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FINANCE COMMITTEE 
 

AGENDA 
 

9th Meeting, 2016 (Session 4) 
 

Thursday 3 March 2016 
 
The Committee will meet at 9.00 am in the David Livingstone Room (CR6). 
 
1. Decision on taking business in private: The Committee will decide whether 

to take item 3 in private. 
 
2. Scotland's Fiscal Framework: The Committee will take evidence from— 
 

Rt Hon Greg Hands MP, Chief Secretary to the Treasury, HM Treasury, 
UK Government. 
 

3. Scotland's Fiscal Framework: The Committee will consider the evidence 
received at agenda item 2. 

 
 

James Johnston 
Clerk to the Finance Committee 

Room T3.60 
The Scottish Parliament 

Edinburgh 
Tel: 0131 348 5215 

Email: james.johnston@scottish.parliament.uk 
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Finance Committee 

9th Meeting 2016 (Session 4), Thursday 3 March 2016 

Scotland’s Fiscal Framework 

1. The purpose of this paper is to provide information for the Committee’s 

evidence session on Scotland’s Fiscal Framework at which it will take evidence from 

the Chief Secretary to the Treasury. 

 

2. The agreement between the Scottish Government and the United Kingdom 

Government on the Scottish Government’s fiscal framework was published on 25 

February. Hard copies have previously been circulated to members. 

 

3. The Committee published its report, Scotland’s Fiscal Framework, in June 

2015. The report’s recommendations are attached at Annexe A. 

 

4. The Committee is invited to consider the above in its evidence session with 

the Chief Secretary to the Treasury. 

 

Alan Hunter, 

Assistant Clerk to the Committee 

  

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/503481/fiscal_framework_agreement_25_feb_16_2.pdf
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/503481/fiscal_framework_agreement_25_feb_16_2.pdf
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/90923.aspx#_ftn2
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Annexe A: Recommendations from Finance Committee’s Scotland’s Fiscal 
Framework Report. 
 

22. One of the key issues for the Committee is the extent to which the Scottish 
Government will have the flexibility to pursue separate fiscal policies while 
recognising the need for consistency with the overall UK fiscal framework. An 
essential element of this flexibility will be the revised level of borrowing powers 
which the Scottish Government will have and the fiscal rules which govern how they 
operate. This is discussed in more detail below. 
 

23. The Committee is concerned that the command paper suggests a much greater 
level of constraint on the Scottish Government’s fiscal flexibility than the Smith 
Commission. In particular, the Committee is concerned about the level of constraint 
implied by paragraph 2.2.7 of the command paper which states that “the fiscal 
framework must require Scotland to contribute proportionally to fiscal consolidation 
at the pace set out by the UK Government across devolved and reserved areas.” 
 

24. The Committee recommends that while Scotland’s revised fiscal framework 
needs to be consistent with the UK’s overall fiscal framework this does not mean 
that they need to mirror each other. For fiscal devolution to work it is essential that 
the Scottish Government has some flexibility to pursue distinct fiscal policies 
consistent with the overall UK fiscal framework. 
 

25. The Committee also recommends that there should be a legislative requirement 
for the Scottish Government to prepare a charter for budget responsibility, 
containing details of Scottish fiscal policies and how they will be implemented, for 
approval by the Scottish Parliament. 
 

35. The Committee’s view is that it is essential that Scotland’s fiscal rules are 
agreed through a process of negotiation which recognises the flexibility of the 
Scottish Government to adopt its own fiscal policies within the overall UK fiscal 
framework. 
 

36. The Committee recommends that Scotland’s updated fiscal framework should 
include two fiscal rules. The first should be a balanced budget rule to govern the 
level of borrowing in the short to medium term. The second should be a rule to 
govern the medium to long-term limit on net debt. These are discussed in more 
detail below. 
 

58. The Committee’s view is that it is clear that the level of borrowing powers for 
current spending will need to be significantly increased and should be 
commensurate with the risks faced by the Scottish Government post-Smith. 
 

59. The Committee notes that the precise types of risk Scotland may be exposed to 
will be determined by the block grant adjustment method which is intended to 
insulate Scotland from UK wide economic shocks. At the same time there will also 
be a Scotland-specific cyclical risk and the Scottish Government will require 
substantial new borrowing powers to manage this volatility. 
 

