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Finance and Constitution Committee 

11th Meeting, 2020 (Session 5), Friday 5 June 2020 
The impact of COVID-19 on the public finances and the Fiscal Framework 

Introduction 

1. The purpose of this paper is to set out background information for the Committee’s
evidence session on the impact of COVID-19 on the public finances and the Fiscal
Framework from John Cullinane, Tax Policy Director, Chartered Institute of Taxation and
Professor Jim Gallagher; and then from Mark Taylor, Audit Director, Audit Scotland and David
Phillips, Associate Director, Institute for Fiscal Studies.

Evidence to the Committee 

2. In advance of its consideration of the Scottish Governmen’s  Summer Budget Revision 
2020-211, the Committee agreed to issue a call for views on the impact of COVID-19 on the 
public finances and the Fiscal Framework. The closing date for submissions was 29 May 
2020 and the Committee received eight submissions which are attached at Annexe A to this 
paper. SPICe produced a summary of the submissions and this is attached at Annexe B.

3. The Committee also took evidence on the impact of COVID-19 on the public finances 
and the Fiscal Framework at its meeting on 14 May 2020 from the Fraser of Allander Institute 
and from the Scottish Fiscal Commission. The transcript from that meeting is on the 
parliament website.

Next steps

4. The Committee will take evidence on the Summer Budget Revision 2020-21 from the 
Cabinet Secretary for Finance and consider a motion to approve the SSI  at its next meeting 
on 12 June 2020.

Committee Clerks, June 2020cottish Parliament Infor mati on Centr e log o 

1 The 2020-21 Summer Budget Revision amends the Budget (Scotland) Act 2020 which authorises the 
Scottish Government’s spending plans for the financial year 2020-21. Details of the proposed changes are set 
out in the 2020-21 Summer Budget Revision to the Budget (Scotland) Act for the year ending 31 March 2021 
published on 27 May 2020. 

http://parliament.scot/parliamentarybusiness/report.aspx?r=12641
https://www.gov.scot/binaries/content/documents/govscot/publications/advice-and-guidance/2020/05/2020-21-summer-budget-revision/documents/scotlands-budget-documents-2020-21-summer-budget-revision-budget-scotland-act-year-ending-31-march-2021/scotlands-budget-documents-2020-21-summer-budget-revision-budget-scotland-act-year-ending-31-march-2021/govscot%3Adocument/scotlands-budget-documents-2020-21-summer-budget-revision-budget-scotland-act-year-ending-31-march-2021.pdf
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Written submission from David Phillips, Associate Director, Institute for Fiscal 

Studies 

This is a response by David Phillips, an associate director at the Institute for Fiscal 

Studies, who leads the Institute’s work on devolved and local government finance issues. 

However, the views and opinions expressed here are those of the authors only; the IFS 

has no corporate views. 

What this response covers 

It briefly discusses how the fiscal framework operates, and the implications of this for both 

the revenue risks borne by the Scottish Government, as well as the scope for the Scottish 

Government to announce new tax and spend measures in response to the coronavirus 

crisis. It suggests considering changes to block grant adjustments, borrowing 

powers, and the allocation of funding.  

The Scottish Fiscal Framework 

The Scottish Government is funded by two main sources: block grant funding, provided 

by HM Treasury, and devolved tax revenues. In addition, it has access to capital and (in 

restricted circumstances) resource borrowing powers, and can maintain small reserves 

which it can draw down up to fixed limits.  

Features of this system provide significant insurance to the Scottish Government from 

falls in revenue, but constrain its ability to undertake additional policy measures that entail 

a net cost. 

Block grant funding and the block grant adjustments provide significant insurance 

The fact that the Scottish Government receives a large share of its funding in the form of 

a block grant from HM Treasury is one feature which provides significant insurance 

against negative revenue shocks. This is because the amount of block grant funding 

received does not depend, at least in the short term, on the amount of tax collected either 

in Scotland or in the UK as a whole. If there is a shortfall in non-devolved revenues, it is 

the UK government that is responsible for covering this via borrowing.  

Another mechanism that provides insurance is the system of block grant adjustments 

(BGAs) that sit alongside the devolved tax revenues and powers. In particular, the BGAs 

are indexed to what happens to comparable revenues in England and Northern Ireland. 

This means if revenues for these devolved taxes fall at the same rate per capita in 

Scotland as in England and Northern Ireland, then the Scottish budget will be insulated 

from the revenue effects of the coronavirus crisis. That is because the reduction in the 

BGAs would more or less offset the reduction in tax revenues. If Scottish revenues fall by 

more than those in England and Northern Ireland, the Scottish budget would be reduced 

(because revenues would fall more than the BGAs), while if Scottish revenues fall by less, 

the Scottish budget would be increased (because revenues would fall by less than the 

BGAs). In other words, the way the BGAs are indexed insures the Scottish Government’s 

budget against common shocks, but exposes it to idiosyncratic shocks.  

The timing of tax revenues and BGAs provides further short-term insurance for the 

Scottish Government when it comes to income tax revenues. The income tax “revenues” 

the Scottish Government will receive in 2020-21 are based on forecast for this year, made 

before the coronavirus crisis. The BGA for income tax is also based on forecasts for 

income tax revenues in England and Northern Ireland made before the coronavirus crisis. 
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These are not reconciled to outturns until they become available after 3 financial years. 

Hence, even if income tax revenues in Scottish fall more than in England and Northern 

Ireland, this would not hit the Scottish Budget until 2023-24 The Scottish Government has 

some borrowing powers to address these shortfalls, provided they are modest and short-

term (see next sub-section). It has chosen to do this in the current financial year, as a 

result of reconciliation of outturns for income tax revenues and the associated BGA for 

2017-18 leading to a net £204 million reduction in funding for the Scottish Government 

(revenue outturns were £941 million lower than forecast, but the BGA was only £737 

lower than forecast). It can also choose to draw down reserves or absorb any shortfall in 

its Budget. 

For landfill tax and land and buildings transactions tax, which are collected by Revenue 

Scotland, the process is different.1 Revenues for these taxes are actually what is collected 

in-year, whereas the BGAs are initially based on forecasts for England and Northern 

Ireland made before the coronavirus crisis, which will be updated based on Autumn 2020 

forecasts, and reconciled to outturns in 2022-23. For these taxes, therefore, the Scottish 

Government initially bears the full revenue risk. Much of this could be offset by reductions 

in BGAs when updated forecasts are produced in the autumn, and when reconciliation 

takes place in 2022-23, but idiosyncratic risks remain the responsibility of the Scotland. 

The Scottish Government has in- and cross-year borrowing powers to address the short-

term shortfalls that could arise.   

Short-term borrowing cannot be used to insulate the Scottish Budget from the effects of 

a longer-term decline in its tax base relative to that of England and Northern Ireland if, for 

instance the Scottish economy does not recover as well from the crisis.  

One thing that could address the long-run impacts of a bigger hit to the Scottish 

economy would be to update the BGAs to account for changes in the relative size 

of the Scottish tax base. As it stands, these BGAs are set to be based on pre-

coronavirus relativities indefinitely. Updating these fully or partially for future years 

would increase the Scottish Government’s budget if its tax base is relatively 

smaller in future than it was when the BGAs were initially set (e.g. if the Scottish 

economy is hit harder on a long-term basis); but would reduce the Scottish 

Government’s budget if its tax base is relatively larger in future (e.g. if the Scottish 

economy is hit less hard on a long-term basis). The current framework whereby the 

Scottish Government was fully insulated from differences in tax bases at the point 

of devolution (‘no detriment’) but bears in full any changes in the relative size of 

tax bases from that point on is unusual internationally.  

Whether the Scottish economy will be hit harder or not is difficult to say. On the 

one hand, a larger share of the workforce work in sectors such as hospitality, which 

are likely to be hard hit and may take significant time to recover. And the Scottish 

economy is much more dependent on the oil and gas sector, where prices have 

fallen and may remain depressed. On the other hand, a larger share work for the 

                                                           
1 Note that non-domestic rates are not covered by the fiscal framework agreement. The implicit BGA for these is 
initially set based on forecasts for English non-domestic rates revenues, and is adjusted to account policy measures 
using the Barnett formula (see final sub-section). However, I am uncertain as to whether forecasts and outturns for 
England are reconciled and the initial BGA eventually updated – this is something to check with HMT and/or the 
Scottish Government.  
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public sector, and may be relatively insulated from the economic effects of the 

coronavirus crisis.   

The rules on reserves and borrowing were not designed for the current situation 

The Scottish fiscal framework places limits on the amounts the Scottish Government can 

put into and draw down from reserves, the amount it can borrow for different purposes, 

and sets out rules on when these powers can be used.  

Previous analysis by IFS researchers suggested that the limits looked sufficient, 

even in the face of economic shocks like recessions, but also that rules allowing 

full access of these powers only in the case of a tightly-defined “Scotland-specific 

economic shock” could prove constraining.2 A forecast reduction in funding of 

£600 million in 2021-22 due to reconciliation of income tax revenues and BGAs for 

2018-19 exceeds the maximum amount that can be borrowed and drawn down from 

reserves in the absence of a Scotland-specific shock by £150 million. Reform or 

abolition of the rules in relation to a Scotland-specific shock should be considered, 

and at the very least, borrowing limits should be indexed to increase in line with 

devolved revenues and demand-led expenditure.  

Moreover, the borrowing limits and rules were not designed to deal with situations like 

now, when: 

• There is a need to develop, cost and announce new measures very rapidly; 

• There is the potential for the nations to be affected by coronavirus in very different 

ways. 

The Scottish Government is able to hold reserves of up to £700 million in total, and draw 

down up to £250 million a year for day-to-day spending, plus up to £100 million for capital 

spending. For the current financial year, Budget forecasts suggest there could be around 

£107 million of unallocated reserves that could be drawn down, which might sound 

sizeable but is less than 0.3% of the Scottish Government’s budget and less than 1% of 

the Scottish NHS’s budget.  

The Scottish Government is also able to borrow £450 million a year for capital spending, 

up to a total borrowing limit of £3 billion. The draft budget for 2020-21 envisioned making 

use of the full £450 million of this facility, meaning no scope to increase borrowing further,  

The fiscal framework also provides for up to £500 million of in-year borrowing to smooth 

the timing of receipts and spending of £500 million. It allows for £300 million a year in 

cross-year borrowing if tax revenues are lower than forecast, up to a limit of £1.75 billion. 

This limit is increased to £600 million in the case of a forecast or actual ‘Scotland-specific 

economic shock” which is defined as a situation when onshore Scottish GDP is below 1% 

in absolute terms of a rolling 4 quarter basis and 1 percentage point below UK GDP 

growth over the same period.  

                                                           
2 D. Bell, D.Eiser and D. Phillips (2016), ‘Scotland’s Fiscal Framework: Assessing the Agreement’, 
https://www.ifs.org.uk/publications/8212.   

https://www.ifs.org.uk/publications/8212
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As discussed above, payments of devolved income tax from HMRC to the Scottish 

Government are based initially on forecasts and are not reconciled with outturns until 3 

years later: 2023-24 for the current financial year. But the Scottish Government collects 

revenues from land and buildings transactions tax and landfill tax itself, and Scottish 

councils collect non-domestic rates on its behalf. In the near term then, these borrowing 

powers could be used to cover shortfalls in revenues from these taxes. Given 

approximately 40% of the business rates tax base is being exempted from business rates 

in the coming financial year, funded by additions to the Scottish block grant, and the BGAs 

are set to be updated in the Autumn for LBTT and LT, the £500 million borrowing powers 

would be enough to cover a shortfall in these revenue streams of perhaps 35% in the 

meantime. If the fall in revenues is larger than this, the Scottish Government may need 

to cut back spending.  

Moreover, the rules preclude borrowing to cover the day-to-day costs of new policy 

measures – such as responses to the Coronavirus. This means that the devolved 

governments are very reliant on funding from the UK government in order to be able to 

fund additional policy measures – such as tax holidays and cash grants via the business 

rates system, and extra funding for the health and social care systems. If there is not 

good communication by the UK government in advance of its own announcements, the 

devolved governments could find themselves having to play catch-up once they know 

how much funding they will receive as a result of those announcements. This risks 

additional uncertainty for residents of the devolved nations and even delays to 

implementation of policies. 

As of 30th April, the Scottish Government had received £3.5 billion in additional block 

grant funding as a result of measures announced in England (since then figure will have 

increased as a result of additional funding announcements, e.g., for social care 

providers). By that stage it had allocated just over £3.4 billion of that total, although, 

potential further allocations for health and social care were pending (and support to 

councils for reductions in council tax, fees and commercial income is notably absent so 

far).3 If the Scottish Government decide they wish to go further than the UK government 

on coronavirus-related measures, they have to cut back other areas of spending to be 

able to do this.  

It is notable that in Wales, the Welsh Government has decided to do just that. In an 

analysis in early April, Guto Ifan of Cardiff University estimated that of the approximately 

£2.4 billion of coronavirus-related measures then announced in Wales, £526 million were 

not covered by additions to the block grant (of just under £1.9 billion by that stage).4 The 

aforementioned £105 million of unallocated funding could be used to help fund this. But 

funding will have to be reallocated from other budgets, including reallocating EU funding 

from supporting business creation and expansion to business survival. Some of the 

reallocated funding may be from activities no longer feasible or needed in the short term, 

                                                           
3 N. Hudson (2020), ‘What money is the Scottish Government getting for coronavirus (COVID-19) support and how 
is it being spent?’, https://spice-spotlight.scot/2020/04/30/what-money-is-the-scottish-government-getting-for-
coronavirus-covid-19-support-and-how-is-it-being-spent/.  
4 G. Ifan (2020), ‘Covid-19 and the Welsh Government Budget’, 
https://www.cardiff.ac.uk/__data/assets/pdf_file/0005/2132654/COVID19_Welsh_Budget_FINAL.pdf.  

https://spice-spotlight.scot/2020/04/30/what-money-is-the-scottish-government-getting-for-coronavirus-covid-19-support-and-how-is-it-being-spent/
https://spice-spotlight.scot/2020/04/30/what-money-is-the-scottish-government-getting-for-coronavirus-covid-19-support-and-how-is-it-being-spent/
https://www.cardiff.ac.uk/__data/assets/pdf_file/0005/2132654/COVID19_Welsh_Budget_FINAL.pdf
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such as for international trade missions or speed limit enforcement. But it is possible that 

much more difficult choices over reallocation could be encountered too.  

There is therefore a case for giving the devolved governments greater access to 

borrowing via the National Loans Fund, at least temporarily and for coronavirus 

related measures. Removal of the annual cap on drawdowns from reserves would 

also enable additional spending. This would allow devolved governments to 

develop, cost and announce plans more quickly than if they have to wait until UK 

government plans for England have been announced.  

The OECD has noted that most OECD countries require sub-national governments 

to balance their budgets, but warns that when such rules apply over short 

timeframes they can be problematic.5 It suggests relaxing or suspending these 

rules, alongside the provision of guarantees of debt incurred by sub-national 

governments as a result of the corona virus crisis. It notes that:  

‘During a time of crisis, it may be possible to relax such rules with a reduced risk of moral 

hazard problems emerging later. Relaxation may take the form of both formal escape 

clauses that can be triggered by prescribed circumstances and/or effective suspension of 

the rules in practice when it is unreasonable to expect SNGs to comply.’ 

It is worth noting that Spain had allowed municipalities to run deficits, and that in 

Germany, several states are relaxing self-imposed balanced budget rules.  

Effective communication and coordination between the UK and devolved 

governments should also be a priority – and several OECD countries have 

activated or created agencies dedicated to national-regional inter-governmental 

crisis coordination.  

Reliance on the Barnett formula risks misallocation of funding across the UK 

Increments to (or decreases to) block grant funding – such as those made during the 

Coronavirus crisis – are calculated using the Barnett formula. In the case of Scotland, this 

adds to (or subtracts from) the block grant an amount equivalent to 100% of the per capita 

change in funding for comparable spending in England.6 For example, if new funding of 

£100 per capita is announced for England for responsibilities that are devolved to Wales, 

the Welsh Government receives an additional £100 per capita.  

This formula is simple and automatic. But there are many reasons why the share of 

spending needed in each nation may differ from such a population-based approach. In 

an observation published at the end of March,7 I highlighted that: 

• Caseloads and prevalence of Covid-19 may differ significantly, putting differing 
degrees of pressure on the health services of each nation. At the time of writing, 

                                                           
5 OECD (2020), ‘Covid-19 and fiscal relations across levels of government’, 
http://www.oecd.org/coronavirus/policy-responses/covid-19-and-fiscal-relations-across-levels-of-government-
ab438b9f/#section-d1e1731.  
6 In Wales, it is 105% rather than 100%. The Welsh Government negotiated a 105% share as part of the new fiscal 
framework introduced alongside the devolution of additional tax revenues and powers in 2018-19 and 2019-20 in 
recognition of long-standing concerns that Wales was under-funded via the Barnett formula. 
7 D. Phillips (2020), ‘Devolved governments need more flexible funding and greater borrowing power to tackle 
coronavirus effectively’, https://www.ifs.org.uk/publications/14766.  

http://www.oecd.org/coronavirus/policy-responses/covid-19-and-fiscal-relations-across-levels-of-government-ab438b9f/#section-d1e1731
http://www.oecd.org/coronavirus/policy-responses/covid-19-and-fiscal-relations-across-levels-of-government-ab438b9f/#section-d1e1731
https://www.ifs.org.uk/publications/14766
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deaths due to Covid-19 are lower on a per capita basis in each of the nations with 
devolved government than in England. 

