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KNOWLEDGE MADE USEFUL

RESPONSE TO THE SCOTTISH GOVERNMENT’S

TAX POLICY AND THE BUDGET CONSULTATION

Whilst the six principles underpinning Scotland’s Tax Policy Framework are generally
acceptable, the role of the Scottish Government’s taxation policy in fostering economic
growth and securing other policy objectives merits greater emphasis.

Clarity is required around the Scottish Government and Scottish Parliament’s scope
to influence UK tax policy, how this might be enhanced and indeed Scotland’s specific
interests in relation to UK-wide taxation.

Scotland’s Tax Framework should be underpinned by a holistic perspective, whereby
assessments of conformity with tax principles, and indeed of the overall effect of the
tax and benefit system from an economic and social perspective, are based upon
consideration of the tax system as a whole, as opposed to assessing the relative
progressivity or regressivity of individual taxes.

To increase transparency of the tax system, accessible guides should be developed
explaining how taxes are raised, why they are implemented, and why a simplified tax
system would not necessarily result in a fairer or more efficient tax system.

Given Scotland’s ambitions to become carbon neutral by 2045, we suggest that any new
areas of taxation should be centred on a desire to reduce dependency on fossil fuels and
make progress towards net-zero emissions, whilst recognising that there is a balance to
be struck with other competing priorities. Encouraging behavioural change should be
central to achieving wider policy goals.

The Scottish Government should give early attention to exercising existing devolved
competence to refine existing tax powers, such as Council Tax, Non-Domestic Rates,
and Land and Buildings Transaction Tax. Council Tax should be re-evaluated based on
up-to-date price indices to account for shifts in house prices, demonstrate devolved
competence, and strengthen the case for enhanced fiscal autonomy.

The RSE welcomes proposals for Scotland’s Tax Framework to include a Citizens’ Assembly
on Council Tax to facilitate public understanding about the complexities and inherent
trade-offs embedded within tax policy. Crucially, consideration at a Citizens’ Assembly
should be preceded by in-depth technical analysis, and thereafter findings should be
widely disseminated before final Government decision-making and implementation.

A principle of ‘local taxation for local services’ should be built into the Scottish Taxation
Framework, in response to calls for stronger local fiscal autonomy. This should be accompanied
by consideration of how to ensure local authorities can provide an equitable level of service
provision, given the unequal distribution of taxable capacity at local authority level.



ADVICE PAPER 21-13

The Scottish Government should consider taking action in those areas where the scope
for devolved taxes has not yet been implemented, for example Air Departure Tax (ADT).
The new Scottish ADT need not be uniform. A higher level of ADT tax on frequent flyers
could be used to help achieve carbon neutrality, while a lower level of ADT could be
introduced to help enhance access to the Western (and perhaps Northern) Isles.

Scotland’s Tax Policy Framework should be re-assessed in a post-COVID context,
and accompanied by broad, in-depth analysis. This could be facilitated by the Scottish

Fiscal Commission.

Introduction
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The Royal Society of Edinburgh (RSE), Scotland’s
National Academy, welcomes the opportunity to
provide its views on the Scottish Government’s
consultation on Scotland’s first Framework for Tax
and Tax Policy in relation to the Scottish Budget
2022-23. Our response was facilitated through an
RSE working group which included RSE Fellows
and members of the Young Academy of Scotland
with significant practitioner and research experience
in the tax sector, and on tax policy. Given the RSE’s
position as a politically neutral organisation, this
response focuses on questions one and two of the
consultation only. In doing so, our response builds
on previous RSE policy advice papers on taxation
and the fiscal framework:

Budget 2021/22: Supporting the COVID-19
Recovery — Scotland’s Taxes and Fiscal Framework
(October 2020)1

