
Tweaking tax is no way to fix the Scottish economy 

Scotland is caught in a fiscal garrotte. With government revenues now linked to the tax raised here, 
the rope will tighten every year. The reason is clear: Scotland’s rate of economic growth is 
consistently lower than the UK as a whole. Since 2008 the UK has grown almost six times as fast. If 
this continues tax receipts will also be lower, putting ever more pressure on the public finances. We 
felt the first exploratory tweak of the knot in this month’s Scottish budget – a little extra tax for the 
wealthy, stealth cuts for the rest, a bit more debt for our children to pay off.  

The only way out of this bind is to expand the economy fast enough that revenues keep pace with 
the UK. How can this be achieved? 

Governments don’t create economic growth themselves. But they play a vital role in establishing a 
framework of rules that allow business to flourish. In this respect the Scottish Government’s powers 
are all important. 

In the mix are the old favourites of enterprise policy, local taxes, skills training and income tax. But 
more fundamental are schools, the legal system, planning rules, healthcare, housing, energy and 
higher education. Holyrood also controls the overall level of tax and spend.  

Nationalists like to claim that the Scottish Government lacks economic powers. In practice most of 
the levers of growth are now devolved, and many were right at the inception of the Scottish 
parliament in 1999. 

It is true that areas of fiscal policy are reserved, as are monetary policy, labour market policy and 
many areas of commercial regulation. But even the SNP envisages outsourcing its currency and 
regulatory framework either to the EU or the UK. An independent Scotland could reshape the labour 
market, but that’s one part of the UK economy that already performs well. 

Long term economic success is governed by the underlying fabric of society. Take healthcare, for 
example. You might ask what the NHS has got to do with economic performance. But healthcare In 
Scotland accounts for 8% or economic activity, and the sector is directly owned and controlled by 
the government. It is also has notorious productivity problems. If we had a healthcare system like 
the Netherlands or Switzerland, not only would the workforce be healthier, but the cash we spent 
on the NHS would go further, and there could be more left over for other priorities too. 

Two areas that really need attention are school education and land use planning. It is absurd, in a 
country as sparsely populated as Scotland, how complicated and expensive it is to get permission to 
develop new housing, infrastructure or commercial premises. As a result land - and therefore 
housing, transport links, utilities and industrial property – are much too expensive and we waste too 
much time and resources on all of them. In Germany, which is far more densely populated than 
Scotland, house prices have barely increased in real terms since the war. Supply meets demand, 
prices are reasonable, and by and large the quality of housing is better too, so there is less public 
resistance to new development. 

But the real shame of Scotland is our school system. Advanced economies rely on human capital to 
thrive. It is a huge economic handicap – as well as being a social disaster – if a third of children 
cannot read and write properly when they leave primary school. Study after study show that top 
quality basic education is the key not just to social progress but to general prosperity. For years 
there have been warnings that Scottish education was falling behind both global rivals and our 
neighbours in England. The latest OECD figures confirm the trend. These warnings have been 
ignored and, worse, the English reforms – modelled as they are on the very Northern European 



countries supposedly admired by the Scottish Government - are scorned as part of political 
pantomime that is Holyrood politics. 

Reforming major public institutions is not easy. In England all three main parties contributed to what 
has been a very long and hard road of school reforms that are only now beginning to bear fruit. The 
SNP’s new approach – on the same principle of giving schools the autonomy to innovate – is a 
tentative step in the right direction. But it’ll take years before this feeds through into higher 
productivity and plays any role in easing our tax headaches. 

The truth is that pretty much the whole public sector in Scotland – from the planning system to 
infrastructure, education, health, housing and transport – needs a radical overhaul similar in scale to 
the big economic and social reforms that took place at the UK level from the 1980’s on.  

It is hard to detect any real understanding of the magnitude and seriousness of the task among 
Scottish Ministers. Since the May election there has been just one bill introduced to the Scottish 
Parliament – on another independence referendum. Scotland is paying a high economic price for this 
political obsession with constitutional change. 

 

 

 

 

 