• Demographic and health differences may mean the population of each nation is 
more susceptible to the disease. For example, the fraction of the population aged 
65 or over in Wales in 114% of the level in Scotland, while it is 104% and 90% of 
the English level in Scotland and Northern Ireland, respectively. Rates of ill health 
are higher in Scotland, Wales and Northern Ireland than England.  

• Differences in the composition of the labour force may affect the cost of a range of 
policies and the importance of different types of support. For example, a higher 
share of jobs are in food and accommodation services in Scotland and Wales than 
England.  

• Differences in tax bases may affect the cost of providing support through the tax 
system. For example, a higher fraction of the business rates taxbase (‘rateable 
value’) is in the retail and hospitality sectors in Scotland than England, and a higher 
share of properties in Scotland have rateable values below the thresholds chosen 
for grant-funding – both of which would push up the cost of support in Scotland 
relative to England. However, the average rateable value of properties in the retail 
and hospitality sectors is lower in Scotland than England, reducing the cost of the 
business rates holiday for these sectors. 

If needs differ, using the Barnett formula to allocate funding could therefore mean 

relatively too little or too much funding being given to the devolved governments in 

Scotland, Wales and Northern Ireland. When combined with limited borrowing powers, 

this could mean the devolved governments have insufficient funding to fund necessary 

expenditures and/or an inefficient allocation of scarce funding across the nations of the 

UK.  

The UK government should therefore consider bypassing the Barnett formula, 

especially if it is clear that the coronavirus is having very different impacts in 

different parts of the UK or the cost of particular policy responses will vary 

significantly. Where ex-ante assessment of likely needs is infeasible it could 

consider funding via cost reimbursement if the devolved governments follow the 

same policies as the UK government in England, subject to appropriate checks on 

expenditure.  

Any formula bypasses should probably be planned to be temporary: it is important 

not to rush into making new long-term fiscal arrangements in the midst of a crisis. 

However, as may be the case in other areas of public policy, this crisis can be a 

prompt to consider the suitability of elements of the fiscal system, like the Barnett 

formula, that have long been subject to calls for reform. For example, the Holtham 

Commission, the House of Lords Economic Affairs Committee, as well as the 

author of this note and many other researchers, have called for the replacement of 

the Barnett formula with a more rational system, such as based on a spending 

needs assessment.   

 



Written submission from Homes for Scotland   

1. Introduction

1.1. The Scottish home building industry plays a central role in our country’s social wellbeing and 
economic success, delivering 20,255 new homes in 2018. It makes a significant contribution to 
Scotland’s GVA (£3.2bn in 2014) and public finances through job creation, increased resident 
expenditure and significant contributions through taxation. Homes for Scotland (HFS) speaks on 
behalf of c.200 member organisations which together deliver the majority of these new homes.  

1.2. COVID-19 has had a significant immediate impact across the entirety of the Homes for Scotland 
(HFS) membership, ranging from micro-SME to large national home builders, as well as our diverse 
collection of associate members who all perform pivotal roles across the larger supply chain. Home 
builders (across both public and private sectors), like all businesses have been confronting 
challenges that have been emerging and evolving daily.  

1.3. The process of rapid lockdown, together with significant continuing fixed overheads, means that the 
sector has already incurred major costs, with many commercial and legal issues also needing to be 
dealt with. While recognising that all businesses interact with suppliers and purchasers, few sectors 
beyond housing involve such strict regulation at the front end, rationing the supply of raw materials 
and dictating production timetables. And none then combines this with such a complex set of 
relationships at the other end involving lenders, surveyors, solicitors etc as well as customers.  

1.4. Public health has been and must continue to be the primary concern across Scotland and the UK, 
however, we must also acknowledge that significant interventions will be required to restart the 
economy as soon as it considered safe to do so.  

2. Immediate Financial Impact

2.1. A recent HFS survey carried out at the start of April revealed that from just 34 home builder 
companies, a total 4,083 employees had already been put on furlough, an illustration of the 
immediate steps our members had to take in reducing overhead costs when all cashflow has but 
ceased. 1 

2.2. For the period 23 March 2020 – 10 April, the average percentage of forecasted settlements achieved 
by 28 home builder members was 43%. However, 13 achieved 20% or less of their forecasted 
settlements for this period. 2 

2.3. From a further survey of our members, over 6,000 homes with an estimated value in excess of £1bn 
are due for completion between March and June. For those customers who have contracted to 
complete the purchase of their new home, this will have implications for multiple other transactions in 
their chains with possible legal consequences.  

2.4. These 6,000 homes, worth £1bn to the wider Scottish economy would also currently be 
providing: 
- Approximately £6m in council tax to Local Authorities3

- Approximately £7.5m in LBTT to the Scottish Government4

1 Homes for Scotland – COVID-19 Business Impact on Members (April 2020)  
2 Ibid  
3 The average Scottish Council Tax Bill is £1,069.00.  
4 The average price of a new build home in Scotland is £208,000. This approximation does not take into account FTB reliefs, 
Additional Dwelling Supplement, nor does it consider LBTT receipts from Land Transactions.  
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2.5. Taking all of the costs home builders are accumulating at present into account, with no real source of 
income or steady cashflow, our member survey carried out at the start of April 2020 showed that 
from a representative sample of 34 home builders:  
- 76% believed they could only sustain their business for a maximum of three months. This is

predominately weighted from responses from our SME homebuilder members who are more
acutely exposed than other organisations to the financial risk and economic contraction posed by
COVID-19.

2.6. As we move towards 3 months of shutdown, these survey results are increasingly concerning as 
permanent closure of these businesses with the associated job losses and economic impact 
becomes more likely. 

3. Longer Term Financial Impact

3.1. The industry is in no doubt that the prospect of production and sales returning to anything like normality 
in the early summer is nearly impossible and very few new site openings will be occurring over the 
course of the next six months. Early estimates have suggested that even on best case scenarios, and 
assuming a return to production by the summer, we may expect a reduction in completions for the year 
of around 30 to 40% from where they would otherwise have been.  

3.2. This is not something that can be recovered even in the space of 12 months and it could be 2/3 years at 
least before we return to anything near recent activity levels and economic contribution. Indeed, in their 
Spring / Summer 2020 Housing Forecast, Rettie & Co have said, ‘the optimistic scenario assumes a 
bounce back in 2021, with the market returning to 2019 levels again by 2022. The more pessimistic 
scenario would see activity taking another year or so to recover.’5 

3.3. This ‘lost production’ during lockdown will add to the significant deficit in housing supply across Scotland, 
with an estimated backlog of 85,000 homes amassed over the last decade. Good progress had been 
made in recent years of reaching a delivery of 25,000 new homes each year, with 2018 marking the first 
time in a decade that new housing delivery breached 20,000 completions. As Scotland plans for its 
longer term economic recovery, returning home building to pre Covid-19 levels of delivery will be vital. It 
is estimated that, the delivery of 25,000 new homes each year6: 

- Contributes £1.17bn in net capital expenditure and £5.1bn (direct, indirect and induced)
economic output

- Supports a total of 101,630 jobs (direct, indirect and induced)

- Over £650m in resident expenditure across Scotland

3.4. Covid-19 will undoubtedly have a significant negative impact upon the Scottish Government’s Affordable 
Housing Supply Programme (AHSP) to deliver 50,000 affordable homes by March 2021. Audit Scotland 
reported that as of December 2019, a total of 31,136 affordable homes had been delivered, leaving a 
further 18,864 to be delivered.7 In this light, it is vital that we get home builders, across all tenures, 
returning to site as soon as possible.  

3.5. Private housing delivery often acts as a catalyst for the physical delivery of new affordable homes as well 
as providing significant investment to affordable housing through Section 75 Agreements. Analysis from 
Nathaniel Lichfield & Partners has found that the delivery 15,562 homes in 2014 supported the delivery 
of 970 affordable homes and a further £46.8m in S75 affordable housing contributions. 

3.6. The delivery of 25,000 homes could contribute over 1,500 affordable homes and a further £75.2m in S75 
affordable housing contributions. 8 

3.7. As was the case with the recession of 2008, we expect that the worst hit home builder companies will be 
the Scottish-based SMEs.  The number of active SME home building companies decreased from 782 in 
2007/2008 to 465 in 2017/18, representing a drop of nearly 40%.  In turn, the number of homes for sale 

5 The Market After Covid: Scottish Housing Forecasts Spring/Summer 2020, Rettie & Co, May 2020. (Accessible here).  
6 The Economic and Social Benefits of Home Building in Scotland, Nathaniel Lichfield & Partners, January 2016. (Accessible here). 
7 Affordable Housing: The Scottish Government’s affordable housing supply target, April 2020 (Accessible here).  
8 Nathaniel Lichfield & Partners, January 2016.  
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https://mr3.homeflow.co.uk/files/site_asset/image/3990/0447/Forecast_Spring_2020.pdf?1589540062
https://www.homesforscotland.com/Portals/HomesForScotland/Documents/2015/NLP%20Report/THE%20ECONOMIC%20AND%20SOCIAL%20BENEFITS%20OF%20HOME%20BUILDING%20Jan%202016.pdf?ver=2016-01-12-101252-283
https://www.audit-scotland.gov.uk/uploads/docs/report/2020/nr_200409_affordable_housing.pdf


being delivered by these companies dropped from 4,846 in 2007 to just over 2,700 units a year in 
2017/18.9   

3.8. The impact of COVID-19 on these SME companies cannot be overestimated and we could, ultimately, 
see the virtual disappearance of the small Scottish home builder with associated job losses and 
economic impacts. If this part of the market is lost, it will significantly negatively impact the overall health 
and functionality of both the Scottish housing market and wider economy. Particularly the rural 
communities they support through employment, and local area investment and limit their ability to 
contribute towards a stronger more inclusive Scotland.  

 

HFS is continuously monitoring data provided from our wider membership as it becomes available to gather 
insight and analysis on the immediate and likely longer term impacts of the pandemic on business and the wider 
Scottish economy. Should the Committee require further or updated data, we would be happy submit this. 

 

Response prepared by:  

David Petrie 
Policy Officer 
Homes for Scotland 
21 May 2020 

 

 

 
9 Small Scale Home Builders Report: Increasing Supply, Homes for Scotland, November 2019. (Accessible here).  
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Written submission from Professor JD Gallagher CB FRSE 
 
Covid-19 will have an impact on UK public finances for years to come.  Revenues will 
fall, expenditure and indebtedness will rise; spending priorities and, very likely, tax 
choices will change.  While Scotland is part of the UK, the majority of these risks will 
be borne by the UK Exchequer, and therefore UK taxpayers, rather than the weaker 
Scottish tax base.  Recovery actions will have to be coordinated between UK and 
Scottish governments.  The Fiscal Framework for the Scotland Act is behaving as it 
was intended to do, though there are some respects in which the Scottish government 
might seek to negotiate temporary alleviations from HM Treasury.  Longer term, 
difficult decisions about revenue raising will have to be made. 
 
Strategic issues for the public finances 
 
The UK already faces a sudden recession, with big immediate effects: 
 

• Immediate, substantial falls in tax income; 

• Huge immediate expenditure (most notably on furloughed workers, running at 
levels comparable to spending on the NHS) but also additional health and other 
spending; 

• Very significant increases in indebtedness:  in April the OBR forecast UK 
indebtedness of 96% of GDP.  

 
It is not yet clear how these immediate impacts will be funded, whether by monetary 
policy measures, one-off tax changes, offsetting savings or sustained increases in tax 
rates longer term.  Some mixture of these seems likely.  Not all the measures will 
directly affect the Scottish budget, but they will be the environment in which Holyrood’s 
choices are made. 
 
The medium-term economic impact of the crisis is uncertain, but there is a consensus 
amongst forecasters against a "V shaped" recovery, in which the economy and tax 
revenues simply bounce back.  Economic activity is likely to take some time to recover.  
Structural changes to the economy, either from the direct impact of the crisis (say, 
individual firms going out of business) or behavioural changes affecting different 
sectors (less use of transport, lower leisure spending etc), may also slow recovery and 
hence lower tax revenues.  At the same time, demands for public spending will rise, 
some short, some longer term. For example, 
 

• More social security spending from increased unemployment 

• More expenditure on health and especially social care 

• More spending on economic and social resilience, learning the lessons of the 
crisis 

• Public investment in economic restructuring. 
 
In short, the medium-term expectation is a of smaller economy of which the public 
sector takes a larger part. Borrowing may take the short term strain, but revenues will 
have to rise. 
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Recovery actions 
 
Across the world, governments have taken extraordinary action to support businesses 
during lockdown.  Here, this has relied on the fiscal capacity of the UK government.  It 
has been able to borrow unprecedented amounts, even for the first time issuing gilts 
at negative interest rates.  Less attention has been given to its unexpected operational 
capacity to support businesses.  Unlike any other part of government, HMRC has day-
to-day links with every business and employer in the country and the government has 
used HMRC in a wholly unprecedented way. 
 
Governments are only beginning to chart a way out of emergency measures.  Many 
businesses will come out of lockdown heavily indebted (mostly to government) and 
may need short-term help; others may not survive, and job losses can be expected.  
In the medium term, behavioural changes will affect different sectors (tourism, say) 
differently and these may need to restructure.  These economic development 
challenges are not for the Scottish government on its own.  Legally, economic 
development is a shared competence of the two levels of government. (It has been 
since 1999).  In practice, many of the tools which might be used to manage recovery 
and restructuring are in the hands of UK ministers.  As well as the furloughs managed 
via HMRC, there might be, eg, emergency loans, and their repayment terms, 
corporation tax rates and allowances, employers’ national insurance contributions, UK 
regional economic development funds and no doubt others.  In the circumstances of 
leaving the EU, UK-wide issues also arise in relation to State Aids rules or whatever 
replaces them. 
 
The immediate challenge for the Scottish government is to find constructive ways of 
engaging with UK ministers as they formulate policy.  This may be more difficult than 
managing a common operational response to the virus, but is equally important. 
 
Covid and the fiscal framework to the Scotland Act 
 
Three characteristics of the devolution funding system and the fiscal framework 
agreed after the devolution of tax powers are highly relevant to the impact of Covid: 
 

• The system is still based on the Barnett formula.  This is why the Scottish 
budget is over 25% per head higher than equivalent spending in England, and 
why further consequential spending increases can be expected. 
 

• The system is designed to give the Scottish Parliament spending certainty.  This 
is why the current, catastrophic, falls in income tax revenue will not affect this 
year's Holyrood budget. 

 

• The Holyrood budget bears only the relative, not the absolute, revenue risk from 
income tax.  This is why the Scottish budget will suffer from future falls in 
income tax only if they are proportionately greater than in the rest of the UK. 
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Three other issues also arise: 
 

• Persistent overestimation of income tax revenues, wholly unrelated to Covid, 
has left a large gap in the budget.  Ministers have postponed this problem until 
after 2021. 
 

• The budget bears the risk from other revenue losses. Losses from property 
transaction tax could be high. 

 

• The fiscal framework is due for review anyway.  This might provide an 
opportunity to raise these two problems. 

 
Barnett Consequentials 
 
Substantial Barnett consequentials have already flowed into the Scottish budget from 
expenditure on the present crisis in England.  More may be expected as the UK 
government will face the same demands for expenditure on health, social care and 
economic restructuring.  As far as healthcare is concerned, there may be pressure for 
consequentials from English NHS spending to be allocated to the NHS in Scotland.  
Over the last decade, the Scottish government has failed to do this, which is why over 
10 years Scotland's per capita lead in health spending over England has fallen from 
16% to 8%.  The committee may wish to seek assurances from ministers on this. 
 
As for economic development, it has been suggested that the Scottish government 
should now borrow money to fund investment and economic restructuring.  At this 
stage, that would be a foolish decision.  Most obviously, why borrow, when funds may 
come anyway?  Secondly, as noted above, the priority at this stage should be to 
influence UK policy and spending so far as possible.  Thirdly, any suggestion that the 
Scottish government should do this by issuing its own bonds (which it has, since 2016, 
been able to do) will be misplaced at a time when the markets are apparently prepared 
to lend to the UK government at negative rates of interest. 
 