Impact of COVID-19 on Public Finances and the
Fiscal Framework (June 2020)2

Devolved Taxes: A Policy Framework (June 2019)3

The Impact of Brexit on the Scottish Budget
(August 2017)%

https://www.rse.org.uk/wp-content/uploads/2020/10/Budget-202122.pdf
https://www.rse.org.uk/wp-content/uploads/2020/06/AP20_06-1.pdf
https://www.rse.org.uk/wp-content/uploads/2019/06/AP19-08.pdf
https://www.rse.org.uk/wp-content/uploads/2017/08/AP17_19.pdf
https://www.rse.org.uk/wp-content/uploads/2018/08/AP17_24.pdf
https://www.rse.org.uk/wp-content/uploads/2016/10/AP16_21.pdf
https://www.rse.org.uk/wp-content/uploads/2016/09/AP16_13.pdf

Air Departure Tax (September 2017)5
A Scottish Approach to Taxation (October 2016)¢

A Scottish Replacement for Air Passenger Duty
(June 2016)7

Q1. What are your views on the draft

Framework for Tax?

2 The RSE welcomes the inclusion of Adam Smith’s

Principles within the Scottish Tax Framework, but
recommends they be contextualised in relation to
Scotland’s wider economic objectives.® As raised in
a previous submission, there is scope to include an
additional principle which specifically focuses on
climate change.9

However, it should be acknowledged that there
may at times be conflicts between these principles,
for example between efficiency and equity. For
instance, high marginal Income Tax rates will
reduce inequality of after-tax incomes but will also
risk damage to economic efficiency, through
behavioural changes such as reduced labour supply,
relocation of tax residence and recourse to tax
avoidance.

Smith, A. (1776) ‘An Inquiry into the Nature and Causes of the Wealth of Nations, Vol 2’

The Royal Society of Edinburgh (2019) Devolved Taxes: A Policy Framework [online] Available at: https://www.rse.org.uk/wp-content/uploads/2019/06/AP19-08.pdf



4 The consultation’s proposal to simplify the Scottish
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tax system is not necessarily wholly appropriate.
We propose that assessments of conformity with
tax principles, and indeed of the overall effect of the
tax and benefit system from an economic and social
perspective, be based upon consideration of the tax
system as a whole, as opposed to assessing the
relative progressivity or regressivity of individual
taxes. This re-framing of Scotland’s Tax Framework
would permit some taxes designed to stimulate
behavioural change to be regressive in terms of
income (for example, ‘sin taxes’ such as alcohol

and tobacco duties, as well as climate-related
environmental taxes aimed at contributing towards
the goal of reaching net-zero carbon emissions)
leaving other taxes, such as a progressive Income
Tax, to drive the redistribution of income.

To increase the transparency of the tax system,
accessible guides should be created to explain how
taxes are raised, and why they are implemented.
This would aid public understanding of how a
simplified tax system would not necessarily be
fairer or more efficient.

Greater clarity is required around the present scope
for Scotland to influence UK tax policy, and how
this might be enhanced. Clarity would also be
welcomed with regard to Scotland’s specific fiscal
objectives in the context of UK-wide taxation. The
proposed Framework for Tax should be considered
in relation to Scotland’s fiscal /taxation objectives,
any political, fiscal, and constitutional constraints,
and the need for strengthened intergovernmental
relations. We suggest that proposals for Devolved
Administrations impact assessments for tax
decision-making at a UK level and the Finance
Ministers’ Quadrilateral should be incorporated
within the formal machinery of intergovernmental
relations to ensure that meetings are regular and
timely, with genuine opportunities for Devolved
Administration influence.

ADVICE PAPER 21-13

Q2. What should the Scottish Government’s

priorities for devolved and local tax be over
the course of this Parliament? (2021-2026).

Reaching Net-Zero
7 The UK Internal Market Act 2020 reduces the

territorial scope of some devolved law, and could
make it more difficult for the Scottish Government
to achieve environmental and social policy goals
through regulation. While we recognise that this
legislation constrains devolved policy making, it may
also provide an opportunity to consider whether
taxation, which is outside the scope of the Act, offers
an alternative route to securing such goals. The
Scottish Government should prioritise tax measures
which contribute to the effort to reach net-zero
carbon emissions alongside social policy objectives,
such as helping businesses recover from the COVID-19
pandemic and supporting local businesses. This
should acknowledge any trade-offs that this may
involve in the context of the wider tax system.

