
SUBMISSION FROM STEPHEN MAXWELL 
 

1. Enhancing financial accountability 
    
A The proposals will make a small contribution to increasing the accountability of the 
Scottish Parliament but at considerable risk to the efficient and effective  management of 
the Scottish budget.  The increased dependence of the Scottish budget on a projection of 
its future income will introduce an element of uncertainty whatever measures the UK 
Treasury takes in mitigation.  Combined with the decline in the share of revenue yielded 
by income tax, the nature of the proposed income tax power and the tightness of the 
proposed borrowing  powers the proposal would  impose a deflationary bias on Scottish 
budgets.   
 

2. Substitution of Scottish levied tax revenue for a portion of the UK grant. 
 
A The principle is sound but the proposed application far too limited.  By limiting the 
substitution to income tax at a standard rate across the tax bands the Scottish 
Government's revenue will decline relative to the revenue accruing to the UK Treasury.  
This could be compensated for in the Treasury grant but at the cost of undermining 
Scottish accountability.  The limitation to a source of revenue which is regularly altered and 
is highly sensitive to the economic cycle inevitably increases the complexity of 
administration.  A much wider application of the principle would create more scope for 
Scottish efficiency in matching taxing options to the preferences of Scottish voters so 
increasing the welfare achieved by any given level of expenditure. 
 

Q 3. Scottish rate of income tax 
 
A It would not work well.  Indeed the Scottish Parliament might be reluctant to apply it 
at all.  The limitation of the taxing power to a standard rate across the bands is somewhat 
less regressive than the current Scottish Variable Rate but still regressive enough to make 
it difficult for politicians to justify.  The exclusion of interest and dividend income adds to 
the political problems of using it. 
 

Q 4. Performance in the recent downturn and effectiveness in driving economic 

growth. 
 
A I note the projections by various experts that if applied in the current downturn the 
proposal would have added several £00ms to the cuts required in the Scottish budget.  
The proposal has little potential to promote economic growth, partly because of the 
difficulties of applying it and partly because of the uncertain effects of marginal variations 
in income tax on economic growth.  The strict limitations on capital borrowing powers 
would be especially damaging.  Scotland currently has an exceptional opportunity for the 
development of  its alternative energy potential as well as sound security for borrowing in 
the shape of its North Sea oil reserves in a period of rising energy prices.  The proposed 
limitations would prevent it taking full advantage of this opportunity.  
 

Q 5. Creating other devolved taxes 
 
A Again good in principle but within the devolved structure proposed here it is  
necessarily tightly hedged with limitations.  Control of established revenue sources such 
as oil production taxes, corporation tax and capital taxes and of such major spending 
budgets as welfare and employment would be much more helpful.   



 

Q 6. Borrowing powers 
 
A. The proposed borrowing powers are inadequate in respect of both revenue and 
capital.  For capital purposes the Scottish Government should have a power to issue 
bonds on such affordable terms as it can find buyers or at the very least within a much 
wider limits than the £2.2bn to a maximum term of ten years proposed in the legislation. 
 

Q 7. Plans for implementing the system - risks and costs 
 
A. I am not qualified to judge the reliability of the technical procedures involved.  
However I note that the set up costs (£40m plus) and the maintenance costs (£4m plus 
annually) are substantial.   I fear that as monopoly provider of  the tax collection function 
HMRC would in effect be able to dictate its price.  Despite the existence of a protocol 
assigning the cost of any change in the funding relationship between Holyrood and 
Westminster to the authority initiating the change I believe that there is a case for 
allocating the costs to the central UK budget consistent with the principle of 'power 
devolved is power retained' which underpins devolution.  At the least the costs could be 
shared between the two regimes on the grounds that an agreed change must be assumed 
to be beneficial to both authorities.   
 
Every system of government carries its particular balance of risk and opportunities.  The 
precise balance will be determined as much by the strengths and weaknesses of the 
particular economy and polity than by the formal relationships between different levels of 
government.  Generalisations across different government systems, economies and 
polities are therefore of limited value.  The same reservation applies to any judgement of 
fiscal risk abstracted from its economic and political context.  In a devolved system factors 
influencing the degree of fiscal risk will include the properties of the devolved and retained 
tax systems, the spread of tax sources devolved and retained, the distribution between the 
levels of government of the opportunities for growth and the susceptibility of those 
opportunities to particular tax incentives, and the extent of divergence of policy 
preferences between different levels of government. 
 
In the UK/Scotland case, by reason of its smaller  economy and  higher per capita rate of 
tax expenditure Scotland may be considered to carry  a higher level of structural  fiscal risk 
than the UK as a whole.    On the other hand  her superior current budgetary position in 
recent years (as identified by GERS 2008/9) suggests a more robust fiscal position than 
the UK.  At the same time the marked divergence of political preferences between the UK 
and Scotland since the collapse of the  UK's post war consensus in the 1970s carries its 
own risks for Scotland's tax/expenditure balance as illustrated by the impact of 
Thatcherism on Scotland's economy and social health and the probable impact of 
Cameron.  In addition Scotland's budgetary balance looks likely to be the beneficiary over 
the next decade or two of rising world energy prices.   In this perspective the balance of 
fiscal risk seems more supportive of radical than conservative approaches to Scotland's 
constitutional future. 
 

Q 8. The experience of other jurisdictions 
 
A. There appears to be great variation in the funding arrangements used within 
devolved, federal and confederal government systems.  Many systems provide for greater 
borrowing powers, especially for capital expenditure, than proposed in the Scotland Bill. 

 



Q 9/10.  Other legislative changes 
 
A. The proposals for devolving firearms control and road speed limits seem 
unnecessarily limited.  All responsibility for these two areas could and should be devolved.   
Responsibility for abortion and for other matters of social ethics including medical ethics 
should be devolved.  The proffered justification for delaying the devolution of responsibility 
for the Air Passenger Duty and the Landfill Levy on the grounds that these are currently 
under review by the UK or EU are spurious.  The reviews could continue with formal 
Scottish representation.  Where national  discretion exists the Scottish Parliament could 
make its own decision: where responsibility lies with the EU Scotland is anyway bound to 
accept the EU's decision. 
 
The functions of the Crown Estate Commission in respect of Crown Estate properties in 
Scotland should be transferred to Scotland to promote full coordination with the Scottish 
Government's responsibilities for economic, environmental and social development and to 
ensure that the increase in Crown Estate revenues anticipated from the growth of marine 
energy production around Scotland's coasts accrues wholly to Scotland. 
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