
SUBMISSION FROM PROFESSOR IAIN MCLEAN FBA 
 
1. I am a Professor of Politics at Oxford University. I was a member of the 
Independent Expert Group on finance (IEG), Calman Commission. The views I 
express are my own, and are not intended to represent those of the IEG or the 
Commission. I have published widely in the Committee‟s area of interest including 
my books The Fiscal Crisis of the United Kingdom (Basingstoke: Palgrave, 2005) 
and What‟s Wrong with the British Constitution? (Oxford: Oxford University Press, 
2010). 

2. Below I comment on those questions in your letter to me of 21 December 2010, 
outlining the purposes of the witness session of 11 January 2011, where I feel 
competent to express a view. My answers bear on some of the broader questions in 
your general Call for Written Evidence, although they are not framed to answer 
specific questions from that document. 

Income Tax 

3. The Bill reserves the balance between the standard and higher rates; access to 
allowances; and definition of the tax base, to the UK Government. It (and the 
accompanying White Paper) offer what I regard as quite generous “no detriment” 
guarantees to the Scottish Parliament. 

4. I have seen few calls for less devolution of tax powers than the Bill proposes 
(but cf Michael Forsyth, quoted in Scotsman 28.12.10). Rejection of this Bill would 
not, in my view, lead to a return to the status quo on finance, because the UK 
Government would then be free to manipulate the non-statutory Barnett 
arrangements unilaterally. 

5. Should there be more devolution of tax powers than proposed in the Bill?  If the 
UK is to remain a union state, I think that the matters just listed should remain 
reserved. Although more extensive devolution might be good per se, I think that a 
devolved power to change, e.g., allowances or the Income Tax base, would have 
two bad consequences. First, it would increase compliance costs on employers, 
employees, and payroll providers. Second, it would lead to what the public choice 
economist Jagdish Bhagwati calls “directly unproductive activities”, namely attempts 
to present a taxpayer‟s affairs so as to maximise tax avoidance. On compliance 
costs, the Committee or its advisers might like to look at Quebec or the states of the 
USA.  

6. I do, however, think that the Scottish Parliament should have the power to vary 
some other tax bases, and I deal with this below. 

Income Tax volatility and risk 

7. Here the choice seems to be only to accept or to reject the „no detriment‟ terms 
on offer. To insulate the Scottish Parliament more extensively against volatility would 
defeat the purpose of tax devolution, which all five main parties in the Parliament 
have stated that they support. To decline the UK Government‟s offer would seem to 
be, as Sir Humphrey said, “brave, Minister”. It would also be pointless. 



Income tax: Views on alternative proposals 

8. Although there has been mention in debate of alternative proposals from the 
Scottish Government, and from Andrew Hughes Hallett and Drew Scott, I have seen 
no costed details of them, l am not aware of any other alternative proposals on the 
table. 

9. However, I assume that references in debate to Professors Hughes Hallett and 
Scott refer to their Scotland: a New Fiscal Settlement.  The copy I have seen, dated 
3 June 2010, considers the proposals of the previous UK Government and much of 
their detailed response is now out of date. 

10. However, the outline of their scheme remains clear. All taxes raised in Scotland 
would be fully devolved (with control of tax bases and allowances, as well as rates, 
being devolved to the Scottish Parliament), except VAT which cannot be devolved 
within an EU Member State. Scotland would remit an agreed amount (they propose 
that it would come out of the share of UK VAT revenue raised in Scotland) to pay for 
UK-level services. Otherwise, Scotland would be responsible for both taxing and 
spending. Equalisation would be overseen by a Central Grants Commission 
modelled on the Australian Commonwealth Grants Commission, although I am not 
clear what their proposed Commission would have to do. 

11. In their model, UK-level services include defence and foreign policy; 
presumably debt interest repayment; and state pensions. Scotland-level services 
would include the rest of public spending, including the whole of social protection 
other than state pensions. 

12. Their proposals would involve dramatic constitutional change, but they are 
presented for economic rather than constitutional reasons – it is claimed that their 
proposals would facilitate economic growth in Scotland. They would require a much 
more fundamental Scotland Bill than that currently before your Committee. 

13. I cannot comment on the expenditure side of their proposals, as the June 2010 
version of their article contains insufficient detail to do so. The following comments 
relate only to the tax side. 

14. They criticise the Calman proposals, and state that „other regimes are more 
risky‟ than the full fiscal autonomy that they propose (quoted from their Executive 
Summary, second page). 

15. Scottish Ministers have, analogously, complained that the fiscal risk in the Bill 
arises from its focus on Income Tax only. I cannot understand these claims. Tax 
receipts in general depend on economic activity and are therefore highly correlated 
with one another. The more taxes are devolved, the more Scotland is exposed to 
fiscal risk.  

16. The big-ticket taxes that Hughes Hallett and Scott propose to devolve, apart 
from Corporation Tax (discussed below), are National Insurance contributions and 
natural resources taxes (essentially Scotland‟s share of North Sea oil taxation),  



17. National Insurance receipts essentially vary with Income Tax receipts. Any 
volatility that arises from the latter is necessarily magnified if the former are also 
devolved. 