The Scottish Government could consider building
on proposals for non-domestic rates to support the
transition to a net zero economy and stimulate
pro-environmental behaviour change, by drawing
from the findings from the Institute for Fiscal
Studies’ recent report on “Tax policies to help
achieve net zero carbon emissions’.10

The possibility of selective increasing, as well as
decreasing of Air Departure Tax (ADT) should be
considered - drawing from the value of a higher
carbon price as means of redistributing income,
tackling inequality, and providing economic
stimulus as well as incentivising lower carbon
alternatives to air transport.!! Selectively reducing
ADT for remote rural areas would provide a means
of countering rural inequalities, such as the historic
lack of transport provision to the Western Isles, in
line with the Scottish Government’s National Islands
Plan.’2 Similarly, concordant with the ‘Scottish
Government’s commitment to double its financial
support for a Climate Justice Fund, the introduction
of a (preferably UK-wide) Carbon Tax and Frequent
Flyer Levy could be used to raise revenue to address
global inequities in climate change impacts.13

Adam et al., (2021) Tax policies to help achieve net zero carbon emissions [online] Available at: https://ifs.org.uk/publications/15653.

Burke et al. (2019) How to price carbon to reach net-zero emissions in the UK [online] Available at:
https://www.cccep.ac.uk/wp-content/uploads/2019/05/GRI_POLICY-REPORT _How-to-price-carbon-to-reach-net-zero-emissions-in-the-UK.pdf.

Scottish Government (2019) The National Islands Plan: Plana Naiseanta nan Eilean [online]
Available at: https://www.gov.scot/publications/national-plan-scotlands-islands/documents/.

Further information on the Scottish Government’s stance on Climate Justice is available here: https://www.gov.scot/news/climate-justice/; It is possible that the UK
Government will shortly announce moves to introduce a higher rate of tax for longer distance flights and a lower rate for domestic flights. This would make it more

feasible for Scotland to introduce different bands; Further information on proposals for a Carbon Tax and Frequent Flyer Levy are available in: Jubilee Scotland & Stop Climate
Chaos Scotland (2021) Financing Climate Justice [online] Available at: https://www.stopclimatechaos.scot/wp-content/uploads/2020/10/FinancingClimateJustice_Final.pdf;
further information on financing climate justice is available at: Khan et al. (2019) Twenty-five years of adaptation finance through a climate justice lens [online] Available at:

https://link springer.com/article/10.1007/s10584-019-02563-x



10 The RSE would welcome further information on
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how taxation could be used to secure the retrofit
requirements of the Scottish Government’s
‘Housing to 2040’ vision to increase energy
efficiency, decarbonise heating systems, and meet
net-zero housing and commercial policy targets.#

In general, further information would be welcomed
on the balance of the Scottish Government
objectives, in particular around the centrality

of reaching net zero emissions, to the draft
Framework for Tax. This would assist consideration
of tax proposals and tax policies, taking account of
trade-offs between economic efficiency, equity and
carbon neutrality objectives. This guidance could
come from the Cabinet Secretary for Finance and
the Economy, as advised by the Scottish Fiscal
Commission.

Improving Intergovernmental Relations: the
need for co-ordination between the UK and
Scottish Governments
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Scotland’s tax policy framework remains closely

linked to, and influenced by, the UK tax framework.

Scotland’s public finances remain intricately
connected with UK public finances for legislative
reasons (e.g., the definition of income and the
personal allowance are UK decisions), economic
reasons (e.g., there are limits on how far Scottish
Income Tax bands and rates can differ from those
in England in the context of a highly integrated UK
economy), and political reasons (e.g., comparisons
will always be made). It is therefore important that
the Scottish Government maximises opportunities
to shape the UK tax framework to ensure it takes
account of, and supports, its fiscal, economic, social
and environmental objectives.