Risks borne by the Scottish Budget  
 
The main revenue risk borne by the budget is the relative growth of income tax 
revenue compared to the rest of the UK.  At this stage, it is not clear whether the 
effects of Covid on the Scottish economy will be greater or lesser than the rest of the 
UK, and it remains to be whether the threshold for an "asymmetric shock" of more than 
1% of GDP referred to in the fiscal framework will be met.  What has been seen over 
recent years, however, is much weaker Scottish income tax revenues than expected, 
reflecting the weaker relative performance of the Scottish economy over the last 
decade.  (For almost half a century from the 1960s, Scotland's per capita economic 
growth slightly exceeded the UK average, taking Scotland from one of the poorest to 
one of the richer regions of the UK.  The picture has changed since around 2008.)  
Income tax forecasts (like GERS before them) have overestimated revenue each year, 
and under the fiscal framework the shortfalls carry forward (so as to provide in-year 
spending certainty).  The Scottish government had an opportunity to make some 
spending adjustments after the most recent UK spending review to reflect this, but 
chose to postpone the inevitable reductions until after 2021. 
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In the circumstances of Covid this substantial reduction may be offset by Barnett 
consequentials but that would leave the Scottish government struggling to match 
changes in England.  Treasury ministers are unlikely to wish permanently to offset 
these effects (after all, Scottish spending is still around 25% higher than English) but 
might be persuaded to postpone them until the economy is a little stronger.  This would 
require additional borrowing from the UK government. 
 
The Scottish budget takes the risk from smaller devolved taxes, notably Land and 
Buildings Transaction tax.  This is falling markedly, and could produce a shortfall of 
some hundreds of millions in the current year, as transactions do not conclude and 
(potentially) property values fall.  Although this risk was accepted by the Scottish 
government, this is an unexpectedly large variation.  Again, ministers might wish to 
seek some borrowing offset from the UK government. 
 
As it happens, the fiscal framework is due for review (at the instance of HM Treasury, 
following the initial negotiations to settle it).  Arguably such a review was premature, 
as we have not yet experienced a full cycle of operating the framework on the basis of 
actual rather than estimated tax revenues, but it may provide an opportunity to raise 
issues with Treasury ministers.  Treasury has, however, its own agenda (quite 
properly).  The mechanism for transferring income tax risk is "per capita indexation" 
which means that the Scottish budget does not bear the risk of relative population 
decline compared to the rest of the UK.  In other words, if the number of taxpayers in 
England grows more than in Scotland some of them are effectively allocated to 
supporting services in Scotland, not in England.  While this is advantageous to 
Scotland at a time of expected relative population decline, it is hard to justify in 
principle.  But expectations of relative population growth may be changing, and so 
might the views of the Scottish government. 
 
The committee may also wish to consider the revenue position of local government, 
notably the substantial losses in income from service charges (e.g. for leisure 
facilities). 
 
Revenue raising 
 
It seems likely that, in the medium term, the UK's governments will have to raise more 
revenue.  Inevitably, most of this will fall to the UK government (which will be to 
Scotland's advantage, as the Scottish tax base is proportionately lower).  But the 
Scottish Parliament will have to raise some too.  Any income tax rises England will 
create pressure (under the fiscal framework) for rises in Scotland.  But the Scottish 
Parliament has other options as well.  The amount raised from local taxation has been 
heavily constrained, and reform of the tax base has been consistently ducked, even 
though taxation of property, whether at the time of transactions or regularly, is the 
closest thing the UK has to a tax on wealth.  Holyrood also has the power to legislate 
for new taxes.  And most awkwardly, it may also have to question whether a decades-
long determination to make public services free, even to those who can afford to 
contribute to their costs, remains a wise policy. 
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Written submission from the Chartered Institute of Taxation 

1  Introduction 

1.1  The Chartered Institute of Taxation (CIOT) welcomes the opportunity to respond to the 
inquiry into the impact of COVID-19 on the public finances and the Fiscal Framework by the 
Finance and Constitution Committee of the Scottish Parliament. We would be pleased to 
provide further detail if required. 

1.2  Quite rightly, many people have been finding ways to show thanks to those at the forefront 
of dealing with the coronavirus (COVID-19) pandemic. CIOT would also like to thank the 
more ‘invisible’ cohort of civil servants, such as Revenue Scotland, Social Security Scotland, 
local government, Scottish Government and Scottish Parliament staff, working behind the 
scenes. 

1.3  Both the UK Government and the devolved governments have announced unprecedented 
support for individuals and businesses, aimed at easing the economic impact of the self-
isolation and social distancing measures required to shield the population – and particularly 
the most vulnerable – from the disease. 

1.4  We recognise that civil servants are working around the clock to try to deliver the support 
that has been announced. We know that it is not an easy task to produce, almost overnight, 
systems and processes to get support to people who desperately need it. Especially when 
they themselves have a reduced workforce as a result of the current situation. 

1.5  We, at CIOT, stand ready, as ever to work with them and support this work in any way we 
can. 

1.6  As an educational charity, our primary purpose is to promote education in taxation. One of 
the key aims of the CIOT is to work for a better, more efficient, tax system for all affected by 
it – taxpayers, their advisers and the authorities. Our comments and recommendations on 
tax issues are made solely in order to achieve this aim; we are a non-party-political 
organisation. 

1.7  Our stated objectives for the tax system include: 

• A legislative process which translates policy intentions into statute accurately and 
effectively, without unintended consequences. 

• Greater simplicity and clarity, so people can understand how much tax they should be 
paying and why.  

• Greater certainty, so businesses and individuals can plan ahead with confidence. 
• A fair balance between the powers of tax collectors and the rights of taxpayers (both 

represented and unrepresented).  
• Responsive and competent tax administration, with a minimum of bureaucracy. 
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1.8  The COVID-19 pandemic has required all of us to change how we live and work. Following 
a number of funding allocations in response to the pandemic, the Scottish Government plans 
to publish a Summer Budget Revision towards the end of May 2020. Part of Scotland’s 
budget derives from the block grant, while another part is generated by Scottish taxes. 
Scotland also has some borrowing powers. Our response focuses on the implications and 
considerations for the Fiscal Framework and Scottish taxes. 

 

2  Executive summary 

2.1  In response to the coronavirus pandemic, both the UK Government and Scottish 
Government have established programmes of financial support for various sectors. We think 
there needs to be an examination of the fiscal impacts of these support programmes and 
how funding announced by the UK Government has translated into funds available for the 
Scottish Government, via the block grant. This will help to establish whether the Fiscal 
Framework has operated as expected and whether it has worked appropriately in these 
exceptional circumstances. 

2.2  The coronavirus pandemic may serve to highlight problematic areas and stresses in the 
current Fiscal Framework that might not be noticed in more normal circumstances. 

2.3  The situation created by the coronavirus pandemic highlights the importance of being able 
to make necessary tax changes quickly, without sacrificing scrutiny. As a member of the 
Devolved Taxes Legislation Working Group, the CIOT has been considering alternative 
legislative processes, including an annual Finance Bill, for Scottish taxes. Although 
coronavirus is (hopefully) exceptional, tax legislation often needs changing on a regular basis 
for much more mundane matters too, to ensure the credibility and integrity of the tax system. 

2.4  In order to ensure Scotland is positioned as well as it can be, in the aftermath of the 
coronavirus pandemic, to make best use of its devolved tax powers, we would like to 
emphasise the importance of taking forward the work of the Devolved Taxes Legislation 
Working Group. 

 

3  The Fiscal Framework 

3.1  The Fiscal Framework was published in February 2016.1 It sets out the fiscal arrangements 
required to go alongside the devolution of tax and welfare powers to Scotland. It is due to be 
reviewed in 2021. 

3.2  The Fiscal Framework includes a funding model that aims to guarantee a fair and transparent 
mechanism for adjusting the block grant, such that it reflects the introduction of devolved 
Scottish taxes and the transfer of responsibility for some social security spending to the 

                                                           
1 The agreement can be viewed at https://www.gov.uk/government/publications/the-agreement-between-the-scottish-government-and-the-
united-kingdom-government-on-the-scottish-governments-fiscal-framework 

https://www.gov.uk/government/publications/the-agreement-between-the-scottish-government-and-the-united-kingdom-government-on-the-scottish-governments-fiscal-framework
https://www.gov.uk/government/publications/the-agreement-between-the-scottish-government-and-the-united-kingdom-government-on-the-scottish-governments-fiscal-framework
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Scottish Government. The growth of the annual block grant is determined by the operation 
of the Barnett Formula. 

3.3  The idea is that the Scottish budget should benefit in full from policy decisions by the Scottish 
Government that increase revenues or reduce expenditure. In addition, it should bear the full 
costs of decisions that reduce revenues or increase expenditure. Meanwhile, the retention 
of funding from the block grant provides significant stability. 

3.4  We noted in 2015 in a response to the UK Government on ‘Scotland in the United Kingdom: 
An enduring settlement’ that ‘the design of the fiscal framework and the decisions concerning 
block grant adjustments will be key to ensuring transparency and accountability.’2 

3.5  In terms of considering the Fiscal Framework, we think the comments we made in 2015 in 
response to the Finance Committee’s call for evidence remain relevant.3 

3.6  In response to the coronavirus pandemic, both the UK Government and Scottish 
Government have established programmes of financial support for various sectors. Part of 
the considerations should include an examination of the fiscal impacts of these support 
programmes and how funding announced by the UK Government has translated into funds 
available for the Scottish Government, via the block grant. This will help to establish whether 
the Fiscal Framework has operated as expected and whether it has worked appropriately in 
these exceptional circumstances. 

3.7  The coronavirus pandemic may have highlighted problematic areas and stresses in the 
Fiscal Framework that might not be noticed in more normal circumstances. The Information 
Centre of the Scottish Parliament (SPICe) has recently published a couple of articles that 
consider the Scottish Government’s funding in the context of the coronavirus pandemic.4 
The questions raised and others like them will no doubt be helpful in informing the 2021 
review of the Fiscal Framework. 

 

4  Scottish Taxes 

4.1  The Devolved Taxes Legislation Working Group (DTLWG) was set up by the Scottish 
Government together with the Scottish Parliament in March 2019. The DTLWG brings 
together stakeholders, including the CIOT, with an interest in the development of tax 
legislation.5 This complemented the Scottish Government consultation ‘Devolved taxes: a 
policy framework’, which was published in March 2019.6 The CIOT and its Low Incomes Tax 
Reform Group (LITRG) submitted a joint response to the consultation in June 2019.7 While 
the consultation focused on the approach to planning, managing and implementing fully 

                                                           
2 Paragraph 1.3, https://www.tax.org.uk/policy-technical/submissions/scotland-united-kingdom-enduring-settlement-ciot-comments 
3 https://www.tax.org.uk/policy-technical/submissions/inquiry-scotlands-fiscal-framework-call-evidence-ciot-and-litrg 
4 https://spice-spotlight.scot/2020/04/30/what-money-is-the-scottish-government-getting-for-coronavirus-covid-19-support-and-how-is-it-
being-spent/ and https://spice-spotlight.scot/2020/05/05/the-barnett-formula-is-it-working-for-scotlands-businesses/ 
5 https://www.gov.scot/groups/devolved-taxes-legislation-working-group/ 
6 https://consult.gov.scot/financial-strategy/devolved-taxes-policy-framework/ 
7 https://www.tax.org.uk/policy-technical/submissions/devolved-taxes-policy-framework-ciot-and-litrg-response 
 

https://www.tax.org.uk/policy-technical/submissions/scotland-united-kingdom-enduring-settlement-ciot-comments
https://www.tax.org.uk/policy-technical/submissions/inquiry-scotlands-fiscal-framework-call-evidence-ciot-and-litrg
https://spice-spotlight.scot/2020/04/30/what-money-is-the-scottish-government-getting-for-coronavirus-covid-19-support-and-how-is-it-being-spent/
https://spice-spotlight.scot/2020/04/30/what-money-is-the-scottish-government-getting-for-coronavirus-covid-19-support-and-how-is-it-being-spent/
https://spice-spotlight.scot/2020/05/05/the-barnett-formula-is-it-working-for-scotlands-businesses/
https://www.gov.scot/groups/devolved-taxes-legislation-working-group/
https://consult.gov.scot/financial-strategy/devolved-taxes-policy-framework/
https://www.tax.org.uk/policy-technical/submissions/devolved-taxes-policy-framework-ciot-and-litrg-response
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devolved tax policy in Scotland, the DTLWG was set up with the aim of taking forward 
recommendations made by the Budget Process Review Group in its June 2017 report. In 
particular, the DTWLG has explored options for alternative legislative processes for devolved 
taxes legislation and has examined the need for a Finance Bill. The DTLWG published its 
interim report in February 2020 for consultation and the CIOT responded.8 

4.2  As noted in our response to the consultation on the interim report of the DTLWG, we believe 
there is a strong case for adopting an alternative legislation process for the devolved taxes, 
and we think that an annual Finance Bill and Finance Bill process would provide Scotland 
with a practical avenue for carrying out tax changes. It is our view that the current processes 
do not offer a sufficient balance between the competing needs of speed, scrutiny and 
responsiveness. 

4.3  The situation created by the coronavirus pandemic highlights the importance of being able 
to make necessary tax changes quickly, without sacrificing scrutiny. The legislation setting 
out the time limits for eligibility to claim a refund of the Additional Dwelling Supplement for 
Land and Buildings Transaction Tax (LBTT) has been amended to take account of the fact 
that the housing market is effectively on hold for the time being.9 The change required 
primary legislation. Ordinarily, to make a tax change of this nature, it would be necessary to 
find space in the legislative timetable for an LBTT Bill. As noted in the DTLWG’s interim 
report, the legislative timetable is generally oversubscribed and thus it is a difficult task to 
make space for such a Bill. In the current situation, the provision was included in a general, 
coronavirus Bill, the second so far of 2020 to be considered by the Scottish Parliament. 

4.4  Interestingly, the amending legislation includes provision such that the amendments can 
themselves be amended in future and retrospectively if required – by secondary legislation. 
This power is not something that we would normally agree with, even with the caveat that 
has been included concerning coronavirus. However, in the current exceptional 
circumstances, it appears that it may well be the most practicable approach to take. 

4.5  We think that the need for the Coronavirus (Scotland) (No. 2) Act 2020 highlights some 
interesting issues. The coronavirus pandemic is (hopefully) exceptional, and requires 
exceptional measures, resulting in the need for amendments to various pieces of legislation. 
However, tax legislation often needs changing on a regular basis for much more mundane 
matters too, to ensure the credibility and integrity of the tax system. For example, there are 
strong arguments that there are other amendments required to existing devolved taxes 
legislation, particularly the Land and Buildings Transaction Tax (Scotland) Act 2013, not 
related to the coronavirus. 

4.6  Additional advantages of an annual Finance Bill process would be a likely improvement in 
taxpayer awareness and understanding of Scottish taxes. This is not only important for 
ensuring accountability, but may also help to improve taxpayer buy-in to the tax system.10 

                                                           
8 https://www.tax.org.uk/policy-technical/submissions/devolved-taxes-legislation-working-group-interim-report 
9 The Coronavirus (Scotland) (No. 2) Act 2020 amended the Land and Buildings Transaction Tax (Scotland) Act 2013. 
10 https://www2.deloitte.com/uk/en/pages/press-releases/articles/the-tax-education-gap-majority-of-the-uk-dont-understand-personal-
tax.html 

https://www.tax.org.uk/policy-technical/submissions/devolved-taxes-legislation-working-group-interim-report
https://www2.deloitte.com/uk/en/pages/press-releases/articles/the-tax-education-gap-majority-of-the-uk-dont-understand-personal-tax.html
https://www2.deloitte.com/uk/en/pages/press-releases/articles/the-tax-education-gap-majority-of-the-uk-dont-understand-personal-tax.html
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4.7  So we would note that, while acknowledging the critical nature of matters concerning 
coronavirus at the present time, it is essential that the work of the DTLWG on alternative 
legislative processes for devolved tax legislation and the possible option of a Finance Bill for 
Scotland, is not allowed to be forgotten. Indeed, we think it is of the utmost importance that 
the work of the DTLWG is continued and taken forward. The aim was for the DTLWG to 
produce its final report by the end of summer 2020. Given that the next Scottish Parliament 
elections are due to take place in 2021, it would appear necessary for the DTLWG to report 
back and for its recommendations to be considered, and progressed if deemed appropriate, 
before that time. Otherwise, the work of the group could be wasted and the momentum for 
progress lost. 

4.8  Moreover, it is essential to ensure Scotland is positioned as well as it can be, in the aftermath 
of the coronavirus pandemic, in terms of making best use of its devolved tax powers. Taking 
forward the work of the DTLWG is an important part of this. By instituting an alternative 
legislative process (alongside a new tax policy-making process) for Scotland’s tax powers, 
which could include an annual Finance Bill, Scotland can ensure it has a tax system, policy 
framework and process for making tax policy and legislation that has integrity, credibility and 
is fit for purpose. 

 

5  Acknowledgement of submission 

5.1  We would be grateful if you could acknowledge safe receipt of this submission, and ensure 
that the Chartered Institute of Taxation is included in the List of Respondents when any 
outcome of the consultation is published. 

 

6  The Chartered Institute of Taxation 

6.1  The Chartered Institute of Taxation (CIOT) is the leading professional body in the United 
Kingdom concerned solely with taxation. The CIOT is an educational charity, promoting 
education and study of the administration and practice of taxation. One of our key aims is to 
work for a better, more efficient, tax system for all affected by it – taxpayers, their advisers 
and the authorities. The CIOT’s work covers all aspects of taxation, including direct and 
indirect taxes and duties. Through our Low Incomes Tax Reform Group (LITRG), the CIOT 
has a particular focus on improving the tax system, including tax credits and benefits, for the 
unrepresented taxpayer.  