60. Given the risks associated with volatility in the Scottish economy the Committee 
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does not believe that it is appropriate to have a cash limit on current borrowing. 
Rather, the Scottish Government should agree a balanced budget fiscal rule with 
the UK Government which is consistent with the UK fiscal framework. The 
Committee’s view is that this does not necessarily mean that both Governments 
have the same balanced budget fiscal rule. For example, the Scottish Government 
could be required to balance the cyclically adjusted current budget over the 
economic cycle. 
 

61. The Committee notes the concerns of some witnesses that the Holtham method 
of indexation may penalise Scotland due to both a relatively smaller number of 
higher rate tax payers and slower population growth. The Committee asks the 
Scottish Government whether it has carried out any analysis of the impact of both of 
these factors and, if so, that it makes this work public. The Committee also asks 
whether Ministers have considered basing the indexation of the block grant 
adjustment on the per capita tax base rather than the overall growth in the UK tax 
base and whether any analysis of this approach has been carried out. 
 

62. The Committee reiterates its support for the Scottish Government’s proposal for 
more flexibility in how it spends any tax surpluses. 
 

63. The Committee is, in principle, supportive of examining the proposal to allow 
current borrowing for preventative spending on the basis that it is about investing in 
the future. The Committee invites the Scottish Government to explore the 
practicality of this approach in its discussions with the UK Government on 
borrowing. 
 

73. The Committee supports the introduction of a prudential capital borrowing 
regime on a statutory basis. 
 

74. The Committee also recommends that the Scottish Government should agree a 
debt rule with the UK Government which is consistent with the UK fiscal framework. 
The Committee’s view is that this does not necessarily mean that both governments 
have the same debt fiscal rule.  
 

75. The Committee agrees with the Devolution (Further Powers) Committee that 
consideration should be given to a debt rule as a percentage of cyclically adjusted 
GDP.  
 

81. The Committee recommends that the issue of moral hazard needs to be 
explicitly addressed in the fiscal framework. 
 

99. The Committee is content with the first ‘no detriment’ principle that the Scottish 
Government and UK Government budgets should not be adversely affected as a 
result of the decision to devolve further powers. This should include forestalling at 
the point of transfer. 
 

100. The Committee recommends that the second ‘no detriment’ principle be treated 
as a high level principle to guide the governments in the application of the fiscal 
framework and in adjusting the block grant. Attempts to turn it into a rule to be 
applied mechanically to all potential spillover effects should be resisted as 
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inefficient, counter-productive and likely to create unnecessary disagreement and 
dispute. Instead it should be used as a guide in intergovernmental discussions at 
official and ministerial level and wherever possible discussed before the 
implementation of policy changes. 
 

101. Even as a high level principle, further work needs to be done on refining the 
boundaries within which the principle applies and to confirm that it applies only to 
major and calculable impacts on the budgets of either government and not to the 
behavioural consequences of moderate tax competition, for example. This 
interpretation appears to be implied by some of the wording in the command paper 
but, from the evidence we received, this is not clear. 
 

102. The Committee recommends that the outcome of discussions between the 
governments on the scope and application of the second ‘no detriment’ principle are 
made public so that the fairness of the fiscal framework is evident. 
 

111. The Committee notes that the increasing complexity of the funding model for 
Scotland means that it is essential that the calculations of the block grant are open 
and transparent. 
 

112. The Committee also notes that while the Scottish Government is consulted on 
the operation of the Barnett formula, the Treasury has the sole decision-making role. 
 

113. The Committee recommends that there needs to be a greater willingness 
within the Treasury to seek agreement with the devolved institutions on the 
methodology and operation of the funding model. 
 

114. The Committee recommends that the UK Government publishes details of the 
operation of the Barnett formula and adjustments to the block grant arising from 
fiscal devolution alongside each UK budget and Autumn Statement and that a UK 
Treasury Minister should be willing to appear before the Finance Committee shortly 
after the publication of the UK budget. 
 

131. The Committee questions the extent to which the Swedish and Irish models are 
consistent with the Scottish Government’s proposals on forecasting. The Committee 
is unaware of any other example of a fiscal council relying solely on official 
government forecasts. 
 

132. The Committee notes that the draft SFC Bill describes the commission’s 
functions as assessing the reasonableness of the forecasts. It is not proposed in the 
draft Bill that the SFC should endorse the forecasts. 
 

