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Next week’s budget statement by the Finance Secretary, John Swinney, will set out the 
Scottish Government’s response to the fiscal squeeze. As such it is of great importance to 
Scottish business and the wider economy. Where will the axe fall? On vital economic 
development and infrastructure spending? Will taxes and charges be creeping up again? 

One thing is for sure. The SNP administration will bemoan the lack of fiscal powers at its 
disposal. If only, say Salmond and Swinney, Scotland possessed greater tax raising 
powers, we would not be in this budgetary hole. If only we had proper borrowing powers 
we could invest in the infrastructure that Scotland needs. If only we controlled North Sea 
Oil we could build up an ‘oil fund’ to secure our pensioners in old age. Only with a far 
greater range of fiscal powers can we pursue economic policies that would deliver higher 
growth for the economy. 

But the appeal for greater ‘fiscal autonomy’ is by no means confined to nationalists. 
Many on the right of Scottish politics, and a large handful of high-profile Scottish 
business leaders, have also taken up the fight for fiscal freedom. This can partly be seen 
as a bid to improve the Scottish credentials of hitherto unpopular Conservative politics. 
But there is also a constitutional logic to their approach that seems convincing; only by 
forcing the Scottish Parliament to raise the money it spends will it ever become properly 
accountable.  

In other words, the hope is that more powers will lead to pressure for lower taxes. 

Some even claim that greater powers would provide a much-needed incentive to Scots 
politicians to pursue pro-business policies that promote economic growth, because the 
benefits of that growth would accrue to Holyrood via higher taxes. 

According to Ben Thomson, Chairman of the think tank Reform Scotland, the current 
settlement "provides no incentive for politicians in Scotland to come up with innovative 
ideas to boost economic growth or improve public services because, however poorly the 
economy performs, the money still rolls in via the block grant. If the economy did grow 
faster the benefits would accrue to the Chancellor at Westminster and not the Scottish 
Government." 

But this point overlooks the fact that politicians are usually motivated by the public 
good, or anyway, only attract votes if they are seen to serve that aim. So delivering 
economic growth and better public services are presumably desirable for Scottish 
politicians whatever the budgetary implications.  
Indeed, the economic arguments in favour of greater fiscal powers for Holyrood seem to 
have fallen on deaf ears in the wider Scottish business community. A ‘Campaign for 
Fiscal Responsibility’ launched by Reform Scotland last summer has only attracted only 



200 signatories, many of whom appear to be existing supporters of the think tank or SNP 
activists.  

Meanwhile a survey conducted by the consultants PWC in August found a distinctly 
lukewarm reaction to the prospect of greater fiscal powers for the Scottish Parliament 
among Scottish businesses. It showed that 57% of respondents felt that more powers 
would lead to reduced investment and economic activity, with only 16% saying that it 
would encourage more.  

The reasons for this scepticism appear to be twofold. Business figures worry that 
different rates of tax north and south of the border will lead to higher costs. The PWC 
survey found that 57% again thought that there would be a considerable impact on 
business in terms of the administration, time and cost of having different levels of income 
tax, while 25% thought there would be little impact. 

Perhaps more damningly, there is little confidence that Scottish politicians would use 
their powers to lower taxes, particularly if Scottish tax revenues fell short. On the 
contrary, higher taxation, or cuts to economically important budgets like transport, would 
be more likely. 

CBI Scotland has taken a cautious view of constitutional reform, preferring the modest 
changes of the Calman Commission to fiscal autonomy proper. As David Lonsdale, CBI 
Scotland’s assistant director puts it: 

"The advocates of greater tax devolution tend to gloss over the fact that the fragmentation 
of the laws and taxes affecting business would have costs and risks, and could undermine 
the single market and level playing field that firms currently benefit from in the UK. If 
under fiscal autonomy Scotland’s tax income in future needed to cover all our outgoings 
and debt liabilities, then that may lead to consequent cuts in public funding for business 
priorities such as transport infrastructure, skills development and business support." 

Underlying this is a pervasive sense of uncertainty about what fiscal autonomy might 
mean in practice. This is partly because the debate is usually conducted at the abstruse 
constitutional level, rather than in terms of its actual implications for the daily processes 
of business.  

Gary Clark, head of policy at the Scottish Chambers of Commerce said: "It is clear that 
the political debate over additional powers and accountability for the Scottish Parliament 
over the past few years has been on a level which many businesses have found it difficult 
to engage with. Businesses are struggling to fathom what the impending reforms will 
mean for their business and their bottom line." 

In other words, if Scottish politicians rarely say ‘We need greater tax powers because we 
want to cut taxes’, the reason is probably because they don’t. This is the crux of business 
concerns. 



