
SUBMISSION FROM THE OFFICE FOR BUDGET RESPONSIBILITY (OBR)  

 

1. Background on the OBR 
 
The OBR was established in 2010 to provide independent and authoritative 

assessments of the public finances and the economy. It will have direct control over 

the forecast and make all the key judgments that drive the official projections. A bill 

to establish the OBR on a statutory footing is currently in the UK Parliament. In 

advance of the legislation coming into force, the OBR is operating to the following 

Terms of Reference. 

http://budgetresponsibility.independent.gov.uk/d/terms_of_reference_final.pdf 

 

2. Forecasting Process 
 
The OBR produces the official economic and public finances forecasts twice a year, 

for the Budget and an Autumn forecast. The OBR published a briefing paper on 24 

January on ‘Forecasting the Public Finances’1. This explains the forecasting process 

in detail and provides summaries of each of the main forecasting models. 

Producing the fiscal forecast is a disaggregated bottom-up process. It requires 

separate forecasts for numerous categories of revenue, spending and financial 

transactions based on a consistent view of economic prospects. To achieve this, the 

OBR works in partnership with various government departments. In the case of tax 

forecasting, HMRC maintain and run models for each of the main taxes. 

A tax forecast would incorporate the relevant economic determinants from the 

OBR’s economic forecast. HMRC would run these determinants through their 

models and combine this with their expertise on the particular tax and knowledge of 

recent outturns. The forecast would be returned to the OBR to be scrutinised and 

challenged. All judgments and assumptions would be agreed by the OBR’s Budget 

Responsibility Committee (BRC), with the BRC taking full responsibility for the final 

forecast. 

 

 

 

                                                 
1
 http://budgetresponsibility.independent.gov.uk/d/obr_briefing1.pdf 

http://budgetresponsibility.independent.gov.uk/d/terms_of_reference_final.pdf
http://budgetresponsibility.independent.gov.uk/d/obr_briefing1.pdf


3. Forecasting Scottish Income Tax Receipts 

As set out in ‘Strengthening Scotland’s Future’ (p23), the OBR will start to provide 

forecasts of Scottish income tax, landfill tax, stamp duty land tax and aggregates 

levy from April 2012.  

We envisage a similar forecasting process to those for UK-wide taxes and spending. 

Forecasts would be based on economic determinants, HMRC would run their 

forecasting model using these determinants and final judgments and assumptions 

would have to be agreed with the BRC, with the BRC taking full responsibility for the 

final forecast. 

Prior to the start of forecasting in 2012, it would be necessary for the forecasting 

methodology to be agreed between the OBR, HMRC and the Scottish Government. 

We would expect the forecast methodology to use information on Scottish income 

tax payers being developed by HMRC, but also to use HMRC’s personal tax model, 

particularly prior to improved information on Scottish tax payers being available. 

The OBR is committed to transparency in forecasting and has published more 

economic and fiscal forecast information than was previously available. This 

includes both greater detail on the forecasts and the methodology underlying 

elements of the projections. We would envisage providing detail on both the Scottish 

income tax forecast and the forecasting methodology behind it. 

 

4. Forecasting Other Scottish Taxes 

The OBR would also have to agree the forecasts for those taxes that were fully 

devolved to the Scottish Government. Discussions on the forecast would be needed 

with the body collecting these devolved taxes and other relevant departments. As 

with Scottish income tax, we envisage that the BRC would take full responsibility for 

the final forecast. 

 

5. Accuracy of Forecasts 

Errors in Scottish income tax projections could reflect errors resulting from Scottish-

specific factors or UK-wide factors. It is likely that the latter would dominate. With 

PAYE accounting for over 80 per cent of income tax revenues, growth in wages and 

salaries is the key driver of receipts. Wages and salaries can be decomposed into 



employment and earnings. Clearly the recent recession had a marked impact on 

employment forecasts, but earnings growth projections were also revised 

downwards. Forecast errors can also be generated by unexpected changes in the 

effective tax rate on wages and salaries. This may result from changes in the 

income distribution e.g. from changes to financial sector bonuses. 

The OBR provides central estimates for both its economic and fiscal forecasts. The 

table below looks at one-year ahead forecast errors for income tax since 2001-02 

(i.e. forecasts in the Budget for the forthcoming financial year). In general forecast 

errors are usually greater at longer forecast horizons. 

Table 1: One-Year Ahead Income Tax Forecast Errors (£bn) 

 Forecast Outturn Difference 

Budget 2001 (01-02) 111.5 110.2 -1.3 

Budget 2002 (02-03) 117.5 112.6 -4.9 

Budget 2003 (03-04) 122.1 118.4 -3.7 

Budget 2004 (04-05) 127.8 127.3 -0.5 

Budget 2005 (05-06) 138.1 135.0 -3.2 

Budget 2006 (06-07) 144.0 147.8 3.7 

Budget 2007 (07-08) 156.9 151.8 -5.2 

Budget 2008 (08-09) 160.2 153.5 -6.8 

Budget 2009 (09-10) 140.5 144.9 4.3 

 

6. Other Issues 

Our evidence has focused on the OBR’s responsibility and accountability for 

forecasts. With our remit focused on economic and fiscal forecasting, it would not be 

appropriate for us to express an opinion on policy design issues. 
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