133. The Committee notes the strong level of support among witnesses for the SFC 
carrying out its own forecasts and recommends that the draft Bill should be 
amended accordingly. 
 

139. The Committee recommends that the remit of the SFC should include judging 
the performance of the Scottish Government against its fiscal targets and an 
assessment of the long-term sustainability of the public finances. 
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140. The Committee recommends that the draft Bill should be amended accordingly. 
 

141. The Committee intends to submit this section of the report on the SFC as its 
submission to the Scottish Government’s consultation on the draft Bill. The 
Committee will also have a further opportunity to consider these issues once the 
legislation is introduced in the Autumn. 
 

142. The Committee welcomes the commitment of the Ministers to provide the 
Commission with sufficient and appropriate resources to discharge its remit and will 
look at this further when it considers the Financial Memorandum for the Bill. 
 

173. The Committee notes that it is abundantly clear that the existing institutional 
IGR framework is not fit for purpose. The increasingly complex nature of devolution 
and the degree of interdependency at both a bilateral and multilateral level requires 
substantial change to both the structure and culture of inter-governmental relations. 
In particular, the Committee agrees that it is clear that the “machinery for devolved 
finance can no longer be left to the discretion of HM Treasury.” 
 

174. The Committee recommends: 
 for inter-governmental relations to be meaningful in relation to fiscal matters 

then there is a fundamental need to change HM Treasury’s role as the sole 
decision maker at both a bilateral and multilateral level;  

 at a bilateral level, Scotland’s fiscal framework should be agreed through the 
JEC and by both Westminster and the Scottish Parliament; 

 at a quadrilateral level, the SFP should be agreed through the FMQ and by 
the respective parliaments and assemblies. 

 both documents should be subject to periodic review; 
 there needs to be a much more structured approach to IGR on fiscal 

meetings including at least bi-annual meetings of both the JEC and FMQ; 
 there needs to be a much more systematic approach to the reporting of the 

meetings of the JEC and FMQ with a clear expectation of the level of 
information to be provided; 

 this should include, as a minimum, advance notification of agendas to allow 
the Parliament to contribute its views and a detailed and timeous minute of 
discussions to allow for effective parliamentary scrutiny; 

 the Cabinet Secretary should write to the Finance Committee following 
informal meetings with UK Finance Ministers providing details of the fiscal 
matters discussed; 

 consideration should be given to providing a statutory basis for both the JEC 
and the FMQ; 

 consideration should be given to establishing an independent body to advise 
on the calculation of the block grant; 

 consideration should be given to establishing an independent arbiter to 
resolve disputes on issues such as the block grant adjustment.  
 

183. The Committee welcomes the work which the Scottish Government is carrying 
out in developing national accounts and a macro-economic forecasting model for 
Scotland. 
 

184. The Committee recommends that the SFC should identify specific areas where 
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economic and fiscal data need updating and that these are addressed by the 
Scottish Government as a matter of priority. 
 

185. The Committee asks that the Scottish Government provides regular updates on 
the progress of its discussions with HMRC on access to data including the level of 
access for the SFC and the data on VAT assignation. 
 

186. The Committee is strongly of the view that the workability and effectiveness of 
further fiscal devolution is largely dependent on Scotland’s revised fiscal framework. 
The Committee believes that the manner in which the fiscal framework is agreed will 
be a significant indicator as to how further devolution is likely to work in practice. 
 

187. As many of our witnesses emphasised, the Treasury’s current role as sole 
decision maker on fiscal matters is not sustainable. There has to be a willingness to 
work with the devolved institutions in seeking agreement on fiscal matters post-
Smith. This will require cultural change both within the Treasury and at all levels of 
inter-governmental relations. There needs to be a culture of genuine respect 
between the various governments within the UK. 
 

188. From a parliamentary perspective there needs to be a culture of openness and 
transparency in communicating inter-governmental discussions and decision-
making in relation to the development, implementation and operation of the fiscal 
framework. It is essential, therefore, that the framework is developed openly and 
transparently and is subject to meaningful consultation with both the UK and 
Scottish parliaments. The significance of this document to the new devolution 
arrangements means that it is simply not appropriate for it to be agreed solely 
between the two governments. 
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