The CIOT draws on our members’ experience in private practice, commerce and industry, 
government and academia to improve tax administration and propose and explain how tax 
policy objectives can most effectively be achieved. We also link to, and draw on, similar 
leading professional tax bodies in other countries. The CIOT’s comments and 
recommendations on tax issues are made in line with our charitable objectives: we are 
politically neutral in our work. 
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The CIOT’s 19,000 members have the practising title of ‘Chartered Tax Adviser’ and the 
designatory letters ‘CTA’, to represent the leading tax qualification.  

 

The Chartered Institute of Taxation 

28 May 2020 
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Written submission from The Scottish Human Rights Commission  and The Health and Social Care 

Alliance (the ALLIANCE) 

The Scottish Human Rights Commission was established by the Scottish
Commission for Human Rights Act 2006, and formed in 2008. The
Commission is the National Human Rights Institution for Scotland and is
independent of the Scottish Government and Parliament in the exercise
of its functions. The Commission has a general duty to promote human
rights and a series of specific powers to protect human rights for
everyone in Scotland.

www.scottishhumanrights.com

The Health and Social Care Alliance (the ALLIANCE) is the national third
sector intermediary for a range of health and social care organisations.
We have a growing membership of over 2,900 national and local third
sector organisations, associates in the statutory and private sectors,
disabled people, people living with long term conditions and unpaid
carers. Many NHS Boards, Health and Social Care Partnerships and
Medical Practices are associate members. Our vision is for a Scotland
where people of all ages who are disabled or living with long term
conditions, and unpaid carers, have a strong voice and enjoy their right
to live well, as equal and active citizens, free from discrimination, with
support and services that put them at the centre.

www.alliance-scotland.org.uk

http://www.scottishhumanrights.com/
http://www.alliance-scotland.org.uk/
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Introduction 

The COVID-19 crisis and its impacts highlight the pressing need for 
rights based decision making to guide law, policy and financial decision 
making. Rights based policies backed by targeted financial resource will 
be critical to ensure inequalities are not exacerbated in both the short 
and longer terms. Human rights, in particular economic, social and 
cultural rights, enshrined in international law but not yet in domestic law, 
provide a strong legally grounded framework to guide fiscal policy. This 
submission sets out how rights can guide the fiscal responses to this 
crisis and economic recovery in longer term.  

The 2012 and 2016 Scotland Acts delivered new financial and social 
security powers and responsibilities to the Scottish Parliament, resulting 
in a significant shift in the nature of Scottish public finances. This now 
means that the Scottish budget is becoming increasingly complex, with 
more available choice over taxation and spending, as well as how and 
when new financial powers can be used.  

Even before the arrival of COVID-19, Audit Scotland noted that 
“understanding the opportunities and risks associated with the operation 

of the Fiscal Framework, and how these are unfolding, is critical to the 

effective oversight of the Scottish public finances” i. This is ever more 
important in the context of the COVID-19 pandemic, where the 
significant impact of the virus – and responses taken to it – on 
Scotland’s health, wellbeing and economy will be felt in terms of its 
impact on public finances for many years to come.  

The Commission and the ALLIANCE welcome the opportunity to 
respond to the Finance and Constitution Committee’s inquiry into the 

potential impacts of COVID-19 on the public finances and the Fiscal 
Framework. This focus is especially important in light of the 
postponement of some of the standard in-year budgetary oversight 
mechanisms, including the publication of: Scotland’s Medium Term 

Financial Strategy; the Scottish Fiscal Commission’s tax, spend and 
borrowing forecasts; and the planned Scottish Government multi-year 
Resource Spending Review (post-UK Spending Review). 



The remainder of this response will focus on setting out what makes a 

‘good’ budget, and why taking a human rights based approach to 

fiscal scrutiny and public finance decisions would help navigate 

the current crisis and the economic recovery beyond. 

What makes for a ‘good’ budget? 

A human rights based approach to budgeting stresses the important role 
that government plays in the economy, especially around redistribution 
and progressive taxation in order to invest in public goods and services, 
that as a society we agree are necessary to secure the realisation of 
rights. It involves considering whose voices are heard in, and how 
different groups are affected by, a government’s budgetary decisions, 
with reference to human rights standards in order to make that 
assessment. 

Closely aligned to the terms of a “wellbeing economy”, human rights 
budgeting asserts that there are values, goals and objectives which 
extend beyond purely economic ideas that budgets must be pressed to 
serve. This requires a willingness to challenge and re-think some of the 
assumptions that current fiscal policy and budgeting are built on. 

Human rights budgeting recognises that budgetary decisions have 
materially different outcomes for different groups. Government budgets 
are not always sensitive to this. In particular, the contributions that 
households, individuals (especially women) and communities make to 
the economy — by caring for people, for example — are not always 
recognised because they are not bought and sold through the market. 
For this reason, it is not uncommon for budgets to reinforce systematic 
inequalities between groups —in particular between men and women—

and miss opportunities to use public financing to improve the position of 
disadvantaged and marginalised groups. As the Committee knows, 
COVID-19, and the responses being taken to it, is not affecting everyone 
in society in the same way, and there is already a disproportionate 
impact on people with protected characteristics and those living in the 
most deprived communities. 



Why talk about human rights in public finance and 

budgets?  

All governmentsii must respect, protect and fulfil human rights. The way 
they generate, allocate and spend money plays a key role in this.   

Human rights are legal obligations that bind all future governments, 
regardless of who is in power. Those responsible for making and 
scrutinising public finance decisions, therefore, need to understand the 
‘why and how’ of taking a human rights based approach, which starts 
from two quite simple assertions: 

Human rights principles shape the process of budgeting.  

Human rights standards shape the goals of the budget.  

Human Rights Principles ensure that process and decisions are 
transparent and accountable and include the meaningful and active 

participation of rights holders (citizens). 

Human Rights Standards bind any country — like the UK, including 
Scotland — that has signed up to the International Covenant of 
Economic, Social and Cultural rights (ICESCR) to take positive steps 
(including budgetary) to: 

 satisfy minimum essential levels or a minimum core of each rightiii,  
 increase the availability, accessibility, acceptability and quality of 

goods and services, 
 progressively realise people’s rights–the minimum core is not a 

ceiling of achievement, but a basic floor of provision to build from,  
 not take deliberately retrogressive measures, and 
 use the maximum of their available resources to realise rights. 

Designing a human rights compliant budget ensures that resources are 
used effectively and without discrimination.  

Before the development of the budget comes the development of laws, 
regulations, polices and plans that are shaped by human rights norms. 
The norms draw on the content of the specific rights and help to identify 
what a government should prioritise its spending on (minimum core and 



non-discrimination) and work towards achieving (progressive realisation 
and non-retrogression). Understanding the way that government 
obligations are framed in international human rights law helps to set the 
scene for how these duties can be leveraged as a driver for more 
equitable, people-centred budgetary decisions in the Scottish context.  

This approach also examines what effort has been made to generate 
resources.  

 Does the taxation system raise the maximum available funds?  
 Who are resources generated from? Are any groups impacted 

unjustly? 
 Has tax evasion, avoidance and debt been reduced in line with EU 

standards? 

Resources must also be spent the way they were intended to be. For 
example, unspent allocations highlight that a government has not made 
the ‘maximum use of available resources’. In-year and mid-year reviews 
are crucial in highlighting whether budget allocations are being fully 
spent and if not, what plans exist to re-invest any surplus finance in 
rights (in a transparent, participative and accountable way).  

Lack of resources is a common reason given by governments for being 
unable to fulfil their human rights obligations (especially economic and 
social rights, and particularly in times of economic crisis). This should not 
go unchallenged. In 2012, Spanish civil society used human rights 
budget analysis to challenge the government’s assertion that austerity 
was the only public finance solution to reduce the public deficit. In 
partnership with tax inspectors, they demonstrated that that if Spain had 
reduced the size of its shadow economy by ten percent (bringing it in 
line with EU standards), it could have generated €38 billion, exceeding 

the total budget cuts that year.iv 

Whilst there is ongoing uncertainty about the exact impact of COVID-19 
on future devolved tax revenue (see Appendix 1), it is very clear that it 
will be considerable. The issue of how and who we tax in Scotland has 
been explored before, with limited steps taken towards a more 
progressive system of taxation. Scotland can choose to approach 
COVID-19 economic recovery by creating a more progressive system 



that maximises available resources in line with its human rights 
obligations. Public and political supportv for the willingness to put 
conditions on financial bailouts for those who are resident in tax havens, 
highlights growing political will to explore the fairness of how revenue is 
generated as we enter the recovery phase.  

To support the processes of budgeting and budget scrutiny, it helps to 
translate the human rights standards outlined above into a series of 
normative questions. The table below sets out questions based on the 
standards relevant to resource generation, allocation and spend.  

Table 1: Assessing Budgets Against Normsvi 

 
Generation Allocation Spending 

Minimum Core  

Is sufficient 

revenue 

generated to 

invest in realising 

basic levels of 

rights for all?  

Do allocations 

prioritise the 

achievement of 

basic levels of 

rights for all?  

Do financial 

management 

systems ensure 

efficient 

management of 

funds allocated?  

Non-

Discrimination 

Who are 

resources 

generated from? 

Are particular 

groups unjustly 

impacted? 

Do allocations 

prioritise closing 

the gaps in 

human rights 

enjoyment 

between different 

groups? 

Have funds been 

redirected in a 

way that dis-

proportionately 

impacts 

particular 

groups?  

Progressive 

realisation and 

non-

retrogression 

Is (or could) 

government 

revenue 

increase?  

Are allocations 

growing or 

shrinking? Are 

reductions 

justified (in 

human rights 

terms)?  

Have financial 

management 

systems 

improved or 

weakened over 

time? 



A time to re-focus on the budget process 

A rights based approach involves focusing on the processes by which 
budgets are developed and scrutinised. Human rights principles support 
the development of transparent and accountable budgets which include 
the meaningful and active participation of rights holders. 

Given the considerable amount added to the Scottish budget (£3.6 
billion) by the UK Government in recent weeks, coupled with changes to 
the Scottish Government spending priorities over the last eight weeks, 
the Commission welcomes the publication of a summer budget revision. 
It is critical for Scotland’s economic wellbeing and public confidence that 

this budget revision fully explores:  

 How has new money been allocated?  
 Have previous allocations been shifted and, if so, where to?  
 What is no longer being funded? 
 Have thorough equality and human rights impact assessments 

been completed in order to highlight the impact/s of these 
decisions? 

It is important that the Scottish Government has been able to make 
quick financial decisions to support its economy, citizens and public 
services, at this difficult and uncertain time. It is equally and critically 
important that there is full transparency over the decisions that have 
been made to enable legislative, auditory and public oversight and 
ensure that the Scottish Government remains accountable for its 
decisions.  

On May 14th 2020, the Commission wrote to all MSPs to raise 
awareness of recent research that explores how Scotland compares 
globally, through the Open Budget Survey (OBS), in transparency, 
oversight and public participation in the budget process.vii The research 
shows that Scotland performs relatively well in budgetary oversight. 
However, when it comes to fiscal transparency and public participation, 
Scotland falls significantly short of globally recommended standards. 
Audit Scotland has highlighted that good in-year monitoring and decision 
making has become increasingly important in line with the complexity of 



Scotland’s Fiscal Framework.viii One of the key reasons that Scotland’s 

OBS fiscal transparency score was so low was due to the lack of publicly 
available key documents such as in-year and mid-year reports. 

Having speedy access to the right information is especially important at 
this point in time, when so much uncertainty exists about the short and 
longer term impacts of COVID-19 on the Fiscal Framework and current 
public finances. Appendix 1 sets out some of this uncertainty. 

Conclusion 

Public finances in Scotland are increasingly complex and currently 
difficult to forecast. Therefore, understanding how rapid changes in both 
the health and economics of the nation will influence the budget 
throughout 2020/21 and beyond is challenging. There is an expectation 
of some difference between the economic impact in Scotland and the 
rest of the UK. This could be either positive or negative in relation to 
Scottish resource generation, but predicting these differences is not 
possible at present. However, as uncertain as things are and may 
remain, this cannot justify a lack of transparency, accountability and 
public participation in Scotland’s budgetary process. 

The Fraser of Allander Institute has highlighted that the Fiscal 
Framework — due to be reviewed in 2021/22 — was already proving 
insufficiently flexible before COVID-19.ix When the review goes ahead 
(whether as planned or at another time), it would be enhanced by a good 
understanding of how well the Framework responded to this major 
economic crisis. A thorough evaluation of the Fiscal Framework’s 
strengthens and weakness in response to COVID-19 will support its 
improved development.  

Transparency within and on-going monitoring of the Scottish Budget is 
critical as the situation evolves, especially as traditional methods of 
oversight and forecasting have been postponed (e.g. MTF). The Scottish 
Government must be held to account to provide regular and 
comprehensive updates about changes to its funding position, its 
spending decisions, and evolving budgetary risks. These updates should 
include an equality and human rights impact assessment of policy 



decisions, including budgetary ones, in order to fully understand the 
impact on individuals, especially the most marginalised. This analysis 
must also set out where previously committed funds are now no longer 
being spent and the impact (and possible unintended consequences) of 
those changes. 

The Commission and the ALLIANCE recognise that good rights based 
laws, policies and intentions can still result in unacceptable experiences 
for rights holders if they are not properly resourced, and that simply 
taking human rights standards into account when developing the budget 
is not a magic bullet. It can, however, help everyone ask the right 
questions and support effective, transparent, fair and accountable use of 
our national resources.  

  



Appendix 1 – The knowns and uncertainties about 

Scotland’s Fiscal Framework and public finance and 

the impact of COVID-19 

Known aspects of current public finance and Fiscal 

Framework 

Relevant 

human rights 

standards & 

principles 

The Scottish budget is determined through a combination of the 
block grant (determined via the Barnett formula), devolved tax 
revenue and a ‘block grant adjustment’.  

The arrangements in the Fiscal Framework mean there will be 
no effect on the Scottish budget in 2020-21 as this funding is 
fixed for the year. 

The impact of COVID-19 on income tax revenues and LBTT, as 
well as non-domestic rates (though temporary relief) will be 
significant in Scotland – with likely reductions in tax revenues 
and increases in social security spending. 

The Scottish budget is protected against the risk of fiscal 
shocks that impact Scotland proportionately in the same way as 
the UK. 

The Scottish Government has limited borrowing powers to deal 
with fiscal uncertainty and volatility, but it cannot borrow to fund 
any additional COVID-19 related spending. 

Resource 
Generation; 
Minimum Core 

Increased spending by the UK Government has meant that the 
2020/21 Scottish budget has proportionately grown by 11% 
(£3.6bn) since the budget was announced in February 2020. 

Any changes to income tax funding for 2020-21 will be applied 
to the Scottish budget in 2023-24 through a reconciliation. 

Resource 
Generation; 
Progressive 

Realisation and 

Non-

retrogression 



The Scottish budget is not insured against the risk that COVID-
19 might have a disproportionate fiscal impact on Scotland 
compared to the rest of the UK (rUK). 

There remain a number of unresolved issues in the Fiscal 
Framework, including: the timing of reconciliations between 
different indexation mechanisms, the timing and methodologies 
underpinning Scottish tax forecasts, and the timing of the 
calculation of some aspects of the Block Grant Adjustments. 
These are due to be negotiated after the 2021 Scottish 
Parliamentary elections. 

Most of the significant economic policy responses to COVID-19 
are implemented by the UK Government covering the whole of 
the UK (e.g. the Job Retention Scheme, the Self-Employment 
income support scheme and changes to Universal Credit). 

The Scottish Government has made a number of large financial 
policy commitments in response to COVID-19, including: 
support to third sector organisations, grants for SMEs and 
increased pay for social care workers. 

Resource 
Allocation; 
Minimum Core 

Before the arrival of COVID-19, the Scottish Government (and 
those scrutinising the budget) had already expressed concern 
about the uncertain environment within which it had to prepare 
and publish its budget plans for 2020/21.  

Forecasting in the current crisis is impossible. As such, the 
Scottish Fiscal Commission has been absolved from updating 
its tax, spend and borrowing forecasts in May 2020. 

Scotland’s Medium Term Financial Strategy (due in May 2020), 

which sets out risks associated with spending, revenues and 
borrowing, has been postponed. 

The UK Government’s Spending Review planned for the 

summer of 2020 has been delayed. 

The planned Scottish Government multi-year Resource 
Spending Review (post-UK Spending Review) has been 
postponed. 

Transparency 



 

Uncertain aspects of current public finance and Fiscal 

Framework 

Relevant 

human rights 

standards & 

principles 

The impact of COVID-19 on devolved tax revenues. 

The sustained impact of COVID-19 on the global oil price. 

The fiscal responses to COVID-19 required by both the 
Scottish and UK Governments. 

The consequentials (positive or negative) expected from the 
UK Government for future years. 

Resource 
Generation; 
Minimum Core  

The impact of a false re-start of the economy and resources if 
scientific evidence states that a second (and subsequent) 
wave requires restrictions to be reinstated. 

How quickly the Scottish economy will recover (and how 
similar/different that recovery compares to rUK). 