Improved intergovernmental relations, with
genuine opportunities for devolved administration
influence, will be crucial to increasing the likelihood
that the UK Government’s macro-economic levers
are used to best address issues facing Scotland’s
economy. Meanwhile, the Scottish Government
should assess Scotland’s current devolution
funding package in relation to the 1999 devolution
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settlement (as prompted by changes stemming
from the Calman and Smith Commissions) to
understand its effectiveness over time.1> Of crucial
importance to the functioning of the current
package is the 2016 Fiscal Framework, which is
now due for revision.’6 This includes the operation
of the Block Grant Adjustments, which arise when
taxes are devolved or assigned (via negative
adjustments to the Barnett formula-determined
block grant) and when some social security benefits
are devolved (via positive adjustments).

Concentrating on Existing Devolved
and Assigned Taxes

14

15

During the current parliamentary term, we
recommend that emphasis be placed on improving
the operation of present tax powers, and evaluating
their effectiveness, especially in the context of
COVID recovery. This could inform consideration
of whether Scotland’s tax powers and tax
framework merit revision in a post-COVID context.

There is a divergence of the higher rate threshold
for income tax between Scotland (£4:3,662) and
the rest of the UK (£50,000). The impact of this
divergence, combined with the reduction in
employee National Insurance Contributions (NICs)
from 12% to 2% being aligned with the UK higher
rate threshold, raises issues which must be
considered. These measures mean that, in 2021-22,
Scottish residents pay both the higher rate of
Income Tax and the higher rate of NICs on their
incomes between £43,662 and £50,000, making
the combined marginal rate at this spike 53%.17
Such spikes and tax rate differentials can lead to
behavioural effects of concern such as relocation

of tax residence and recourse to avoidance. It is
important that the Scottish Government, advised
by the Scottish Fiscal Commission and HMRC,
research any adverse impacts, including whether
there is bunching just below the threshold.

Scottish Government (2021) Housing to 2040 [online] Available at: https://www.gov.scot/publications/housing-2040-2/.

The Calman Commission (2010) [online] Available at: https://commonslibraryparliament.uk/research-briefings/sn04744y/; The Smith Commission (2014)) [online] Available at:
https://webarchive.nationalarchives.gov.uk/ukgwa/20151202171017/http: /www.smith-commission.scot/wp-content/uploads/2014;/11/The_Smith_Commission_Report-1.pdf

Scotland’s Fiscal Framework is available online, at: https://archive2021.parliament.scot/parliamentarybusiness/currentcommittees/100568.aspx.
Consisting in 2021-22 of 41% (higher rate of Scottish Income Tax) and 12% (higher rate of NICs). On the basis of present bands and rates, the 2022-23 temporary increase in

NICs will increase the combined marginal rate from 53% to 54.25%.



16 Some powers envisaged by the Scotland Act 2012
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and Scotland Act 2016 are not yet in place.

The RSE encourages that early decisions be taken
on whether to proceed or to abandon them, as
opposed to parking them. For example, the
Aggregates Levy, which was devolved to Scotland
through the 2016 Scotland Act, would have limited
impact in revenue terms on the Scottish Budget,
but was originally delayed due to EU state aid
rules. There seems no great priority for action on
this front. Similarly, Air Departure Tax has been
legislated for as a replacement for Air Passenger
Duty, but was not implemented in the last
Parliament due to EU state aid rules and
disagreements within Scotland about the trade-off
between economic growth (tax cuts would
stimulate growth in the hospitality and tourism
sectors) and environmental concerns (air travel
contributes to climate change).’® We believe that
there could be both a lower rate of Air Departure
Tax (ADT) to encourage travel to and from the
Islands and a higher rate, perhaps for frequent
flyers and long distance business travel, to
contribute to the required reduction in carbon
emissions. There is a strong argument to
implement this higher rate at a UK-wide level
through Air Passenger Duty Tax (APD) to
overcome issues of air traffic diversion to

