
Scotland’s tax and spend conundrum 

This month’s budget showed how tough it is to combine a competitive tax system with sound 
finances and well-funded public services. 

Every year the balancing act becomes harder as the costs of looking after the elderly - through the 
pension system, the NHS and residential care – increase. 

In Scotland the situation is more acute because the deficit between tax revenue and public spending 
is so high. Only what is in effect a subvention from the UK Treasury keeps the Scottish Government 
afloat. 

A year ago this month was ‘independence day’ – the moment when Scotland would have left the UK 
if we had voted ‘Yes’ in 2014. Now that nationalists are calling for a new referendum it is worth 
considering what the implications would be for taxes, public services and the Scottish economy 
generally. 

If Scotland had been independent this last year, the deficit would have been about £8bn greater. In 
addition, the country would have faced additional ‘set up costs’ – a new currency and government 
departments, the loss of the EU rebate and UK renewable energy subsidies, higher debt bills and so 
on. In all more than £10bn extra to find.  

Last month the Centre for Economics and Business Research estimated that, once the knock on 
effects of this squeeze worked through, Scotland could be looking at an even larger shortfall of 
nearly £20bn. Even the SNP is now reluctantly admitting that Scotland would face a fiscal ‘challenge’ 
if it became independent. 

How would we pay for this? Former Chancellor Gordon Brown has predicted a doubling of income 
tax. The economist John Mclaren suggests that increases in income tax, whisky duty and VAT might 
meet about a third of the bill, with the rest coming from cuts and increased borrowing. 

The campaign group Scotland in Union used the Scottish Government’s own model of the Scottish 
economy to estimate the impact a £10bn hit. A mix of tax rises and spending cuts would see output 
fall by 3% with 130,000 job losses (5% of the workforce). 

As well as triggering an economic crisis, the consequences for the NHS and other public services 
would be severe. Even if some of the cuts were borne by less sensitive enterprise and transport 
budgets, we could expect charges for healthcare and entitlements such as free care for the elderly, 
tuition and prescriptions to be scrapped. 

In the event of a new independence referendum the deficit would play an even more prominent role 
than Brexit or the currency issue, with nationalists being invited daily to explain where the cuts and 
tax rises would fall. 

Even if Scotland stays in the UK, the basic structural problem will eventually need to be solved: how 
will we pay for better healthcare and decent retirement for all in the long term? 

As the budget row about increasing tax for the self-employed shows, we are probably already near 
the limits of a tax-and-spend approach. Scotland already spends much more money on healthcare 
per capita than England, and outcomes are no better.  

How do we solve this puzzle? 



One fruitful line of enquiry is to ask why voters dislike taxes so much. The traditional answer from 
the left of politics is that voters are essentially selfish. But a more sophisticated analysis – backed up 
by recent research into voter psychology -  is that taxpayers resent the idea of ‘free riders’ – people 
who benefit from the welfare state by gaming the system. 

The answer, then, could lie in reviving the contributory element in our tax system. If voters felt that 
part of their bill was being used to fund or insure against their own retirement needs they might be 
less averse to paying more. 

After all, this was the original thinking behind our own national insurance system, and this is the 
principle that underpins the relatively successful welfare states of northern European countries like 
Germany, France and the Netherlands. In these countries taxes tend to be rather lower than in the 
UK while overall spending is somewhat higher – the difference being made up by compulsory social 
insurance contributions. 

It’s not hard to envisage here too a savings or insurance mechanism whereby people paid into 
accounts that funded long term care. The system could be graded to ensure affordability for all and 
savings could be partly heritable to encourage families to look after their own. Meanwhile it’s 
becoming increasingly clear we can learn from European style health models, and not just because 
they are contributory. They also tend to be both more efficient and more sustainable, encouraging 
thrift among users and innovation among providers. 

The fiscal realities of Sottish independence would make these kinds of reforms urgent. But even 
within the UK we are going to have to start thinking about radical ways of funding what we all aspire 
to: old age and long life as a blessing we can enjoy rather than dread. 
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on. In all, more than £10bn extra to find.  

Last month the Centre for Economics and Business Research estimated that, once the knock on 
effects of this squeeze worked through, Scotland could be looking at even larger cuts of nearly 
£20bn. 

How would we pay for this? The SNP MP George Kerevan has spoken of five years of fiscal 
‘consolidation’ and former Chancellor Gordon Brown postulates a doubling of income tax. The 
economist John Mclaren suggests that increases in income tax, whisky duty and VAT might meet 
about a third of the bill, with the rest coming from cuts and increased borrowing. 

The campaign group Scotland in Union used the Scottish Government’s own model of the Scottish 
economy to estimate the impact a £10bn hit. A mix of tax rises and spending cuts would see output 
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We are probably already at the limits of a tax-and-spend approach. Scotland spends much more 
money on healthcare per capita than England, and outcomes are little better. Meanwhile one of the 
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the left of politics is that voters are essentially selfish. But a more sophisticated analysis – backed up 
by research into voter psychology -  is that taxpayers resent the idea of ‘free riders’ – people who 
benefit from the welfare state by gaming the system. 
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savings could be partly heritable to encourage families to look after their own. Meanwhile it’s 
becoming increasingly clear we can learn from European style health models, and not just because 
they are contributory. They also tend to be both more efficient and more sustainable, encouraging 
thrift among users and innovation among providers. 
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Last month brought troubling news on the Scottish economy. Unemployment has started to inch 
up again, and now stands at 5.1%, in contrast to the UK rate, which fell again to 4.8%. Meanwhile 
growth last year was less than a third the UK’s, continuing a trend that has seen the UK expand six 
times as fast as Scotland since the last recession. 

The Scottish Government blames this on Brexit, but this is implausible since any Brexit impact 
would affect the whole country. For more likely reasons we must look for differences between the 
UK as whole and Scotland. With that in mind, SNP ministers should be cautious about uttering 
threats of a second independence referendum, which would cause far more dislocation than 
Brexit and may well be inhibiting business confidence and investment. 

 

 

 

 

 

To next one:? 

Switching from tax to savings 

Every winter the two horns of a painful dilemma grab our attention. Millions of us settle down with a 
towel over our heads to complete the annual tax return. And millions more endure the chaos of 
crowded hospitals or the bleakness of care homes in January. Yet the one sacrifice seems ever less 
capable of paying for the other.  



In winter, hospitals get crowded not because people age suddenly, but because more people of ages 
are ill. But as time goes by more NHS resources are inexorably being diverted to looking after the 
elderly, leaving less capacity to deal with peaks in general demand. 

Meanwhile there are growing numbers of people needing both residential care and pension income. 

 

 