The potential gap in impact of COVID-19 on Scotland’s 

economy vs rUK, which could mean Scotland risks suffering a 
disproportionate fiscal impact from the virus. 

Resource 
Generation; 
Progressive 

Realisation and 

Non-

retrogression 

The duration of COVID-19, including future waves and in turn 
the duration and scale of the required response to COVID-19. 

Resource 
Allocation; 
Minimum Core 

The divergence in timescale of economic lockdown between 
Scotland and rUK and what this might mean for the resource 
allocation of both UK Government administered support e.g. 
the Job Retention Scheme, and Scottish measures such as 
business rates relief. 

Resource 
Allocation; 
Progressive 

Realisation and 

Non-

retrogression 



Uncertain aspects of current public finance and Fiscal 

Framework 

Relevant 

human rights 

standards & 

principles 

The impact of COVID-19 on devolved social security 
expenditure. 

The impact of COVID-19 on health and social care 
expenditure, based on longer-term population ill/health 
(including the impacts of ‘lockdown’ on the mental health of 

the nations) – and the impact of any specific differences in 
such allocations between Scotland and rUK. 

Resource 
Spend; 
Progressive 

Realisation and 

Non-

retrogression 

The timing of UK fiscal events this year (2020/21), including 
the next UK Budget, the postponed Spending Review (and 
subsequent multi-year Resource Spending Review in 
Scotland). 

When postponed policy commitments will be honoured (e.g. 
increased childcare provision and roll out of new benefits). 

Transparency 

If the 2021 Scottish Parliamentary elections will go ahead as 
planned (which could impact on the fiscal framework 
negotiations planned for negotiated after the 2021 Scottish 
Parliamentary elections). 

Participation 

 



i Audit Scotland (2019) Briefing: Scotland’s new financial powers Operation of the Fiscal Framework 
2018/19, Edinburgh. See https://www.audit-scotland.gov.uk/report/scotlands-new-financial-powers-
operation-of-the-fiscal-framework-201819  
ii Government is meant in its widest sense, national and local.  
iii Guidance on what the minimum core should mean in practice is contained within General 
Comments of the various UN Treaty Body Committees: 
https://www.ohchr.org/EN/HRBodies/Pages/TBGeneralComments.aspx  
iv http://cesr.org/sites/default/files/FACT_SHEET_SPAIN.pdf  
v See https://www.independent.co.uk/news/business/news/scotland-tax-have-ban-coronavirus-bailout-
fund-a9526006.html; https://www.theguardian.com/politics/2020/may/21/scotland-bans-covid-19-
support-firms-tax-havens; https://www.dailymail.co.uk/news/article-8344973/Scotland-bans-
companies-based-tax-havens-using-coronavirus-relief-funding.html; 
https://www.taxjustice.net/2020/05/21/scotland-joins-wave-of-countries-blocking-tax-haven-tied-
corporations-from-receiving-covid-19-bailouts-tax-justice-network-responds/  
vi https://www.scottishhumanrights.com/media/1912/hrbw-paper-5-vfinal.docx  
vii This work was supported by the Health and Social Care Alliance Scotland, Glasgow University, 
Glasgow Caledonian University and the New York based Center for Economic and Social Rights.  
The summary and full report can be accessed here: 
https://www.scottishhumanrights.com/media/2013/scotland-2019-obi-summary-report-vfinal.pdf 
https://www.scottishhumanrights.com/media/2014/scotland-2019-obi-report-vfinal.pdf 
viii Audit Scotland (2019) Briefing ibid. 
ix See https://www.scottishparliament.tv/meeting/finance-and-constitution-committee-may-14-2020  

https://www.audit-scotland.gov.uk/report/scotlands-new-financial-powers-operation-of-the-fiscal-framework-201819
https://www.audit-scotland.gov.uk/report/scotlands-new-financial-powers-operation-of-the-fiscal-framework-201819
https://www.ohchr.org/EN/HRBodies/Pages/TBGeneralComments.aspx
http://cesr.org/sites/default/files/FACT_SHEET_SPAIN.pdf
https://www.independent.co.uk/news/business/news/scotland-tax-have-ban-coronavirus-bailout-fund-a9526006.html
https://www.independent.co.uk/news/business/news/scotland-tax-have-ban-coronavirus-bailout-fund-a9526006.html
https://www.theguardian.com/politics/2020/may/21/scotland-bans-covid-19-support-firms-tax-havens
https://www.theguardian.com/politics/2020/may/21/scotland-bans-covid-19-support-firms-tax-havens
https://www.dailymail.co.uk/news/article-8344973/Scotland-bans-companies-based-tax-havens-using-coronavirus-relief-funding.html
https://www.dailymail.co.uk/news/article-8344973/Scotland-bans-companies-based-tax-havens-using-coronavirus-relief-funding.html
https://www.taxjustice.net/2020/05/21/scotland-joins-wave-of-countries-blocking-tax-haven-tied-corporations-from-receiving-covid-19-bailouts-tax-justice-network-responds/
https://www.taxjustice.net/2020/05/21/scotland-joins-wave-of-countries-blocking-tax-haven-tied-corporations-from-receiving-covid-19-bailouts-tax-justice-network-responds/
https://www.scottishhumanrights.com/media/1912/hrbw-paper-5-vfinal.docx
https://www.scottishhumanrights.com/media/2013/scotland-2019-obi-summary-report-vfinal.pdf
https://www.scottishhumanrights.com/media/2014/scotland-2019-obi-report-vfinal.pdf
https://www.scottishparliament.tv/meeting/finance-and-constitution-committee-may-14-2020
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Written Submission from  David Heald 
COVID-19 and the Devolved Fiscal Settlement  

1  
1. Contrary to pre-1999 expectations, the first devolution decade (2000s) was one of fiscal plenty, 

followed by a decade of austerity (2010s). It was uncertain what the 2020s would bring, particularly 
as: 

Since the 2014 Independence Referendum, Scotland has effectively sacrificed fiscal certainty for (a) 
the notion that greater fiscal powers are always one more step on the journey to independence (the 
‘Yes’ side); and (b) the notion that they provide greater political legitimacy for devolution (the ‘No’ 
side) (Heald, 2020, p. 539). 

Then the coronavirus crisis transformed the fiscal landscape. Public spending is surging, tax 
revenues are collapsing, public borrowing is soaring, and the UK net public debt ratio is likely to 
rise by at least 10 percentage points. The financial damage at the UK level in April 2020 is recorded 
in the monthly Public Sector Finances data release (Office for National Statistics, 2020). For 
example, Public Sector Net Borrowing (excluding public sector banks) was £62.1 billion in April 
2020, compared to £10.9 billion (April 2019) and £62.7 billion (financial year 2019-20). 

2. This constitutes a dramatically changed context for the forthcoming review of Scotland’s Fiscal 
Framework. The ‘Magic Money Tree’ is gushing forth fruit, with encouragement from 
international financial institutions: “spend as much as you can, but keep the receipts. We don't want 
accountability and transparency to take a back seat in this crisis” was the advice from the Managing 
Director of the International Monetary Fund (Georgieva, 2020). The inequality-increasing 
consequences of COVID-19 have been emphasised by Jonathan Ostry, Deputy Director of the 
IMF’s Research Department (Ostry, 2020). Nevertheless, removing the surging fiscal deficit will, 
in time, bring what feels like renewed austerity and/or tax increases.2 The much higher debt (which 
the UK Government currently has no difficulty in funding) raises fiscal sustainability concerns in 
the longer term (particularly if interest rates were to rise sharply, thereby increasing the proportion 
of public spending taken by debt interest). 

3. In terms of the revision of Scotland’s Fiscal Framework (HM Government and Scottish 
Government, 2016), it is useful to distinguish between (a) structural issues which preceded 
coronavirus, and (b) issues which derive from the economic and fiscal impact of coronavirus. 

Structural Issues 
4. Neither the Scotland Reserve nor the Scottish Government’s borrowing powers are sufficiently 

large to deal with the volatility of revenue sources, particularly given the role of Block Grant 
Adjustments (BGAs) for taxes and devolved social security benefits. The Scottish Fiscal 
Commission (2020a) forecast negative BGA reconciliations for income tax to be £204 million 
(2017-18, to be met from the Scottish Budget in 2020-21), followed by £555 million (2018-19) and 
£211 million (2019-20). Without clarity about enlarged facilities, the Scottish Budget becomes 
increasingly difficult to manage. A problem is that the UK Government may regard the devolved 
                                                           
1 David Heald is Professor of Public Sector Accounting at the Adam Smith Business School, University of Glasgow. 
He has a longstanding research and policy interest in Scottish devolution finance. Sole responsibility for the contents 
of this memorandum rests with the author. 
2 Whenever ‘confidential’ Treasury documents listing possible spending cuts and tax increases appear in newspapers, 
there is uncertainty about whether they were leaked by a dissident or planted there with ministerial consent in order 
to shape the public debate. A Daily Telegraph exclusive on 12 May 2020 (Rayner and Mikhailova, 2020) falls into 
this category. 
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Parliament and Assemblies as spendthrift unless constrained, and therefore be reluctant to relax 
control. 

5. Another feature is the timing of UK spending events, with the Scottish Budget for 2020-21 having 
to be delivered (6 February 2020) before the UK Budget (11 March 2020).3 Despite efforts by the 
UK Parliament to urge changes in budgetary timetables (House of Commons Procedure 
Committee, 2017), successive UK governments have not acted because the present arrangements 
confirm Executive supremacy. The circumstances in the devolved Parliament and Assemblies are 
different, characterised by more effective financial scrutiny and the necessity of securing cross-
party agreement to pass the Budget. The UK Budget moved to October/November in 2017, but 
back to March in 2020. The implications for the devolved institutions were disregarded when that 
decision was taken. 

6. An issue scheduled to be addressed in the review of the Fiscal Framework is the method of 
calculating BGAs, on which the Scottish Government secured a better deal in 2016 than might 
have been expected. However, the Treasury insisted that the present method should not be regarded 
as either permanent or as the default. 

COVID-19 Issues 
7. The COVID-19 pandemic has economic and fiscal dimensions which transform the context of the 

Fiscal Framework revision. There are two aspects, for which the funding consequences are quite 
different. First, if the fiscal effects on Scotland and the UK are symmetric, Scotland has some 
protection from the COVID-19 shock. Changes to the BGAs act as buffers on fully and partially 
devolved taxes and on devolved social security benefits. Second, if Scotland were more adversely 
affected (asymmetric shock), then the tax BGAs would be larger than the realised Scottish revenue. 
Four possible reasons can be identified: 
(a) Scotland is behind England on the pandemic curve, so the lockdown is released more slowly 

on epidemiological grounds, depressing relative economic activity and tax revenues 
(b) Scottish ministers prioritise public health over economic recovery to a greater degree than UK 

ministers, depressing relative economic activity and tax revenues 
(c) Scottish residents return to economic activity more slowly than English residents, depressing 

relative economic activity and tax revenues 
(d) Differences in economic structure (for example, the importance of hospitality, tourism, and oil 

and gas), though this might be partially offset by a larger Scottish public sector 
Disaggregating these effects would be difficult and contested, with de facto Brexit on 31 December 
2020 a complicating factor. If such conditions held in net terms, revenues raised in Scotland would 
be lower than the tax BGAs. 

8. A strength of the 1999 devolution settlement, continuing on from the creation in 1980 of the 
Scottish block, was the unhypothecated devolved block, with increments determined largely 
through the Barnett formula. There has been considerable erosion over time, with the Treasury now 
separately controlling Resource Departmental Expenditure Limit (RDEL), Capital DEL and 
Financial Capital DEL, thereby making operational management of the block more difficult. 
Moreover, the Scottish Government has undertaken to pass on Barnett health consequentials to 
health and local government consequentials to local government. The politics of this are 
understandable, but this practice severely reduces the budget flexibility of the Scottish Parliament 

                                                           
3 This timing resulted in some future Barnett consequentials being ‘anticipated’ in the 2020-21 Scottish Budget. 
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and of Scottish ministers. With proliferating announcements of UK spending changes, lobby 
groups will clamour for ‘their share’ of Barnett consequentials.   

9. The UK is one of the most fiscally centralised democracies in the world, and the COVID-19 
emergency may further tighten the grip of the centre. Provided that it maintains market credibility, 
the UK Government can presently borrow long-term and cheaply, without a binding limit. As noted 
by the Scottish Fiscal Commission (2020b, paragraph 2.6), “The Scottish Government cannot 
borrow to fund any additional COVID-19-related spending”. The differential access to borrowing 
as a policy instrument alters the power balance between the UK Government and the Devolved 
Administrations. 

10. As well as urging “spend as much as you can” to deal with the public health crisis and to limit 
damage to the long-term productive capacity of economies (“scarring”), Georgieva (2020) urged 
the keeping of receipts. In the context of constrained management resources, a focus on cash 
control is imperative. Accounts preparation and audit might be delayed. There is a much greater 
fraud risk than under normal circumstances, as a result of, inter alia, (a) the extreme urgency of 
disbursing money to individuals and firms, (b) weakened internal controls on procurement, grants 
and loans, in part due to homeworking where there is often lower IT security, and (c) the magnetic 
appeal of abundant public money to those with criminal intentions. Reputational damage will be 
done to governments if programmes are later revealed to have suffered extensive fraud. It seems 
possible that UK Government schemes (eg furloughing, self-employment subsidies, and business 
loans) are more vulnerable than most Scottish Government programmes, but the increase in fraud 
opportunities does raise operational issues for the Scottish Government and Audit Scotland and 
scrutiny issues for the Parliament and its Committees.  

11. Government accounting attracted much political attention in relation to Public-Private 
Partnerships. Well before the coronavirus crisis, concern was mounting about other 
‘unconventional’ instruments of public policy that either do not score against budgetary numbers 
or are very difficult to score. Attention has been drawn to the growing use of government 
guarantees and other forms of contingent liabilities (Heald and Hodges, 2018). In particular 
contexts, these might be the optimal policy instrument, but there are well-founded suspicions that 
sometimes the motive is to manipulate fiscal numbers. Another risk to future budgets comes from 
the likelihood of contractual claims against government or funded bodies and legal claims, for 
example in relation to clinical and other negligence during the coronavirus crisis.4 

Scottish Budget Update on 27 May 2020  
12. Commendably, the Scottish Government (2020a) has published a 2020-21 Budget Revision to 

demonstrate the effects-to-date of the budgetary responses to COVID-19. This shows the scale and 
complexity of these effects, and also indicates that uncertainties about funding remain:  

£3,063m of these [£3,581m] consequentials have been added to the Scottish Government Block Grant 
at the UK Main Estimate. The balance of these funds would be expected to be added to the Scottish 
Government budget at UK Supplementary Estimate. However HM Treasury have made clear that they 
are exploring with UK departments the capacity for them to meet additional Covid related costs from 
within existing budgets. This implies a risk that not all the consequentials set out here will actually be 
provided (Scottish Government, 2020b, paragraph 6). 

                                                           
4 The provision for clinical negligence at 31 March 2018 in the UK Whole of Government Accounts (Treasury, 2019, 
Note 22 on page 145) was £78.4 billion. The 2018-19 WGA has not yet been published.  
 
 



FCC/S5/20/CVD/6 

4 
 

Conclusion 
13. The Fiscal Framework revision was always going to be a significant event, for which the Scottish 

Parliament and Government were making preparations through their joint Working Group. The 
expected issues still apply, but the context has been transformed by the pandemic. It is essential 
that the devolution settlement is not undermined.  

14. Gushing public expenditure will come to an abrupt halt, even assuming that the UK Government 
wishes to stabilise net public debt at the higher ratio rather than reduce it to the pre-crisis level. 
The aftermath of the 2008 global financial crisis (including reduced trust in government) indicates 
that the economic, fiscal and political consequences of coronavirus are uncertain. After COVID-
19, governments will find it difficult to convince their electorates that the public finances have to 
be restored in face of reduced revenues and pressures for more spending, including on public sector 
pay, particularly for ‘key workers’. 

Professor David Heald 
Glasgow, 29 May 2020 
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Written submission from Audit Scotland 
 

The impact of COVID-19 on the public finances and the 
Fiscal Framework  

Introduction 

1. We are pleased to submit some initial views on the impact of COVID-19 on the public finances and the 
Fiscal Framework to support the Committee’s inquiry. Audit has a key role in providing assurance and 
aiding scrutiny during the current crisis. In this submission we focus on high level issues to be considered 
in managing the overall Scottish Budget. It will be some time before we fully understand the impact of 
COVID-19 on public services and finances. We will continue to assess and report on this across the 
range of our work and have recently published a paper setting out the principles of our planned approach. 

2. The in-year increases in funding and spending to the Scottish budget have been exceptional. Since the 
Scottish budget for 2020/21 was first announced in March, around £3.682 billion1 of additional funding is 
now anticipated as a result of Barnett consequentials. The Scottish Government has so far directly 
allocated £4.014 billion2 to COVID-19 related support measures, representing around eight percent of 
planned spending within the anticipated expenditure limit. 