UK airports and associated administrative

costs. Crucially, this could be achieved by
intergovernmental coordination rather than

a reservation of powers. The reservation of state
aid in the Internal Market Act 2020 is further
illustration of the interdependence between
devolved and reserved powers and the necessity
of securing a well-functioning system of
intergovernmental relations.
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In relation to revenue, the most important
non-implementation is the partial assignment

of VAT. Following the UK’ exit from the EU,

the VAT assignment/devolution debate should

be revisited. There are two main reasons for
re-visiting partial assignment.1¥ First, the Scottish
Government would still have no policy control over
VAT, and hence assignment would not result in any
improvements in fiscal autonomy or accountability.
The RSE would wish to be convinced that partial
VAT assignment would give the Scottish Government
a larger stake in the performance of the UK
economy before supporting such a move. Second,
the administrative operation of VAT does not
identify VAT payments as Scottish. Therefore,
amounts of assigned Scottish VAT would depend
on small sample surveys which have been found to
generate substantial year-on-year fluctuations in
the estimated Scottish share.20 Given the size of
VAT revenues under partial assignment, this would
introduce a large new source of volatility in Scottish
budget numbers which would disrupt expenditure
planning and would be very difficult to justify to
the public, potentially discrediting the funding
system. The Scottish Government should finalise
modelling work on VAT assignment to fully
consider these issues.2!

The RSE encourages the Scottish Government to
consider the above points in combination with a
forthcoming interim report (due to be published
in late 2021) from the Fiscal Commission for
Northern Ireland (FCNT) which will provide a
comprehensive review of all UK-based taxes in
Northern Ireland, including tax avoidance.22
Although Scotland and Northern Ireland have
contrasting fiscal powers and fiscal capacities, we
anticipate that this report may include analysis and
conclusions of direct relevance to consideration of
tax policy in Scotland.

The RSE has previously commented on Air Departure Tax. For more information see: Royal Society of Edinburgh (2017) Air Departure Tax [online] Available at:
https://www.rse.org.uk/wp-content/uploads/2018/08/AP17_24.pdf; and Royal Society of Edinburgh (2019) Devolved Taxes: A Policy Framework [online]

Available at: https://www.rse.org.uk/wp-content/uploads/2019/06/AP19-08.pdf.

The RSE has previously commented on VAT assignment. For more information see: The Royal Society of Edinburgh (2019) Devolved Taxes: A Policy Framework [online]

Available at: https://www.rse.org.uk/wp-content/uploads/2019/06/AP19-08.pdf

Fraser of Allander Institute (2018) VAT Assignment — A bridge too far for fiscal devolution [online]
Available at: https://fraserofallander.org/vat-assignment-a-bridge-too-far-for-fiscal-devolution/

Further information on Scottish Government modelling work on VAT Assignment is available online at:
https://www.gov.scot/publications/scotland-act-2012-2016-annual-implementation-report-2021/documents/ .

Further information on the FCNI is available online at: https://www.fiscalcommissionni.org/.



Local Taxation for Local Services:
Local Authority Taxation

19

Across the United Kingdom there are
fundamental problems concerning local authority
taxation. Following the short-lived Community
Charge (widely known as the Poll Tax) the Council
Tax was introduced in England, Scotland and
Wales but not in Northern Ireland which has
retained domestic rates. The Council Tax brought
back a residential property tax, which has
desirable qualities in respect to fiscal accountability
for local government.

20 A banded system based on 1991 capital values was

21

chosen rather than one directly using those capital
values. In both England and Scotland, Council Tax
is still based on 1991 values despite significant
changes in relative house prices within each
country. As a matter of policy, the ratio between
the Council Tax charge at the highest and lowest
band was set at 3:1, much less than the dispersion
under domestic rates, though additional bands
have been added at the top end.