18. The IEG discussed possible devolution of natural resource taxation in its report 
Natural Resource Taxation and Scottish Devolution, available at 
http://www.commissiononscottishdevolution.org.uk/uploads/2009-06-06-ieg-natural-
resource-taxation-1.pdf. 

19. The IEG report concluded at 10.4 that assignment of North Sea Oil revenue to 
Scotland „would expose the Scottish Parliament to significant revenue variations, 
given the inherent volatility of oil and gas taxation revenues. Oil and gas taxation 
revenues from the UKCS will also diminish over time given the finite nature of the 
resource‟.  

20. Hughes Hallett and Scott do not challenge this conclusion because they do not 
mention it. If valid, it is sufficient to contradict their assertion that the regime in the 
current Bill is „more risky‟ than the regime they propose. 

21. In the rest of this evidence, I therefore return to considering the proposals in the 
Bill and White Paper. 

Income Tax on savings income 

22. This is not now to be assigned, as Calman proposed. I would hope that this 
issue could be reopened, either via this Bill or via the Joint Ministerial Committee. 

Borrowing 

23. I think that the Scottish Government should be allowed to issue bonds. The UK 
Government‟s arguments against this seem weak to me, e.g., the statement to you 
by the Exchequer Secretary of the Treasury on December 14 that there would be 
„risks to do with confusion in the gilts market.‟ If market players become confused, 
that is their problem. However, I think that money market professionals are capable 
of distinguishing between a Scottish local authority, the Scottish Government, and 
the UK Government.  

24. In Canada, the yields and ratings of provincial bond issues provide an important 
signal to all market participants (I provided a table of the then-current rates in my 
Fiscal Crisis...). The same disciplines would apply to Scotland. 

Other taxes 

25. I support the devolution of land transaction and landfill taxes. The IEG and the 
Calman Commission reasoned that the most appropriate taxes to devolve are taxes 
on bases that don‟t move. The shape of (any successor to) Stamp Duty Land Tax 
interacts with the two disguised land taxes already in the Scottish Parliament‟s 
control, namely Council Tax and business rates. The shape of landfill tax is obviously 
complementary to that of (any successor to) Aggregates Levy. 

26. I am not persuaded by the UK Government‟s reasons for rejecting Calman‟s 
other two tax devolution proposals, namely Aggregates Levy and Air Passenger 

http://www.commissiononscottishdevolution.org.uk/uploads/2009-06-06-ieg-natural-resource-taxation-1.pdf
http://www.commissiononscottishdevolution.org.uk/uploads/2009-06-06-ieg-natural-resource-taxation-1.pdf


Duty. Scottish Ministers have pointed out (and I agree with them) that the litigation 
which is given as a reason for rejecting the transfer of Aggregates Levy was already 
in progress when Calman reported. If Scotland is willing to take any revenue risk 
arising from that litigation, it should be allowed to.  

27. Likewise, the fact that the UK government intends to convert air passenger duty 
into a “per plane” duty seems to me to argue for, not against, devolving it. For 
instance, subsidiarity implies that the Scottish Government, not the UK Government, 
should decide how to tax flights originating at small Highland or island airports. 
Airports don‟t move. They are a very suitable devolved tax base. 

28. Tax devolution should have at least two good consequences for the devolved 
jurisdiction: it should be encouraged to broaden the tax base and to grow the 
devolved economy so as to increase tax yields. Both of these arguments apply to 
Council Tax and Business Rates, where successive Scottish Governments have not 
been notable for their tax effort since devolution. All tax experts believe that these 
two are bad taxes in almost every respect. The Scottish Parliament should be 
considering how to reform them, in conjunction with designing a successor to SDLT. 

29. It follows that the anomaly whereby Council Tax is devolved, but Council Tax 
Benefit is reserved, needs to be addressed in joint ministerial committees. 

30. Your Committee has discussed the possible devolution of Corporation Tax, as 
do, e.g., Hughes Hallett and Scott. That would be a terrible idea. Experience in 
Northern Ireland between 1920 and 19721 suggests that such devolution would give 
rise to massive tax avoidance: nowadays largely through firms‟ transfer pricing 
practices. 

31. VAT is unsuitable for devolution, for multiple reasons: including EU state aid 
rules, and the undesirability of having huge booze-and-cigarette hyperstores at either 
Gretna or Carlisle. 

32. Any proposals for new taxes under the powers proposed in the Bill should 
consider how immobile the suggested tax base is. 

 
Iain McLean FBA 
Professor of Politics, Oxford University 
31 December 2010 

                                                           
1
 See Richard Perren, „Vestey, William, first Baron Vestey (1859–1940)‟, Oxford Dictionary of National 

Biography, Oxford University Press, 2004; online edn, May 2008 
[http://www.oxforddnb.com/view/article/36647, accessed 31 Dec 2010]. Incorporation in Northern 
Ireland formed part of the Vesteys‟ tax avoidance strategy, that led George V to protest against the 
first Baron‟s Lloyd George-sold peerage. 