3. This is likely to continue to be a rapidly changing picture, as UK spending plans develop and the 
implications for the Scottish budget continue to play through. Clearly if Scottish Government spending 
measures outstrip the additional funding received, the Scottish Government will need to manage other 
elements of spending to maintain a balanced budget in-year, utilising borrowing and reserves powers 
outlined in the Fiscal Framework as it judges appropriate. 

4. Greater uncertainty, complexity and volatility for the Scottish budget is an inevitable consequence of the 
2012 and 2016 Scotland Acts the implications of which were already a feature of the Scottish budget. 
Indeed, the Fiscal Framework is at its heart a set of rules agreed by the Scottish and UK Governments 
about how to manage the volatility to annual budgets. But the Fiscal Framework was not designed with 
the scale of the challenges arising from a major pandemic in mind. 

5. The Scottish Government’s budget management arrangements in 2020/21 will undoubtedly be under 
greater pressure than ever before. While the Summer Budget Revision will amend the budget for funding 
and spending announcements to date, further potentially significant in-year budget movements will likely 
occur.  

6. Consequently, managing funding and spending changes in real time becomes a more complex task; the 
speed and frequency of spending commitments, at both UK Government and Scottish Government level, 
is unprecedented, and there is often significant uncertainty about how announcements will affect the 
Scottish budget. This poses challenges to the Scottish Government in maintaining transparency, 
alongside the challenges of managing a balanced budget throughout. It will also require careful financial 
planning over the medium term, considering what budget changes may mean for government priorities 
and the outcomes included in the National Performance Framework.  

7. The views we set out are based on how COVID-19 affects the Fiscal Framework as it currently stands. 
We focus throughout on the importance of strong budget management arrangements, which have 
become ever more critical as budget volatility and uncertainty continue to increase. Ultimately, the more 
effective that the Scottish Government’s financial decision making, planning and monitoring arrangements 
are, the more able it will be to manage the risks to the Scottish budget. 

 
1 Comprising anticipated COVID-19 Barnett consequentials of £3,581 million and additional consequentials from the UK 

budget of £112 million, as set out in the Summer Budget Revision proposals. 
2 As set out in the Summer Budget Revision proposals. 

https://www.audit-scotland.gov.uk/uploads/docs/report/2020/briefing_COVID_impact_on_public_audit.pdf
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Immediate implications of COVID-19 on taxes and social security 

8. The immediate COVID-19 pressures that the Scottish Government must manage through the Fiscal 
Framework relate predominantly to spending rather than taxation. To date, most COVID-19 funding 
changes arise from Barnett consequentials. The current year’s budget is largely insulated from the impact 
on Scottish income tax (SIT), although anticipated reductions to fully devolved tax revenues will require to 
be accommodated. For spending, the Scottish Government will require to manage its additional spending 
programmes underpinning COVID-19 measure alongside new pressures on existing spending 
programmes, including demand-led social security costs, within its overall budget. 

Budgeted tax revenues 
9. The full impact of COVID-19 on Scottish tax revenues is not felt immediately. As such, the Scottish 

Government has some time to understand the impact of tax volatility on future budgets and to plan how it 
will manage its finances accordingly over the medium-term. 

10. Budgeted funding related to the largest devolved tax, SIT, is unaffected in the short-term. The Scottish 
Budget Bill was made law on 18 March, five days before the UK went into lockdown as a result of COVID-
19. The figures used for SIT and the corresponding Block Grant Adjustment (BGA) are fixed for this 
financial year, and the £204 million reconciliation from 2017/18 that was deducted from the 2020/21 
budget is accounted for. While the SIT forecasts provided for budget purposes in February are now 
significantly out of date, any change in budget levels arising from forecast error will be dealt with later, 
through reconciliations in the 2023/24 budget year. The net effect of this will depend on differences in the 
impact on tax revenues per head between Scotland and the rest of the UK. 

11. The Scottish Government will need to manage changes in-year to the Scottish budget that result from 
Scottish Landfill Tax (SLfT) and Land and Buildings Transaction Tax (LBTT). While the percentage 
reduction in these taxes may be large, they make up a smaller share of the Scottish budget and will be 
offset by reductions in the BGA, if UK revenues for equivalent taxes are similarly reduced. Again, the 
overall effect will depend on differences in impact between Scotland and the rest of the UK. 

Social security spending 
12. The Scottish Government will need to manage any increases in devolved social security costs that could 

arise from COVID-19. This will include managing its cash position more closely as amounts are paid out, 
as well as funding the total costs for the year. Social security spending on devolved benefits was forecast 
to reach £3.4 billion in 2020/21, as this is the first year that Personal Independence Payment and 
Disability Living Allowance have been in the Budget. These changes were expected to cause budget 
volatility and uncertainty even before the COVID-19 pandemic happened. The current crisis adds 
additional risk to be managed through the budget. 

13. It is not yet clear what impact COVID-19 will have on the costs of devolved social security. We expect that 
the costs of existing benefits will increase, as more people become eligible for the Scottish devolved 
benefits, due to the increase in the uptake of Universal Credit during lockdown. Anticipated delays to the 
introduction of new benefits, particularly the Scottish Child Disability Payment, may help offset any higher 
spending on existing benefits. The Scottish Government will need to plan carefully to meet the overall 
cost of Scottish social security spending over the course of the year. 

14. Managing social security is not just about managing total expenditure; in-year direct cash management 
risks may also arise from devolved social security benefits. Social Security Scotland pays the Department 
of Work and Pensions on a monthly basis for the benefits that it provides (for example, Carer’s Allowance 
and the disability benefits). If costs increase, the Scottish Government will have to cover these as they 
arise alongside other spending demands. COVID-19 could therefore put additional pressures on cash 
management arrangements. 

Using borrowing and reserves powers 
15. The available borrowing and reserves powers provide some flexibility to help bridge any gap between 

spending and additional Barnett funding, but they are subject to tight constraints and the Scottish 
Government will need to balance the budget by controlling overall public spending. While this would be 
the case in any year, the unprecedented nature of the pandemic, the unknown economic impact on 
Scotland, and the potential extent of spending commitments will put significant strain on the Scottish 
budget well beyond anything previously experienced. 

16. How well these powers enable the Scottish Government to respond to budget pressures depends in part 
on how long the pressures continue, as well as the overall amounts involved. The Scotland Reserve and 
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resource borrowing powers are predominantly designed to help manage year-on-year fluctuations. They 
do not insulate the Scottish budget from structural effects that continue over several years. 

Resource borrowing 
17. The capacity of the Scottish Government to use resource borrowing to manage COVID-19 pressures is 

limited, both by the rules of the Fiscal Framework and by existing pressures and previous budget 
decisions not directly related to coronavirus. 

18. Resource borrowing in any given year is limited to £300 million for forecast error, rising to £600 million in 
the case of Scottish specific economic shock. Prior to COVID-19, the Scottish Government had already 
committed £207 million of resource borrowing to manage forecast error arising for the most part from SIT 
outturns for 2017/18. This means the amount available in 2020/21 to manage the impact of any 
forecasting errors arising from increased social security spending or reduced devolved tax revenues 
during the year is restricted to £93 million. 

19. The Auditor General for Scotland reported in September that the Scottish Government had not yet clearly 
set out how it planned to address the cumulative £1 billion of forecast errors anticipated over this and the 
next two financial years. This is a significant financial pressure arising from events prior to the pandemic 
that will impact future year’s budgets alongside the effects of COVID-19. In taking decisions this year, the 
Scottish Government will need to look ahead to how these will affect its room for manoeuvre in 
subsequent years. 

20. Any further resource borrowing available, such as that to support in-year cash management or economic 
shock, if the conditions are met, would need to be managed up to a total threshold of £600 million and 
within an overall cumulative limit of £1,750 million. 

The Scotland Reserve  
21. The ability of the Scottish Government to use the Scotland Reserve to meet increased spending 

commitments is also restricted because of pre-existing planned use of the reserve. The Fiscal Framework 
allows a maximum drawdown of £250 million of resource and £100 million of capital, and the total 
Scotland Reserve limit is £700 million.  

22. The 2020/21 Scottish budget already includes a planned drawdown of £131 million resource in 2020/21. 
An additional £102 million3 remains in the resource reserve, which could be drawn down in 2020/21 to 
meet additional COVID-19 costs, or in future years. 

23. The adequacy of the rules around the Scotland Reserve is contested. The Scottish and UK Governments 
have previously agreed some additional flexibility in the operation of this aspect of the Fiscal Framework.  
For example: 

• Barnett consequentials of £148 million were received late in 2018/19. The Scottish Government 
agreed with HM Treasury that these would be held within UK reserves and re-allocated to the 
Scottish Government in 2019/20, rather than pass through the Scotland Reserve for 2018/19.   

• In 2019/20, HM Treasury agreed to allow the Scottish Government to drawdown a total of £181 million 
in capital and financial transactions, well above the £100 million capital drawdown limit set out in the 
Fiscal Framework. This was to address negative Barnett consequentials of £128 million that arose 
from a UK budget capital spending decision. 

Managing the implications of changing spending levels  
24. If the Scottish Government cannot manage the additional uncertainty and volatility arising from COVID-19 

through flexibilities in the Fiscal Framework powers, and if no special agreement is reached with the UK 
Government, it will have to make changes to its spending plans during the course of 2020/21. This will 
need to be done in a way that minimises the disruption to individual public bodies and services and 
ensures value for money is maintained. The greater the variation in budgets that need to be 
accommodated, the more difficult it will be to achieve this. 

 
3 Scottish Fiscal Commission’s Fiscal Update – April 2020  

https://www.audit-scotland.gov.uk/uploads/docs/report/2019/s22_190926_scottish_gov.pdf
https://www.fiscalcommission.scot/wp-content/uploads/2020/04/Publication-Supplementary-Publication-Fiscal-Update-April-2020.pdf
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25. Much of the public spending incorporated in the Scottish budget is for areas such as staff costs that are 
very difficult to change quickly. As we have reported previously, the Scottish Government needs to 
understand where it is most able to quickly alter spending, and what options are available to it in 
responding to budget fluctuations.  

26. It is important to recognise that while Barnett consequentials to date have resulted in increased funding 
for the Scottish budget, any potential reductions in UK spending later in the year could result in negative 
Barnett consequentials. Similarly, not all UK spending decisions related to COVID-19 will necessarily 
result in commensurate increases to the Scottish Budget, for example if spending is met from reductions 
in other UK spending in devolved areas. As such, the Scottish Government may need to respond to 
reductions (or lower than anticipated increases) to its budget. 

27. High quality budget management information is therefore vital to understand how budgets can be 
amended potentially at short notice to manage costs. Relevant information may include updated cost 
forecasts, detailed understanding of under and overspends in portfolios, and information about financial 
capacity within key teams and directorates. 

Managing budget implications beyond the current year 
28. Budget volatility, including that arising from the workings of the Fiscal Framework, will continue to be felt 

over the medium term. It is too early to say how COVID-19 related reductions in SIT will affect future 
budgets. While revenues will inevitably be less than forecast by the Scottish Fiscal Commission in 
February, the effect on the budget will be offset to some degree by reduced BGAs resulting from lower UK 
tax takes. Nevertheless, the Scottish Government will need to monitor this closely to plan how to 
accommodate reconciliations from 2023/24 onwards in future budgets. 

29. These future budget management plans will need to be managed alongside significant policy-related and 
economic developments affecting Scotland including: 

• any possible longer-term impact from COVID-19 and the economic recovery 

• the continued expansion of social security powers 

• the planned assignment for VAT revenues 

• any implications for the Scottish budget from EU Withdrawal. 

30. Public spending is at its core is intended to improve outcomes for people in Scotland. Managing budgets, 
will therefore inevitably consider how COVID-19 will impact on existing government priorities and what 
this might mean for long-term outcomes as set out in the National Performance Framework.  

31. In the last two years the Scottish Government has produced a medium-term financial strategy (MTFS) for 
the last two years, in response to a recommendation made by the Budget Process Review Group. The 
Auditor General for Scotland has previously reported that the MTFS published in May 2019 was a missed 
opportunity and a step backwards for the Scottish Government's financial reporting. The current 
pandemic and the associated uncertainty and disruption further increases the importance of planning for 
the medium and long term. 

32. This means including detailed information in future medium-term financial plans on how different demand 
scenarios affect spending priorities, and what options the Scottish Government has to manage these 
pressures. These pressures will include those arising from COVID-19 but also pre-existing pressures 
such as those arising from an ageing population. 

33. The Cabinet Secretary for Finance has announced that the MTFS has been delayed this year. The 
reasons for this are clear - most of the work for the strategy would have been required at the very 
beginning of the COVID-19 lockdown, when capacity was understandably stretched. Nevertheless, in 
taking key financial decisions at this critical time it is important that the Scottish Government considers 
the continuing financial implications, and that the Scottish Parliament and public can understand how 
decisions taken now might affect the Scottish public finances in the years that follow. 

Conclusion 
34. In this submission we have emphasised the importance of managing the Scottish budget closely to 

understand and respond to the impact of COVID-19. All public bodies are under exceptional pressure as 
they manage the impact of the pandemic. The Scottish Government faces major pressures in managing 

https://www.audit-scotland.gov.uk/uploads/docs/report/2019/s22_190926_scottish_gov.pdf
https://www.parliament.scot/S5_Finance/General%20Documents/Cab_Sec_letter_to_Convener.pdf
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public finances during this period. The crisis will significantly increase the uncertainty, volatility and 
complexity of the Scottish budget, on top of the changes already being experienced as a result of the 
recently introduced tax and social security powers. 

35. Audit Scotland is committed to helping Parliament and the public understand how public money has been 
used during this crisis and ensure lessons are learned for the future. We will continue to monitor 
developments relating to COVID-19 and provide insight and assurance to support the work of the Scottish 
Parliament. 

29 May 2020 
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Written submission from The Royal Society of Edinburgh

Introduction 

1. The Royal Society of Edinburgh (RSE), Scotland’s National Academy, welcomes the

inquiry by the Scottish Parliament Finance and Constitution Committee into the

impact of COVID-19 on the public finances and fiscal framework. Since 1783 our

core mission has remained the same, the advancement of learning and useful

knowledge; our work is underpinned by two principles, a broad understanding of

knowledge and application of that knowledge for public good – which translates into

knowledge made useful.

2. As Scotland addresses the significant challenges posed by COVID-19 and begins to

recover towards a ‘new normal’, the RSE, harnessing our multidisciplinary Fellowship

and using our convening power, is well placed to provide evidence-based advice and

support to government and parliament. Our work in this area will be led by our Post-

Covid-19 Futures Commission1 which brings together leading thinkers and

practitioners from across academia, business, public service and the creative arts.

The Commission will help identify and address some of the immediate policy

implications and challenges arising from the coronavirus outbreak and support

thinking around the longer-term questions it raises.

3. We appreciate the urgency around the inquiry given the imminent publication of the

Scottish Government’s Summer Budget Revision as a consequence of the outbreak

of COVID-19, which we note was published on 27 May2. Given the short timeframe

this response provides an overview of what the RSE believes to be the key impacts

on and considerations for the future of public finances and the economic recovery.

This response was facilitated through a short life working group of RSE Fellows with

expertise and experience in economics, public finance, local government, inter-

governmental relations and constitutional law.

Public Finances  

Short term and medium-term impacts 

4. The scale of UK state intervention to support the economy during the pandemic is

unprecedented and will consequently lead to the highest level of public debt as a

percentage of GDP in peacetime history. These immediate costs, combined with a

decrease in tax receipts and other revenues as a consequence of increased levels of

unemployment, reduced consumption and business inactivity/closure, will reduce the

amount of money available from tax revenue for both the UK and Scottish

Governments. At the same time there will be pressure for increased spending on the

health sector, not only to enhance the state of preparation for any future events of

this ilk but also to deal with the urgent and non-urgent demands across the health

sector which have built up during the pandemic. The expected (seemingly inevitable)

significant rise in unemployment and the pressure for action to reduce the marked

1 Royal Society of Edinburgh, (2020). ‘What Lies Beyond? Post-COVID-19 Commission formed by the RSE to 
support a positive future.’ URL: https://www.rse.org.uk/lies-beyond-post-covid-19-commission-formed-rse-
support-positive-future/ 
2 Scottish Government, (2020). ‘Summer Budget Revision 2020’. URL: 
https://www.gov.scot/publications/2020-21-summer-budget-revision/ 
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inequalities (such as wealth, health and gender inequalities) that have been 

highlighted in recent months will also ratchet up demands upon the public purse. 

Taken together we must anticipate a dramatic increase in pressure on the public 

finances, requiring extremely difficult decisions to be made on public spending and 

taxation.  

 

5. So far as both the economy and the public finances are concerned, the impact will be 

long lasting. The Scottish Government and Parliament will face very difficult choices 

on both the allocation of scarce public funds and the structure and level of taxation 

going forward.  

 

6. It is impossible to forecast with any certainty the economic impact that this pandemic 

will have in the months and years ahead. The responses to date from both the UK 

and Scottish Governments have, understandably and appropriately, related to coping 

with the immediate impact upon businesses and households. Now consideration is 

turning to the issue of minimising the medium-term impact, by working towards a 

return to a broader base of business activity and restoring consumer confidence to 

encourage a pick-up in consumption spending and private sector investment. 

