
SUBMISSION FROM PROFESSOR CHRIS HEADY 
 
Question 1 – The Scotland Bill devolves a few taxes (10p worth of income tax, SDLT 
and landfill tax). Is the latter a practical proposition, and is it seen anywhere else? 
 
There are countries in which sub-central governments have very wide taxing powers, 
covering everything except social security (National Insurance) contributions (I do not 
know of any OECD country with sub-central social security contributions). The best 
examples of such countries are the United States and Canada, but note that it is 
inaccurate to regard these taxing powers as ‘devolved’: these are federations in which 
the fundamental power to raise taxes belongs to the constituent parts and the central 
government has almost no power over taxes levied by its constituent parts. 
 
Having said this, the United States provides a good example of the problems that can 
arise in having sub-central control of taxes on consumption – US sales taxes are very 
inefficient taxes with many loopholes and distortions. The Canadians do a better job 
with their VAT, which has provincial variations, but I believe there are still some 
problems. However, in the case of Scotland, a more important point is probably that EU 
law severely limits (if not prohibits) within-country (which in this case refers to the UK 
rather than Scotland on its own) variation in VAT and excise duties.  
 
This means that neither National Insurance contributions nor the main consumption 
taxes can seriously be considered as possible devolved taxes. 
 
As I presume that local governments in Scotland already have Council Tax, the only 
major revenue-raising tax that is left is Corporation Tax. Several OECD countries do 
levy a corporate tax at the sub-central level but the experience of this has not been very 
positive. It is a very volatile tax and can result in a misallocation of investment. 
 
There are some other small taxes, such as vehicle registration taxes, but I doubt that 
the additional administrative costs and possible economic distortions of such taxes 
would be justified in relation to the revenue raised. 
 
So, overall, I don’t think it is practical to devolve more taxes. Greater autonomy would 
be better achieved by ownership of more of the personal income tax than by adding to 
the menu of devolved taxes. 
 



Question 2 – The Scottish Parliament will levy a single rate on income tax additional to 
the UK rate (which will be reduced by 10p for Scottish taxpayers to allow room for this). 
Do you have any views on this and the issues of volatility and the link between 
revenues and economic growth? 
 
The first point here is that a single rate income tax with a personal allowance is 
progressive, in the sense that people on higher incomes pay a higher proportion of that 
income in tax. It also means that Scotland would increase its tax-to-GDP ratio as growth 
occurs because personal allowances are usually adjusted by the rate of price increase 
rather than the (normally higher) average rate of wage increase.  
 
However, a case could be made for having Scotland control the rate structure of the tax 
so that it could make it more progressive and allow Scotland to increase its tax-to-GDP 
ratio even faster. Amongst the OECD countries with sub-central personal income tax, 
some (such as the Nordic countries) limit the sub-central governments to the choice of a 
single rate while others (such as the US and Canada) have more complex sub-central 
rate structures.  
 
The standard theory of fiscal federalism cautions against sub-central control of tax 
progressivity, partly because regions with more progressive taxes will lose high income 
individuals by out-migration and gain low-income individuals by in-migration. Also, in the 
context of the block grant system in the UK, there is a risk that the UK government 
might reduce the block grant if it saw Scotland’s tax-to-GDP ratio rising as a result of 
greater progressivity. There is also the concern that a more progressive tax suffers from 
greater revenue volatility. 
 
So, overall, I do not have strong view on this issue but have a slight tendency to favour 
the single rate approach, which applies in Nordic countries.  
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