The RSE believes that the Scottish Government
should give early and careful consideration to
exercising devolved competence to reform Council
Tax, Non-Domestic Rates and Land and Buildings
Transaction Tax. We believe that the current
system is sub-optimal as a mechanism for
financing local government and in the context

of the Scottish Government’s broader tax policy
objectives. These taxes are economically and
fiscally essential to ensure more equitable local
access to public funds and services. An early
review would also provide an opportunity to
ensure consistency with the Scottish Government’s
10-year National Strategy to deliver economic
transformation by implementing local taxation for
local services.23 Overall, we accept that the review
we are suggesting would be complex and
politically contentious, but the taxes required

are of such importance as to merit such a review.
Moreover, the review should lead to legislative
action and implementation.
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22 Dealing with these matters should be a high

priority for the current Scottish parliamentary
term, with due attention to parallel moves
elsewhere in the United Kingdom. How much
revenue local authorities require also depends
on the functions allocated to them, the future
of social care being a case in point. Further, the
differences in economic prosperity across local
authority areas in Scotland mean that careful
attention should be paid to how territorial fiscal
equalisation is designed.

23 A Citizens’ Assembly on Council Tax could be

used as a mechanism to help to overcome political
paralysis around Council Tax reform in Scotland,
following allegations that it is unfair due to
outdated valuations and is regressive in terms

of incomes. Citizens’ Assemblies are a useful tool
to increase awareness of inherent complexities
and the need for trade-offs to be embedded within
the tax system.2* However, it is critical that any
submission to such an Assembly is preceded by
and fully informed by in-depth and objective
technical analysis. In setting up the process for a
Citizens’ Assembly, the Scottish Government is
already developing expertise in deliberative
democracy. The Government can also draw from
examples of consumer consultation in aiding the
implementation of a new charging regime, such as
the Water Industry Commission for Scotland’s
(WICS) Customer Forum.25 The Forum aided

the implementation of acceptable levels of water
and wastewater charges in relation to service
performance and a clearly defined pricing
trajectory. This was achieved through extensive
analysis and discussion around the implementation
of a large capital expenditure programme required
to deliver Ministerial objectives. The RSE would
welcome the opportunity to provide objective and
informed input as part of a learning phase of any
Citizens’ Assembly on taxation. This dovetails with
the RSE’s Post-Covid-19 Futures Commission
(PCFC) Public Debate & Participation (PD&P)
theme.26

23 Further information on the Scottish Government’s 10-year economic transformation plan is available online: https://www.gov.scot/news/delivering-economic-transformation,/.
Crucially, any local financing arrangements would merit an accompanying assessment of any equalisation mechanisms to ensure equity in the provision of public services
across Scotland.

24 This builds on the RSE’s proposal for a ‘National Forum’ on tax. Further information on this is available at: https://www.rse.org.uk/wp-content/uploads/2019/06/AP19-08.pdf.
25 Further information on this is available on the WICS Historical Digital Archive, available at: https://archivewics.scot/view_CustomerForum.aspx.
26 For further information on the RSE PCFC visit: https://www.rsecovidcommission.org.uk/themes/.
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24 Whereas Council Tax reform is constrained
by political sensitivities, Non-Domestic Rates,
for which there have been revaluations, are
under significant pressure because of economic
and technological change in business, illustrated
by the declining importance of physical capital
relative to intangible capital (e.g., growth of online
retailing at the expense of high streets).27 Taxes on
the new economy are more likely to be operated
at UK Government level, thereby reducing
the local government share of taxation. The risks
these changes pose to the Scottish Government’s
key objectives should be carefully assessed, and
we recommend that the issue be subject to
intergovernmental consideration, given the clear
and significant relevance to Scotland.

27  Similarly, the Scottish Government dilemma around a property-based tax on business (not based on an ability to pay) given their substantial Non-Domestic Rates reliefs
(particularly for SMEs) would merit further attention.
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Additional Information

Any enquiries about this Advice Paper should addressed to Alfie Gaffney
(email: agaffney@therse.org.uk).

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