A glance at the record of Scotland under devolution is not encouraging in this respect. 
The first Labour administration increased business rates and allowed council tax to soar. 
And although the SNP government froze council tax, it tried to replace it with a local 
income tax that was strongly opposed as over-complicated by business. 

Moreover, both administrations have governed at a time of big increases in taxation at the 
UK level which they did nothing to counteract, and either tacitly or openly supported.  

It is one of the great fallacies of devolution that the Scottish Government possesses no 
fiscal powers. In fact its tax powers are considerable. In council tax, business rates and its 
income tax varying power, Holyrood controls some £4.8 billion of revenue, accounting 
for nearly 15% of its expenditure. Add to this its almost infinite scope for charges, 
licence fees, rebates and grants, and the aggregate is more fiscal autonomy than would 
realistically be used in the foreseeable future (see box below). 

The truth is, therefore, that the Scottish parliament sets the overall level of taxation in 
Scotland because it can vary taxes by more than any changes that come from 
Westminster, something that must worry business as we await the budget next week and 
the Holyrood elections beyond. 

The same is true of the devolved powers over borrowing and investing. John Swinney is 
fond of arguing for more borrowing powers. Yet at the same time he admits that the 
amount of debt accumulated under PPP deals by his Labour predecessors means that 
Scotland is effectively mortgaged to the hilt. The Scottish Government could borrow yet 
more by selling assets and leasing them back again, but to do so would lead inevitable to 
more cuts or more taxes. In essence, therefore, the Scottish Government acts under very 
similar borrowing constraints and freedoms to a sovereign state. 

Similarly, there is nothing in theory to stop a Scottish Government building up an ‘oil 
fund’ by investing in assets. Indeed, since the premium in public spending in Scotland 
over England has historically been very similar to North Sea Oil revenues, it has had the 
means to do so. It’s just that it has decided to spend the money on public sector wages 
instead. 

The call for greater fiscal powers appears to critics to be akin to a man with three empty 
bedrooms demanding a bigger house.  

All of which begs the question, if Holyrood already possesses all this fiscal leeway, 
particularly on tax, why has the ‘autonomy’ not lead to greater ‘responsibility’, as the 
jargon goes? In other words, if the incentives to lower tax are there, why have overall tax 
rates in Scotland steadily increased over the last decade? 

The answer is, of course, the same for any country or tax jurisdiction – there are all sorts 
of conflicting incentives that influence politicians, and not all of them tend towards good, 
low tax, business-friendly government. 



In fact, overall, there is no obvious logical correlation between political autonomy and 
good governance, and the academic evidence for such a link is equally hard to come by. 
What really matters is the overall political and institutional culture that prevails, and in 
Scotland politics is dominated by a near-consensus in favour of a high tax, pro-public 
sector model.  

Until that changes, it is likely business will continue to be wary of calls for greater 
devolution, particularly on fiscal matters. 

£500m of tax rises could be on the cards 

According to the latest Government Expenditure and Revenue in Scotland (GERS) 
figures, the Scottish Government controls taxes that raise £4.77 billion of revenue, paying 
for 14.3% of its expenditure. The rest is funded by the formulaic ‘block grant’ passed 
from Westminster to Holyrood, or directly by Westminster on reserved matters such as 
benefits, defence and foreign policy. 

This is only part of the story, however. In addition to these taxes, numerous charges, fees 
and licences are imposed by the Scottish Government or local authorities that raise 
another £2.3 billion (according to Local Government Finance Statistics). They include 
alcohol retail licences, parking charges and so on. 

On top of this, the Scottish Government could use its spending power simply rebate 
taxpayers’ liabilities. For example it could effectively reduce corporation tax by 
refunding Scottish domiciled companies a proportion of the corporation tax they had 
paid.  

No-one is pretending that the constitutional arrangements are particularly neat. But 
overall a radical tax-cutting approach is clearly possible both now and under the Calman 
proposals (the main change of which is to increase the income tax varying power from 3p 
to 10p, with the yield coming from Scottish sources rather than a fraction of UK 
revenue). It would be entirely feasible, for example, to reduce public expenditure to UK 
average levels and deliver a £3.5billion tax cut to households and businesses. 

Conversely, the opposite is also true. A Scottish Government that wanted to raise taxes 
would have almost limitless scope to do so. A distinctive Scottish approach to dealing 
with the deficit is entirely possible by changing the balance between tax increases and 
spending cuts. It might be seen as disingenuous for Scots politicians to claim that the 
‘cuts’ are being imposed from London. At the UK level the Osborne approach has been 
to aim for 70:30 ration of cuts to tax rises, in contrast to something like 60:40 preferred 
by Labour. Translated into Scottish terms, Labour’s shift in emphasis would imply tax 
rises here of £500m +, entirely within the tax powers of the Scottish Parliament. Time to 
listen very carefully to what the politicians say next week and in the run up to May next 
year.  
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