 

7. A question of balance applies. To what extent can a return to more normal levels of 

activity be encouraged, without risking a bounce back in Covid cases, let alone a 

second spike, and hence adding substantially to the health and welfare and 

economic downside in the medium to longer term? The Scottish Government has 

taken a somewhat more cautious approach on this issue, with more detail around the 

UK and Scotland approaches emerging daily. However, this is likely to imply higher 

net costs for Scotland’s public finances in the short term, as under the fiscal 

framework this would fall on the Scottish Government as it is increasing the spending 

on a UK programme as a result of a devolved decision. That will be both because the 

costs of remedial policies (e.g. of furloughing) will be relatively higher and because a 

slower return to economic activity will lead to a slower growth in tax revenues. If the 

more cautious approach results in a more sustainable recovery, involving stronger 

growth in 2021 and beyond, then there should be a relative positive impact on the 

Scottish public finances over that period. But as noted above nobody is able to 

forecast even on a scenario basis with any degree of confidence. Under such 

circumstances a risk-averse stance is usually desirable. 

 

8. The immediate interventions were applied across all four nations of the UK. The UK 

Government initially led the economic response and hence bore the brunt of the 

impact on the public finances. The initial economic stimulus across the four nations 

has been facilitated through revenues and borrowing from the UK Treasury, with 

funding then distributed to the devolved nations through the Barnett Formula. The 

initial impact on the Scottish Budget is described in the 2020-21 Summer Budget 

Revision document published by the Scottish Government.  

 

9. This helps to demonstrate that the Scottish public finances are likely initially to be 

insulated as the interventions came from the UK Government. As briefly discussed 

above, the scope for differential public finance impacts in Scotland compared to rest 

of the UK, will result from either different policy and programme responses decided 

upon in Scotland or a differential impact of the pandemic on the Scottish economy or 

a combination of both. These effects are more likely in the medium term.  

FCC/S5/20/CVD/8
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10. The majority of spending from government intervention to mitigate the impact of the 

pandemic comes in the form of business support, particularly the job retention 

scheme and business support loans. The job retention scheme is likely to be required 

to some extent and in some form through much of the remainder of 2020. The share 

of the cost of the scheme met by the UK Government is set to decline. It is 

acknowledged that differences across nations could now emerge. The scheme might 

be extended for certain sectors in Scotland, or operated differentially in Scotland, as 

Scotland adopts a different approach to unlocking different types of activity than in 

England in particular. Either unilateral extension or differential operation would result 

in the differential costs falling upon the Scottish Government, leading to an adverse 

impact on the public finances in Scotland, this will have an opportunity cost as some 

funds will not be used to meet other priorities.  

 

11. These interventions have provided essential support in the short term, but they are 

not designed as measures of medium or longer-term support. Looking forward the 

Scottish Government will need to determine the best and most cost-effective means 

of easing business and consumers back towards what will inevitably be a ‘new 

normal’ of economic activity. So far as individuals and households are concerned, 

there will be a requirement to cope with a higher level of unemployment, at least over 

the coming months, and at the same time work towards encouraging job creation (or 

recovery) from existing and developing businesses. Impacts here may differ in 

Scotland from elsewhere in the UK both because of the differential policy decisions 

on unlocking the economy and because variation in the sectoral structure will result 

in differential impacts on business activity and employment across the nations and 

regions of the UK. Scotland will be disproportionately impacted, at least in the short 

term, for both the oil-related sector, tourism and hospitality. Special measures of 

support may be needed for tourism, hospitality, and cultural activities, especially as 

the impact is likely to be felt more strongly over specific, largely rural, areas of the 

nation.  

 

12. One other labour market requirement may well be re-training and indeed a change in 

focus for training generally. There could be shifts in skill requirements as businesses 

adjust to the changes resulting from experience during the pandemic. There could 

also be structural shifts in business activity in Scotland. That will be on top of the 

increase in unemployment, with those entering unemployment for no fault of their 

own seeking assistance to develop the skills required in the post pandemic world. 

This will be another challenge for the public finances, especially as the Scottish 

university sector is likely to be one of the sectors worst hit, in the short and longer 

term, because of the adverse impact on demand for courses from overseas students 

with international fees cross-subsidising teaching for home students and research 

activities. 

 

13. There is a clear risk of large numbers of business closures, despite the job retention 

scheme and the business interruption loans. Many businesses will have lost a very 

high percentage of revenues over an extended period, without the scope for fully 

commensurate reductions in costs. Many will have taken on additional debt, from the 

government schemes or elsewhere. For many (probably most) there will be no 

dramatic bounce back and recovery of lost revenues, such as to enable businesses 

to repay debt rapidly. Most businesses will face heavy debt service costs for an 

extended period. The difficulty of meeting such costs would be enhanced if the 

recovery in demand for their goods and services is slow and drawn out. A ‘V’ shaped 
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recovery would suit business best but is not guaranteed and seen by many 

commentators as unlikely. 

 

14. That implies three challenges for both the public sector and the public finances. First, 

how can businesses be best assisted to service debt and return to a sustainable 

financial situation? Will government need to step in at times to ease the debt burden 

by extending the period of loans; or extending interest free periods; or even writing 

off some debt? Second, and on a more positive note, how can government 

encourage increased and innovative business investment to help the Scottish 

economy move forward? Third, what could be the role for the banking sector and 

others willing to invest in businesses? Could public funds be used to help lever in 

more private investment? 

 

15. We suggest that the initial focus, of Scottish Government, should be on working with 

the UK Government to consider such assistance, as this would tend to mean that 

additional funding might be available under the Barnett Formula. We also note that 

the UK Government will be able to borrow more cheaply than the Scottish 

Government, even if the constraints on the extent of permitted borrowing for the latter 

were to be eased. However, both governments must explore new and imaginative 

ways of using funds to encourage forward-looking investment. The Scottish 

Government should consider carefully the role of the Scottish National Investment 

Bank (the Bank) and the Enterprise and Skills Agencies in this context. It may well be 

that the focus of the Bank as it starts up should be entirely on encouraging forward-

looking investment while contributing to the wider policy objective of achieving a net 

zero economy. This whole area merits urgent and careful consideration by the 

Advisory Group on Economic Recovery and others. 

 

16. We also accept that the crisis presents an opportunity to consider how the structure 

of our economy can be rebalanced, tackling issues such as income, spatial, ethnic 

and wider inequalities. These inequalities have been shown up sharply during the 

period of the pandemic. This task will again be immensely complex and difficult. 

Public finance will be the scarcest of scarce commodities and priority must also be 

given to encouraging strong and sustainable recovery in order to support 

employment and the welfare of households across Scotland. Priorities must be 

explicit and clear; and reflected in the allocation of these scarce resources. 

Consideration will be needed as to how these priorities might be identified and 

agreed within Scotland. 

Fiscal Framework 

17. The fiscal framework is due to be reviewed in 2021. This provides an opportunity to 

consider the performance of the framework during a time of crisis. The review will 

provide the UK and/or Scottish Government with an opportunity to propose 

improvements and flexibilities to the framework that can help provide certainty 

around spending and budgets in a time of crisis. We recognise that there may be a 

willingness to bring the 2021 review forward so that flexibilities on spending can be 

added. However, we believe that this would be ill-advised as this would involve 

undertaking a complex review during a crisis at a time when there would be a lack of 

full and analysed evidence on how the framework had actually worked over that 

period. Such evidence should be available in 2021 and should be used to inform any 

proposed changes to the framework and negotiations between the UK and Scottish 

Governments.  
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18. The fiscal framework offers several flexibilities and provisions that can protect the 

Scottish budget from sharp decreases in revenue at short notice. The fiscal risk in the 

current year is limited as the framework aims to provide the Scottish Government 

with clarity on its in-year spending. As a result, the current year’s Scottish Budget is 

unaffected by the sharp reduction in income tax revenue due to the pandemic. For 

future years, the Scottish budget is protected from falls in income tax revenue if these 

are the same per head across the UK. Thus, any falls in revenue from income tax as 

a result of the pandemic will only impact the Scottish budget if they are more severe 

per head in Scotland than in England. The UK Treasury, and hence UK taxpayers as 

a whole, bear the absolute risk. There is a problem with income taxes that was 

identified pre-COVID-19. Income tax revenue forecasts from the Scottish Fiscal 

Commission3, as included in budgetary decisions by the Scottish Government, have 

proved to be systematically overoptimistic. That was revealed in the UK March 2019 

Budget, but the Scottish Government decided not to adjust in 2019/20 but to carry 

forward forecast errors. As a result, there is a potential shortfall of around £500m, 

which will have to be addressed by the Scottish Government in future budgets and 

this will be on top of further public finance pressures resulting from the pandemic.  

 

19. For the smaller devolved taxes, unlike income tax, the absolute amount of any 

shortfall falls upon the Scottish Government and has to be allowed for in the year that 

it transpires. Consequently, there is clear potential for an immediate impact from the 

pandemic on Scottish finances resulting from the revenue from the Land Buildings 

and Transactions Tax (LBTT) falling well below the forecast level. The revenue from 

this tax has fallen markedly, as transactions have been stopped over lockdown. 

Revenue looks set to continue to stay low if property values decrease. This could 

lead to a shortfall amounting to hundreds of millions of pounds. It was understood 

that under the fiscal framework a shortfall in revenue from such smaller taxes was an 

absolute risk to the Scottish budget; but this shortfall is much larger than anticipated. 

There will also be falls in similar taxation (Stamp Duty Land Tax) elsewhere in the UK 

and it is not expected that this would lead to UK departmental budgets being cut as 

the UK Exchequer will likely borrow to meet the shortfall. Therefore, it might be 

advisable for the Scottish Government to ask the UK Government to allow borrowing 

to offset this equivalent shortfall in Scotland rather than make further spending 

reductions. 

 

20. It has yet to be seen if Scotland will experience a differential impact from COVID-19 

policy responses and economic impacts. As discussed above the scale and duration 

of such a differential impact will be dependent on several factors and the impacts so 

far have been felt across the UK. If the differential impact is significant to qualify 

under the framework as an ‘asymmetric shock’, then the provisions in the fiscal 

framework could protect the Scottish budget accordingly. However, it is not yet clear 

whether the extent of the differential impact in Scotland will be sufficient to trigger this 

provision.  

 

21. For reasons briefly discussed above, it is highly likely that in the medium term, the 

Scottish Government will need to look at other ways of raising revenue to 

compensate for lower revenues and cater for higher demand for public finance as a 

 
3 Scottish Fiscal Commission, (2020). ‘Scotland’s Economic and Fiscal Forecasts’. URL: 
fiscalcommission.scot/forecast/scotlands-economic-and-fiscal-forecasts-february-2020/  
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result of the pandemic. This implies that an increase in taxation, introducing charging 

in other public sector areas or spending cuts will be necessary. 

 

22. The issues for local government may prove relatively severe, as local revenue is set 

to fall (e.g. due to more empty commercial properties) and possible shortfalls in 

council incomes from services as well as additional costs associated with responding 

to the pandemic. Local government finance may require special attention particularly 

in the context of pre-existing and ongoing pressures on council budgets. 

Actions and Priorities 

23. As stated, the biggest impact on the public finances has been the level of state 

interventions in the economy, particularly the job retention scheme and business 

support. The first priority in the recovery will be the reduction of state intervention 

where and when necessary, alongside the regeneration of economic activity and 

support for businesses and households across Scotland. This will present difficult but 

necessary decisions as furloughing and supporting businesses cannot last 

indefinitely.  

 

24. The crisis presents an opportunity to address the problems and inequalities within the 

current system. As far as possible, the economic recovery should focus on achieving 

sustainable regeneration of the economy while also addressing strategic priorities 

which aim to reduce inequalities and create a more resilient economy.  

 

25. For years the UK has been involved in the EU Framework for State Aid, this 

presented clear rules and guidelines for state intervention. The subsequent pandemic 

has resulted in the EU Commission introducing a temporary framework so that 

governments can support their economies. Going forward as the UK leaves the EU, it 

will be for the UK Government to decide whether to stay involved with the EU 

framework or go its own way. If the latter, then the UK Government must work with 

the devolved governments to agree and establish a new framework for state 

intervention within the UK, as nothing like this exists in the constitutional settlement.  

 

26. We refer above to the still embryonic Scottish National Investment Bank. The 

scheduled creation of the Bank later this year is now very timely. We believe that the 

Bank should be established sooner rather than later and with a new clear mission; 

assisting the renaissance of the Scottish economy while also contributing to the wider 

policy objective of transitioning to a net zero economy. The Bank should now be 

expected to play a key role in supporting the Scottish economic recovery; investing, 

both directly and with partners, in Scottish businesses, spinouts and start-ups. It 

should be prepared to invest in viable businesses in areas that historically have been 

avoided by investment banks and venture capitalists, such as tourism, leisure, 

hospitality and the creative arts. As in certain regions these businesses are major 

employers and contributors to the local economy. It will remain crucial that the 

oversight of the Bank and decisions on its investments are taken at arms-length from 

government, albeit in full awareness of government’s stated and agreed priorities. 

 

27. We appreciate that the Bank will be just one participant in this process. As discussed 

above the Scottish Government should work closely with the UK Government to 

develop a UK wide approach to supporting business through the aftermath of the 

pandemic. There will also be a role for the financial sector, e.g. in converting debt to 

equity in some instances, and the operation of bankruptcy procedures to avoid the 
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inappropriate destruction of productive capacity for potentially viable businesses. If 

the state (UK or Scotland) taking equity stakes is under consideration, then care will 

be required in defining when this might be appropriate and justified on broader 

economic grounds.  

 

28. The need for supportive investment for business will be substantive and long term 

and will merit a broad-based response. There is now a good deal of evidence to 

suggest that inequality is a drag on economic growth – rebutting the old ideas of an 

efficiency/equity trade off. Nevertheless, careful thought will be required to identify 

appropriate policy priorities (and the subsequent spending priorities) and careful 

consideration will be needed as to how these priorities might be agreed within 

Scotland. 

Additional Information 

Any enquiries about this advice paper should be addressed to Paul Stuart, Policy Advice 

Officer 

(pstuart@therse.org.uk). 

Responses are published on the RSE website (https://www.rse.org.uk/) 

The Royal Society of Edinburgh, Scotland's National Academy, is Scottish Charity No. 

SC000470 

Advice Paper (Royal Society of Edinburgh) ISSN 2024-2694 
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Finance and Constitution Committee 
Impact of COVID-19 on the public finances and Fiscal Framework: 

Summary of Written evidence 
 
The Finance and Constitution Committee recently asked for written views on 
the impact of COVID-19 on the public finances and the Fiscal Framework.  
 
Eight submissions were received and are available on the following link:  
https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/
115236.aspx  
 
This note summarises some of the key points made.  
 
The impact on the public finances 
 
As members know, the pandemic has resulted in unprecedented and 
immediate increases in fiscal interventions by Governments around the world.  
In the UK, Public Sector Net Borrowing (excluding public sector banks) was 
£62.1 billion in April 2020, compared to £10.9 billion in April 2019 and £62.7 
billion in the full financial year 2019-20. David Heald notes in his submission 
that “the much higher debt (which the UK Government currently has no 
difficulty in funding) raises fiscal sustainability concerns in the longer term 
(particularly if interest rates were to rise sharply, thereby increasing the 
proportion of public spending taken by debt interest).”  
 
He concludes his submission with a warning that there will be uncertain fiscal, 
economic and political outcomes from the pandemic in the medium to long 
term:  
 

“Gushing public expenditure will come to an abrupt halt, even 
assuming that the UK Government wishes to stabilise net public debt at 
the higher ratio rather than reduce it to the pre-crisis level. The 
aftermath of the 2008 global financial crisis (including reduced trust in 
government) indicates that the economic, fiscal and political 
consequences of coronavirus are uncertain. After COVID-19, 
governments will find it difficult to convince their electorates that the 
public finances have to be restored in face of reduced revenues and 
pressures for more spending, including on public sector pay, 
particularly for ‘key workers’.” 

 
In a Scottish context, the immediate response to the crisis has resulted in 
around £3.7 billion in consequentials flowing to the Scottish budget from UK 

https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/115236.aspx
https://www.parliament.scot/parliamentarybusiness/CurrentCommittees/115236.aspx
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Government spending decisions since the Scottish budget was set in February 
of this year.  
 
The Scottish Government has set out how it intends to allocate COVID-19 
related monies in the Summer Budget Revision (SuBR) published on 27 May. 
This represents the position as at 15 May when the SuBR was finalised. 
However, the 2020-21 Budget position will likely remain fluid, with 
opportunities for the Government to adjust 2020-21 spending plans via the 
Autumn and Spring Budget Revsions later in the financial year.  
 
The Audit Scotland submission notes  
 

 “This is likely to continue to be a rapidly changing picture, as UK spending 
plans develop and the implications for the Scottish budget continue to 
play through. Clearly if Scottish Government spending measures outstrip 
the additional funding received, the Scottish Government will need to 
manage other elements of spending to maintain a balanced budget in-
year, utilising borrowing and reserves powers outlined in the Fiscal 
Framework as it judges appropriate.” 
 

