the long and near-terms. The exact remit of the review will be agreed by 
the Scottish and UK Governments. Parliament and its committees will be among the 
range of stakeholders who will be consulted by officials in the run-up to the review, to 
ensure that legislators have the opportunity to outline their concerns in detail and 
feed in to the process. 
 
 
154. The Fiscal Framework provides the Scottish Government with an annual 
limit of £300m resource borrowing powers to deal with forecast error in 
relation to devolved and assigned taxes and demand-led welfare expenditure.   



The Committee notes that, given the latest forecasts for income tax would 
result in a reconciliation of minus £472m to the Budget 2018/19, this highlights 
the issue of whether this annual limit is appropriate.   
 
I have stated my view that further fiscal and financial flexibility would allow the 
Scottish Government to manage the public finances more effectively and that there 
should be room for further discussion with the UK Government about borrowing 
limits and caps. While the exact remit of the forthcoming review of the Fiscal 
Framework has to be agreed between the Scottish and UK Governments, we remain 
determined to ensure it considers all the factors that may have a major impact on 
Scotland’s finances in the long and near-terms. The views of the Finance and 
Constitution Committee will also be an important input to that review. 
 
 
187. The Committee asks why the Scottish Government has planned to use 
all of the available funds in the Scotland Reserve when the latest tax forecasts 
are now £400m lower for 2018-19.   
 
188. The Committee asks the Scottish Government to provide details of the 
level of underspend from the 2018/19 Budget which has been factored into the 
2019-20 Budget.    
 
I have made clear to Parliament that I do not expect to use all of the available funds 
in the Scotland Reserve in 2019-20. The planned drawdown from the Reserve of 
£313m will be funded through a mix of underspend from 2018-19 and the existing 
reserve balance. The final mix of funding will not be known until after the end of the 
financial year, when we have provisional outturn figures for 2018-19. 
 
 
189. The Committee invites the Scottish Government to explain the apparent 
difference between the figures for the Scotland Reserve in the Autumn Budget 
Revision and in the 2019/20 Budget. 
 
The 2019-20 Scottish Budget does not explicitly set out a reserve position, only that 
spending plans anticipate £313m in drawdown from the Reserve. This commitment 
reflects additional knowledge gained since the publication of the Autumn Budget 
Revision. Specifically, this includes additional consequential funding for 2018-19 
provided by HM Treasury at UK Autumn Budget and a developing understanding of 
in-year underspends that are starting to emerge. This knowledge, on top of the 
running in year balance of £198m shown in the Autumn Budget Revision, allowed 
the Scottish Government to commit to funding the additional £313m of commitments 
shown in the document. The running balance on the Reserve will be updated at 
Spring Budget Revision but, as indicated in response to question 187, precise details 
of the end-of-year balance will not be known until provisional outturn information is 
available in June. I will update Parliament at that time. 
 
 
232. The Committee notes that basing VAT assignments for Scotland on 
estimated figures could potentially introduce further volatility into Scotland’s 
public finances.  The Committee asks the Scottish Government to keep the 



Committee updated on the development of the methodology used for 
assigning VAT to Scotland in advance of it being finalised by the Joint 
Exchequer Committee in spring 2019. 
 
In 2018-19 the Scottish and UK Governments have worked together to develop an 
assignment methodology to deliver the best VAT assignment model with currently 
available data. At present, the survey data that underpins elements of the 
methodology is being boosted to help with volatility concerns, thereby boosting the 
reliability and stability of survey data which will determine a significant component of 
future Scottish Budgets. We continue to monitor the methodology, including a focus 
on the robustness of the data and its potential volatility. 
 
The draft model for calculating Scottish VAT receipts was published in November 
2018 by HM Treasury, and in Spring 2019 the Scottish and UK Governments will 
host an event for interested stakeholders on the development and implementation of 
the model.   
 
2019-20 will be a transitional year, where VAT assignment will be forecast and 
calculated, but with no impact on the Scottish Government’s Budget. From 2020-21, 
provided both Governments are assured that the assignment methodology is 
working effectively, the Scottish Government’s Budget will be determined by forecast 
and final estimated VAT receipts in Scotland and corresponding Block Grant 
Adjustment. 
 
 
239. The Committee notes the difficulties surrounding the introduction of ADT 
in Scotland and requests that the Scottish Government keeps the Committee 
updated on progress in seeking a solution with the UK Government.   
 
The third meeting of the ADT Highlands and Islands Working Group took place on 4 
February 2019, and the Committee will be updated further when it has concluded its 
work. 
 
The Scottish Government will keep the Committee informed of progress as it 
continues to seek a solution with the UK Government. 
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