As such, a budget that was already complicated with the various tax and block 
grant adjustment elements (which the Audit Scotland submission describes), 
is likely to become increasingly so.  
 
Audit Scotland argue that in responding to the pandemic it is important that 
the Scottish Government considers the continuing financial implications of 
spending decisions. Despite challenges in “maintaining transparency” it is 
important to provide the information that allows the Scottish Parliament and 
public to “understand how decisions taken now might affect the Scottish public 
finances in the years that follow.”  
 
Jim Gallagher in his submission notes that many companies will come out of 
lockdown heavily indebted (mostly to government) and may need short-term 
help; other companies may not survive with consequent job losses. In the 
medium term he notes that there will be differential impacts by sector, with 
some, for example tourism, perhaps needing to restructure. He (the Royal 
Society of Edinburgh make a similar point) cites collaboration between the 
Scottish and UK governments as being vital in coming out of the crisis:    

 
“Legally, economic development is a shared competence of the two 
levels of government. (It has been since 1999).  In practice, many of 
the tools which might be used to manage recovery and restructuring 
are in the hands of UK ministers.  As well as the furloughs managed 
via HMRC, there might be, eg, emergency loans, and their repayment 
terms, corporation tax rates and allowances, employers’ national 
insurance contributions, UK regional economic development funds and 
no doubt others.  In the circumstances of leaving the EU, UK-wide 
issues also arise in relation to State Aids rules or whatever replaces 
them. 
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The immediate challenge for the Scottish government is to find 
constructive ways of engaging with UK ministers as they formulate 
policy.  This may be more difficult than managing a common operational 
response to the virus, but is equally important.” 

 
Homes for Scotland which represents 200 member organisations building 
new homes in Scotland, gave information on some of the immediate impacts 
of the pandemic and lockdown on the housing sector. Survey responses from 
34 home builder companies showed that 4,083 employees had been put on 
furlough. They point to the 6,000 homes due to be completed between March 
and June and the tax contribution they would make via Council tax and LBTT. 
Of the 34 home builder companies surveyed, 76% believed they could only 
sustain their business for a maximum of 3 months.  
 
Over the course of this year, Home for Scotland expect a reduction of around 
30-40% of home completions compared with what they would otherwise have 
been, with implications for Government priorities like the Affordable Housing 
Supply Programme. They state that it could be 2-3 years  
 

“at least before we return to anything near recent activity levels and 
economic contribution. This ‘lost production’ during lockdown will add 
to the significant deficit in housing supply across Scotland with an 
estimated backlog of 85,000 homes amassed over the last decade.” 

 
Revenue raising options to pay for Covid-19 response 
 
Jim Gallagher concludes his submission with some reflections on revenue 
raising options for the UK and Scottish Government when the time comes to 
repay the large levels of borrowing and debt undertaken in response to the 
pandemic. In April the OBR forecast UK indebtedness of 96% of GDP.  
 

“It seems likely that, in the medium term, the UK's governments will 
have to raise more revenue.  Inevitably, most of this will fall to the UK 
government (which will be to Scotland's advantage, as the Scottish tax 
base is proportionately lower).  But the Scottish Parliament will have to 
raise some too.  Any income tax rises England will create pressure 
(under the fiscal framework) for rises in Scotland.  But the Scottish 
Parliament has other options as well.  The amount raised from local 
taxation has been heavily constrained, and reform of the tax base has 
been consistently ducked, even though taxation of property, whether at 
the time of transactions or regularly, is the closest thing the UK has to a 
tax on wealth.  Holyrood also has the power to legislate for new taxes.  
And most awkwardly, it may also have to question whether a decades-
long determination to make public services free, even to those who can 
afford to contribute to their costs, remains a wise policy.” 

 
The Royal Society of Edinburgh (RSE) make a similar point, stating: 
 

“it is highly likely that in the medium term, the Scottish Government will 
need to look at other ways of raising revenue to compensate for lower 
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revenues and cater for higher demand for public finance as a result of 
the pandemic. This implies that an increase in taxation, introducing 
charging in other public sector areas or spending cuts will be 
necessary. 

 
The issues for local government may prove relatively severe, as local 
revenue is set to fall (e.g. due to more empty commercial properties) 
and possible shortfalls in council incomes from services as well as 
additional costs associated with responding to the pandemic. Local 
government finance may require special attention particularly in the 
context of pre-existing and ongoing pressures on council budgets.” 

 
The impact on the Fiscal Framework  
 
The submission from David Phillips of the Institute for Fiscal Studies (IFS) 
focuses on the Fiscal Framework arrangements, and their suitability in the 
current crisis and beyond.  
 
David Heald also focuses on the Fiscal Framework and distinguishes 
between structural issues preceding coronavirus and issues which derive from 
the economic and fiscal impact of coronavirus.  
 
As members know, the Scottish budget is exposed to budgetary risks from its 
tax base growing more slowly than the rest of the UK, albeit the reconciliation 
for the largest of these (non-savings non dividend income tax) impacts 3 
years down the line. It is still not clear what the impact of COVID-19 will have 
on these relativities.  
 
As David Phillips states in his submission, the Scottish economy has a 
higher proportion of its workforce in hospitality and oil and gas, which are 
likely to be hard hit by the crisis. However, on the other hand, Scotland has a 
higher share of workers in the public sector which is likely to be more 
insulated from the economic crisis.  On the issue of differential growth risks to 
the Scottish budget from Scottish income tax receipts growing more slowly 
than rUK, he states:  
 

“One thing that could address the long-run impacts of a bigger hit to the 
Scottish economy would be to update the BGAs to account for changes 
in the relative size of the Scottish tax base. As it stands, these BGAs 
are set to be based on pre-coronavirus relativities indefinitely. Updating 
these fully or partially for future years would increase the Scottish 
Government’s budget if its tax base is relatively smaller in future than it 
was when the BGAs were initially set (e.g. if the Scottish economy is hit 
harder on a long-term basis); but would reduce the Scottish 
Government’s budget if its tax base is relatively larger in future (e.g. if 
the Scottish economy is hit less hard on a long-term basis). The current 
framework whereby the Scottish Government was fully insulated from 
differences in tax bases at the point of devolution (‘no detriment’) but 
bears in full any changes in the relative size of tax bases from that 
point on is unusual internationally.” 
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Jim Gallagher also points out that the main revenue risk borne by the 
Scottish budget is the relative growth of income tax revenue compared to the 
rest of the UK.  At this stage, it is obviously not clear whether the effects of 
COVID-19 on the Scottish economy will be greater or lesser than the rest of 
the UK, and it remains to be seen whether the threshold for an "asymmetric 
shock" of more than 1% of GDP referred to in the fiscal framework will be met:  
 

“In the circumstances of Covid this substantial reduction may be offset 
by Barnett consequentials but that would leave the Scottish 
government struggling to match changes in England.  Treasury 
ministers are unlikely to wish permanently to offset these effects (after 
all, Scottish spending is still around 25% higher than English) but might 
be persuaded to postpone them until the economy is a little stronger.  
This would require additional borrowing from the UK government.” 

 
He highlights what he sees as the likely Treasury position going into the Fiscal 
Framework Review:  
 

“Treasury has, however, its own agenda (quite properly).  The 
mechanism for transferring income tax risk is "per capita indexation" 
which means that the Scottish budget does not bear the risk of relative 
population decline compared to the rest of the UK.  In other words, if 
the number of taxpayers in England grows more than in Scotland some 
of them are effectively allocated to supporting services in Scotland, not 
in England.  While this is advantageous to Scotland at a time of 
expected relative population decline, it is hard to justify in principle.  But 
expectations of relative population growth may be changing, and so 
might the views of the Scottish government.” 

 
Borrowing limits 
 
David Heald argues that the UK is one of the most fiscally centralised 
democracies in the work and that “the COVID-19 emergency may further 
tighten the grip of the centre.”  He continues:  

 
“Provided that it maintains market credibility, the UK Government can 
presently borrow long-term and cheaply, without a binding limit. As 
noted by the Scottish Fiscal Commission (2020b, paragraph 2.6), “The 
Scottish Government cannot borrow to fund any additional COVID-19-
related spending”. The differential access to borrowing as a policy 
instrument alters the power balance between the UK Government and 
the Devolved Administrations.” 

 
The Committee has heard a range of views over a period of time on the 
adequacy of the borrowing limits contained in the Fiscal Framework. David 
Phillips states:  

“Previous analysis by IFS researchers suggested that the limits looked 
sufficient, even in the face of economic shocks like recessions, but also 
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that rules allowing full access of these powers only in the case of a 
tightly-defined “Scotland-specific economic shock” could prove 
constraining.1 A forecast reduction in funding of £600 million in 2021-22 
due to reconciliation of income tax revenues and BGAs for 2018-19 
exceeds the maximum amount that can be borrowed and drawn down 
from reserves in the absence of a Scotland-specific shock by £150 
million. Reform or abolition of the rules in relation to a Scotland-specific 
shock should be considered, and at the very least, borrowing limits 
should be indexed to increase in line with devolved revenues and 
demand-led expenditure.”  

In terms of the suitability of the Fiscal Framework’s borrowing powers in the 
current crisis, he states that borrowing powers were not designed for situations 
where  

• there is a need to develop, cost and announce new measures very 
rapidly; 

• there is the potential for the nations to be affected by coronavirus in 
very different ways. 

 
He concludes there is:  
 

“a case for giving the devolved governments greater access to 
borrowing via the National Loans Fund, at least temporarily and for 
coronavirus related measures. Removal of the annual cap on 
drawdowns from reserves would also enable additional spending. This 
would allow devolved governments to develop, cost and announce 
plans more quickly than if they have to wait until UK government plans 
for England have been announced. 

 
He quotes the OECD which has noted that most OECD countries require sub-
national governments to balance their budgets, but warns that when such 
rules apply over short timeframes they can be problematic.2 The OECD has 
suggested relaxing or suspending these rules as a result of the pandemic:  

 
“During a time of crisis, it may be possible to relax such rules with a 
reduced risk of moral hazard problems emerging later. Relaxation may 
take the form of both formal escape clauses that can be triggered by 
prescribed circumstances and/or effective suspension of the rules in 
practice when it is unreasonable to expect SNGs to comply.’ 
 
It is worth noting that Spain had allowed municipalities to run deficits, 
and that in Germany, several states are relaxing self-imposed balanced 
budget rules.” 

  

                                            
1 D. Bell, D.Eiser and D. Phillips (2016), ‘Scotland’s Fiscal Framework: Assessing the Agreement’, 
https://www.ifs.org.uk/publications/8212.   
2 OECD (2020), ‘Covid-19 and fiscal relations across levels of government’, 
http://www.oecd.org/coronavirus/policy-responses/covid-19-and-fiscal-relations-across-levels-of-
government-ab438b9f/#section-d1e1731.  

https://www.ifs.org.uk/publications/8212
http://www.oecd.org/coronavirus/policy-responses/covid-19-and-fiscal-relations-across-levels-of-government-ab438b9f/#section-d1e1731
http://www.oecd.org/coronavirus/policy-responses/covid-19-and-fiscal-relations-across-levels-of-government-ab438b9f/#section-d1e1731
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Like Jim Gallagher and the RSE, David Phillips contends that “effective 
communication and coordination between the UK and devolved governments 
should also be a priority – and several OECD countries have activated or 
created agencies dedicated to national-regional inter-governmental crisis 
coordination.”  
 
The Barnett formula and COVID-19 
 
COVID-19 has impacted the nations and regions of the UK differently and at 
different times. This raises issues around whether a simple population based 
formula is an appropriate way to distribute resources. David Phillips raises 
this point in his submission, arguing that  
 

“if needs differ, using the Barnett formula to allocate funding could 
therefore mean relatively too little or too much funding being given to 
the devolved governments in Scotland, Wales and Northern Ireland. 
When combined with limited borrowing powers, this could mean the 
devolved governments have insufficient funding to fund necessary 
expenditures and/or an inefficient allocation of scarce funding across 
the nations of the UK.  
 
The UK government should therefore consider bypassing the Barnett 
formula, especially if it is clear that the coronavirus is having very 
different impacts in different parts of the UK or the cost of particular 
policy responses will vary significantly. Where ex-ante assessment of 
likely needs is infeasible it could consider funding via cost 
reimbursement if the devolved governments follow the same policies 
as the UK government in England, subject to appropriate checks on 
expenditure.  

 
Any formula bypasses should probably be planned to be temporary: it 
is important not to rush into making new long-term fiscal arrangements 
in the midst of a crisis. 

 
However, as may be the case in other areas of public policy, this crisis 
can be a prompt to consider the suitability of elements of the fiscal 
system, like the Barnett formula, that have long been subject to calls 
for reform. For example, the Holtham Commission, the House of Lords 
Economic Affairs Committee, as well as the author of this note and 
many other researchers, have called for the replacement of the Barnett 
formula with a more rational system, such as based on a spending 
needs assessment.”   

  
The Chartered Institute of Taxation (CIOT) argue for a post hoc 
examination of the impacts of interventions on revenues and budgets:  
 

“In response to the coronavirus pandemic, both the UK Government 
and Scottish Government have established programmes of financial 
support for various sectors. Part of the considerations should include 
an examination of the fiscal impacts of these support programmes and 
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how funding announced by the UK Government has translated into 
funds available for the Scottish Government, via the block grant. This 
will help to establish whether the Fiscal Framework has operated as 
expected and whether it has worked appropriately in these exceptional 
circumstances” 

 
Other issues 
 
Devolved Taxes Legislation Working Group  
 
CIOT emphasised the importance of taking forward the work of the Devolved 
Taxes Legislation Working Group.  
 

“while acknowledging the critical nature of matters concerning 
coronavirus at the present time, it is essential that the work of the 
DTLWG on alternative legislative processes for devolved tax legislation 
and the possible option of a Finance Bill for Scotland, is not allowed to 
be forgotten. Indeed, we think it is of the utmost importance that the 
work of the DTLWG is continued and taken forward. The aim was for 
the DTLWG to produce its final report by the end of summer 2020. 
Given that the next Scottish Parliament elections are due to take place 
in 2021, it would appear necessary for the DTLWG to report back and 
for its recommendations to be considered, and progressed if deemed 
appropriate, before that time. Otherwise, the work of the group could 
be wasted and the momentum for progress lost.” 

 
Human Rights based approach 
 
The submission from the Scottish Human Rights Commission (SHRC) 
emphasised the importance of a human rights based approach to budget 
decisions, which it argues become more important after COVID-19, which has 
impacted on various groups differently.  
 

“Human rights budgeting recognises that budgetary decisions have 
materially different outcomes for different groups. Government budgets 
are not always sensitive to this. In particular, the contributions that 
households, individuals (especially women) and communities make to 
the economy — by caring for people, for example — are not always 
recognised because they are not bought and sold through the market.  
 
For this reason, it is not uncommon for budgets to reinforce systematic 
inequalities between groups —in particular between men and women—
and miss opportunities to use public financing to improve the position 
of disadvantaged and marginalised groups. As the Committee knows, 
COVID-19, and the responses being taken to it, is not affecting 
everyone in society in the same way, and there is already a 
disproportionate impact on people with protected characteristics and 
those living in the most deprived communities.” 

 



Annexe B 

The submission focuses on the way in which budget scrutiny should be 
undertaken in future, discussing what makes a ‘good’ budget, and why taking 
a human rights based approach to fiscal scrutiny and public finance decisions 
would help navigate the current crisis and the economic recovery beyond. 
 
On the specifics of the SuBR, the SHRC state that “it is critical for Scotland’s 
economic wellbeing and public confidence that this budget revision fully 
explores:  
 

• How has new money been allocated?  
• Have previous allocations been shifted and, if so, where to? 
• What is no longer being funded? 
• Have thorough equality and human rights impact assessments been 

completed in order to highlight the impact/s of these decisions?  
 

It is important that the Scottish Government has been able to make quick 
financial decisions to support its economy, citizens and public services, at 
this difficult and uncertain time. It is equally and critically important that 
there is full transparency over the decisions that have been made to 
enable legislative, auditory and public oversight and ensure that the 
Scottish Government remains accountable for its decisions.”  

 
Members may wish to explore these issues, and the other issues raised in this 
summary, with the Cabinet Secretary at the meeting on 12 June.  
 
Scottish National Investment Bank 
 
The RSE argue that the Scottish National Investment Bank (SNIB) which is 
due for creation later this year is now crucial in assisting economic recovery. It 
should have a clear mission to assist “the renaissance of the Scottish 
economic while also contributing to the wider policy objective of transitioning 
to a net zero economy.”  
 
It should also be tasked with playing a key role  
 

“in supporting the Scottish economic recovery; investing, both directly 
and with partners, in Scottish businesses, spinouts and start-ups. It 
should be prepared to invest in viable businesses in areas that 
historically have been avoided by investment banks and venture 
capitalists, such as tourism, leisure, hospitality and the creative arts. As 
in certain regions these businesses are major employers and 
contributors to the local economy. It will remain crucial that the 
oversight of the Bank and decisions on its investments are taken at 
arms-length from government, albeit in full awareness of government’s 
stated and agreed priorities.” 

 
Ross Burnside, Senior Researcher, Financial Scrutiny Unit, SPICe 
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